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Drax Group plc is leading
the way in the generation
of reliable, renewable energy.

Responsible for some 8% of the UK's electricity
it has, with the very latest developments in
renewable energy technology, successfully
transformed itself into a predominantly biomass
fuelled generator.

Today it is one of the UK's largest producers

of renewable power and Europe’s single largest
decarbonisation project.

It stands ready to do more.

2015 Highlights

£3,065m

Total revenue
(2014: £2,805 million)

£409m

Gross profit
(2014: £450 million)

£1 87m

Net debt
(2014: £99 million)

£1 69m

EBITDA
(2014: £229 million)

115

Underlying basic earnings per share
(2014: 24p)

0.31

Total recordable injury rate
(2014: 0.33)
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What's the challenge?

Coal is a fossil fuel and damaging to
our environment. But it still provides
around 25% of UK electricity and,
across the world, there is ever-more
demand for energy.
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We need new sources of electricity, ones that do not
cause climate change. But building new power stations
can be a long and costly process.

There is an alternative: we can shift from coal to an
innovative, renewable energy source without taking
all the existing power stations off the grid and we can
do this today.

For the last ten years Drax has been developing the
capability to achieve this and today it is now optimised
with the Iatest technology. With the right support we
can further enhance and deploy to ultimately become
a fully biomass-fuelled generator.

Yet, until we are able to fully upgrade to biomass,
our coal units will remain a critical part of the UK
generating infrastructure.
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What's our solution?

Our answer to the problem

of coal is sustainable biomass
At Drax we have upgraded and
converted half of our power
station using the very latest

in biomass technology to use
compressed wood pellets
instead of coal.

This has nearly halved our carbon emissions, making
us Europe’s single largest decarbonisation project.

It has also dramatically reduced other air pollutants
including nitrogen oxides.

And because we are reusing and upgrading existing
infrastructure, our transition has been faster and more
affordable than it would have been if we had to build
expensive new power stations in new locations.

Our biomass journey

0 2012 2013 2014 2015 0

Carbon dioxide emissions (million tonnes)
M Biomass generation (%)

O
804

At Drax the use of biomass saves
more than 80% of the carbon
dioxide emitted when compared
to the use of coal

3 unIts

We now have three generating
units using sustainable biomass
in place of coal
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What is biomass?

Rebecca worked on this

Biomass is material obtained from plants
that can be used to generate electricity or heat.

As Group Head of Sustainabi“ty, Akey benefit of biomass is that it's renewable
. and if sourced correctly, both sustainable and
Rebecca m_akes su.re that the bIOITIaSS low carbon. The bulk of the biomass we use at
we source is sustainable and making Drax is wood which we transform into high
significant reductions to our density, compressed wood pellets.

carbon emissions.

Why are our wood pellets low carbon?

When any form of biomass is combusted the
carbon emitted is equal to that absorbed
during its growth. Sourcing biomass from
sustainably managed working forests helps
maintain, and can increase, our planet's
long-term carbon stocks. There are small
amounts of emissions associated with the
processing and transportation of our
compressed wood pellets but even taking
these into account the carbon savings at Drax
are more than 80% compared to coal.

Rebecca Heaton
Head of Sustainability
and Policy
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What's our solution?

Latest advanced technology
For more than a decade
Drax has been leading the
world in the development of
new technology, techniques
and processes to enable

the sustainable sourcing,
generation and supply

of electricity from
sustainable biomass.

From plant to plug our original design, development
and implementation of an innovative and wholly
new means to generate electricity, using our oldest
renewable energy source, has made a significant
contribution to the carbon reduction targets of the
UK and with it the lives of people across the UK
and beyond.

We take low-value wood and turn it into a higher
density fuel that is easy to transport and which, in
our upgraded and converted power station, is able
to generate reliable, renewable energy precisely
when it's needed.

Working with universities

We have partnered with some

of the UK's leading universities on
the many challenges we have had
to overcome. One example is with
the optimal use of additives to
prevent fouling of the boilers.

Manufacturing a strong pellet

Our US manufacturing sites make
use of vertically-stacked mills to
limit pellet handling prior to
cooling. This resultsin a more
durable pellet that is less likely

to deteriorate as it is moved
through our supply chain.



Jason helped design it

Using the very latest technology and
process engineering thinking, Jason has
played a critical role in redesigning our
generating units, allowing them to be
upgraded from coal to biomass.

Jason Shipstone
Engineering Manager
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Laser technology

We have deployed the very latest in laser
scanning technology within our biomass boiler
upgrades to achieve a superior understanding
of how wood pellets combust. With this
information we have been able to achieve
incremental reductions in air pollutants
throughout the generation process. This also
helps us optimise our biomass units to achieve
an efficiency similar to that of coal.

S~—+ [

Reducing and reusing dust

Our US facilities are designed to reduce

and recycle dust produced during the

pellet manufacturing process. For example,
dust containment systems limit employee
exposure and mitigate potentially hazardous
build-ups of dust. Our production sites also
screen pellets at various stages of the
manufacturing process to separate and
recycle dust and fines.

Materials handling

To achieve the desired level of process safety
we chose to pneumatically convey the pellets
on a scale previously thought impossible. Our
biomass storage domes are also the world's
largest and the first time the technology has
been used in the UK.
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What's our solution?

Sustainably sourced biomass
We only source from working
forests that grow back and
stay as forests.

Our biomass is precisely manufactured to a high
density so it's easy to transport in bulk. Because of this,
we can go outside Britain to the places that have huge,
well established working forests and source low-grade
and low-value material from forests that also supply
local wood-based industries, such as construction,
furniture and flooring.

Our biggest suppliers are in North America: until
recently it would have been too expensive to make

use of this surplus wood, now we can take it across the
Atlantic for a remarkably low cost. Even including the
small remaining carbon emissions in our supply chain,
our conversion still cuts our carbon emissions by more
than 80% overall compared to coal.

And, just as we can go to the places with lots of low-
value wood because of our advanced technology,
we can also choose who we don't want to work with,

We never work in countries that lack
proper regulation.

We never cause deforestation or forest decline.

We never source from areas that are officially
protected or where our activities harm
endangered species.

Our principles

We only take wood from working forests that
grow back and stay as forests.

We require all our suppliers to pass tough
screening and sustainability audits, conducted
by independent auditors.

U AW -
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610/ Richard helps source it

We devoted a great deal of time and effort to identifying
Almost two thirds of the US South is forested the best locations for our two US pellet manufacturing
facilities to ensure our sourcing would be sustainable.
Our most important conditions included: access to
low-grade wood; proximity to modern infrastructure;
and availability of trained loggers, wood hauliers and
other specialists to support our operations.

US South Forest Area (USDA)
Area Ha (million)

105: : : : :
100° 5 5 5 : :
: /\ : / Our sites at Amite, Mississippi to sustainability, align with and
95 ! : : T and Morehouse, Louisiana, with support the communities in which
: : : : : abundant pine resources, meet we operate. We also partnered with
90 !

these conditions. Both catchments third party organisations such as
have suffered the recent departure NatureServe, a conservation

of other forest products-based planning service, to ensure we
industries and were therefore in avoid sourcing wood from areas
need of new markets to support of high conservation value.

their existing wood supply

and workforce. As a result of these efforts, we
now have a secure and reliable
m tonnes Having selected these sites, supply chain that meets all our

we met with local forest owners sustainability requirements. We

85 11920 1940:1953 1963:1977 1987:1997 2007:2012

Source: USDA Forest Service

and other stakeholders to better also maintain full chain-of-custody
In 2014, in working forests in the US South, understand theirinterests and to for all sourced material, a practice
86 million tonnes more wood grew than communicate our values. We firmly  that is verified through
was harvested believe in ensuring that our core independent audit.

values and our commitments

US South, growth vs removals
Million tonnes

250

Richard Peberdy
Vice President, Sustainability
Drax Biomass

0 1952 1962 1976 1986 1996 2006 2011 2014

M Growth
Removals

Note:
Original data converted to dry tonnes using an
assumed moisture content of 50%.

Source: USDA Forest Service
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What's our solution?

Certified renewable

power products matching
customer needs

Many UK businesses have
made firm commitments to
limit and reduce their impact
on the environment. For all,
their use of energy is a critical
area to consider and address.

Our retail business, Haven, is a major supplier
of renewable power to UK businesses.

With its most recent products “Biomass Renewable
Energy” and “Reconciled Renewable Energy” Haven
is able to supply our customers with on-demand and
reliable, renewable power 100% of the time.

The Manchester Airport Group (MAG)

MAG have been a customer since 2011 and
are supplied with Haven Power’s Reconciled
Renewable Electricity.

“We were initially attracted to Haven Power
because of their renewable offering and
commitment to supplying sustainable
electricity. Haven made the switch from
ourincumbent supplier a smooth and easy
process and the service we have enjoyed since
has been in keeping with their reputation.”

Tim Hooper

Head of Group Procurement and Contracts,
Manchester Airport Group

Northumbrian Water

One of Haven Power’s biggest customers,
Northumbrian Water came on supply in 2013.

“Our focus was on sourcing a8 good power price
for a five year supply period aligned to a supplier
that could provide accurate billing and excellent
levels of customer service. Haven were able

to provide this and, in June 2014, we had no
reservationsin extending our contract to the
end of March 2018."

Phil Carvel

Category Manager,
Northumbrian Water Limited

1004

Our Biomass Renewable Energy productis
the only offerin the market that guarantees
to supply businesses with renewable energy,
100% of the time



Richard helps deliver it

From its early days as an energy start-up
Richard and his team have continuously
improved the product and service offering
of Haven to UK businesses, establishing it
as one of the leading players in the market.

glgl — glgh — glgl

Richard Robey
Sales and Marketing
Director, Haven Power
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Anglia Maltings

Aleading food services company, Anglia
Maltings has been a Haven customer since
2013, and recently extended its contract
to 2017.

“We have found the customer service to be
excellent and would definitely recommend
them to other businesses. We have a named
contact who handles our account and, as a Flex
customer, we also have direct contact with the
Trading Desk which makes the management of
our electricity needs very easy.”

Bob King

Commercial Director,
Anglia Maltings

Hope Construction Materials Limited

One of the UK's leading suppliers of
construction materials including concrete,
cement and aggregates, Hope Construction
have been a Haven customer since the
beginning of 2013.

"We found Haven Power to be both
approachable and customer focused. In
addition to offering a competitive proposition,
Haven were keen to work with us to find
solutions that worked for both parties. We also
value the direct relationship we have with our
dedicated Account and Service Managers who
manage the day to day activities of our contract
in an efficient and professional manner.”

Emily Bates
Head of Procurement,
Hope Construction Materials Limited
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What's our solution?

Bringing the UK closer

to the European average
for use of biomass

The use of wood for energy
IS nothing new — in fact

it's our oldest form of
renewable energy.

What is different today is how Drax is using the very
latest technology to turn low-grade wood into 8 modern
and highly efficient fuel. Today, Britain is well behind the
European average in its use of wood for energy and
much lower than Germany or Sweden for example, as
shown in the chart below.

Taking steps to get closer to that European average

is the fastest, most affordable and reliable way for the
UK to move away from the fossil fuels of the past to
the renewable energy sources of the future,

Sustainable Biomass Partnership (SBP)

Thisindustry-led initiative formed in 2013,
provides assurance that woody biomass is
sourced from legal and sustainable sources.

In 2015 Ofgem benchmarked SBP as being fully
compliant with the UK's Renewables Obligation,
which means that any wood pellets certified as
SBP compliant meet the government's
mandatory sustainability criteria for

woody biomass.

"As a founding member of the SBP, Drax has
played a key role in developing the SBP
Framework certification standards. The
standards have been designed to provide
assurance that feedstocks are derived only
from forests which are legally harvested and
sustainably managed.”

Peter Wilson

Executive Director,
Sustainable Biomass Partnership

1005

Draxis aiming to have all its sourcing
volume SBP certified

Wood as a source of energy, 2013

% share of wood and wood products in gross inland energy consumption, in Tonnes of Oil Equivalent
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Our conclusion:

Biomass technology is the
fastest, most affordable and
reliable way to move away
from the fossil fuels of the
past to the renewable energy
technology of the future.

With the right support

Drax stands ready to
do more.
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Chairman's statement

Drax is the world leader in biomass

technology and | am excited by the

opportunities this will present the Group.

In my first year as Chairman it has certainly
been challenging for the Group. However, the
progress we made to complete our conversion
to a predominantly biomass-fuelled generator
was excellent and more than ever Drax showed
the essential partit has to play in the UK’s
future energy mix.

The operational performance across the
business was strong and in 2016 we will
complete the transformation we began some
10 years ago. The business we have today is
more diverse, built on a dedicated supply chain
and backed by world-leading innovation and
technology. It continues to deliver around 8%
of the UK's electricity needs, while providing
an excellent service to our retail customers.

Political and regulatory changes
During the year the government applied the
Climate Change Levy (“CCL") to renewables and
announced a potential timeline for the closure
of coal generating plant. The formerhad a
significant negative impact on our 2015 results,
reducing EBITDA by an estimated £30 million,
and thisimpact will be double for 2016.

Many years ago Drax recognised that to limit
climate change would require an eventual end
to the use of coal generation — that is why we
embarked on our transformation to become

a predominantly biomass fuelled generator.

In 2010 our power station burnt almost
10 million tonnes of coal. Because of
our transformation by 2015 we had
lowered this to six million tonnes.

But we don't want to keep burning coal and
we don't have to. There are other options.

Greater use of sustainably sourced biomass is
the fastest, safest and most affordable means
by which the UK can move away from coal and
support greater use of wind and solarin

the future,

With the right policy frameworks we could
become 100% renewable through the full
conversion of our three remaining coal units
and we could do this well before 2025. We will
continue to work closely with the government
to help them quickly reduce the UK's reliance
oncoal.

“More than ever Drax

has demonstrated the
essential role it can
play in the UK'’s future
energy mix.”

4 Or

The reduction in annual coal use
(in tonnes) since we started our
biomass transformation

1005

Ourrenewable output if we
upgrade the second half of
our power station to biomass

Philip Cox CBE
Chairman



Critical infrastructure

Drax remains an essential part of the energy
mix. Our ability to generate reliable, affordable,
renewable power and deliver this to a broad
range of customers places the Group at the
heart of the UK's power generation. In turn, this
createslong-term value for our shareholders —
we remain focused on optimising this value
aswell as remaining alert to opportunities for
growth. In this regard we await the outcome of
the EU State aid decision during the year.
Securing the Contract for Difference (CfD) is a
key component of our investment case.

Results and dividend

Our earnings (EBITDA) for 2015 of £169 million
were, as expected, below those of 2014 (£229
million). This result was adversely impacted by
the dramatic fall in commodity prices and the
loss of Levy Exempt Certificate ("LEC") income
from August, but it is pleasing to note that the
shortfall this created was partially offset by our
self-help measures. Our capital investment
programme (E174 million) was delivered on
schedule, whilst we retained strong control
over operating costs. The refinancing of our
£400 million Revolving Credit Facility helped
us maintain a robust balance sheet.

Essential to the UK

In accordance with our dividend policy, the
Board proposes a final dividend in respect
of 2015 of 0.6 pence per share, equivalent to
£2 million. This would give total dividends for
the year of £23 million (2014: £48 million).

Corporate governance

At Drax we are committed to excellent
corporate governance and given the changes
and challenges experienced during the year
the Board and Committees remained very
active. Details can be found in the Corporate
Governance Report on page 56.

Theyear ended with a number of changes to the
Board. My predecessor Charles Berry left after
our AGM in April. Tony Quinlan left the Group in
June and was replaced as CFO by Will Gardiner,
who joined usin November. Paul Taylor and
Peter Emery, both executive directors, resigned
at the end of December, with Andy Koss
appointed to the Board effective from 1January
2016. lwould like to thank Charles, Tony, Paul and
Peter for their contribution over many years of
service and welcome Will and Andy to the Board.

We have an effective Board with
complementary skills, knowledge and
experience. We will continue to look at how
we can strengthen this mix during the year.

Drax Group plc 13 ‘
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Our people

I have reflected on some of the challenges
we faced during the year, but there were also
many positives, several of which are described
in this report. Thisisin large part down to the
dedication and hard work of our people, in
every part of the business. We are fortunate
to employ a workforce with a diverse range
of skills and experience, unified by their
commitment to decarbonising the UK and in
making Drax successful. I look forward to
working with them over the year ahead.

Finally, I would like to say how delighted | am
to be Chairman of Drax. The Companyisata
pivotal pointin its development, coinciding
with a critically important time for UK energy
policy. We are confident and determined
that our reliable, renewable and affordable
generation and supply will be at the heart of
UK energy for the long term.

Philip Cox CBE
Chairman
22 February 2016

— Generating up to 8% of the UK's electricity

Reliable and flexible contributions to the national grid
Significant contribution to UK decarbonisation targets

Expertise and innovation

Leveraging world-leading biomass technology
Delivering high quality, fit for purpose infrastructure
Providing products tailored to customer needs

performance

Investment case

Industry leading operational

Highly efficient and robust operating assets

Flexible units, able to be dispatched on demand

Well integrated, optimised supply chain

Well controlled cost base and targeted capital investment

Robust balance sheet

Cash generative operations and well controlled working capital
Appropriate levels of credit and established debt facilities

Commitment to capital
returns

Ul N N DN —

Dividend policy to distribute 50% of underlying profit
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Q&A
In the spotlight

Dorothy Thompson answers some of the key
questions raised by shareholders during the
course of 2015 and addresses some of the
important issues facing the Group.

Q. How would you describe the
performance of Drax in 2015?

A. This was a pooryear for our shareholders.
Our financial performance disappointed due
to a number of external factors, primarily the
collapse in commodity prices, which affected
most companies in the energy sector, and
changes to established government policy.
What made it especially frustrating for me was
that operationally, the business performed as
well as it has ever done. The Group took steps
throughout the year to offset the financial
challenges we face, not least in reviewing

and reducing future operational and capital
spend, optimising revenue from our coal units
and introducing new customer products. |
expect further progress on these and other
areasin 2016.

Q. It is widely acknowledged that
Drax’s biomass conversion was a
bold step. In light of recent changes
to government policy on renewable
energy was it still the right thing for
the Group to do?

A. Absolutely, both for us as a business and for
the UK with the significant carbon reductions
Drax is achieving. The UK governmentis fully
committed to the current biomass generation
capacity. We firmly believe that with the urgency
to remove coal by 2025 and the need to support
even greater intermittent generation, set against
a backdrop of affordability, the case for more
biomass generating capacity is strong.

We recently commissioned the economic
consultancy NERA and Imperial College, London,
to look at the whole system costs for a variety

of renewable technologies. They found that
biomass is £7-£35/MWh more affordable than
othertechnologies and that if these new support
levels were modelled in the government'’s
planned renewable energy auctions, consumers
could save in the region of £2 billion.

“The case for more
biomass generating
capacity is strong.”

“Our biomass generation
is significantly better
than coal - 80% cleaner
in terms of carbon
emissions.”

Dorothy Thompson CBE
Chief Executive



Q. You are in the middle of a State Aid
investigation and have previously sued
the government. Is this type of external
activity just business as usual for Drax?

A. It was clear from the very beginning of

the CfD process that any positive decision
would need to go through a State Aid process,
as do many projects that receive state support.
Whilst of course we would have liked a
somewhat speedier decision than is currently
the case, we firmly believe it is right and proper
that the European Commission conduct 3
thorough and detailed investigation. Now that
we are in the second phase of the process we
look forward to working with them closely over
the coming months.

The removal of the CCL exemption was a
surprise to all within the energy sector. Many
believe that the notice period provided by the
government was inappropriate and it is for that
reason we, and other renewable operators,
asked the courts to examine the decision.

Q. Given the significant political
risk to which Drax is exposed, how
can you be sure that any promised
shareholder returns will be
achieved over the short and
medium term?

A. The fundamental question to askis this:

are we making a valuable contribution? If the
answer isyes, which I am confidentitis, and

the business remains operationally strong, then
shareholder value will accrue. Regrettably itis
not within my gift to fully insulate the business
from commodity price movements and abrupt
changes to government policy, despite the good
relations we have, and continuous engagement
with officials in the UK, EU and USA.

Q. A significant amount of revenue
is predicated on the sustainable
sourcing of your biomass. How do
you ensure compliance with all
relevant sustainability legislation?

A. The UK Renewables Obligation (RO) has
arange of legislative requirements to ensure
biomass used for electricity generation

is low carbon and sustainable including
requirements to ensure that bio-diversity,
productivity and sensitive habitats are
protected and maintained. Drax is audited
annually by independent auditors to ensure
that all these requirements are met. Every
pellet plantis audited and should have Chain

of Custody certification. They must also be
able to prove that the wood fibre they supply
usislegal, sustainable and low carbon and
that the criteria within the RO are being met.
With Ofgem benchmarking SBP as being
fully compliant with the UK's RO we and most
of our suppliers, are transitioning our pellet
production to sustainability certification
under the SBP sustainability standards.

Q. Is burning biomass really cleaner
than coal? What about those
reports that say otherwise?

A. Our biomass generation is significantly better
for the climate than coal - independently verified
to be more than 80% lower in terms of carbon
emissions. It also generates much less nitrogen
oxides and sulphur dioxide. Reports with adverse
conclusions are usually predicated on false
assumptions —forinstance that our demand is
contributing to deforestation or that we take
from forests that are in decline, which is simply
not the case.

Q. Shouldn't wood be used for more
valuable purposes?

A. The use of wood to replace fossil fuels
forlarge scale electricity generation has a
high economic, social and environmental value.
A great many businesses and homes depend
on the electricity generated from biomass in
addition to revenue generated in the forest
industry and supply chain. We source from
regions with large working forests that can
readily supply our needs whilst continuing
to meet the demands of other wood-based
industries. In fact by providing landowners
with this additional source of revenue, we
help them reinvest in their working forests
to ensure this resource remains available for
future generations.

Q. Do your suppliers use whole
trees? Is that a sensible thing
to do?

A. Our suppliers often use thinnings —

small trees — that have been removed from
working forests to maximise the growth of the
remaining trees, as well as lower-value wood
from final harvesting operations. In all cases,
we ensure that this wood is sustainably
sourced from forests that are maintained or
increasing in size, thereby ensuring that our
sourcing practices do not adversely impact
long term carbon stocks.

Drax Group plc
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Q. Why don’t you source biomass from
the UK?

A. Drax does source a very small proportion
of biomass from the UK, predominantly heating
pellets, agricultural residues, miscanthus and
straw. With regard to wood, in world terms
the UK has a relatively small forested area not
capable of meeting the country’s demand for
wood products. As a consequence the UKiis
heavily reliant on imports for a range of

wood products including sawn-wood,
wood-based panels, and pulp and paper

as well as wood pellets.

Q. How can shipping wood half way
round the world ever be described
as sustainable?

A. Due to the compressed nature and high
density of the pellets, and the large ships used,
we consistently show carbon savings of more
than 80% compared to coal including emissions
from our supply chain. Global sea borne trade is a
very efficient way of moving bulk commodities
such as compressed wood pellets. Indeed, itis
more carbon efficient for us to transport them
from across the Atlantic by sea than it would be
to truck them several hundred miles. The UK has
been a netimporter of energy and, as outlined
earlier, wood products for many years and our
trade in compressed wood pellets is no different.

Q. Where will you find opportunities
for growth in the medium term?

A. Drax is the world leader in biomass
technology and | am excited by the
opportunities this will present the Group in both
the medium and longer term. Itis encouraging
thatin the longerterm, as the biomass market
matures, it should become competitive without
subsidy support provided there is a robust
carbon price and an equitable allocation of
whole system costs.

Q. With so many long serving Board
directors having left the Group in 2015
this could be described as the end of
an era. What impact do you think it
will have?

A. We have been fortunate to have such
astable and dedicated Board for such a

long period of time. However, with the recent
additions, we have brought fresh perspectives
and skills which complement those we already
have. Your Board is in good shape and focused
on leading Drax through the next phase of

its development.
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Our three businesses
Drax has three
principal activities:

— sourcing fuel

— generating electricity

— supplying power
and wood pellets
Lo customers

The principal activities define the structure of
our business

We organise the business to align with the principal activities,
operating through four business units.

Source

Drax Biomass is a supplier of compressed wood pellets
manufactured from sustainable sources which are then used

in the upgraded biomass boilers in our power station. We also
secure additional biomass supplies through long term contracts
with third parties. We source our coal in the international and
domestic markets.

Generate
Drax Power generates electricity which is then sold in the
wholesale and retail power markets.

Supply

Supply activities are delivered through three routes: Drax Power
sells power to large customers in the wholesale markets; Haven
Power supplies electricity to businesses; our newly acquired
operating unit, Billington Bioenergy, supplies compressed wood
pellets to commercial and domestic customers for heating.

The risks associated with each activity are managed within the
business units, consolidated into the principal risks faced by the
Group —and regularly reviewed by the Board.

Drax Biomass risks on page 33

Drax Power risks on page 35

Haven Power risks on page 37

Principal risks and uncertainties faced by the
Group on page 52

draxbiomass

source

Ié/* il
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More information on page 32

We source wood fibre from the
US South and compressed wood
pellets from suppliers around the
world. Drax Biomass is @ major
manufacturer of wood pellets.

We have dedicated port facilities on the
Humber, Tyne and Mersey estuaries, allowing
both compressed wood pellets and coal to be
imported from around the world.

Locations

Drax Biomass is headquartered in Atlanta, Georgia with
operations in two US States: Mississippi and Louisiana.
This places it at the heart of the US's largest working
forest sector.

During 2015 we completed construction of two new

pellet manufacturing plants facilities: at Amite BioEnergy in
Gloster, Mississippi and Morehouse BioEnergy near Bastrop,
Louisiana. We also completed on our port facility in Baton
Rouge, Louisiana.

O

Drax Biomass shipments
Shipments made to the UK in 2015

0.3

Drax Biomass production
Tonnes of own pellets produced
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generate

More information on page 34

Six generating units at Drax
Power generate up to 8% of
the UK's electricity needs.

Continuous investment to improve operational
performance makes these units highly efficient.

Locations

Drax Group plc
Annual report and accounts 2015

g havenpower

ILLINGTON

bloenergy

supply

b ‘?ﬂ' & ..

More information on page 36

Electricity is traded directly with
wholesale customers or supplied
through our retail business at
Haven Power.

Billington Bioenergy supplies compressed
wood pellets to domestic and commercial
customers which are used in specialised
boilers to generate heat.

Locations

The Power Station is located near Selby, UK, connecting
directly into the national distribution grid.

20. /mn

Electricity generation
Generated during 2015

5.9m

Fuel usage
Tonnes of biomass used

Haven Power is based at Ipswich, UK.

Billington Bioenergy has depot locations across England,
with a head office in Liverpool.

13.8mwn

Electricity sales
Sold by Haven during the year

2Nk

Heating pellet sales
Sold by Billington Bioenergy
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Our business model

Our business model is based
on an integrated value chain.

Inputs

Financial capital - Human capital - employees,

investment in biomass; suppliers, logistics operators,
emissions control and regulators, customers, NGOs.

operational efficiency. Manufacturing capital -

Natural capital - coal; world-leading technology
sustainable biomass pellets. and systems.

Intellectual capital -
expertise, innovation,
research and development.

The context \We operate in regulated markets,
which are influenced by government
policy and commodity cycles.

Outputs

Investors - transparency,
strategy, dividends.

Community - local jobs,
community engagement,
environmental safeguards.

Employees - safety,
expertise, personal
development.

Market review page 20
People & culture page 38
Risk page 52
Governance page 56

generate

Customers - flexible, reliable,
renewable power.

Government - delivering the
green agenda, powering UK
industry.

Suppliers - partnerships,
payments, performance.



C@draxbiomass

b - biomass / b&c - biomass and coal

@ Source (b&c)

Biomass fibre is sourced from working forests
where there is a surplus of available material.

Coalis purchased from global suppliers. We
also use non-standard forms of coal, usually
reclaimed as part of environmental clean up.

How we add value
Long-term biomass supply contracts provide
certainty, whilst spot market activity secures
competitive prices.

Use of non-standard sources of coal (for
example pond fines) reduce total fuel costs.

drax power

O Storage

Compressed wood pellets are stored in climate
controlled domes before delivery to the
generation facilities.

How we add value
On site storage allows for the efficient delivery
of fuel to the operating units on demand.

Each of our four domes can hold 75,000
tonnes of pellets.

On site coal stocks are blended to minimise
environmental emissions, in particular oxides
of nitrogen and sulphur.

@ Process (b)

We have our own pellet manufacturing
facilities in the southern United States.

How we add value
By developing our own facilities we increase
security around biomass fuel supplies.

© Logistics (b&c)
Biomass and coal is transported in large
volumes using sea and rail routes.

How we add value

Fuelis transported over long distances
using specialist carriers through the most
efficient routes.

Use of road transport is minimised, reducing
the carbon emissions from transportation.

Dedicated storage facilities have been built
and are operational at three UK portsandin
the US at Baton Rouge, providing resilience
in our biomass supply chain.

Dedicated rail facilities move coal and biomass
from ports to the power station.

Long-term contracts secure prices and can be
hedged to minimise financial risks.

© Power generation
We have six generating units, each with an
output capacity of 645MW.

How we add value

Conversion to biomass has secured revenue
streams and reduced carbon emissions, in turn
reducing carbon costs.

Operational efficiency is a top priority.
Appropriate investment and continuous
process improvement maximise
electricity output.

By-products from the generation process
are reused, or sold. Sales of these to industry
has reduced landfill levels.

Drax Group plc 19 ‘
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havenpower

BILLINGTON
bioenergy

@ Sales

We have well established sales teamsin each
business unit, providing power and wood
pellets to a wide range of customers across all
business sectors.
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How we add value
By understanding our markets well we are able
to offer products aligned to customer needs.

Both conventional and renewable-backed
power products are available.

The vertical integration of our business allows
a high level of cooperation and collaboration
between each unit, optimising the value
available through the supply chain.

High quality, accredited, ENplusAl
compressed wood pellets are our core offering
into the UK renewable heat market.

® Distribution & delivery

We have multiple routes to our customers.

How we add value

Haven Power provides a credit-efficient route
to market for Drax’s power and Renewable
Obligation Certificates (ROCs).

Specialist vehicles deliver pellets to
commercial and domestic heat-market
customers.

@ Trading

Trading takes place in the wholesale markets.

How we add value
Trading teams at Drax Power sell electricity,
in medium and short-term markets.

Short-term balancing markets present flexible
trading opportunities.

Sales are hedged by buying forward in
the liquid market to minimise price and
volume risks.

Each generating unit is kept under constant
review, only dispatching to the market where
demand and pricing create value.

Risks are reduced through well developed
commodity, collateral and currency
trading policies.

© Customer service
Excellent customer service lies at the heart
of each business.

How we add value
Dedicated teams ensure high-quality advice
and support.

Complaint levels are minimised through
proactive monitoring and issue resolution.

Issues are quickly escalated to senior
management, if required.
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Our marketplace

Unexpectedly severe declines in the
global commodity markets made 2015
a challenging year.

Commodity price development

January 2015=100

14 :

0.4
o‘zg
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M Oil: Brent

M Coal: UK Dark Green Spread (DGS)

2015 and current market conditions
Our markets were characterised by falling
prices and spreads. The combination of a
slowdown of growth in the Chinese economy
and OPEC's shift to focus on market share

in the oil market has meant that energy
commodity prices have fallen significantly.

UK power market prices are to a large degree
determined by gas prices which have fallen
more than our wood pellet, coal and carbon
prices. Our margins have thereby been reduced.

The spread between our input fuel and
operating costs and our power revenue has
narrowed as a result. In 2015 our production
was hedged to off-set a large part of the falls
in margins and a significant part of 2016
production was also locked in at a time with
higher spreads.

Future market drivers

In the near future we will see an increasing
impact from the fall in spreads. We expect the
depressed commodity markets to continue
into 2016.

Commodity market recovery could happen
as a result of a number of different scenarios:
arebound in growth in the world economy; a
supply side reaction to lower prices; or, simply
from a cut back of oil and gas productionin
OPEC and Russia. Drax does not take a position
on when the markets will recover, but
endeavours to protect earnings when the
markets are low and to be prepared to take
advantage of an increase in commodity prices
when it happens.

UK power demand at peak times is getting
close to the total available production capacity.
We expect the supply margin to tighten further
with recent announcements regarding the
closure of five coal-fired power stations in 2016,
which together have a generating capacity

of 8GW.

The unusually warm and windy 2015/16 winter
means that electricity prices have not reflected
the tightness of the market, but if temperatures
in the coming winter return to historic norms
thereis good chance that the lower available
capacity will result in improved prices

and spreads.

“Our markets in 2015
were characterised by
falling prices and
spreads.”

“As more coal plants
close there is a greater
chance of tighter
markets.”



“The demand for system
services is likely to increase
as the level of intermittent
generation on the system
increases. We expect to play
an increasingly critical role.”

Generation capacity and margin
GW

100

0 Win-15/16 Win-15/16

Win-16/17 Win-16/17

Derated Derated
= Demand M Interconnectors
B Nuclear and Hydro M Peaking plant
W Biomass M Wind
B Gas Supplemental
B Coal Balancing

Reserve

Source: Demand — NG 2015 winter outlook (ACS demand)
Supply - TEC register, NG derating factors

System integration cost of renewables
£/MWh

-5 Biomass Off-shore On-shore Solar

M No additional flex
Medium flex

Drax also expects to increase the amount

of ancillary servicesitis able to providein
supporting the national grid. Last year, the
system operator spent £800 million on
maintaining a reliable system through the
procurement of balancing, frequency response,
reactive power and black start services. The
demand for system services is likely to increase
as the level of intermittent generation on

the system increases. In addition to being a
growing market opportunity it is also one where
the number of players capable of serving it is
reducing as more conventional power stations
close. Itis a market in which we expect to play
an increasingly critical and valuable role.

Further biomass opportunities

With two units converted to biomass and

a third unit ready for conversion when the
investment contract receives State Aid
approval, Drax has already taken a large step
towards being part of the low carbon energy
system of the future. The Paris 2015 agreement
on climate change points toward a continued
focus on measures to reduce greenhouse gas
emissions and Drax plans to play animportant
partin achieving the targets set out.

The UK government has signalled a shift
towards higher focus on security of supply
and affordability in energy policy. Drax is well
placed to provide the solutions required —
through production of renewable heating fuel,
further conversion from coal to compressed
wood pellets or through increased flexibility

in the running of our remaining coal units.

Drax Group plc
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We believe there is a good case for further
upgrades of our remaining coal units using

our advanced biomass technology. The system
needs plants that can provide energy when the
wind is not blowing and the sun doesn't shine,
as well as plants that can provide the ancillary
services outlined above.

If the costs of providing backup and
system services are taken into account, i.e.
the comparison is based on whole system
costs, then we believe that coal plants
converted to wood pellets would reduce
the cost of decarbonisation considerably.

A recent study by the economic consultancy
NERA, in partnership with Imperial College,
London, concluded that on a like for like
generation basis, coal to biomass upgrades
would resultin system integration costs
£11-25MWh lower than solar or wind. These
costs are lower because of the flexible output
of biomass generating units and their ability to
provide ancillary services to the national grid.

Incremental upgrades of coal generating plant
to biomass will support the continued expansion
of solarand wind at a lower cost to the taxpayer
as it will require less buildout of new backup
capacity that would largely stand idle.

Drax has optimised its world leading

biomass technology and with the right support
stands ready to initiate further generating
unitupgrades.
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Chief Executive's review

For any business operating
in the UK energy market,
2015 was a difficult year.

For Drax it was especially so. Yet operationally,
it was a year of strong progress: we moved a
step closer to the completion of our biomass
transformation, upgrading our third unit to
enhanced co-firing and the power station to
a predominantly biomass fuelled generator;
we began manufacturing and supplying
compressed wood pellets from our mills in
the USA; and Haven completed another
year of record sales. The scale of these
achievements cannot be underestimated,
even more so when one recalls that at

the start of our biomass journey we had
neither a generation nor supply solution.

Sat alongside this strong operational
achievement were some of the toughest
commodity markets | have known in my career.
These were then accompanied by a series

of unexpected regulatory announcements,
including the removal of the CCL exemption,
which severely affected the renewables
sector and caused many to question the UK

government's commitment to decarbonisation.

In November the Secretary of State for

Energy and Climate Change announced the
government's proposal to consult on setting a
clear end date for coal of March 2025. Given it still
provides around 25% of the country's generating
capacity, this is an ambitious target which could
deliver significant carbon savings and secure
electricity if carefully implemented. We stand
ready to assist with this. Coal is high carbon and
we need to urgently reduce our dependency
onit. Part of the solution is new nuclear and

gas. But, as a recent report by the Institute of
Mechanical Engineers noted, the country will
find it very difficult to build enough new facilities
intime to replace thelost coal capacity.

The fastest, most affordable and safest

way to end coal use is to further deploy the
world leading low carbon technology Drax
has pioneered to upgrade some of the UK's
existing coal fired power stations to biomass.
Our strategic priorities are aligned with this
and, with the right support framework we
stand ready to help make this happen.

“The fastest, most
affordable and safest
way to get off coal
now is to further
deploy the world
leading low carbon
technology Drax has
pioneered.”

2025

The government’s target year for
ending coal generation

Dorothy Thompson CBE
Chief Executive



“Our ability to respond in an ever
more flexible way will help us
better support the grid.”

Critical infrastructure

Affordability

The current administration has been clear -
when it comes to new renewable generating
capacity, affordability is a critical criterion.
Recent work by the economic consultancy
NERA and Imperial College has found that on
awhole system cost basis biomass is £7-£35/
MWh more affordable than other technologies.
If these support levels were then modelledin

the government's planned renewable energy
auctions for later this year, consumers could
save in the region of £2 billion. At the same time
it could take fouryears for a new build gas facility
to come online, even if it can be shown that

it could achieve an acceptable return on
investment. It is because of these factors that
we believe there to be a very strong case for
further coal to biomass upgrades at Drax and we
will continue to work closely with government to
help the country achieve its goals.

Sustainability

ltisimportant to note that Drax is on the journey
from coal to sustainable biomass quickly and
safely reducing the UK's carbon emissions whilst
still generating reliable and affordable electricity.

Our biomass technology achieves a carbon
saving of up to 80% vs coal — a figure
independently audited by PwC and verified
by ourindustry regulator, Ofgem. We are
Europe's single largest decarbonisation
project and if we were able to upgrade 100%
of our power station to sustainable biomass,
we would make an even larger contribution
towards the decarbonisation of the UK.

Drax Group plc
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On both a personal and professional level | was
pleased with the continued progress being
made by the SBP. In March it launched its
framework which would allow companies in
the biomass sector to demonstrate compliance
with legal, regulatory and sustainability
requirements relating to woody biomass. In
December this framework was recognised

by Ofgem as being fully compliant with the
UK's RO legislation. This firmly established

SBP as an effective certification scheme for
biomass users to demonstrate compliance
with regulatory requirements. It also adds

to recognition in Denmark through the

Danish Energy Agreement, and is undergoing
evaluation in Belgium and The Netherlands.

Safety

Excellent safety management has always
been at the centre of our management ethos
and | am pleased to say that in the UK our
performance remains industry-leading. In
the US, we exceeded our safety targets for
2015 and have made great strides towards
instilling a culture of safety through the
implementation of various proactive safety
protocols across our facilities. As has always
been the case, the safety and well being

of our employees and contractors will
remain my primary operational priority.

Continue our transformation from coal to biomass generation.

23‘

technology

IC Prioricies

World leading biomass

Continue to develop our expertise and technology in the sourcing, manufacture,

transportation and combustion of compressed wood pellets.

Improve operational efficiency

Laser sharp focus on controlling and where possible reducing operating costs

whilst seeking continual operational improvements.

Strateg

margins

Grow revenues and improve

Across the Group focus on areas where we can exploit our differentiation

and unique capabilities to create value, being agile and flexible to develop

new markets.

Ul N NN -

Develop new markets

Use the expertise, knowledge and talents of our people across all geographies
to identify and develop activities in new and existing markets, with a focus on

diversifying risk.
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Chief Executive's review continued

Commodities

As | have already stated, commodity markets
have been challenging, driving the price of
power to some of the lowest levels in the last 15
years. Unlike in previous cycles this fall was not
offset by the drop in the price of coal, with dark
green spreads being very weak. Our teams were
incredibly proactive in limiting our exposure to
volatility in the commodities markets and were
able to limit the negative impact on earnings.

Theyearin question was one of the windiest in
the last 20 years, which, when combined with
increased wind generating capacity, led to an
oversupply of ROCs. This will continue into

2016 but we are pleased to note that the UK
government has taken action to address this for
future years.

Regulation

Energy is a complex industry; the challenge
of addressing climate change even more

s0. Both require effective policies that

help meet the world's energy needs while
significantly reducing carbon emissions. The
need to tackle security of supply also requires
effective policies to encourage long term
investment in a diverse range of technologies.
And above all, industry needs stability and
surety so that it can secure shareholder
support forlong term investment decisions.

This has been a difficult transitional year for
the renewable industry. As one of the UK's
largest generators of renewable energy

we have been impacted more than most,
butitisimportant to stress that the UK
government remains committed to, and
supportive of, the current role of biomass.

Strong operational performance from
our business units

Each business unit has performed strongly
during the year, as described below.

Drax Power

Excellent availability and reliability throughout
the year meant that once again our power
station was able to prove its worth, providing
flexible generation output and balancing
services in support of system stability and
security. As the amount of intermittency
steadily increases we expect these services
to become ever more valuable to the grid.

It was a record year for planned outages,
with four taking place, including the
successful completion of our first major
overhaul of an upgraded biomass unit.

Forthe first time since the beginning of the last
decade our coal units have started to two-shift,
by which we mean they do not runin a continual,
base load manner. We recognise that thisis the
future for these units, and our ability to respond

in an ever more flexible way will help us better
support the grid and, in being able to play a more
active role in the prompt market, create
incremental shareholder value,

Our use of non-standard sources of coal
increased significantly over the year to 503Kt
(2014 257Kt). An example is the use of coal
residues recovered from former coal mines

as clean up operations take place. As well as
providing a useful outlet for these residues and
ensuring they do not end up in landfill, they are
exempt from carbon tax. We expect to continue
use of these fuel types in 2016.

B

Haven

Haven achieved a record 13.8TWh of sales (2014:
11.8TWh). Our customer proposition remains
compelling as does our ability to deliver a service
that consistently exceeds expectations. This
means that we have very strong renewal rates.
Over the period we were delighted to welcome
Thames Water as a new customer (further
demonstrating our strength in the utilities
market), as well as many others.

The link between record sales and strong
customer retention is people — at its core Haven
is a people business. Our customers have named
account managers; they deal with real people
who take their business seriously. Our service is
second to none.

In previous years | made it very clear that scale
and therefore growth was our primary objective
for Haven. This growth has delivered cash into
the Group. In future years we will shift our focus
to creating new sources of value,

The removal of the CCL exemption had a
significant negative impact on the business, yet
Haven was the first in the market to respond
with a new product — Biomass Renewable
Electricity. The market for renewable power
is evolving but our renewable product has
already been well received by some of our
customers. As the only product to guarantee
100% renewable energy, 100% of the time,
itis the strongest renewable offering
currently available to business users.

In these uncertain economic times firms have to
prioritise stretched resources. Many have clear,
long-standing commitments to purchase and
use only renewable electricity and we hope that

“We have developed
and have already
begun to implement a
robust plan to identify
and create incremental
shareholder value.”

£3,065m

Total revenue
(2014: £2,805m)

0.3

Group Total Reportable Injury Rate
(2014: 0.33)




“We believe there are many
opportunities for us to develop
and further exploit our biomass
pellet technology and supply
chain expertise.”

despite the removal of the CCL exemption they
will continue to live up to both the spirit and
letter of their public commitments. Certainly we
have been pleased to work with many of our
customers, such as Santander, in this regard.

Drax Biomass

Thisyear was a milestone for Drax Biomass,
as our port facility became operational in
April, followed closely by our manufacturing
facilitiesin June and July. | am pleased with
the performance of our new US business
and | am encouraged by the potential

for new business opportunitiesin the

US, spurred on by the implementation

of President Obama's Clean Power Plan
amongst other external developments.

Outlook

Thiswas a tough year for Drax and 2016 will be
equally challenging. Your senior management
team took decisive action to ameliorate the
impacts of events outside of our direct control
and will continue to do so.

\We have developed and have already begun
toimplement a robust plan to identify and
create incremental shareholder value. Core
to this will be moving our power station
from not only being a reliable and consistent
generator to one that, in a new age of low
commodity prices, is also dynamic and agile.
The plan addresses three specific areas: a
laser sharp focus on cost control including
capital expenditure; revenue optimisation
(especially in changing the way we manage
our coal units to provide system support

to the grid) and downstream development
of the retail renewable power market. At
the same time we continue to evaluate a
range of longer-term strategic options.
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Draxis aworld leaderin biomass technology
—notjustinour ability to upgrade existing
plant, but also in how to source, process and
improve its use as a fuel. We will continue to
search for opportunities to create value from
this expertise in the UK, US and elsewhere.
In the UK this means we will continue to
play a critical role in the transition away
from coal and in further decarbonisation.
More biomass conversions are the means
by which this can be achieved quickly, safely
and most importantly of all, at the fairest
price to the tax/bill payer. We will continue
to work closely with government to make
the case for further unit conversions.

,/)’7?—7’#_‘

Dorothy Thompson CBE
Chief Executive
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Sustainability biomass review
Sustainable biomass is
fundamental to our success.

Drax’s sustainability governance

Itis fundamental to Drax that the biomass we
consume is sustainable and legal. We have a
dedicated sustainability team whose role is to
ensure the biomass meets the requirements
we have set ourselves in our Sustainability
Policy and the criteria for sustainable biomass
as established by the UK government.

Drax’s sustainability policy

The sustainability team reports to the

Director of Group Sustainability who has overall
responsibility for delivering Drax’s sustainability
performance and ensuring that the biomass
consumed to generate electricity meets the
government's sustainability criteria. In doing

s0 ROCs can be claimed on the electricity
generated from compressed wood pelletsin
place of coal.

As the sustainability of the biomass we use is a fundamental part of our business we make every
effort to ensure that all our supplies comply with the following principles:

Significantly reduce greenhouse gas emissions compared
to coal-fired generation

Not endanger food supply or communities where the use
of biomass is essential for subsistence (for example heat,
medicines and building materials)

Not adversely affect protected or vulnerable biodiversity
and, where possible, give preference to biomass
production that strengthens biodiversity

Deploy good practices to protect and/or improve soil,
water (both ground and surface) and air quality

Our sustainability policy

Contribute to local prosperity in the area of supply chain
management and biomass production

Contribute to the social wellbeing of employees and the
local population in the biomass producing areas

~N O Ul NN WD =

No net release of carbon from the vegetation and soil of
either forests or agricultural land

100%

All our biomass sourcing is fully
compliant with our regulator
Ofgem’s requirements

L& I



UK government'’s sustainability

legislation criteria

In order to be able to claim ROCs for the

electricity we generate from the biomass that

we consume it is necessary that it meets the UK
government's sustainability and Greenhouse

Gas emissions savings criteria. The sustainability

criteria can be summarised as follows:

— Management of the forest must ensure:

e productivity of the forest is maintained

* ecosystem health and vitality is
maintained

* Dbiodiversity is maintained

* harm to ecosystems is minimised

— The forest management organisation and
any contractors must comply with local and
national legal requirements relevant to
labour and welfare, and health and safety.

— Management of the forest must have full
regard to identification, documentation and
respect of legal, customary and traditional
tenure and use rights related to the forest;
mechanisms for resolving grievances and
disputesincluding those relating to tenure
and use rights, to forest (or land)
management practices and to work
conditions; and safeguarding the basic labour
rights and health and safety of forest workers.

What do we do to ensure biomass is
sustainable?

We have a responsibility (environmental, social
and economic) to ensure we constantly drive
improvements along our supply chain, from
forestry practices in the locations where the raw
materials for the wood pellets are sourced to the
point where they enter our boilers. A critical part
of thisis building close relationships with our
suppliers so that we can openly discuss issues
with them and support efforts to improve their
working practices.

Drax Group plc
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“As the sustainability of the biomass is a fundamental part of
our business we ensure that all sourcing complies with our

sustainability policy.”

The biomass journey

Before we receive any wood pellets from a
supplier our contract with them requires them
to provide information through a sustainability
declaration on the source of their materials, on
the forest management practices in their region,
and on the greenhouse gas characteristics of
their pellet plant and supply chain.

This is followed by an independent third
party audit of the supplier on the ground
using the information in the declaration and
regional analyses, checking these against
our Sustainability Policy and UK regulatory
criteria. These audits are held on a regular basis
(normally a three year cycle, more frequently
when considered necessary) and require
the independent auditor to understand and
examine the forest management practices
in the supply base of each supplier.

Only once we are satisfied that supplies of
wood pellets meet the necessary policy and
regulatory requirements can the supplier be
approved. Once a supplier has been approved
they are obliged to update their sustainability
declaration annually with current information
and data, which then goes through a review
and approval process.

One way to demonstrate the sustainability

of our wood pellets is for them to come

with a Forest Stewardship Council®

(FSC®), FSC® - C119787 - or Programme for the
Endorsement of Forest Certification™ (PEFC)
Forest Management or Chain of Custody
certificate. These certificates provide evidence
that sustainable forestry working practices
arein place where the feedstocks originate
and/or that the quality of the management
systems of the suppliers concerned have
been assessed by independent third parties.

Supplier audits

Each potential new pellet supplieris fully
audited before any commercial agreement is
putin place. Existing suppliers are audited at
least once every three years. Every audit makes
107 detailed checks on the entire supply chain
and manufacturing process of the pellet mill.
Findings are subdivided into three categories
of priority; high, medium and low. High priority
issues mean that existing supply is ceased
immediately. Forissues of medium priority the
supplieris given time to rectify the issue. Low
priority issues are those our third party auditors
believe are opportunities forimprovements.

In 2015 we audited ten new pellet mills and two
existing suppliers. We found no high priority
issues, forty three improvement opportunities,
and six medium priority issues. Five of these
medium priority issues are in the process of
being rectified, while the other resulted in us
not contracting for supply with the pellet mill.

Biomass - Country of origin 2015

B US 53%
Canada 20%
M Latvia 11%
M Portugal 4%
M Estonia 9%

B United
Kingdom 2%
Lithuania 1%

Small quantities from

Germany, Poland and

Spain totalling less
than 1%
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Sustainability biomass review continued

Countries of origin and feedstocks of our biomass pellets

The following table shows the types of feedstocks we used in 2015 by weight (tonnes) and country of origin.

Diseased
Sawmill Branches, woo;ﬂtg?%j ofEhr;cej Tree  Waste

Country Bark Sawdust  Slabwood residues topsand bark salvage  timber Thinnings ~ stumps  wood
USA - 423509 = 369,730 1,249,787 3183 - 1017976 = =
Germany — 1158 = 45 — = = m = —
Poland = 5,870 = 1763 = = = 501 = =
Latvia - 219313 - 199,019 142,095 - - 100,806 - -
Lithuania = 19,874 = 25303 526 - - 902 - = G
Canada 9297 73,445 = 1,003,808 52,767 1,281 = 18,520 = = below
Estonia - 180635 = 191,296 — — — 136,998 — —
Portugal - 29191 508 7902 139,521 21 - 56,302 - -
Spain = 62 1 4 = = = 108 = =
UK = = = = = = = = = =

Clear Long Long

felled rotation rotation Short Short

virgin forestry forestry rotation rotation Peanut
Country forestry conifer broadleaf forestry coppice Oat husks husks  Miscanthus Straw Total
USA = 10,844 5426 - - - 54,991 - - 3135445
Germany — — = = = = — — = 1314
Poland = = = = = = = = = 8134
Latvia = 108 13 = = = = = = 661,354
Lithuania = = = = = = = = = 46,605
Canada = = = = = = = = = 1159119
Estonia = 2,591 324 = = = = = = 511,844
Portugal = = 3,010 = = = = = = 236,455
Spain - - 6 - - - - - - 181
UK = = = = 10,020 35,595 = 39,223 47431 132,267
Grand total 5,892,718
Note:

Thistable has been prepared according to the definitions used in Ofgem’s Solid and Gaseous Biomass Carbon Calculator.
The grand total refers to all types of feedstocks from both tables.

Definitions:

Bark: The tough outer surface
of trunks of trees and other
woody plants.

Sawdust: Powdered particles of
wood produced by sawing.

Slabwood: An outsize piece cut from
alogwhen squaring it for lumber.

Sawmill residues: \WWood residue in
the form of chip, bark, sawdust, etc.
thatis produced at a sawmill.

Forestry residues: Branch wood, tops,
bark and other resides (collected from
forests at harvest, which can include
low value roundwood).

Diseased wood and storm salvage:
Timberthatis diseased or has been
damaged during a storm.

End of life non-timber plantations:
Standing trees from plantations
producing wood (for non-energy
purposes) which have reached the
end of their useful life.

Thinnings: Roundwood from a forest
or plantation thinning, as long as this
practice does not change the land
use status of the area.

Tree stumps: The basal portion of a
tree remaining after the rest has
been removed.

Waste wood: Clean or treated
(post-consumer) waste wood,
chipboard, MDF, etc.

Clear-felled virgin forestry: An area
lightly forested (i.e. 10-30% canopy
cover) with non-plantation trees and
clear-felled for biomass.

Long rotation forestry: Low quality
fibre from conifer or broadleaf tree
plantations felled after a growing
period of several decades, and then
replanted.

Short rotation forestry: Tree
plantations with short harvest
rotations.

Short rotation coppice: Willow or
poplar managed through coppicing.



Biomass - Country of origin 2013

B US 39%

Canada 51%
W Latvia 3%
W Portugal 5%
B UK 2%

Biomass — Country of origin 2014

M US 58%
Canada 22%

M Latvia 8%

M Portugal 6%

Estonia 4%
B UK 3%

Small quantities from
Germany, South Africa
and Poland totalling
less than 1%
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The following table shows the weight (tonnes) of biomass pellets by country of origin used

annually over the last three years.

2013 2014 2015
us 619,045 2,380,347 3,135,445
Canada 813,305 882,758 1159119
Latvia 47621 307114 661,355
Portugal 83,838 234,287 236,455
Estonia = 151,196 511,844
Germany - 17376 1,314
South Africa = 5304 -
UK 36,156 113,345 132,267
Poland - 914 8134
Lithuania = = 46,605
Spain = = 181
Total 1,599,965 4,092,643 5,892,718
Note:

Data is audited on the basis of compliance year (1 April to 31 March) as part of our reporting to the UK government. Data for 2013,
20714 and 1January to 31 March 2015 has been audited. The data for 1 April to 31 December 2015 forms part of the audit for the

current compliance year.

The only wood sourced from the UK in 2015
was just over 10,000 tonnes of short rotation
willow coppice. As the forest area in the UK
is small compared to other countries, itis
heavily reliant on imports for a range of wood
products including sawn wood, wood-based
panels, pulp and paper and wood pellets.
Drax does source a very small proportion of
biomass from local suppliers, predominantly
agricultural residues, miscanthus and straw.

To meet our demand for wood pellets we
need to source from overseas regions with
large working forests that produce wood in
excess of the demands from other wood-
based industries. However, these forestry
activities need to be performed in such a way
that they can be considered sustainable.

US South forest data

In 2015 we sourced more wood pellets than

in previous years from the US South. Thisis a
major region for timber production and there
are large volumes of low value by-products
which can be used to make compressed wood
pellets, and the infrastructure is already in place
to support a diverse wood based industry.

The US South is a very heavily forested region.
As the table below illustrates, the total area of
timberland (productive forest) is over 83 million
hectares (ha), representing 61% of the total area.
There is a substantial quantity of standing
volume (growing stock), in excess of five

billion tonnes. More importantly there is also a
significant annual surplus with 218 million
tonnes of annual growth set alongside only
132 million tonnes harvested.

Softwood Hardwood & mixed Total

Area of forest (ha)

29,275,332 53,920,224 83,195,556

Standing volume (tonnes)

2,061,710,663 3162233825 5223944,487

Average annual growth (tonnes)® 138,034,621 79615219 217,649,840
Average annual removals (tonnes)® 87,604,351 44,378,568 131,982,919
Surplus (tonnes) 50,430,270 35,236,652 85,666,921

Note:

(1) The USDA has a range of sample plots randomly distributed across each State. Each year approximately one fifth are
measured and used to update their forest inventory database. This data is used to calculate the average annual growth and

removals from forests in the US south

Source: United States Department of Agriculture (USDA), FIA database, 2016. Numbers presented have been converted from m?®

to dry tonnes using an assumed moisture content of 50%
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Sustainability biomass review continued

The surplus of growth over removals is well
established. This has beeninfluenced by a
number of factors including improvements to
how forests are managed.

Oneissue that is raised by stakeholders is that
the biomass market has a distorting effect on
traditional wood product markets. However,
we believe that biomass markets complement,
rather than compete with, traditional wood
product markets. In the US South many pellet
mills have located in areas where traditional
wood product markets have reduced and
consolidated due to global competition and
decreasing demand for consumer products such
as paper. Itis advantageous for the wood pellet
industry to build pellet mills in regions with a
substantial surplus of fibre so as to avoid
competition with higherpaying wood
productindustries.

What changed in 2015?

In December 2015 the latest version of

the UK government's RO was released. It
requires that from 1 December 2015 ROCs are
only issued when feedstocks can demonstrate
compliance with the UK government'’s
mandatory sustainability criteria. We have
already gone through two compliance years

(1 April to 31 March) where our reported data has
been assured to ISAE 3000% standards with no
issues highlighted, which demonstrates our
ability to meet the now mandatory compliance
requirements. More information on the RO can
be found on the Ofgem website.

Note:

(1) International Standard on Assurance Engagements 3000,
Assurance Engagements other than Audits or Reviews of
Historical Financial Information.

Sustainable Biomass Partnership
Thisindustry-led initiative formed in 2013,
provides assurance that woody biomass is
sourced from legal and sustainable sources.

We co-founded the SBP in 2013 with six other
companies. Our Group Chief Executive, Dorothy
Thompson, chairs the SBP Board.

The reason forimplementing this schemeiis

that while the FSC and PEFC standards cover
the sustainability of forest products, greenhouse
gas (GHG) reporting is not covered in their
scopes and uptake of them islow in some areas
of the world. SBP aligns closely with FSC and
PEFC, and there is an ongoing dialogue with
both schemes as to how they could extend the
scope of their requirements.

In 2015 Ofgem benchmarked SBP against the
UK government's sustainability requirements
forwoody biomass and found it meets all

the criteria.

51639

CO/MJ

Our average lifecycle emissions
for2015 - down from 34gin
2014 and well below Ofgem'’s
current threshold



An Advisory Board was established in 2015 to
ensure that stakeholders have the opportunity
to influence and participate in the development
of the standard. SBP has set the following
objectives to the end of 2016:

— To provide an effective mechanism that
enables producers and users of solid
biomass for energy production to
demonstrate compliance with European/
national regulatory, including sustainability,
requirements.

— To promote enhanced sustainable forest
management and greater uptake of existing
efficient and internationally recognised,
third party verified forest certification
schemes in key forest source areas or
wood baskets.

— Tocontribute to a strengthened scientific
evidence base and a greater understanding
of the issues associated with the use of solid
biomass for energy production.

— Toincrease supply chain transparency
by collecting and disseminating
performance data.

We are pleased to see that the industry is

taking up the challenge that SBP makes to
demonstrating high standards in the wood pellet
industry and three suppliers have to date gained
certification, with many othersin the process of
gaining certification.

Greenhouse gas savings

To meet the GHG emissions savings criteria as
set by the UK government, we measure and
monitor our carbon emissions to assess our
own performance and that of our suppliers.

We are obliged to use the DECC solid biomass
and biogas carbon calculator to calculate the life
cycle GHG emissions for all biomass consumed.
GHG calculations are carried out for all material
consumed by us and we report this data monthly
to Ofgem. This data is also a key part of the third
party audit for ROCs that we are required to have
carried out annually on the information we
report to Ofgem.

Lifecycle emissions

The following information shows the lifecycle
emissions arising from the biomass we used in
2015 from three key worldwide regions.

Metric
Country tonnes GHG gCO./MJ
Canada 1159119 26.52
USA 3135445 3786
Other 1598154 2337
Overall 5,892,718 31.57

Our lifecycle emissions reduced from 34gCO./
MJin 2014 to 31.57gCO,/MJ in 2015. This is well
below Ofgem’s current threshold of 79gCO./MJ,
but we continue to monitor our lifecycle
emissions and compare these against the 2020
threshold of 55gCO,/MJ in order to identify
opportunities to improve our supply chains.

In 2016 we have set ourselves the target to
work with the ten suppliers that have the
highest lifecycle emissions to help them
understand how changes in their processes
could help them meet the 2020 threshold.

Life cycle emissions
Calculated using Ofgem’s Solid and
Gaseous Biomass Carbon Calculator

300

250

200

150

100

o] Drax DECC Gas Coal
2015-20 average average
target

Source: DUKES/2015 (Digest of UK Energy Statistics).
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INVESTING IN LOCAL
COMMUNITIES

When International Paper closed its
Louisiana Mill in 2009 after nearly a
century of operations the shut-down hit
the county of Morehouse, Louisiana hard.
Unemployment jumped to 17% as more than
500 employees lost jobs. For Morehouse,
with a population of around 12,000 it was
the second mill closing in 26 years.

International Paper attributed the closure,
announced in 2008, to “the continuing
decline in pulp demand from customers
worldwide coupled with a weak economy
across the globe.”

Since the late 1990s, economic
conditions have led to numerous paper
mill closings in communities throughout
the Southeastern U.S.

According to a study by researchers at the
U.S. Dept. of Agriculture (USDA) and Auburn
University, "between 2000 and 2011...the
southern region lost 17 pulp mills, 3 6% drop
in regional capacity.” The pulp, paper, and
paperboard industry lost 32,000 jobs, or
approximately 14% of its workforce, between
early 1997 and 2002. In addition a report
from American Forest & Paper Association
showed that 95 paper mills closed in America
in the decade from 1991 to 20071

The rise of the pellet mill

Drax and other pellet manufacturers

are helping to reverse this decline by
constructing new pellet plantsin
communities that have been impacted by
industry consolidation yet maintain large
areas of working forests.

A 2012 study by researchers at the
University of Tennessee and USDA
predicted “a number of bioenergy plants
have been established or announced in
the US South which could increase
employment and economic activity
considerably, at least in some locations.”

With 2.4 million hectares of timberland
found within a 50 mile radius of Morehouse,
itis perhaps not surprising that Drax chose
it as the location for one of its two pellet
mills. We now employ around 50 full-time
workers and according to Louisiana
Economic Development support several
hundred additional jobs within the region’'s
logging, transportation and forestry sectors.
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draxbiomass

Performance review

2015 was an important year for
Drax Biomass. We successfully
commissioned our port facility
and received, stored, loaded

and shipped 243Kt of pellets.

Pete Miadden
Chief Executive, Drax Biomass

Drax Biomass Inc., our pellet manufacturing
and supply business, owns and operates two
pellet mills and a port facility in the US South.
The business manufactures high quality wood
pellets from sustainably sourced feedstock for
use as a low carbon, renewable fuel in power
generation. Drax Biomass currently sells all of
its output to Drax Power and is a key part of the
Group's strategy to secure a robust and religble
supply chain of sustainable biomass for
renewable generation.

Market

The US South offers a highly favourable
business climate for Drax Biomass. The

region has a long history of practising
sustainable forestry for a variety of economic,
environmental and recreational purposes, and
the forest products industry remains one of
the largest and most important contributors
to the state economies. As such, the biomass
industry enjoys strong support among local
elected officials and their constituents. Drax
Biomass also benefits from the region’s ideal
growing conditions and vast stands of working
forests, which help to ensure that the business
has access to ample supplies of low cost,
sustainably sourced fibre. Infrastructure is
another key differentiator for the US South, as
the region boasts a network of well-maintained
roads for delivery of raw fibre to our facilities,
extensive rail networks to efficiently transport
our pellets, and deep-water ports that can
handle the world's largest shipping vessels.

Drax Biomass and the wood pellet industry are
impacted by a wide range of market dynamics
that shape fibre demand in the regions in which
we operate. Thisdemand is driven primarily by
underlying demand for construction materials,
paper-based consumer products and other
wood-based products. These markets, in turn,
are shaped by general economic conditions,
demographic changes, residential construction
activity, maintenance and other activities that
impact plant-level production, as well as by
competition from foreign suppliers.
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Key performance indicators

2/

Pellets produced

24 Bk

Shipped volumes



Changesin these market conditions can cause
fluctuations in both the price and availability of
feedstocks for the wood pellet industry.

Weatheris anotherimportant variable that
impacts the wood pellet industry and the
broader forest products sector. Wet conditions
can limit accessibility to harvesting sites and
adversely impact the operability of heavy
equipment within those sites. During extended
periods of wet weather, pellet manufacturers
and other wood-based industries may
experience localised price spikes due to
temporary disruptions in fibre supply.

Operational review

2015 was an important year for Drax Biomass.
We successfully commissioned our port facility
in April, and by year-end we had successfully
manufactured, transported, received, stored,
loaded and shipped 243Kt of wood pellets.

We also successfully commissioned our Amite
and Morehouse BioEnergy facilities in August.
Although we have made strong progress toward
producing pellets of consistently high quality,
our production levels were impacted by
weather-related construction delays during the
first half of the year. Poor weather continued to
be afactor during the second half of the year,
but our plant operators are growing more adept
at maintaining stable and reliable operations
under adverse weather conditions. The ramp up
towards full capacity will continue during 2016.

Financial results

The financial results of the business are driven
by the volume of pellets produced and shipped
to Drax Power Station. The first shipment was
successfully dispatched in April 2015.

Sales of pelletsin the year ending 31 December
2015 totalled $43.3 million reflecting the volume
of pellets sold intra-group to Drax Power on
under an arms-length commercial agreement.

Raw fibre costs make up the majority of our
costs of sale. Such costs have been higher than
we expected as we progressed through the
start-up and commissioning phase earlierin the
year but, as forecasted, have begun to fall as
the optimisation of operations progressed
during the second half of the year.

Operating costs have increased year onyear,
reflecting the commencement of commercial
operations across both of our sites. Despite the
challenges we have faced during the year we

have successfully managed to control our costs

and as a result total spend was lower than
originally anticipated.

Summary financial performance zosﬁ Zosﬁ
Revenue 434 =
Cost of sales 41.9 1.5)
Gross profit 15 1.5)

Risk

The principal risks of the business are considered to be:

Risk

Mitigating activities

Weather-related damage to facilities

We carry business interruption insurance to
protect against significant losses

Fire/explosion hazard from combustible pellet
dust

\We employ advanced fire detection and
suppression systems at both manufacturing
sites and port facility

Disruptionin fibre supply from increased
competition

\We enterinto long-term contracts with

our suppliers where possible, and we are
implementing a portfolio-based approach to
our fibre procurement strategy

Regulatory and political change

\We actively engage with regulators and
legislators at the state and federal levels to
influence policy that impacts our markets

Drax Group plc
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Looking ahead

Our objective is to become a high quality
supplier of compressed wood pellets. We will
continue to seek process efficiencies as well as
work on enhancing pellet durability and quality.
Certification from the SBP is also a critical
objective for the team.

Recent developments in US energy policy,

not least the publication of President Obama's
Clean Power Plan, will, we hope, create
opportunities for us to create furthervalue
within our operations.

Lastly, the year ahead will be defined by a
continued focus on safety across all operations,
aswell as further civic and charitable
engagement in our local communities.
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drax power

Performance review

\We have delivered a strong
operational performance but
weak commodity markets and an
uncertain regulatory framework

remain a drag on our business.

Andy Koss
Chief Executive, Drax Power

Market context

Drax Power Station is the largest power
station in the UK (almost twice the size of
the next largest power station) and typically
meets some 8% of the UK's electricity needs.

The key factors influencing our business
are the regulatory framework, commodity
markets, network generating capacity,
and our operational performance.

Regulatory framework
Asin previous years, the regulatory framework
has had a material impact on our business.

Key developments during 2015 included the
removal of the CCL exemption for renewable
electricity generated after 1 August 2015,
announced by the government on 8 July.

The impact of this change was a reduction

in EBITDAin the region of £30 millionin 2015
and £60 million in 2016. In later years the
impact reduces, as the value of the exemption
had been forecast to be negligible by the
early 2020s.

The CfD investment contract for our third unit
conversion was signed in April 2014, but is still
subject to EU State Aid clearance.

Trials have continued during 2015 to develop
solutions for compliance with new emission
limits which came into effect on 1January 2016
under the Industrial Emissions Directive (IED).

Commodity markets and generating capacity
Our profitability is primarily influenced by the
bark spread (the difference between the power
price and the cost of biomass net of renewable
support) and the dark green spread (the
difference between the power price and the
cost of coal and carbon, including CO,
allowances under the EU Emissions Trading
Scheme and the UK Carbon Price Support
(CPS) mechanism).

Bark and dark green spreads are driven

by a number of factors, such as underlying
commodity prices (e.g. oil, gas, power, biomass
including exchange rates, coal and carbon),
the availability of generating capacity on the
electricity system, and the physical positions
taken by individual market participants.

In addition, we also provide valuable support
services to National Grid across both our
biomass and coal units to help maintain system
operability and security of supply, for which we
receive income.

The growth of wind and solar (both near zero
marginal cost generation) has created more
volatile power prices which, in addition to NOx
constraints, will likely lead to reduced load
factors for our coal units.

Key performance indicators

11.5mwn

Biomass generation
(2014. 7.9TWh)

15.27wn

Coal generation
(2014:18.7TWh)

494

Average achieved power price
per MWh sold
(2014: £51.3/MWh)



Operational review
Forthose factors under our control, we have
delivered a strong performance during 2015.

With the modification of one of our generating
unitsin July 2015 to run predominantly on
biomass, we are close to completing our plan to
convert three of our six units to burn sustainable
biomassin place of coal.

It was an unprecedented year for planned
outages, with maintenance taking place on four
of our six units. This included the successful
completion of our first major outage on a
biomass unit.

We successfully implemented flexible
operations on our coal units during the year as
aresponse to challenging market economics.
Good availability was achieved across the
power station, and excellent materials handling
performance allowed the processing of more
than 500Kt of non-standard sources of coal.

The capital investment in our UK biomass
transformation is now largely complete and our
IED investment programme is well advanced.

Financial results

In ayear during which trading and regulatory
conditions have been challenging, our results
are broadly equivalent to ourinternal target
which is an excellent performance, given the
impact of the removal of the CCL exemption
and the challenging market conditions that
developed during 2015. The impact of these
negative factors was mitigated by strong
station availability, biomass purchasing
performance and more active management
of prompt market trading.

Gross profit for 2015 was £390 million compared
to £433 million in 2014. This reduction includes
the impact of lower power prices, and the
removal of the CCL exemption. This was
mitigated by running another unit
predominantly on biomass.

Looking ahead
Our objective remains to run a reliable, flexible
and profitable power station.

Animportant part of thisis running the plantin
3 way that optimises value across the biomass
and coal units; focusing on operating and
capital expenditure decisions that allow us to
maintain a reliable and flexible operation. 2016
will be underpinned by a relentless push on the
consistent application and penetration of a five
star safety system.

Two major outages are scheduled for 2016
(one biomass and one coal unit) together with
extensive works to improve NOx performance
and to allow further unit optimisation.
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The year ahead will also be the first full
year of burning biomass on three units,
which will require smooth, integrated
operations across the entire supply
chain and procurement process.

2015 2014
Summary financial performance £m £m
Revenue
Power sales 2163.4 2,079.9
ROC and LEC sales 451.8 314.8
Otherincome 23.0 551
2,638.2 2449.8
Cost of sales
Fuel costs in respect of generation (1,3205) (1,223.8)
Cost of power purchases (843.5) (710.9)
Grid charges (84.) (81.5)
(22481 (20167)
Gross profit 3901 4341
Risk

The principal risks of the business are considered to be:

Risk

Mitigating activities

Regulatory risk

\We continue to engage with key regulatory
stakeholders in government

Plant risk

We target investment to deliver plant
reliability and flexibility

Biomass sourcing and delivery risk

We have long term contracting plans —

but some of these are subject to State Aid
approval. We have structures in place to
access spot markets and expand our supplier
base. Building stronger relationships with
suppliers and robust position monitoring

Commodity market price risk

\We have a progressive hedging strategy with
forward power and ROC sales combined with
purchases of fuels

Approval of our application for conversion
under the CfD regime would remove potential
income volatility for unit 1

Capturing prompt market value and
network services

We have flexible, reliable station operations
and active engagement with National Grid to
offer system services

Logistics

We use flexible contracts, continuous
forward planning, regular inspections,
relationship management and clear
management policies




‘36

Drax Group plc
Annual report and accounts 2015

BILLINGTON

bioenergy

havenpower

Performance review

We have continued to deliver
strong growth across the retail
market in a challenging

environment,

Peter Bennell
Retail Director and Chief Executive, Haven Power

Haven Power (Haven) is a supplier of electricity
to UK businesses, supplying electricity to both
the Industrial and Commercial (1&C) and Small
and Medium Enterprises (SME) markets.

Haven provides value for the Drax Group
through the provision of an alternative

credit efficient route to market for the power,
ROCs and Renewable Energy Guarantees of
Origin (REGOs) earned when Drax generates
renewable power.

Billington Bioenergy (Billington) is the UK's
second largest supplier of ENplusAl biomass
wood pellets to commercial and domestic
customers for heat. The acquisition of Billington
reflects the significant potential the Group sees
for biomass within the UK market for heating
purposes given the government’s policy
objective to decarbonise heat in the UK.

Market

The business sector of the electricity supply
market has continued to be very competitive
with our established competitors being joined by
anumber of new entrants. We have achieved
growth by offering innovative and tailored
contracts at competitive prices. By improving
our service and providing the products and
services UK business needs, we broaden and
deepen existing relationships and increase the
value that Haven provides to the Group.

The renewable heating marketis very muchin
itsinfancy and has benefited from government
support under the Renewable Heat Incentive
(RHI). Billington focusses on reliability of supply,
ensuring a secure supply of consistent quality
heating pellets for our customers delivered
through: a robust sustainable purchasing
strategy; strategic stock holdings; our depot
network; the latest delivery vehicle technology,
driven by well trained and knowledgeable
drivers; and excellent customer service.

Market growth has been driven primarily by
the RHI. The government has confirmed that
the RHI will continue to be supported through
to 2021, encouraging consumers to adopt
renewable forms of heating such as biomass
and move away from fossil fuel heating
systems, mainly heating oil and liquified
petroleum gas.

Key performance indicators

13.8mwn

Retail power sales volumes,
at customer meter
(2014:11.8TWh)

17/%

Year on year retail power sales
volume growth
(2014 46%)

99

Monthly large customer billing
performance
(2014: 99%)

2w

Retail wood pellet sales volumes
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Operational review

An excellent standard of customer service

is central to our proposition across our retail
business. This good service reputation has
supported the achieved growth and at Haven
has resulted in an excellent renewals
performance in the I&C sector.

We actively manage credit risk by assessing
the financial strength of customers and
applying rigorous credit management
processes. Thisis reflected in our low bad
debt experience to date.

We have a strong focus on billing and cash
collection which has resulted in the retail
business being a net contributor of cash to
the Group.

Financial results

Movements in key financial metrics are
underpinned by continued growth in the
retail business. For the period in question

Haven delivered net sales volume growth of 2015 2014
17% this year to 13.8TWh (2014: 11.8TWh). Summary financial performance £m £m
Revenue 1,290.0 1,090.4

Much of the sales growth continues to be from
the larger but more competitive I&C market.

Many of our larger customers are signed up to Cost of power purchases (710.2) (629.0)
flexible contracts where the customer decides )

when to fix the price of their power, or to leave it QUCIRIES e =50
to day or month ahead prices. As a result, the Other retail costs (275.) (191.6)
declining wholesale power price in 2015 has Cost of sales (1,270.7) (1,073.7)

impacted the average sales price.

Third Party costs (TPCs) include grid charges, Gross profit 19.3 167
the cost of meeting our obligations under the
RO, small-scale Feed-in-Tariff schemes and the
cost of Levy Exempt Certificates (LECs) required  Drivers of gross profit
to deliver Renewable or Levy Exempt Power to

our customers. Grid charges include distribution,  H2venaversge prices&/Mn 2015 2014

transmission and system balancing costs. TPCs Revenue 93 100% 92 100%

have continued to increase ar_1d now account Cost of purchasing power 51 55% 53 58%

for 44% of revenue, as shown in the table to

the right. Third Party costs (TPCs) 4 44% 38 A%

The markets have been very competitive

inboth the current and prior period. This, Risk

combined with the change the Chancellor

made in July when the exemption from CCL The principal risks of the business are considered to be:

was removed for renewable source electricity,

is reflected in the gross profit performance of Risk Mitigating activities

the retail business. - ) ) i
Regulatory and political risk Where possible we seek to work closely with

Billington Bioenergy also delivered strong e M Ui EgUIELar OE Ener 0eIEs

sales volume growth. Margins wereinlinewith - credit risk We have well-developed credit checking and
expectations of the business for this stage of monitoring procedures
its development.

Commodity market price risk We have well-developed hedging policies
which are kept under review for market
developments

Operating risk We have business continuity plansin place
which are regularly reviewed and tested
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Sustainability review

People & Culture I

Employment

The Group employed 1451 people at the

year end, an increase of 68 people, or 4.9%. The
charts on the next page provide a breakdown of
headcount across the Group's businesses. With
very few exceptions, all our employees are on
permanent contracts.

Gender split across the Group as a whole and
the senior management team (Executive
Committee Board and direct reports) is
illustrated in the charts. The Board's policy on
diversity is given in the Nominations Committee
report on page 68.

Group Employment Charter
In 2015 the Board approved a Group Employment Charter (set out below) which
establishes minimum standards of employment across the Group. An audit of
employment practices against the standards in the Group Employment Charter
resulted in the introduction of company paid healthcare for longer serving Haven
Power employees, the provision of an Employee Assistance helpline at Haven, and
an increase in holiday provision for a number of employees of Billington BioEnergy
upon their transfer to Drax Group.

Our global employment
standards:

Fo

in accordance with applicable law,
we uphold the four labour principles
of the United Nations Global
Compact on sustainability and
corporate citizenship

we encourage employees to report
any concerns without fear of
recrimination, internally or via an
independent ‘whistleblowing’
freephone line

we pay a fair wage to all employees,
including interns

we provide free access to an
Employee Assistance Programme
(EAP) including counselling

rour employees in the UK:
our hourly pay rates are at or above
the UK Living Wage

we give at least 25 days paid annual
leave plus public holidays

we provide a company pension plan
above UK statutory requirements
we provide company-paid life
insurance cover of at least £25,000
(pro-rata for part-time employees)
we give all employees the
opportunity to have an equity stake
in the business through
participation in ‘all-employee’ share
plans as and when issued

For our employees in the US®:

our hourly pay rates are above the
US national minimum wage

we give at least 10 days paid time
off, plus 10 company and four
floating holidays

we provide eligible employees with
subsidised medical, dental and
vision benefits, short and long term
disability insurance, and (after 90
days service) a company sponsored
407k retirement savings plan.

we provide free life insurance
cover of at least one year's annual
basic salary

Note:
(1) Benefits apply to US eligible employees

(weekly hours 30 hours or more)
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Employment contracts

O

W Full time 92%
W Part time 8%

Employment gender

O

M Male 77%
B Female 23%

Employment status

O

B Permanent 99%
B Temporary 1%

Employee engagement

In October we conducted an engagement
survey across all our UK employees, with a view
toincluding our US employees in a Group-
wide survey in 2016. The survey, designed

and run in conjunction with Towers Watson,
achieved an overall 76% participation rate. The
results for all categories of question showed a
positive variance with Towers Watson's Global
Energy and Utilities norm. A programme of
‘results-to-action’ will be implemented across
the UK business in 2016, with regular progress
reports to management teams and the Board.

Employee representation

39% of the Group's workforce is covered by
collective bargaining and for the remainder
who are employed on individual employment
contracts we have representative employee
consultation and information arrangements
in place.

\We use a variety of communication channels
to ensure that all colleagues are kept fully
informed of developmentsin the Group's
operations and provided with the opportunity
to give feedback.

Senior management group gender diversity

O

M Male 86%
B Female 14%

Employee policies and relations

We have a suite of policies designed to support
our people at work, including those to assist,
where appropriate, a variety of work/lifestyle
preferences, procedures for raising grievance or
safety concerns, and diversity and inclusionin
the workplace. We make every effort to provide
long-term employment security and we maintain
high standards in employment practices.

Learning and development

Our personal and career development processes
across the Group are designed to equip all our
people with the technical skills, management
and leadership competencies and personal
behaviours needed to achieve our Business Plan.
Allemployees receive annual performance and
development reviews.

In support of the strategic objective to

deliver excellent people leadership across our
operations, we ran our first UK-wide leadership
development programme, accredited by the
Chartered Management Institute, for 47
participants at different stages of their
leadership careers. The programme, delivered
over 84 daysin 2015 and continuing into 2016,
included facilitated workshops, 1:1 coaching and
action learning. The content, designed and
delivered in conjunction with external partners,
aimed to develop the participants' leadership

Senior management department distribution

B Group
Commercial 11%

M Group Finance 8%
M Haven Power 17%

Group Company Group
Secretariat 3% Operations 20%
M Drax Biomass 3% Group

M Drax Power 8% Sustainability 11%

M Excom 19%

behaviours — specifically the Drax Group
behaviours of: communicates effectively; builds
3 great team; inspires others; creates trust and
respect and makes decisions.

In 2015 Drax Power recruited six new
apprentices for a four-year training programme
covering power station operations and
engineering maintenance.

We have a structured process of succession
planning for senior roles, with an annual cycle
culminating in a discussion at the Nominations
Committee in November. The process identifies
succession potential and gaps, which in turn
inform individual development/recruitment
planning. Where possible we seek to identify
cross-Group moves to accelerate development
and improve the future leadership pipeline.

Reward and recognition

We benchmark our reward packages at every
level in the organisation against the industry
sector and the market as a whole, nationally or
locally, as appropriate to the role. Through a
range of share plans we encourage all UK
employees to build a personal stake in the
ownership of the business.
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Sustainability review continued

Environmental performance and compliance

Environmental compliance of our power
station and associated landfill site is managed
through an environmental management
system. This system is externally certified to
the international standard ISO 14001:2004
and is subject to external audit twice a year.

There were no major breaches of our
environmental consents during 2015.

Emissions to air

In the table below, in accordance with

the Companies Act 2006, we set out our
carbon reporting information for direct
emissions (“Scope 1") from activities such as
fuel combustion and processing and also
indirect emissions (“Scope 2") being the
equivalent emissions created by the generation
of the electricity, heat or steam we purchase.
Scope 1for Drax covers the emissions arising
from burning fossil fuels, namely coal but

also heavy fuel oil and propane, to generate
electricity and the operation of some of our
plant at the power station, for example, our
flue-gas desulphurisation system. The Group's
Scope 2 emissions arise mainly from electricity
purchased to run operations across our
various sites.

We are also required to disclose emissions from
biologically sequestered carbon, which includes
emissions released through burning biomass to
generate electricity.

Through implementing our strategy to
become a predominantly biomass-fuelled
generator we aim to reduce our Scope 1and
2 emissions. As a result there will be a rise in
biologically sequestered carbon emissions.

We collate data on our carbon dioxide
emissions from fuel combustion as part of
our measurement and reporting plan under
the EUETS. Thisincludes all Scope 1and the
biologically sequestered carbon figures. For
Scope 2 reporting we use the Greenhouse
Gas Protocol, A Corporate Accounting and
Reporting Standard (revised edition) and
the government'’s published GHG
conversion factors to determine the level

of carbon emissions.

The majority of our emissions arise through
the combustion of fossil fuel for generating
electricity. As this single figure can shadow
smaller, but stillimportant trends, we have
set a materiality threshold of 100 thousand
tonnes, to ensure we strike the right balance
between demonstrating important trends
and limiting data to a meaningful level.

Carbon dioxide emissions, calculated under
the EU ETS, as a ratio of electricity generated,
before deductions for that used on-site, is a
principal performance indicator for the Group.

2015 2014 2013 2012
Activity Kt Kt Kt Kt
Scope 1
Fossil fuel combustion 13101 16476 20,162 22,513
Operations <100 19 157 180
Total Scope 1 13101@ 16,5950 20,3200 22,6930
Scope 2
Purchased electricity 216 249 293 341
Total Scope 1and 2 13.317 16,844 20,612 23,038
Biologically-sequestered carbon

(biomass combustion) 10,238@ 71500 2,7990 1,2140
Gross generation TWh 281 28.5 28.0 29.0
t/GWh of scope 1& 2 CO,e using gross

generation including coal and biomass

excluding biologically-sequestered carbon

emissions 4749 5913 7360 7940

Notes:
(1) Externally verified by Lloyd's Register Quality Assurance.

(2) During 2015 data will be subject to the same audit as previous figures.

(3) Calculated using the gross generation
Figures may not add up due to rounding.




Beyond carbon dioxide we manage all our emissions effectively and have made high levels of
investment in flue-gas desulphurisation and combustion control systems to ensure compliance with
environmental limits. All emissions in 2015 were within the limits set by the Environment Agency.

Work continues to implement processes to comply with the emission limits which will be in force

beyond 2016 under the IED.

Total emissions (K) 2015 2014 2013 2012
Sulphur dioxide 18.5 23.8 317 351
Nitrogen oxides 314 355 39.2 39.2
Dust 09 09 0.8 0.8

Discharges to water

Water is a key resource to Drax Power Station with the great majority of the cooling water

abstracted from the River Ouse. Other minor sources include the Sherwood Sandstone Aquifer
and town's mains. Procedures are in place to manage and monitor the drainage and water systems
on-site so as to ensure all discharge consent limits are met. The water we abstract is principally
used for cooling with some used within the steam system and other ancillary processes. From this
we return in the region of half of the water abstracted back to the River Ouse, with proceduresin
place to manage and monitor the drainage and water systems on-site so as to ensure all discharge

consent limits are met.

Water abstraction (Mt) 2015 2014 2013 2012
River Ouse water 60.6 62.5 56.9 56.7
Mains water 0.2 0.4 0.3 0.2
Borehole water 17 1.7 1.9 1.9
Water utilised on site and discharged to the

River Ouse 352 341 31.5 30.8

«—O0 O
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Reduced emissions of nitrogen
oxides (24.8%) since 2012

Disposals to land

We have continued to invest in site
infrastructure to maximise the sale of ash
products into the construction industry and to
reduce the disposal of surplus ash to landfill. In
2015, ash was sold in conformity with European
construction product standards and in
compliance with the Pulverised Fuel Ash
Quality Protocol.

This has helped us to sell a million tonnes
of ash produced in 2015 as replacement for
virgin aggregates and as a cement
replacement product.

We pay landfill tax on ash disposed. Through
the Landfill Communities Fund, we are able
to claim a tax credit for our donations to
recognised Environmental Bodies. We have
worked with Groundwork North Yorkshire
since 2001 on projects designed to help
mitigate the effects of landfill upon our local
community. During 2015, we contributed
£30,771towards local community-based
projects designed to bring about sustainable
environmental benefits and contribute to the
social and economic regeneration of the area.

\We continue to manage waste from our
operationsin a responsible manner. In 2015,
we diverted 94% of non-ash waste from landfill.
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Stakeholder engagement

Like most businesses, our

stakeholders are many and diverse,
including our shareholders, employees,
customers, energy consultants,
suppliers, the local community,
government, non-governmental
organisations, regulators, opinion
formers and the media.

Communication with all our
stakeholders is considered
to be an essential part of
our business and we aim to
be open and transparentin
all that we do.

Drax and shareholders:

Drax and employees:

Drax and US and UK politicians:

Reports and announcements

Briefing sessions

Briefing papers

Website

Intranet

Face-to-face meetings

Road shows

Written Group briefs

Written and oral evidence

Face-to-face meetings

Open Forums and ToolBox talks

Visit programmes

Visit programmes

Drax and government
departments:

Face-to-face meetings

Consultation responses

Visit programmes

Via trade associations

Drax and local community:

Drax and European Union:

Drax and local government:

Briefing papers

Liaison meetings

Face-to-face meetings

Via trade associations

Drax and media:

Sponsorship

Press releases

Fundraising events

Face-to-face meetings

Themed campaigns

Visit programme

Visitor programme

Exhibitions

Newsletters

Drax and NGOs and opinion
formers:

Drax and suppliers and
customers:

Annual consultative committee
meetings

Exhibitions

Drax and government agents/
regulators in the US and UK:

Face-to-face meetings

Correspondence and data
submission

Via trade associations

Drax and trading
counterparties:

Face-to-face meetings

Face-to-face meetings

Face-to-face meetings

Briefing papers

Conferences

Industry events

Contractor briefings

Contractor safety conference




Business conduct

\We are committed to high ethical standards
and to conducting our business with honesty
and integrity and in accordance with applicable
laws and regulations.

In order to prevent bribery and corruption we
take responsibility for maintaining a culture
within the Group in which bribery is never
acceptable. In protecting fundamental
human rights, Drax does not tolerate the

use of underage workers or any concept of
forced labour, at the same time ensuring our
suppliers’ activities have a minimal impact on
the environment and local communities. Any
supplier found to be complicitin a breach of
such standards, either directly orindirectly,
will be barred from further participation in our
supply chain activities.

The Group’s Code of Business Ethics establishes
the rules and framework on which employees
should base their decision making. Employees
are expected to follow not only the letter of the
Code, but the spirit.

The Group's whistleblowing policy provides

a confidential means for our employees to
speak up with confidence. The policy provides
guidance on how to make a disclosure of
information, in good faith, relating to safety,
fraud or otherillegal or unethical conduct
that an employee may have witnessed oris
concerned about.

The Group appreciates that public policy

on taxation and the external tax environment
are constantly evolving and this is reflected in
our tax strategy. In 2015, the Group made a
significant contribution to local and national
communities in which it operates, with paid
taxes in excess of £200 million, comprising
taxes on profit, labour and payroll taxes, taxes
on burning fossil fuels, and environmental
taxes (but excluding VAT).

Supply chain

Non-fuel procurement

We take a balanced approach to our supply
chain and we look to use suppliers and working
partners from diverse backgrounds, in particular,
small and medium-sized suppliersin the local
community where possible.

We recognise that prompt payment is critical to
the cash flow of our suppliers, particularly the
smaller businesses, and as a signatory to the
Prompt Payment Code, we commit to paying
our suppliers on time.

Sustainability is an essential element of good
procurement practice and takes account of
wider social, economic and environmental
factors in addition to the conventional criteria
of price, quality and service. By applying these
wider principles our procurement practices go
beyond meeting simple tender requirements to
delivering improved value and real cost savings
throughout the supply chain.

Coal procurement

We buy coal from a range of sources with

the objectives of managing our commercial
exposures, environmental obligations and
diversity of supply. In 2015, 46% of the coal we
burnt came from UK deep and surface mines
with the remainder coming from major supply
basins around the world, including the US,
Colombia and Russia.

When buying from overseas we have
continued to require, through our contracts,
minimum standards with suppliers in respect
of compliance with legislation, human rights,
labour relations and health and safety
arrangements. To this end Drax is an active
member of aninitiative called Bettercoal, a
not-for-profit organisation founded by a
number of major European coal generators.

Drax Group plc
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The organisation encourages greater
transparency throughout the supply chain.
Through Bettercoal, Drax encourages mining
companies to demonstrate that they operate
in a socially responsible way.

Bettercoal assesses mines against a set

of standards covering social, ethical and
environmental issues. Bettercoal is based on
human rights principles, International Labour
Organisation conventions and environmental
performance. Drax encourages all coal
suppliers to gain Bettercoal certification.
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Stakeholders engagement continued

Customer relations

Customers and their consultants are at the heart
of our Retail business. All of our customers have
named account managers who are responsible
for the service that we deliver. We continue to
build on our reputation for providing good
service and this supports an ongoing good

level of renewal at the end of customers’

supply contracts.

We held a range of events throughout the year
targeted at customers, prospective customers
and their consultants to inform and educate
them about our business and otherindustry
developments. These events share information
which isinvaluable to customers and
consultants and provide us with the opportunity
to obtain direct feedback to better meet their
needs. Events such as these complement the
high level of service and account management
we offerand this s reflected in our positive
customer satisfaction results.

Ouronline portal community continues to grow
and offers ourlarger customers 24/7 access to
bills and statements as well as consumption
data and flexible purchasing information.

Investor relations

\We are committed to delivering shareholder
value. We communicate our results and
prospects to our shareholders in an accurate
and timely manner using a variety of channels.
In addition to the Annual General Meeting, we
communicate through our Preliminary and
Interim results announcements. Annual report
and accounts and Trading updates. All of these
documents are made available on our website at
www.drax.com. Significant matters relating to
trading and the development of the business
are disseminated to the market by way of
announcements via a regulatory information
service and those announcements appear as
s00N as practicable on our website,

Announcements are frequently followed up
with either conference calls or presentations to
provide further detail and greater understanding.
In addition, face-to-face meetings are held with
our major institutional shareholders, and other
potential investors in the Group, to assist them in
their understanding of the announcements and
also to ensure that the Board is aware of their
views and concerns.

To aid our communication with private
investors, the investor section of our website
has been developed to be a readily accessible
and transparent source of information to
enhance understanding of the business.

Public affairs

The business maintains good working
relationships with public affairs audiences in the
UK, US and EU onissues with implications for our
business. With energy policy high on the political
agenda in 2015 we had significant engagement
with elected representatives and officials at all
levels on wide variety of sector related issues
including forthcoming environmental legislation,
renewables policy and market reform issues.

The form of engagement was varied and
included both face-to-face and written
briefings, participation in public consultations,
written evidence to inquiries and visits by
elected representatives and officials to Drax
Power Station. As in the past, membership of a
number of trade association proved helpful to
the Group. The ability to meet with and discuss
issues of the day with otherinterested parties
has facilitated presentation of collective
positions on energy policy matters.

No political donations were made in the UK or
elsewhere during 2015 (2014: nil), and the
Group's contact with those active in the
political arena has been and will continue to be
aimed solely at the promotion of the Group's
business interests.

The definitions of EU political expenditure are
broad and there is uncertainty about the extent
to which normal business activities, which
might not be thought to be political
expenditure in the usual sense, could be
considered to be political expenditure within
the meaning of the legislation. The Company
wishes to avoid any inadvertent infringement of
the legislation and each year, through a
resolution at the Annual General Meeting,
seeks the authority of shareholders to incur
expenditure for the Company and its
subsidiaries for such purposes of £100,000.

290«

Our financial support to local
communities

12,500

Visitors to Drax Power Station



Community relations

\We are committed to being a good neighbour
to ourlocal community and we are involved in
anumber of local and regional community
initiatives. Ourinvolvement takes the form

of sponsoring a variety of local charities and
fundraising events, promoting our own
campaigns which focus on education

and the environment. We also maintain

open communication channels and good
working relationships with the region's key
opinion formers.

Sponsorship and fundraising

During 2015, the Group gave financial

support of £296,000 (2014: £228,000) in total
across a range of charitable and non-charitable
community causes. Of that total, charitable
donations amounted to £155,000
(2014:£154,000).

Education in the community

\We provide a choice of educational experiences
hosted by our team of power station guides and,
attimes, technical experts. A state-of-the-art
visitor centre is of particular interest to students
of all ages allowing them to explore the
properties of electricity, discover how a power
station works and consider the environmental
issues related to electricity generation.

Another visitor opportunity exists at our nature
reserve that lies at the heart of our ash disposal
site. Established as a sanctuary for over 100
species of wildlife, it is specially designed to
help schoolchildren understand more about
the natural habitat and ecology of the area.
Campaigns such as "Drax in the Classroom” and
the "Community Pride Awards" are now firmly
established in the annual calendar of local
events and continue to prove popular.

Visitors to Drax

During 2015, we played host to more than
12,500 visitors through organised tours of the
power station, and various activity days and
charity events. The tours and activities have
wide appeal attracting schools and colleges
as well as business organisations, local and
professional associations and members of
our community.

Drax Group plc
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Group financial review

Despite challenging market conditions
our financial performance has been
creditable, underpinned by continuing
strength in our operations.

2015 was a difficult year for all of our
businesses. We have seen the lowest

market power prices for many years, weather
conditions in the US south have not been ideal
for pellet manufacturing and we continue to
see rising third party costs for power retail.

Furthermore, the government’'s announcement
of the cessation of the CCL exemption for
renewable powerin July removed £30 million of
renewable support from our 2015 earnings and
up to a further £60 million in 2016.

However, we have successfully taken actions
to minimise the impact of these uncontrollable
events on our financial results without
compromising our operational capacity.
Furthermore, matters within our control

have gone well.

\We have capitalised on the flexibility of

our generation assets to capture value inthe
prompt power markets and have managed to
add incremental margin through enhancements
in our fuel sourcing activities.

In our Retail operations, we delivered another
year of record sales in a very competitive
marketplace. In Biomass Supply, we have a strong
team in place and are making good progress
optimising our pellet production operations.

Our EBITDA for 2015 was £169 million, £60 million
lower than 2014 but only slightly behind our
expectations at the start of the year, in spite of
the numerous challenges faced. Underlying
earnings of £46 million drive a total dividend of
5.7 pence per share.

Alongside this creditable financial performance,
we achieved our long-stated aim of becoming a
predominantly biomass-fuelled generator on time
and on budget, with a third unit coming on line as
an enhanced co-fired unitin July. Upstream, in
the US, both our pellet plant and port assets were
successfully commissioned at a total cost within
initial projections.

I'am confident we have a strong team, sound
business model and robust balance sheet to
capitalise on future opportunities for growth
should they arise. At the same time, we are
prepared for a variety of eventualitiesin an
ever-changing and challenging environment.

£46m

Underlying earnings
(2014. £96m)

Will Gardiner
Chief Financial Officer




Financial performance

Gross margin performance
Consolidated gross margin of £409 million
(2014: £450 million) principally reflects another
year of strong operations at Drax Power, our
generation business.

As described above, commodity markets have
been challenging in 2015 and we experienced
lower profitability than in previous years as
aresult.

Our margins were further reduced from July
onwards, following the removal of the CCL
exemption, which removed a source of
renewable subsidy for our Generation business
and prompted a review of product offerings in
our Retail business.

Despite these challenges, the factors within
our control have gone well. Within Drax Power
we delivered excellent availability and reliability
and successfully implemented a two-shift
regime on our coal units to maximise the
available returns.

Supplementing this, Haven Power delivered
anotheryear of strong growth (13.8TWh
compared to 11.8TWhin 2014) and our US pellet
plants and port facility became operational
during the year to make a small gross

margin contribution.

Looking forward we are focused on improving
retail margins and extracting value from the
flexibility of our generation plant.

Operating costs

Consolidated operating costs of £240 million
(2014: £220 million) have increased by £20
million from the previous year.

2015 saw the commencement of commercial
operations within our US business following
the commissioning of both pellet plants and
the port facility. As a result, the operating costs
of the Biomass Supply operation increased
177% to £24 million.

The remaining increase in our operating costs
year-on-year reflects the very busy outage
schedule at Drax Power, including the
modifications required to enable our third
biomass unit to operate on an enhanced co-fired
basis and the write of f of certain maintenance
spare parts that are now obsolete as a result.

Looking ahead we are very focused on cost
control and have already taken action to reduce
our cost base for 2016 and beyond. This will be
achieved by constantly driving efficiency
throughout the business.

EBITDA

Consolidated EBITDA of £169 million (2014:
£229 million) is £60 million lower than the
previous year.

EBITDA is a function of the movements in gross
margin and operating costs described above,
and is the key measure we Use to appraise our
financial performance.

Underlying earnings

Underlying earnings measures our overall
financial performance. Itis calculated as our net
profit (in accordance with international financial
reporting standards) adjusted to exclude any
unrealised gains or losses (such as those arising
from the application of fair value accounting to
our forward purchase and sale contracts as
required by International Financial Reporting
Standards (IFRS), one-off transactions that do
not reflect the ongoing performance of the
business, and the associated tax effect of both.

Underlying earnings of £46 million in 2015 (2014:
£96 million) reflect the lower EBITDA described
above and higher depreciation charges, as a
result of ourinvestments in biomass technology
overthelast three years, partially offset by the
positive accounting effect of reductionsin
future corporation tax rates announced in the
Summer Budget statement.

Financial instruments

Akey component of the Group's risk
management strategy is the use of forward
contracts to secure and de-risk the future
cash flows of the business.

We recognised unrealised gains of £124 million
(2014: £66 million) within the income statement,
below EBITDA and excluded from underlying
earnings, in respect of outstanding contracts for
future delivery. This predominantly reflects the
impact of strengthening of the US dollar versus
sterling on the value of our portfolio of foreign
currency exchange contracts.

The accounting for these contracts is set outin
further detail in note 7.2 to the consolidated
financial statements.
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Gross margin

£4O 9m

(2014: £450m)

Operating costs

£240m

(2014: £220m)

EBITDA

£1 69m

(2014: £229m)

Underlying EPS

1 1 P pershare

(2014: 24p per share)
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Group financial review continued

Financial position

Capital expenditure

Capital expenditure of £174 million, reduced
from £201 million in 2014, reflects continued
investment in biomass technology, bothin
developing our biomass pellet plants in the US
and bringing a third unit on line at Drax Power
Station as an enhanced co-fired biomass unit.

We have also installed Selective Non-Catalytic
Reduction (SNCR) technology on four of our
generating units this year, at a cost of £33
million, in preparation for the requirements

of the IED which come into force from 2016.

Total spend on our biomass transformation
project, since we embarked on this strategy in
2012 (which includes the cost of IED compliance
work) remains in line with original estimates

at £640 million, with a relatively low level of
expenditure expected in 2016-17 to conclude
the conversion of the third unit and IED work.

Asset obsolescence charges

As we reach the conclusion of our biomass
transformation plans, certain assets
previously utilised in our coal generation
operations at the power station are no
longer required, predominantly comprised
of FGD plant. The emissions characteristics
of converted biomass units are such that
FGD is not needed on these units.

Totalincome statement charges in respect
of these assets were £109 million, which

as one-off charges are not reflective of

the underlying performance of the Group,
have been excluded from underlying
earnings and, thus, distributions.

Cash generated from operations
Cash generated from operations amounted
to £167 million in 2015, a £40 million increase
on the previous year, in part demonstrating
the benefit of self-help actions.

Despite the reduction in profitability year
on year our focus on efficient working
capital management, including a controlled
run-down of coal stocks, helped to

release £95 million of cash, compared

to an £84 million outflow in 2014.

This significant improvement was offset by

an £86 million increase in our ROC assets
(2014: £45 million) as our output from biomass-
fired generation increased. Cash from ROCs

is typically realised several months after

the ROC s earned, driven by RO deadlines

and commercial considerations. We have
facilities in place to monetise a proportion

of these assets and continue to explore
options to accelerate these cash flows.

The overall net cash outflow for the year
is£47 million (2014: net outflow of £86
million) and includes capital investments
of £179 million (2014: £200 million) which
is falling as we approach the end of our
biomass transformation, and dividend
payments of £50 million (2014: £55 million).

Net debt and funding

Net debt at 31 December 2015 is £187 million,
compared to £99 million at the end of 2014,
reflecting the cash outflow of £47 million
described above and a reduction in short-term
investments of £40 million.

Our primary funding platform has remained
steady compared to the previous year, with
£325 million of term loans drawn down. A small
increase in borrowings reflects the unwinding
of discounting on our index-linked facilities. The
maturity profile of ourloans extends to 2024,

In December 2015 we successfully concluded
the refinancing of our revolving credit facility.
The new £400 million facility matures in
December 2019 and has a margin of 175 basis
points over LIBOR. It replaces the existing £400
million facility which was due to mature in April
2017 and had a margin of 225 basis points

over LIBOR.

Our funding package also includes a
commodity trading line, also successfully
renewed in December, which enables us to
transact prescribed volumes of commodity
trades without having to post collateral.

Further detail in relation to our funding
arrangements isincluded in note 4 to the
financial statements, on page 125.

Capital
expenditure

£174 m

(2014: £201m)

Cash generated
from operations

£1 67m

(2014: £127m)

Net debt

£1 87m

(2014: £99m)



Other information

Taxation

The 2015 tax charge of £3 million compares to
£37 million tax charge in 2014. The reduction
principally reflects the reduction in profit
before taxin 2015 versus 2014, and an £18
millionimpact of a 2% reduction in corporation
tax rates.

The underlying effective rate of tax (excluding
the post-tax impact of unrealised gains on
derivatives contracts and one-off asset
obsolescence charges, as described above) is
less than the standard rate of corporation tax in
the UK, the difference arising predominantly
from the impact of the corporation tax rate
changes described above. The comparable
underlying rate in 2014 was 20%, which was
more aligned with the UK standard rate of tax.

Cash taxes paid during the year were £6 million
(2014: £16 million), principally reflecting lower
underlying profit before tax. These payments
were offset by tax refunds in settlement of prior
years, bringing net taxes paid in 2015 to £4
million (2014: £14 million).

Acquisition of Billington Bioenergy
In March 2015 we welcomed Billington
Bioenergy, the second largest operatorin
the UK's biomass heat market, to the Group.
Consideration totalled £4 million paid in cash.

We are confident that the acquisition
represents a good strategic fit for Drax. Itis a
natural extension to our core biomass business
and a small but clear opportunity to more fully
utilise our status as the world leader in

biomass technology.

We are pleased with the performance at
Billington in the short time it has been part of
the Group, with total wood pellet deliveries of
21Kt in the year, and turnover of £5 million.

Long-term value

We remain confident in the long term strategic
value of the Group to the UK energy sector and
accordingly believe there are many opportunities
to deliver longer-term value for our shareholders.

2015 was characterised by low commodity
markets and, significantly for Drax, the decision
by the government to remove the CCL exemption
for power generated from renewable sources,
from August.

As a result of these two factors our share

price has declined substantially during the
year to the extent that our market capitalisation
fell materially below the book value of our
assets. Accordingly, we have undertaken a
comprehensive and wide-ranging review of the
value of our business, to ensure those assets
are notimpaired.

The review, which is further detailed in note 2.3
to the financial statements, reinforced our view
that the Group is well placed to deliver future
value and that the carrying value of our assets
remains appropriate.

Looking forward, we expect 2016 to be
characterised by continuing challenging
commodity markets and, as set out in the Chief
Executive's Review on page 22, we are meeting
the challenge head-on with a firm focus on
revenue development and cost control, whilst
awaiting the outcome of the EU investigation
into the award of a CfD for our third biomass
conversion.

Distributions

We remain committed to our policy of
distributing 50% of underlying earnings in each
year. Underlying earnings for the year ended

31 December 2015 were £46 million (2014:

£96 million).

Afull reconciliation of net profit, calculcated
in accordance with IFRS, to underlying
earnings is provided within note 2.6 to the
financial statements.
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On 17 February 2015 the Board resolved,
subject to approval by shareholders at the
Annual General Meeting on 22 April 2015, to pay
a final dividend for the year ended 31 December
2014 of 7.2 pence per share (£29 million). The
final dividend was subsequently paid on

15 May 2015.

On 27 July 2015, the Board resolved to pay an
interim dividend for the six months ending
30 June 2015 of 5.1 pence per share (£21
million), representing 50% of underlying
earnings for the period. The interim dividend
was paid on 9 October 2015.

At the forthcoming AGM the Board will
recommend to shareholders that a resolution is
passed to approve payment of a final dividend
forthe yearended 31 December 2015 of 0.6
pence per share (E2 million), payable on or
before 13 May 2016.

Shares will be marked ex-dividend on
21 April 2076.

\j -
Will Gardiner
Chief Financial Officer
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Viability statement

Statement of viability

In accordance with provision C.2.2 of the
2014 version of the UK Corporate Governance
Code, the directors have assessed the
prospects of the Group over a period
significantly longer than the 12 months
required by the going concern provision.

In preparing this assessment of viability
the Board has considered the principal
risks faced by the Group, relevant financial
forecasts and sensitivities, the availability
of adequate funding and the strength

of the Group's control environment.

Assessment period

The Board conducted this assessment overa

period of three years, which was selected for

the following reasons:

— The Group's Business Plan (the “Plan”),
which is reviewed and assessed on a
quarterly basis and is used for strategic
decision making, includes a range of
financial forecasts and associated
sensitivity analysis. This Plan covers a
three-year period in detail.

— Within the three year period liquid
commodity market curves are used for
valuations. Typically these curves cover a
two year window and beyond this horizon,
given the lack of forward liquidity in power

markets, commodity price assumptions are

derived using publically available

information and the Group's own estimates.

— Themajority of the Group's financing
facilities are available beyond the three
year horizon.

In selecting this period the Board have
assumed no material changes to the Group's
mid-term regulatory environment and
associated support regimes. Thisincludes
revenues from ROCs and CfD and the access
of coal-generated electricity to the UK's grid.

Review of principal risks

The Group's principal risks and uncertainties,
set outin detail on pages 54 to 55, have been
considered over the period.

The Board considers that Commodity Market
risk has the most influence upon the continued
viability of the Group. A material downturnin
commodity prices, adversely impacting
spreads, could place stress upon the ability of
the Group to meet itsliabilities as they fall due.
The prospects of the Group are also strongly
influenced by government policy in relation to
subsidies available for generation of renewable
power. Failure to secure and retain sufficient
subsidies could have a material impact on the
viability of the Group.

The principal risks have been valued, where
possible, to assess the potential impact of each
on the viability of the Group, should that risk
arise in its unmitigated form. The valuations
have been included, where appropriate, as
sensitivities to the Plan and considered by the
Board as part of the approval process required
before the Plan is adopted by the Group.



Review of financial forecasts

The Plan considers the Group's financial
position, performance, cash flows, covenant
compliance and other key financial ratios
over the period and was most recently
updated to reflect current market and
environment conditions in December 2015.

The Planincludes certain assumptions, the
most material of which relate to commodity
market price curves and levels of subsidy
support available to the Group through the
generation of biomass-backed renewable
power. The Group continues to await the
outcome of a State aid review by the EU of
a CfD, providing a strike price for the sale
of renewable power. The outcome of this
review is expected during 2016 and the
Planincludes an assumption that State aid
clearance will be obtained during the year.

The Planis also subject to stress testing,
which involves the construction of reasonably
foreseeable scenarios, including those
aligned to the principal risks, which test the
robustness of the Plan when key variables

are flexed both individually and in unison.
Where such a scenario suggests a risk

to viability, the availability and quantum

of mitigating actions is considered.

The Board considers the most significant
scenario in the assessment period to be a
combination of a failure to secure State aid
clearance for the CfD during 2016 and a
deterioration of commodity market prices,
leading to a fallin the available price for
power and thus a fall in the margins available
to the Group from its power generation
activities. This has been considered in the
Plan and the Board is satisfied that in such
a scenario sufficient actions could be taken
to preserve the viability of the Group.

Availability of adequate funding

The sources of funding available to the Group
are set outin note 4.4 to the consolidated
financial statements (see page 125). The
Board expects these sources, along with
cash flows generated by the Group from its
normal operations, to provide adequate levels
of funding to support the execution of the
Group's Plan over the three-year period.

Expectations

The directors have considered all the factors

in their assessment of viability over the next
threeyears, including the latest Plan, scenario
analysis, levels of funding, control environment
and the principal risks and uncertainties facing
the Group. The directors have also considered
the availability of actions within their control

in the event of plausible negative scenarios
occurring. They have a reasonable expectation
that the Group will be able to continuein
operation and meet its liabilities as they fall due
over the three-year period of their assessment.
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Strategic report

The strategic report is set out on pages 1-55
of this document and was approved by the
Board of directors' on 22 February 2016.

)///—}7/\

Dorothy Thompson CBE
Chief Executive

\ .

Will Gardiner
Chief Financial Officer
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Principal risks and uncertainties

B

Will Gardiner
Chief Financial Officer

Principal risks and uncertainties

The Group has a comprehensive system of governance controlsin
place to manage risks. Policies have been established in key areas
of the business such as biomass sustainability, trading, treasury,
production and health and safety to ensure that these risks are
managed in a controlled mannerand in accordance with the
policies set by the Board.

Internal control and risk management

The Board is responsible for the Group'’s system of internal control
and for reviewing its effectiveness. A process has been established
foridentifying, evaluating, determining risk appetite and managing
the significant risks faced by the Group and this has beenin place
for the year under review up to the date of approval of the 2015
Annual report and accounts.

Risk Management Committees

The process is designed to manage rather than eliminate

the risk of failure to achieve business objectives, and can only
provide reasonable, not absolute, assurance against material
misstatement or loss.

Risk management committees
There are seven business risk management committees (RMCs):

1 Group corporate services risk management committee

2 Drax Power safety, health, environmental and production
integrity committee

3 Drax Power currency and commodity risk management
committee

4 Drax Power corporate services risk management committee

5 Haven Power risk management committee

6 Drax Biomass risk management committee

7 Billington Bioenergy risk management committee

Each committee is responsible for ensuring that all risks associated
with its specific area of the business are identified, analysed and
managed systematically and appropriately. Each committee has
terms of reference that require systems and controls to be approved,
implemented and monitored in order to ensure that activities are
commensurate with the risk appetite established by the Board, are
adequately resourced and comply with applicable legal and
regulatory requirements.

Risks identified and managed by the RMCs are regularly reviewed

at the Executive Committee of the Group, as well as by the Drax
Group plc Board.

Drax Group plc Board

Assurance

Audit Group
Committee Risk

Accountability
Group Executive
Committee

Group Corporate ~ Haven Power Drax Biomass Billington
Services RMC RMC Bioenergy
RMC RMC

Drax Power
Currency & Corporate Safety, Health
Commodity Services Environment and
RMC RMC Production Integrity

Committee



Risk management process
The key elements of the risk management process are as follows:

Risk identification — risks faced by the Group are identified during
the formulation of the Business Plan. Senior management and risk
owners, with the assistance of the risk management committees,
periodically review the risks to ensure that the risk management
processes and controlsin their area are appropriate and effective,
and that new risks are identified. A top down risk review is
conducted at least annually.

Risk analysis — the basic causes of each risk are considered,

and the impact and likelihood of it materialising is assessed. Risk
registers are used to document the risks identified, level of severity
and probability, ownership and mitigation measures for each risk.
The risk registers are reviewed by the risk management
committees on at least a quarterly basis.

Risks are then logged with reference to impact and probability
as follows:

Probability

Low Medium High

High

Medium

Impact
Low

Risk appetite is identified by reference to the same criteria. The
analysis enables decisions to be taken as to how that risk should be
managed by applying mitigation measures to align the risk with the
identified risk appetite.

Risk monitoring and assurance — the Board is ultimately
responsible for this system of risk management and internal
control. The Audit Committee reviews the suitability and
effectiveness of risk management processes and controls on
behalf of the Board. Risk management committees assist the
executive directors in the operation and implementation of the risk
management process, and provide a source of assurance to the
Audit Committee that the process is operating effectively. Each
risk committee reports to the Board at least annually.

Drax Group plc
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Internal control

In addition, the Group has a comprehensive and well-defined
internal control system with clear structures, delegated authority
levels and accountabilities.

The Group has a system of planning and monitoring, which
incorporates Board approval of a rolling five-year Business Plan
and approval of operating and capital expenditure budgets.
Performance against the budget is subsequently monitored and
reported to the Board on a monthly basis. The Board also monitors
overall Group performance against a Scorecard which shows
progress against a set of financial, operating, safety and other
targets set at the start of the year. Performance is reported
formally to shareholders through the publication of Group results.
Operational management makes frequent reports on performance
to the executive directors.

The Group also has processes in place for business continuity and
emergency planning.

Through the Audit Committee, the Board has implemented a
programme of internal audit reviews of different aspects of the
Group's activities. The programme, which is reviewed and updated
annually, is designed so that, over time, all facets of the business are
reviewed to ensure appropriate systems of control are in place and
are working effectively or, where they are not, deficiencies are
rectified by timely and appropriate action. In agreeing the actions
to be takenin response to each report, the aim is always to embed
internal controls, including measures intended effectively to identify
and manage risk, within each area of the Group's operations. In
parallelwithits work in relation to internal audit, the Audit
Committee also satisfies itself that an action plan for dealing with
points raised by the external auditor in their yearly management
letteris being properly addressed by management.

With the assistance of the Audit Committee, the Board has
reviewed the effectiveness of the system of internal control.

It has reviewed the reports of the Audit Committee, which has
considered all significant aspects of internal control including
financial, operational, trading, compliance, social, environmental
and ethical risks in accordance with the “Internal Control:
Guidance for Directors on the UK Corporate Governance Code”.

Following its review, the Board determined that it was not aware of
any significant deficiency or material weakness in the system of
internal control.

Change in risk profile

There are five principal risks monitored by the Board: Regulatory
and Political risk, Biomass risks, Generating Plant Operating risk,
Trading and Commodity risk and Corporate risks.

During 2015, the perceived level of risk arising from three of these
principal risks (Regulatory and Political, Biomass and Trading and
Commodity) increased, with the other two remaining constant.
Further details and the changes in 2015 driving this assessment
are set out on pages 54 to 55.
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Principal risks and uncertainties continued

Regulatory and Political Risk A EEER PSS -=E
Context Mitigations Movement Changes in factors impacting risk in 2015
The energy sector is subject to detailed legislation - Taking a more prominent role in EU o — Conservative party won the general
and regulation. This complex structure is frequently bodiesin order to have our voice heard election, increasing focus on
changing and becoming ever more stringent, and try to influence policy makers affordability of energy policy rather
particularly in relation to environmental matters — Co-operating with DECC and EU to than decarbonisation
accelerate the phase 2 investigation — ECannounced formal investigation
Risk where possible into the Drax CfD contract awarded
- Changesto EU and UK policy may make it -~ Open dialogue with DECC, Treasury by UK
difficult for Drax to comply with new and Ofgem on regulatory and political - Abolition of LEC's at short notice and
regulations and may prevent us undertaking issues to highlight potential impact of without industry consultation
future biomass unit conversions new policies indicates the risk of future similar
- ECformal State Aid (phase 2) investigation may policy changes
delay commissioning of the CfD unit or may Associated priorities: - Announcement by UK government
impose terms and conditions which are Critical infrastructure that all coal fired power stations must
unacceptable to Drax World-leading biomass technology close by 2025

— Changesto existing UK support mechanisms
may put pressure on our financial results and
cash flows

— Renewable support regime expires in 2027

Biomass Risks Further commentary pages 32-33
Context Mitigations Movement Changes in factors impacting riskin 2015
The biomass market is still relatively new, the — Developing new communications plan to o - Negative coverage from eNGOs
supply chain requires furtherinvestment and public highlight the benefit of biomass — Reducedvolumes delivered from
understanding of the benefits of the technology — Draxsocial media presence to respond some suppliers as they face
need to beimproved to eNGOs financial and operational pressures
— Building market awareness of potential - Increased port storage capacity and

Risk new biomass demand logistics capability to accommodate
- Detractorsand eNGOs operate inconcerttotry -  Contracting with suppliers where a increased fuel requirement

and influence policy makers against future robust operational plant and logistics - Increased exchange rate volatility

biomass conversions infrastructure is already in place — Morestringent auditing
- We may fail to secure sufficient sustainable - Investmentin our own supply chain to requirements from SBP

biomass due to the lack of new suppliers ensure security and timing of supplies

entering the market, financial failure of - Supplementing supply with spot market

existing suppliers and/or increased competition purchases

forsupply — Hedging currency exposures
— Most of the sustainable biomass that we can - Engagement with Ofgem and SBP on

procureis priced in foreign currency which new sustainability standard

increases our exposure to fluctuations against requirements

sterling and poses a risk to profitability — Engaging with equipment suppliers and
- Failure to comply with sustainability other pellet producers to ascertain

certification requirements could put our ROC optimal maintenance strategy for our

claims at risk pellet plants

Associated priorities:
Critical infrastructure
World-leading biomass technology




Generating Plant Operating Risk

Further commentary pages 34-35
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Context

The reliability of our generating plantis central to
our ability to create value for the Group. There are
inherent health and safety risks in our operations
which make our strong safety standards and
culture critically important. Compliance with laws
and regulations could impact the cost of operation

Risk

— Single point failures on the plant could resultin
forced outages, impacting financial results and/
or health and safety

— Aswe progress with our biomass unit
conversions, we are exposed to new and
emerging technical risks which could result in
higher than forecast outage levels

Mitigations

Comprehensive risk based plant

investment and maintenance

programme

- Maintaining a trained and competent
workforce

— Strong health and safety culture

— Targetto optimise holding of spare parts
foruse in the event of plant failure,
particularly long lead time items

— Adequateinsurancein place to cover
losses from plant failure where possible

— Significant research and development
undertaken on handling and burning
biomass

Associated priorities:
Improve operational efficiency

Movement

Changes in factors impacting risk in 2015

— Lowcommodity prices have led to a
reduction in load factor, with coal
units operating only in peak periods.
This places pressure on the units
and can lead to higher forced
outage rates

- Awarded maximum five starsin the
British Safety Council's Health and
Safety Audit

— Increased experience operating the
converted biomass units

— Performed first biomass unit outage
with no new concerns

Trading and Commodity Risk

Further commentary pages 34-35

Context

The margins of our generation business are
influenced by commodity market movements,
primarily gas prices which drive power prices,
and are inherently volatile. The increasing level of
our renewables generation exposes us to riskin
relation to the ROC market

Risk

— Fluctuations in commodity prices, particularly
gas and power, could lead to low bark and/or
dark green spreads resulting in lower marginsin
our generation business and a reduction in
cash flow

— Value of ROCs generated may be lower than
forecast if the recycle value outturns below
DECC's projections due to higher than
anticipated renewable generation on the grid

Mitigations

— Hedging strategy to sell forward bark
spread where itis economic to do so

— State aid process for CfD in progress,
which if approved would remove the
income volatility associated with that
unit

— 0Ongoing analysis of UKROC generation
to adjust pricing forecasts

— Enteringinto fixed price ROC sales
contracts where possible

— Selling through Haven Power provides a
route to market for ROCs

Associated priorities:
Grow revenues and improve margins

Movement

Changes in factors impacting risk in 2015

— Lowgas prices continue to depress
the power markets, making it
uneconomic for us to generatein
certain off-peak periods

— Haven Power sales volumes
continue to grow and offer a partial
hedge to falling wholesale power
prices

— DECChasincreased assumptions
around wind load factors in the RO
setting calculation which should
make it more accurate

Corporate Risks

Context

The Group depends on its ability to fund ongoing
operations. Draxis reliant on a number of key IT
systems to support operations and cash flow

Risk

— Aninability to raise funds to finance the
ongoing business and remain compliant with
banking covenants could lead to a covenant
breach, loan default or credit rating downgrade

- Ifthe Haven Power billing system is unavailable
for material invoicing, this could have a material
impact upon cash flow

— Abreach of IT security could resultin the
inability to operate systems orin the release of
unauthorised information

Mitigations

— Safeguarding cash flow through
improved working capital management

— Disaster recovery proceduresin place at
Haven Power along with a manual billing
process to use as a contingency

- Group wide cyber policy

— Business Continuity Planin place

— Seektodetect and investigate threats to
IT security and apply several layers of
control to mitigate entry

Associated priorities:
Improve operational efficiency
Grow revenues and improve margins

Movement

Changes in factors impacting risk in 2015

— Completed the refinancing of the
£400 million revolving credit
facilities in December 2015

— ROC monetisation facilities of
£200 millionin place with HSBC
and Lloyds
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Corporate governance

Letter from the Chairman

We continually work to ensure that our
governance structures and processes are
aligned with the requirements of the business
and that good governance is embedded by
management throughout the Group.

Dear Shareholder

Directorate changes
There have been some significant changes to the composition
of the Board of your Company during 2015.

Charles Berry stepped down from the Board following the Annual
General Meeting (AGM) in April after six years of excellent
chairmanship. | am delighted to have the opportunity to take over
from him. Charles left behind a strong governance framework that
works well both at Board level and throughout the organisation.
This framework has helped support the management transition
and will be fundamental to our meeting the challenges ahead.

We have had a change of Chief Financial Officer following Tony
Quinlan's resignation in Miay and the appointment of his
replacement, Will Gardiner, in November 2015.

\We have also seen changes amongst the other executive
directorships at the end of the year with both Peter Emery and Paul
Taylor stepping down from the Board. Peter's departure followed
the completion of the transition to the new executive management
structure introduced earlierin the year. On behalf of the Board,
I'would like to thank Peter for his great contribution over the last 11
years. He has been the key individual responsible for Drax’s excellent
operational and safety performance throughout its transformation
to becoming a predominantly renewable power generator. In Paul's
case, l want to thank him for his contribution, and | am delighted that
we will still have the benefit of his experience and expertise as he will
be helping us on a part-time basis.

Andy Koss, Chief Executive of Drax Power, the Company’s power
generation business, was appointed as a director of the Company
with effect from 1January 2016. Andy joined Drax in 2005, and has
held a number of senior roles in finance and regulation. He brings
substantial experience and expertise to the Board.

Finally, Melanie Gee will now be resigning from the Board
immediately after the AGM in April 2016 and | would like to thank
her for her valuable contribution over the past three years.

Succession planning and diversity

Andy Koss's appointment to the Board demonstrates the
effectiveness of the Group's robust succession planning process,
which the Board and | consider to be vitally important to the future
success of the business. Refreshing the Board, and selecting the
rightindividuals for the senior positions in the business from a
diverse talent pool are key priorities for me and for the Board.

| believe that we have a strong Board with the right blend of
skills and experience to take the Company forward. As the Group
develops, we may need to add new expertise to the Board, and
through the Nominations Committee, we will ensure that the
skills and experience needed to lead the Company are
continually reviewed.

At the date of this report, 25% of the Board members are women
and thisis broadly representative of the gender split across the
whole organisation. Diversity in its widest sense, including gender
diversity, will continue to be one of the factors that the Board will
take into consideration in making any future appointments.

The UK Corporate Governance Code and governance
at Drax

Our governance reporting is against the 2014 version of the

UK Corporate Governance Code and with the exception of the
provisions relating to tendering the appointment of auditors,
which was reported on last year and which will be addressed in
2016, | am pleased to say that we complied with the remainder of
the provisions of the Code throughout the reporting year and up to
the date of approval of this report. More detail on our governance
arrangements is set out on the following pages.



As a Board we recognise that there is always scope forimprovement
to make us better able to achieve our aspirations and deal with the
challenges we face. To address this, we continually work to ensure
that our governance structures and processes are aligned with the
requirements of the business and that good governance is
embedded by management throughout the Group. At Drax we
believe that governance is not only about following the rules, but
also about doing things in the right way. | believe that it isimportant
for the Board to establish and lead a strong moral and ethical culture
within an organisation. The values of the Group are expressed as,
honest, energised, achieving and together, or "HEAT" as it is known
within the business. These values have been established for several
years, and are embedded throughout the organisation in the way
our people go about their everyday business.

This section of the report describes our corporate governance
structure and processes and how they have been applied
throughout the year ended 31 December 2015.

My role as Chairman

I see thatitis my role to ensure that your Company has a

Board which works effectively under my leadership. One of

my most important tasks in this regard is to maintain the right
dynamics on the Board, which requires effective contributions
and constructive challenge from individual directors. | am pleased
to say that we have directors on our Board with a broad range of
skills, experience and attributes, all of which contribute to our
effectiveness. Communication and working relations between
Board members is good, open and constructive,

My relationship with Dorothy Thompson, our Group Chief
Executive, is positive and we are in frequent contact to discuss
issues which the executive team deals with on a day-to-day

basis and matters which need to be considered by the Board.

As Chairman, | lead the setting of the Board agenda, ensuring we
have adequate time to discuss all necessary items, particularly the
development and implementation of strategy. Part of my role as
Chairman is also to ensure that the Board is aware of the views of
shareholders. The Company and its management benefit from the
support of a stable group of major shareholders who have been
supportive even in the challenging times that have been principally
outside management’s control. | have found this to be the case
from the meetings I've had with some of our largest shareholders.

Drax Group plc
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Board and committee evaluation

| see regular and appropriate board and committee evaluation
as essential to improving board effectiveness. During my first
yearin office, | felt it important to understand how the Board,
its committees and individual directors function and therefore
decided to conduct the evaluation process internally. This will
then provide me with a platform from which to launch an
externally facilitated evaluation next year.

Our 2015 evaluation is built on the previous years' reviews

of strategy, objectives, performance monitoring, succession,
management development, process and governance. However,
this year the review concentrated on a broader approach looking
at the quality of the Board's work and addressing the mannerin
which the Board can operate most effectively to meet the
challenges of the risks facing the Group. Later in this report,

we detail the methodology and outcomes of that process.

Key areas of focus

During 2015, much of the Board's attention has been directed to
the two key objectives of maintaining cash flow and profitability in
the face of the headwinds the business has faced, and ensuring
that thereis a proper process for the development of the Group's
strategy. On the former, we took some important decisions
including the decision not to invest the Group's capital in the
development of the White Rose carbon capture and storage
project. On the latter, the Board considered some excellent early
work, identifying potential strategic development opportunities.
Closely linked to this was the work that the Board did to ensure
that the role biomass can play as a renewable fuel in the
decarbonisation of energy is properly communicated and
understood by stakeholders.

These will continue to be priorities in 2016. The Board will

also continue to monitor the embedding of the new executive
management structure so that it is well placed to deliver our
objectives. We will also continue to review the composition of
the Board to ensure that we have the right balance of skills and
experience to meet the challenges we face.

Philip Cox CBE
Chairman
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Corporate governance continued
The Board and its committees

Our governance framework

The Board
Executive Audit Nominations Remuneration
Committee Committee Committee Committee

Business unit management
Boards

More detailinthe

Audit Committee
reporton pages70to 74
Drax Power

Haven Power

Drax Biomass

Billington Bioenergy

Role of the Board

The Board determines: the Group's strategy; appetite for risk;
internal control and risk management policies; Business Plan and
principal performance indicators; acquisitions and disposals and
other significant transactions outside delegated limits; material
changes to accounting policies or practices; significant financial
decisions; capital structure and dividend policy; shareholder
communications; prosecution, defence or settlement of material
litigation; Group remuneration policy; the terms of reference and
membership of Board committees; and the Board structure,
composition and succession.

Terms of reference

The Board has adopted a schedule of matters reserved forits
decisions and formal terms of reference forits committees. These
are reviewed annually and are available to view on the Group's
website at www.drax.com.

Matters which are not specifically reserved to the Board and its
committees under their terms of reference, or to shareholders in
General Meeting, are delegated to the Executive Committee or
otherwise delegated in accordance with a schedule of delegated
authorities approved by the Board.

How the Board functions

The Board receives regular reports on performance against

the Business Plan and periodic business reports from senior
management. It also receives industry, regulatory and topical
updates from external experts and advisers, from time to time.
Directors are briefed on matters to be discussed at meetings by
papers distributed in advance of Board and committee meetings.

The Board has adopted a policy whereby directors may, in the
furtherance of their duties, seek independent professional advice
at the Company's expense. During 2015, no director sought
independent professional advice pursuant to the policy.

The Company Secretary is responsible for advising the Board on all
governance matters, ensuring good information flows within the
Board, its committees, the Executive Committee and senior

More detail in

the Nominations
Committee report on
pages 68to 69

More detail in
the Remuneration
Committee report on
pages75to94

management, and ensuring that Board processes are complied
with. Heis also responsible for compliance with the Listing,
Prospectus, Disclosure and Transparency Rules and the
Companies Act.

The Company's Articles of Association (the Articles) give the
directors power to authorise conflicts of interest. The Board has
adopted a procedure that has operated effectively, by which
situations giving rise to potential conflicts of interest are identified
to the Board, considered for authorisation and recorded. The
Articles also allow the Board to exercise voting rights in Group
companies without restriction (e.g. So as to appoint a director to
the Board of a Group company without this counting as a conflict
requiring authorisation).

The Company has in place appropriate insurance coverin
respect of legal action against directors of the Company and
its subsidiaries.

Details of the selection, appointment, review and re-election
of directors and of the performance review and directors’
developmentis contained within the Nominations
Committee report.

Composition

With the exception of Will Gardiner, Chief Financial Officer (who was
appointed as a director on 16 November 2015) all of the directors
listed on page 59 served throughout the year. Charles Berry served
as a director until his retirement on 22 April 2015 and Tony Quinlan
also served as a director until his resignation on 31 May 2015.
Michael Scott acted as Interim Finance Director from 1June until

15 November 2015 and attended meetings of the Board during that
period, but was not appointed as a director of the Company. Each of
those listed, with the exception of Peter Emery and Paul Taylor who
ceased to be directors on 31 December 2015, continued to be
directors as at the date of the approval of this report. Andy Koss was
appointed as a director on 1January 2016 and is still a director at the
date of this report. Biographical details of the directors appear on
pages 62 to 64.
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Board composition at 31 December 2015

W Chairman - 11.12%

M Executive
directors — 44.44%

B Non-executive
directors — 44.44%

Directors

Philip Cox CBE (Chairman)

Tim Cobbold (Independent non-executive director)

Peter Emery (Group Operations Director)

Will Gardiner (Chief Financial Officer)

Melanie Gee (Independent non-executive director)

David Lindsell (Senior independent non-executive director)
Paul Taylor (Group Commercial Director)

Dorothy Thompson CBE (Group Chief Executive)

Tony Thorne (Independent non-executive director)

The Group Company Secretary acts as Secretary to the Board.

Current directors’ tenure on the Board and age profile

Board diversity at 31 December 2015

B Male - 77.78%
M Female — 22.22%

Board diversity
In 2015, there were seven male and two female directors on
the Board.

Number of meetings held

— The Board has eight scheduled meetings each year.

— In 2015, an additional meeting was held by telephone to
address matters requiring formal decisions.

In addition, the Board meets at least annually to
consider strategy.

Current directors’ tenure on the Board

W 0-3 years — 37.50%
M 3-6 years — 37.50%
B 6-9 years - 12.50%
W 912 years — 12.50%

Directors' age profile

W 45-50 years — 12.50%
M 50-55 years - 50.00%
B 60-65 years — 25.00%
M 65-70 years — 12.50%

Board attendance 2015
The table below shows the number of meetings and attendance at them by directors of the Board during 2015.
Maximum  Number of % of
Date appointed as a director possible meetings meetings
and member of the Board meetings®  attended attended
Charles Berry (retired as a director on 22 April 2015) 15 December 2005 4 4 100%
Tim Cobbold 27 September 2010 9 8 89%
Philip Cox 1January 2015 S S 100%
Peter Emery 20 October 2005 9 9 100%
Melanie Gee 1January 2013 9 9 100%
David Lindsell 1December2008 S S 100%
Tony Quinlan (ceased to be a director on 31 May 2015) 1September2008 4 4 100%
Paul Taylor 1September 2011 9 9 100%
Dorothy Thompson 20 October 2005 S S 100%
Tony Thorne 29 June 2010 9 9 100%
Note:

(1) The maximum number of meetings that each individual was entitled to and had the opportunity to attend.

Will Gardiner was appointed a director on 16 November which was after the last scheduled Board meeting held in the yearand he

therefore did not attend any Board meetings in 2015.
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Corporate governance continued

Committees of the Board in 2015

The table below details the standing committees established by the Board and the membership thereof:

Audit Nominations Remuneration Executive
Committee Committee Committee Committee®

Charles Berry (retired as a director on 22 April 2015) Invited to attend Chairman Member =
Tim Cobbold Member Member Member =
Philip Cox Invited to attend Chairman Member =
Peter Emery = = = Member
Will Gardiner Invited to attend = = Member
Melanie Gee Member Member Member =
Philip Hudson® Secretary Secretary Secretary Secretary
David Lindsell Chairman Member Member
Tony Quinlan (ceased to be a director on 31 May 2015) Invited to attend - = Member
Paul Taylor — — — Member
Dorothy Thompson Invited to attend  Invited to attend  Invited to attend Chairman
Tony Thorne Member Member Chairman =
Notes:

(1) The Executive Committee is responsible for the day-to-day management of the Group. In addition to those named above, Peter Bennell (Chief Executive, Haven Power Limited),
Andy Koss (Chief Executive, Drax Power Limited) and Matthew Rivers (Director of Sustainability) were also members in 2015, as was Michael Scott during the period he acted as

Interim Finance Director.
(2) Philip Hudson is the Group Company Secretary.

Details of the work of the Nominations, Audit and Remuneration
Committees are given in the respective reports of those
committees set out on pages 68 to 94. The terms of reference for
the committees are reviewed annually by each committee and
then by the Board and are available on the Group's website at
WWW.drax.com.

Time commitment

Under the terms of his letter of appointment, the Chairman is
expected to commit between 50 and 70 full days a year to fulfil
his role.

Under the non-executive directors' letters of appointment,

the time commitment each is expected to give in respect of
membership of the Board, is 12 to 15 full days a year. That includes
attendance at Board meetings, the Annual General Meeting
(AGM), one annual Board strategy day and at least one site visit
peryear. In addition, they are expected to devote appropriate
preparation time ahead of each meeting. The time commitment
expectedin respect of their membership of committees of the
Board, notably the Audit, Nominations and Remuneration
Committees, is an additional three to four full days a year in each
case. Non-executive directors also spend time with management
in order to maintain their knowledge of the developing business
and to understand the operational challenges being faced.

Corporate governance
The Group is committed to high standards of corporate
governance, details of which are given in this report.

The various sections of this report contain in summary certain
provisions of the Company'’s current Articles of Association and
applicable English law concerning companies (the Companies Act
2006). Thisis a summary only and the relevant provisions of the
Articles or the Companies Act should be consulted if further
information is required.

Compliance with the UK Corporate Governance Code
Itisthe Board's view that throughout the period commencing on
TJanuary 2015, there has been full compliance with the principles of
the UK Corporate Governance Code (the Code) issued in September
2014, except in respect of the requirement to put the external audit
out to tender. This will be done during 2016. The manner in which we
have complied is demonstrated in the details set out in this report.
On the recommendation of the Audit Committee, the Board has
taken the decision not to comply for the time being with provision
C.3.7. of the Code, to put the external audit contract out to tender at
least every 10 years. A detailed explanation isincluded within the
Audit Committee report commencing on page 70.



Directors’ interests, indemnity arrangements and
other significant agreements

Otherthan a service contract between the executive directors
and a Group company, or as noted in the Remuneration Committee
report, no director had a material interest at any time during the
yearin any contract of significance with the Company or any of

its subsidiary undertakings.

There are no agreements between the Group and its directors
providing for compensation for loss of office or employment that
occurs because of a takeover bid.

The Board has reviewed the independence of each non-executive
director. None of the non-executive directors who have served
during the year had any material business or other relationship
with the Group, and there were no other matters that were likely
to affect theirindependence of character and judgement. The
Board therefore considers all of the non-executive directors

to be independent, in accordance with Code provision B.1.1.

Relations with key stakeholder groups

Communication with all our stakeholders is an essential part of our
business. Some specific information regarding communications
with investors is provided below. Details of communications

with other stakeholders are contained in the Stakeholder
engagement section of this report commencing on page 42.

The Chairman is keen to ensure that he maintains an open
relationship with the Group’s major shareholders and
communicates directly with them, offering the opportunity to
meet any other directors in order that the Board can understand
theirviews on the Group, be it corporate governance issues or any
other points they might wish to raise.

The Board also reviews and discusses the investor feedback from
post-results investor meetings conducted by the Group Chief
Executive and the Chief Financial Officer in the UK, Europe and the
US. These took place following both the preliminary and half year
results announcements in 2015. Makinson Cowell, part of the
KPMG Group, is engaged by the Group to advise and assist in
relation to communications with shareholders.

Drax Group plc
Annual report and accounts 2015

The Company'’s private registered shareholders hold, in aggregate,
approximately 0.78% of the issued share capital. The Board is as
interested in their concerns as it is in the concerns of institutional
and corporate shareholders. All shareholders are free to put
questions to the Board at the AGM. Questions asked in person at the
AGM will receive a verbal response whenever possible. Otherwise, a
written response will be provided as soon as practicable after the
AGM. Questions asked at other times will normally receive a written
response. Shareholders attending the AGM will have an opportunity
to meet informally with the directors immediately after the meeting.

Allinformation reported to the market via a regulatory information
service also appears as soon as practicable on the Group's website,

The directors consider that this Annual report and accounts, taken
as awhole, is fair, balanced and understandable and provides the
information necessary for shareholders to assess the Group's
performance, business model and strategy. Pages 1to 55 provide
an assessment of the Group's affairs. The Annual report and
accounts is available to shareholders at least 20 working days
before the AGMW. Registered shareholders receive a Form of Proxy
which provides for a shareholder to vote in favour or against, or to
indicate abstention as an alternative on each separate resolution.
Particulars of aggregate proxies lodged are announced to the
London Stock Exchange and subsequently appear on the Group's
website as soon as practicable after the conclusion of the AGM.
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Chairman

Non-executive directors

Philip Cox CBE
Chairman

Responsibilities and skills:

Tim Cobbold
Independent non-executive director

Responsibilities and skills:

Melanie Gee
Independent non-executive director

Responsibilities and skills:

Philip has significant board experience in both
executive and non-executive capacities, and
extensive experience in the power sector.

Appointment to the Board:

Tim's blend of financial and engineering
experience means that heis well placed to
contribute significantly to the Board and its
committees. His role as a serving Chief Executive
in a different sector provides an added dimension
to his contribution.

Appointment to the Board:

Melanie's blend of financial and corporate
experience means that she is able to make a
significant contribution to the Board and its
committees. Her advisory role in a City financial
institution brings added insight to the Board.

Appointment to the Board:

January 2015.

Appointment as Chairman:

April 2015.

Committee membership:

September2010.

Committee membership:

January 2013,

Committee membership:

Nominations (Chair) and Remuneration
Committees.

Current external appointments:

Audit, Nominations and Remuneration
Committees.

Current external appointments:

Audit, Nominations and Remuneration
Committees.

Current external appointments:

Talen, a US listed power generation company
(Non-executive director and Chair of the Audit
Committee).

CPG, 3 joint venture between the Kuwait
Investment Authority and Gas Natural Fenosa
—a power generation company focused on
emerging markets (Non-executive Chairman).

Previous roles:

UBM plc (Chief Executive).

Previous roles:

Lazard & Co. Limited (Senior adviser).

Standard Life plc (Non-executive director).

The Weir Group PLC (Non-executive director and
Chairman of the Remuneration Committee).

Previous roles:

Executive

International Power plc (Chief Executive Officer).
Ivensys plc (Senior Vice President,

Operational Planning).

Siebe PLC (Finance Director).

Non-executive

Meggitt PLC (Non-executive director).

PPL Corporation, a US-listed energy utility
company (Non-executive director).

Wm Morrison Supermarkets PLC (Non-executive
director, Senior Independent Director and
Chairman of the Audit Committee).

Wincanton plc (Non-executive director and
Chairman of the Audit Committee).

Qualifications:

Executive

De La Rue plc (Chief Executive and an

executive director).

Chloride Group plc (Chief Executive and following
Emerson Electric’s takeover of Chloride Tim held
a senior position in Emerson, responsible forthe
Chloride Group of companies).

Smiths Group plc (formerly TI Group plc). Tim held
a number of senior financial and operational
management positions over an 18 year period.
He originally trained as a mechanical engineer
and qualified as a Chartered Accountantin 1987
before joining Smiths Group.

Non-executive
None.

Qualifications:

Executive

Lazard & Co. Limited (A Managing Director).

UBS Investment Bank (Various senior positions in
Corporate Finance 1982 to 2007).

Non-executive

The Takeover Panel (Alternate member —
2006 to 2013).

Qualifications:

MA in Geography.
Fellow of the Institute of Chartered Accountants
in England and Wales (FCA).

BSc (Hons) in Mechanical Engineering.
Fellow of the Institute of Chartered Accountants
in England and Wales (FCA).

MAin Mathematics.



David Lindsell
Senior Independent non-executive director

Responsibilities and skills:

Tony Thorne
Independent non-executive director

Responsibilities and skills:

David's recent and relevant experience in the
areas of finance and audit are a significant asset
to the Board in his role as Chairman of the Audit
Committee.

Appointment to the Board:

Tony's experience of operating in different
geographical territories is of great value to the
Board as the Group's operations develop.

Appointment to the Board:

December2008.

Committee membership:

June 2010.

Committee membership:

Audit (Chair), Nominations and Remuneration
Committees.

Current external appointments:

Audit, Nominations and Remuneration (Chair)
Committees.

Current external appointments:

Premier Oil plc (Non-executive director and
Chairman of the Audit and Risk Committee).
Cancer Research UK (Trustee and Chairman of
the Audit Committee).

University of the Arts, London (Deputy Chair
of Governors).

Previous roles:

South East Coast Ambulance Service (Chairman).

Previous roles:

Executive
Ernst & Young LLP (Partner).

Non-executive

Financial Reporting Review Panel
(Deputy Chairman - 2008 to 2012).
HellermannTyton Group PLC
(Non-executive director).

Qualifications:

Executive

DS Smith plc (Chief Executive and an
executive director).

SCA Packaging Limited (President).

Shell International (Worked throughout the
world in senior management roles, including
strategic planning and President of the Shell
companies in Mexico).

Non-executive
None.

Qualifications:

Fellow of the Institute of Chartered Accountants
in England and Wales (FCA).

BSc (Hons) in Agricultural Economics.
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Executive directors

Dorothy Thompson CBE
Group Chief Executive

Responsibilities and skills:

Will Gardiner
Chief Financial Officer

Responsibilities and skills:

Andy Koss
Chief Executive, Drax Power

Responsibilities and skills:

As Group Chief Executive, Dorothy is responsible
forall aspects of the running of the Group’s
business, including developing an appropriate
business strategy for Board approval and
securing its timely and effective implementation.
She provides leadership to the executive team
and takes responsibility for the important
external relationships with customers, suppliers,
regulatory agencies and government bodies.

Appointment to the Board:

As Chief Financial Officer, Will is responsible for
the financial management of the Group, and for
relationships with the Group's bankers and
financial advisers. He has responsibility for the
Financial Control and Planning, Corporate
Finance & Investor Relations, Strategy & New
Business, Group IT and Group Risk and Internal
Audit functions.

Appointment to the Board:

As Chief Executive of Drax Power, Andy is
responsible for the operation of the power plant
and equipment. Thisincludes all aspects of
safety management, plantintegrity, plant
operations, engineering support, maintenance
and plant design. He provides leadership of the
power generation business unit which maximises
shareholder value by driving efficiency

and profitability.

Appointment to the Board:

October2005, having joined the Group
in September 2005.

Committee membership:

November 2015.

Committee membership:

January 2016, having joined the Group in
June 2005.

Committee membership:

Executive Committee (Chair).

Current external appointments:

Executive Committee.

Current external appointments:

Executive Committee and Drax Power
Management Board (Chair).

Current external appointments:

Court of the Bank of England (Non-executive
director).

Johnson Matthey Plc (Non-executive director
and Chairman of the Remuneration Committee.
Dorothy will retire from the Board of Johnson
Matthey in July 2016).

Previous roles:

Qardio plc (Non-executive director).

Previous roles:

None.

Previous roles:

Executive

InterGen NV (Head of the European business and
responsible for the management and operation
of four gas-fired power plants, totalling some
3160MW of capacity across the UK and the
Netherlands).

Powergen plc (Assistant Group Treasurer).

Non-executive
None.

Qualifications:

Executive

CSR plc (Chief Financial Officer)

BSKYB (Divisional Finance Director)

Easynet Group plc (Chief Financial Officer)

JP Morgan (Senior roles in the investment
banking division, specialising in the telecoms and
technology sections).

Non-executive
None.

Qualifications:

Executive

Drax Group (Director of Strategy, Head

of Investor Relations, Group Treasurer and

Head of Risk)

Provident Financial plc (Deputy Group Treasurer)
UBS, Dresdner Kleinwort Benson, Lehman
Brothers (Various investment banking roles)
Coopers & Lybrand (Chartered Accountant).

Non-executive
None.

Qualifications:

BSc (Hons) and MSc in Economics.

BAHarvard College in Russian and Soviet Studies.
MA John Hopkins School of Advanced
International Studies in International Relations.

BSc (Hons) in Maths, Operational Research,
Statistics and Economics.

Associate of the Institute of Chartered
Accountantsin England and Wales (ACA).
Member of the Association of Corporate
Treasurers (MCT).
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Peter Bennell
Retail Director and Chief Executive, Haven Power

Responsibilities and skills:

Matthew Rivers
Director of Group Sustainability and Chairman,
Drax Biomass

Responsibilities and skills:

Pete Madden
President and Chief Executive Officer,
Drax Biomass

Responsibilities and skills:

Peter founded Haven Powerin 2006 and was
instrumental in the company’s entry into the
Industrial and Commercial market, and the
development of the business. As Chief Executive,
Peter continues to drive the growth of Haven
Powerin the highly competitive electricity supply
market, providing the Group with a credit-efficient
route forits powerand ROCs. On 1January 2016,
Peterwas appointed Retail Director taking on
responsibility for both Haven Power and
Billington Bioenergy.

Appointment to the Executive Committee:

As Director of Group Sustainability, Matthew is
responsible for the Group's sustainability policy
strategy and delivery of our essential assurance
in this area — as well as for the Communications,
Public Affairs and the Regulation and Markets
teams. Additionally, Matthew was Chairman of
the US business, Drax Biomass Inc., ensuring
good integration between the UK and US
business operations.

Appointment to the Executive Committee:

As President and Chief Executive Officer of Drax
Biomass, Pete guides the business strategy and
oversees day-to-day operations at two pellet
plants and a port facility in the South Eastern
United States.

Appointment to the Executive Committee:

March 2015, having joined the Group in April
2009 following the acquisition of Haven Power.

Committee membership:

October 2013 having joined the Group in
November2012.

Committee membership:

January 2016, having joined the Group
in March 2015.

Committee membership:

Executive Committee, Haven Power
Management Board (Chair) and Billington
Bioenergy (Chair).

Current external appointments:

Executive Committee and Drax Biomass Inc.
(Chair).

Current external appointments:

Executive Committee and Drax Biomass Inc..

Current external appointments:

None.

Previous roles:

US Industrial Pellet Association (USIPA)
(Member of the Board).

Previous roles:

University of Georgia Center for Forest Business
(Member, Advisory Board).

Previous roles:

Executive

Eastern Electricity (Head of Sales & Marketing).
TXU Europe (SVP Sales Operations, Head

of Retail).

Non-executive
None.

Qualifications:

Executive

UPM (Finland) (Director — Overseas \Wood &
Biomass Sourcing, Director — Energy Biomass).
UPM Tilhill (UK) (Managing Director - for the
UK's largest private sector forest management
and timber harvesting business).

Forestal Oriental (Uruguay) (Managing Director
—responsible for plantation management and
wood supply).

Non-executive
None.

Qualifications:

Executive

Plum Creek (USA) Pete has held a number of roles
including: Vice President, Renewable Energy and
Supply Chain, Vice President, Operations Support
and Director, Regional Marketing, Operations,
Resource Management, Materials Management
and Corporation Planning.

Non-executive
None.

Qualifications:

MA (Engineering), DipM, DMS.

Chartered Engineer, Member of the Institution of
Engineering and Technology.

Member of the Chartered Institute of Marketing.

BSc. (For) Hons, Foresty Aberdeen.
M.B.A,, Strathclyde,

Fellow Institute of Chartered Foresters.
Chartered Environmentalist.

B.A. Marlboro College.
M.S. (Forestry) University of New Hampshire.
M.B.A University of New Hampshire.
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The Executive Committee

Following the internal Group structural changes in March 2015,
the Group is now made up of three principal business units: Drax
Biomass, Drax Power and Haven Power. This structure is designed
S0 that each business unit runs under its own management team
and the shared services needed to support them is provided
centrally through the Group Services function.

The Executive Committee focuses on the Group's strategy,

financial structure, planning and performance, succession
planning, organisational development and Group-wide policies.

2015

Composition

With the exception of Will Gardiner, Chief Financial Officer (who
was appointed as a director on 16 November 2015) all of those listed
below served on the Executive Committee throughout the year.
Michael Scott held the position of Interim Group Finance Director
from1June 2015 to 15 November 2015 and during that time he also
served as an Executive Committee member.

Each of those listed, with the exception of Peter Emery and Paul
Taylor who both ceased to be Executive Committee members on

31 December 2015, continued to be members at the date of this
report. Biographical details of Executive Committee members
appear on page 64 (executive directors) and page 65 (senior
management). Pete Madden, President and Chief Executive Officer
of Drax Biomass Inc., became a member of the Executive Committee
on1January 2016.

Executive Committee composition at 31 December 2015

M Group Chief Executive
(Chair) - 14.30%
M Group operations — 42.85%
W Business unit
operatons — 42.85%

Executive Committee members
Peter Bennell

Peter Emery

Will Gardiner

Andy Koss

Matthew Rivers

Paul Taylor

Dorothy Thompson CBE

The Group Company Secretary acts as Secretary to the
Executive Committee.

Executive Committee diversity at 31 December 2015

B Female — 14.28%
B Male - 85.72%

Executive Committee diversity
There are one female and six male members of the
Executive Committee.

Number of meetings
The Executive Committee has 12 scheduled meetings each
calendaryear and arranges additional meetings if the need arises.
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Executive Committee attendance 2015
The table below shows the number of meetings and attendance at them by members of the newly structured Executive Committee
during 2015.

Date appointed Maximum  Number of % of

asamember of the possible meetings meetings

Executive Committee meetings®  attended attended

Peter Bennell 1March 2015 ] ] 100%
Peter Emery (ceased to be a member on 31 December 2015) 1March 2015 9 8 89%
Will Gardiner 16 November 2015 1 1 100%
Andy Koss 1March 2015 ] S 100%
Tony Quinlan (ceased to be a member on 31 May 2015) 1March 2015 3 3 100%
Matthew Rivers 1March 2015 9 ] 100%
Michael Scott (ceased to be a member on 15 November 2015) 1June 2015 5 5 100%
Paul Taylor (ceased to be a member on 31 December 2015) 1TMarch 2015 9 9 100%
Dorothy Thompson CBE 1March 2015 S 9 100%

Note:
(1) The maximum number of meetings that each individual was entitled to and had the opportunity to attend.

Roles and responsibilities of the Executive Committee
Peter Emery’'s and Paul Taylor's areas of responsibility have been redistributed and further realignment of functions have resulted in the
following structure being in place from 1January 2016.

Dorothy Thompson

Will Gardiner Pete Madden Andy Koss Peter Bennell Matthew Rivers
Chief Financial President and Chief Chief Executive, Chief Executive, Director of Group
Officer Executive Officer, Drax Power Haven Power Sustainability and
Drax Biomass Chairman of Drax

Biomass
Group Services Drax Biomass Drax Power Haven Power Group Services

including Finance, Billington Bioenergy including
Risk, IT and Sustainability,
Strategy Regulatory and

Communications

How the Executive Committee functions

The Executive Committee receives regular reports on performance against the Business Plan and periodic business reports from each of
the business units. Mlembers are briefed on matters to be discussed at meetings by papers distributed in advance of meetings. They also
receive presentations on various businessissues by senior managers within the business units.

67‘

3dueuJano9



‘68

Drax Group plc
Annual report and accounts 2015

Nominations Committee report

The effectiveness of the Board is vital to
the success of the Group. The Nominations

Committee plays a key role in achieving this.

Role of the Committee

The principal duties of the Committee are to:
keep under review the structure, size and composition of
the Board (including the skills, knowledge and experience
required by it);

— consider succession planning for the directors and other
senior managers;

— identify and nominate candidates to fill vacancies among
the directors; and

— review the time required from non-executive directors.

Chairman Philip Cox CBE
Committee Tim Cobbold, Melanie Gee, David Lindsell,
members Tony Thorne

Attending by Group Chief Executive, Head of Human
invitation Resources.

Number of

meetings held

in 2015

The Group Company Secretary acts as Secretary to
the Committee.

Terms of reference

The terms of reference for the Committee are reviewed annually
by the Committee and then by the Board. The terms of reference
are available on the Group's website at www.drax.com.

Attendance in 2015

Date Maximum Numberof % of
appointed possible  meetings  meetings
amember meetings attended  attended

Charles Berry 15 December 2005 2 2 100%

Tim Cobbold 27 September 2010 3 3 100%

Philip Cox 22 April 2015 1 1 100%

Melanie Gee 1January 2013 3 3 100%

David Lindsell 1 December2008 3 3 100%

Tony Thorne 29 June 2010 3 3 100%

Note:

(1) Charles Berry retired as a director and Committee member on 22 April 2015.

The Chairman of the Committee reports on the Committee’s
proceedings to the following Board meeting.

The Committee has an annual programme of work which is
designed to fulfil its principal duties. This programme reviews:

Re-election and appointment of directors — The Committee met
on 16 February 2016, following the completion of the 2015 Board
evaluation process, and determined that all of the directors who
are the subject of annual re-election will retire at the forthcoming
Annual General Meeting and, being eligible, offer themselves for
re-election. The evaluation of the Board described on page 69
concluded that the directors offering themselves for election
and re-election continue to demonstrate commitment to their
particular role and to perform effectively;

Size, structure and composition of the Board — At its meeting in
April 2015 the Committee reviewed the position of Finance
Director following Tony Quinlan's intimation of his resignation.
The Committee putin place a process which ultimately led to the
appointment in November of Will Gardiner as Tony's successor.

At the same meeting, the Committee concluded that the Board,
constituted with four executive directors, fourindependent
non-executive directors and a chairman who was independent on
appointment, was appropriate for the Company at the time. The
Board further considered the size, structure and composition of
the Board at its meeting in November 2015 which followed the
completion of changes to the Group’s management structure. The
Committee noted that Peter Emery and Paul Taylor were to leave
the Board on 31 December 2015, It also agreed to recommend to
the Board the appointment of Andy Koss, Chief Executive of Drax
Power, as a director of the Company. The Committee concluded
that this revised Board constitution with three executive directors
was appropriate for the Company taking account of the changes
to the Group's organisational and management structure. It also
concluded that the Board collectively has the necessary balance
of skills, experience, independence and knowledge to enableit to
discharge its duties;

Membership of Board committees — It is the Board's policy
normally to invite allindependent non-executive directors to join
the Audit, Nominations and Remuneration Committees. The
Committee reviewed this policy and considered that it continues
to ensure that each of the Committees is constituted with the
skills, experience, independence and knowledge to enable it to
dischargeits duties; and

Succession planning — The Committee reviews the succession
plan at least annually. The Group has a well-established and
robust succession planning process which covers all Executive
Committee members and their direct reports, as well as other
individuals within the Group who have been identified as having
longer-term potential for senior roles. In the Committee’s opinion
the planis well prepared and appropriate for the size of the
Group's business and management structure and there are
considered to be a range of good candidates for senior roles.



In addition to the regular programme of work, the Committee also
considered the question of Board diversity in its widest sense, and
gender diversity in particular. The Company has actively engaged
with initiatives promoted by the Department for Business Innovation
and Skills to improve gender diversity at Board level. The Committee
recognises the strength that can be achieved through diversity in
the Group’s management. In particular, it is the Board's policy to
ensure that the proportion of women is one of the considerations for
Board and senior management appointments. That policy is
implemented as part of the recruitment and selection process.
Further details of gender diversity in the Group are included in the
Employees section of the Sustainability review on page 38.

Selection, appointment, review and re-election

Two new appointments to the Board were made during 2015. Philip
Cox was appointed as a non-executive director on 1January and
was appointed as Chairman following Charles Berry's retirement
from the Board following the 2015 AGM. Will Gardiner was appointed
asadirector and Chief Financial Officer on 16 November. Andy Koss
was appointed as a director with effect from 1January 2016.

The process to appoint Philip Cox was led by David Lindsell,

the Senior Independent Director, and the process to appoint Will
Gardiner was led by Dorothy Thompson, the Group Chief Executive.
Russell Reynolds Associates and JCA Group respectively were
engaged by the Committee in relation to the process to appoint the
Chairman and the Chief Financial Officer. In both cases they assisted
the Committee in developing role and candidate specifications,
identification of candidates, preparing long and short lists of
candidates, initial interviews and taking of references. The
consultants presented detailed reports to the Committee. Members
of the Committee met with each of the shortlisted candidates prior
to making a recommendation to the Board.

The Committee did not engage search consultants or advertise in
relation to the appointment of Andy Koss. The Committee reviewed
the skills and experience required, taking particular account of Peter
Emery’'s and Paul Taylor's resignations as directors. Andy has held a
number of senior finance, regulatory and operational roles with the
Company and had been identified through the succession planning
process as having the necessary skills, experience and attributes to
succeed to a Board role. The Committee recommended Andy's
appointmentin the best interests of the Company to ensure an
appropriate level of continuity and consistency on the Board.

The Articles provide that one-third of directors shall retire by
rotation each year and are eligible for re-election by shareholders
at the AGM. In accordance with the UK Corporate Governance
Code, the Company will continue to propose all directors for annual
re-election. Accordingly, each of Tim Cobbold, Philip Cox, Melanie
Gee, David Lindsell, Dorothy Thompson and Tony Thorne will retire
at the forthcoming AGM and, being eligible, offer themselves

for re-election.

The Articles also require that, following appointment to the Board,
directors submit themselves for election by shareholders at the
first AGM following their appointment. The appointments of Will
Gardiner and Andy Koss were made since the last AGM and,
therefore, they will retire and offer themselves for election by
shareholders at the forthcoming AGM.

The evaluation of the Board described below concluded that the
directors offering themselves for election or re-election continue
to demonstrate commitment, management and industry expertise
in their particular role and to perform effectively. The election or
re-election of each director is recommended by the Board. Details
of the service contracts for the executive directors and letters of
appointment for the non-executive directors are set out in a table
on page 90.

Drax Group plc
Annual report and accounts 2015

The executive directors’ service contracts and non-executive
directors' letters of appointment are available forinspection by
prior arrangement during normal business hours at the Company’s
registered office. They will also be available forinspection at the
venue of the AGM, prior to the meeting, details of which are
contained in the Notice of Meeting.

Itis the Board's policy that each non-executive director will be
appointed for a term of three years which, subject to the Board
being satisfied as to the director's performance and commitment,
and a resolution to re-elect at the appropriate AGM, may be renewed
by mutual agreement. However, it is the Board's policy not normally
to extend the aggregate period of service of any independent
non-executive director beyond nine years, and any proposal made to
extend a non-executive director's aggregate period of office beyond
six years is subject to review, and will be conducted annually, as part
of the evaluation of the Board.

The Board is satisfied that all of the directors are able to devote
sufficient time to their duties as directors and there have been no
material matters arising during 2015 which would affect this.

Performance reviews and directors’ development

The effectiveness of the Board is vital to the success of the Group.
The Committee initiated a review of the effectiveness of the Board,
its committees and individual directors during 2015. The review
concluded that all directors have a positive view of the effectiveness
of the Board and its committees and that all directors continue to
perform effectively and to demonstrate commitment to their roles.
Thereis clear alignment of the directors' views of the Group's
priorities and agreement that the key decisions of the Board focus
on those priorities. Steps have been identified to improve processes
and operation of meetings to facilitate greater focus on priorities
and strategic matters. Measures have also been identified that will
improve the quality of information provided to the Board to enhance
its consideration of risk impacts and mitigation measures.

During the year, the Chairman held a meeting with the non-
executive directors in the absence of the executive directors,

and the Senior Independent Director held 8 meeting with the
non-executive directors without the Chairman being present, as
required by provision A.4.2 of the UK Corporate Governance Code.

The Board is committed to the development of all employees and
directors and has reviewed and will periodically continue to review
each director's development requirements and make appropriate
arrangements to address them. All new directors receive an
induction, including being provided with information about the
Group and their responsibilities, meetings with key managers and
visits to the Group's sites.

In addition, each non-executive director visits operational sites
both in the UK and the US. Periodically, they also meet with senior
management to be briefed on the Group's business and specific
Board training days are arranged, where appropriate, involving
presentations on relevant topics.

This report was reviewed and approved by the Nominations
Committee on 22 February 2016.

Subsequent to the Nominations Committee review and approval
of the foregoing, on 29 February 2016, the Company announced
the resignation of Melanie Gee from the Board with effect from
the conclusion of the 2016 AGM. Accordingly she will not be
seeking re-election to the Board at the AGMW in April 2016.

Philip Cox CBE
Chairman of the Nominations Committee
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Audit Committee report

Sound risk management and internal control
systems are essential to enable the Group

to achieve its objectives, while proper
accountability to shareholders requires fair
and balanced performance reporting.

Role of the Committee

The Committee assists the Board to fulfil its oversight

responsibilities. Its primary functions are to:

— monitor the integrity of the financial statements and other
information provided to shareholders;

— review significant financial reporting issues and judgements
contained in the financial statements;

— advise the Board on whether the Committee believes the
Annual report and accounts are fair, balanced and
understandable;

— maintain an appropriate relationship with the Group's
external auditor and review the effectiveness and
objectivity of the external audit process;

— review the systems of internal control and risk management;
and

— monitorand review the effectiveness of the internal audit
function (which is provided by Grant Thornton UK LLP),
review the internal audit plan, all internal audit reports and
review and monitor management's responses to the findings
and recommendations of the internal audit function.

Chairman David Lindsell
Committee Tim Cobbold, Melanie Gee, Tony Thorne,
members all of whom are independent
non-executive directors.
The Board is satisfied that the membership
of the Committee has the recent and
relevant financial experience required by
the UK Corporate Governance Code.
Attending by Chairman of the Board, Group Chief
invitation Executive, Chief Financial Officer, Group

Financial Controller, Group Finance
Manager, Head of Risk Management,
External auditor (Deloitte), Internal auditor
(Grant Thornton).

Number of
meetings held
in 2015

A

The Group Company Secretary acts as Secretary to
the Committee.

Terms of reference

The terms of reference for the Committee are reviewed annually
by the Committee and then by the Board. The terms of reference
are available on the Group's website at www.drax.com.

Following a review of the terms of reference in July 2015, minor

changes were made to reflect the updated requirements of the UK
Corporate Governance Code (September 2014).

Attendance in 2015

Number

Date  Maximum of % of

appointed possible meetings meetings

amember meetings attended attended

Tim Cobbold 27 September2010 4 4 100%
Melanie Gee 1January 2013 4 4 100%
David Lindsell 1December2008 4 4 100%
Tony Thorne 29 June 2010 4 4 100%

The Chairman of the Committee reports the Committee’s
deliberations to the following Board meeting and the minutes of each
meeting of the Committee are circulated to all members of the Board.

In undertaking its duties, the Committee has access to the services
of the Chief Financial Officer and the Group Company Secretary and
their resources, as well as access to external professional advice.
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Main activities during the year

During the year, the Committee undertook its duties in accordance with an annual work plan, which is agreed in November for the following
calendaryear and reviewed at each meeting. The main areas of work undertaken by the Committee at each of its meetings during 2015 are
setoutin the table below.

Meeting February April July November
ltemunder - Year-end review of — Review of Senior — Review of accounting — Review of a report from
review accounting issues and Accounting Officer issues and judgements management concerning
judgements (2014) reporting impacting the 2015 impairment
— Consideration of the — Review of a report from interim financial — Review of other
2014 annual report, management covering statements accounting issues and
financial statements and the adoption and — Consideration of the judgements impacting
preliminary results implementation of "new interim report, financial the 2015 financial
announcement UK GAAP” statements and results statements
— Review of the — Review of oil and freight announcement — Review of systems of risk,
effectiveness of internal risk management — Review of a report from internal control and
controls and — Progress report on Deloitte on theirinterim consideration of fraud
consideration of fraud biomass sustainability review findings — Review of controls over
— Review of a report from reporting and — Review of a report capital expenditure and
Deloitte on their audit independent compliance covering biomass fixed asset management
findings reviews sustainability controls — Review of controls over
— Disclosure of information — Review of the auditor — Consideration of the stock management
to auditors independence policy viability statement — Review of the
— Assessment of — Review of the requirements for 2015 composition and
effectiveness of external whistleblowing — Review of the Audit qualifications of the
audit process reporting policy Committee terms of Group's finance teams
— Review of the Audit — Review of an update reference — Review of IT key controls
Committee’s from the Ethics and including cyber security
effectiveness Business Conduct — Review of the internal
Steering Committee audit plan for 2016

— Review and approval of
the external auditor's
terms of engagement

In addition there are a number of routine items which are put to each meeting as follows:

— areview of the minutes and actions from previous meetings;

— reports from the external auditor;

— the Committee’s rolling annual plan review; and

— reports from the internal audit function on the progress of their programme for the year including fee analysis and new internal
audit reports.

The Committee continues to focus on specifically identified strategic risk areas, such as biomass sustainability reporting, as well as ensuring
the provision of a core compliance assurance service. No significant weaknesses were identified in any of the internal audit reports although
certainimprovements in processes and procedures were made as a result of reviews. At its meeting in July 2015 the Committee received
and reviewed an independent report concerning biomass sustainability controls. The report raised no material weaknesses in policy or
approach but did highlight the key areas of judgement and risk within the process. Similar to routine internal audit reviews, certain
improvements in processes and procedures were implemented as a result of recommendations raised in the report.

The Committee has a forward programme of specific review areas, with a focus on risk management processes and internal control
systems, as well as financial reporting aspects. In addition, the Committee reviews the Group's general internal control environment on
an annual basis, including risk management structures, policies and processes, the overall financial control framework, key operational
controlsincluding production integrity and environmental controls and procedures in relation to bribery, fraud and any non-compliance.

At meetings in February and July 2015, the Committee reviewed the Group's Preliminary results announcement, Annual report and
accounts, and the half-year results announcement respectively. At these meetings, the Committee received reports from management
and the external auditor on the application of accounting policies on significant estimates and judgements made in preparing the
financial statements, and on the methods used to account for any significant or unusual transactions.

The Group's principal accounting policies and the accounting estimates, judgements and assumptions made in the process of applying
them are set outin the notes to the accounts. In respect of all such matters, the external auditor concurred with the judgements made by
management and the Committee was satisfied that the accounting policies were applied appropriately and the estimates and judgements
made were appropriate. In addition, the Committee also satisfied itself of the independence and objectivity of the external auditor on the
basis set out below under "Independence of the external audit”.

9dueuJano9



‘72

Drax Group plc
Annual report and accounts 2015

Audit Committee report continued

Reviewing the 2015 Annual report and accounts

Atits meeting in February 2016, the Committee reviewed the content of the 2015 Annual report and accounts, alongside a paper on
accounting issues and judgements impacting the accounts and a report from Deloitte LLP setting out their audit findings. The significant

issues and judgements considered were as follows:

Matter Issue and nature of judgement Factors considered and conclusions reached

Impairment - The fall in the Company's share price during the year has resulted in the The Committee reviewed a report from management, supported
carryingvalueof  carrying amount of the Group's net assets exceeding the Company’s market by external advisers, in November 2015 that explained the

assets capitalisation. Thisis an indication that assets may be impaired. impairment review methodology and how the cash flow forecasts

As aresult, in accordance with the requirements of IFRS, the directors conducted
animpairment review in respect of the Group's assets. They did so by comparing
the presentvalue of future cash flows for each cash generating unit with the
carrying value of its tangible and intangible assets.

The assumptions that underpin such calculations are, by their nature, dependent
upon application of judgement and are thus subject to uncertainty.

Derivative The Group makes extensive use of derivative financial instruments in order to
Financial manage key risks facing the business and its balance sheet includes significant
Instruments assets and liabilities arising from derivatives which are stated at their fair value.

Changes in the fairvalue of such instruments are recognised in the income
statement or the hedge reserve, when the specific criteria for hedge accounting
are met.

The fairvalues for derivative financial instruments are determined using forward
price curves and, where an instrument incorporates an element of optionality, an
option pricing model.

The inputs to these calculations include assumptions regarding future
transactions and market movements, as well as credit risk, and are
therefore subjective.

ROC assets The Group receives ROCs for generating electricity from sustainable biomass.
The Group's balance sheet contains a material amount of such assets at the end
of December2015.

ROC assets are initially valued at fair value and subsequently written to net
realisable value where appropriate.

These calculations require an element of judgement in considering probable
future sales prices in the market.

Fuelinventories  The Group carries a material amount of fuel inventories (predominantly coal and
biomass in the form of compressed wood pellets) which are measured at the
lower of their weighted average cost and net realisable value.

Whilst value is largely based on observable costs, the nature and characteristics
of the inventories mean that determining the volume of inventory on-site at any
given time is subject to a degree of estimation. Accordingly, while both coal and
biomass stocks are measured using equipment regularly calibrated to industry
standard levels of tolerance, as explained in note 3.3 the potential for actual
results tovary from initial calculations remains.

Stocks are surveyed at the balance sheet date by either an independent third
party or electronic scanning equipment and provisions made where appropriate.
However, both methods rely on assumptions regarding density of the fuel
surveyed.

Inthe case of biomass stocks, volumes are measured by reference to a heat based
and two weight based systems. The three systems produced somewhat different
results and the lowest of these volume measurements was applied to the price
history in order to determine weighted average cost.

utilised in the review had been prepared together with a critical
analysis of the key assumptions that underpinned them, including
market benchmarking analysis where appropriate.

The report also included an analysis of reasonably possible
sensitivities.

The Committee reviewed an updated report at its meeting in
February 2016 that considered refinements in assumptions and
key judgements up to the present time, as described in note 2.3.

After challenging management, particularly around the most
materialjudgements relating to longer-term value namely levels of
renewable support and future commodity prices, the Committee
concluded that a reasonable, supportable and consistent
approach had been taken in preparing the review and that there
was no current indication of impairment.

The Committee reviewed the Group's derivative position in February,
Julyand November 2015 having regard in particular to the critical
judgemental areas described in note 7.2 and considered the position
as at 31 December 2015 at its meeting in February 2016.

Management explained the trends in market prices that
underpinned changes in the fair value of the derivative portfolio
and highlighted any new types of derivative instrument for the
Committee’s consideration.

Furtherin April 2015 the Committee considered the processes and
controls that govern the Group's trading activities in financial oil
and freight products.

The Committee concluded that the fairvalue calculations had
been performed in a reasonable and consistent manner based

on quoted market prices as explained in note 7.2 and that the
system of controls in place was fit for purpose. Accordingly, it was
concluded that the amounts included in the financial statements
were appropriate.

The Committee reviewed papers presented by management
atits meetingsin February, July and November, which set out
the current balance sheet valuation and the key underlying
assumptions that drive the carrying value, including the
assessment of likely future sales prices of ROCs.

Atits meeting in February 2016, the Committee reviewed the
specific assumptions that directly impact the amounts recognised
inthe 2015 financial statements, as explained in note 3.2.

The Committee concluded that the judgements made in valuing
ROC assets were reasonable, supportable and consistent and
that, accordingly, the values included the financial statements
were appropriate.

The Committee reviewed the processes, including judgements,
estimates and assumptions made, in respect of fuel inventory
valuation at its meetings in February, July and Novemberin 2015.

Atits meeting in February 2016, the Committee reviewed the
position and specific judgements made in respect of the 2015
financial statements.

Having challenged management on the appropriateness of
the measurements used in determining inventory volumes,
the Committee concluded that the process and approach
followed by management had been performed in a reasonable
and prudent manner.



Explanation of the critical accounting judgements, estimates
and assumptions is set out in detail throughout the notes to the
consolidated financial statements, with a summary on pages 104
to 105.

The Committee also reviewed the underlying process, internal
controls, forecasts and relevant assumptions made in preparing
the new Viability Statement, disclosed on pages 50 to 51 of this
Annual Report. Having challenged the assumptions made in this
process and considered the appropriateness of the three-year
period of assessment adopted, the Committee concluded that
the process supporting the Viability Statement was robust.

In addition, other matters relating to the application of accounting
policies or accounting treatment have been considered during the
year at the February, July and November 2015 meetings, and again
at the February 2016 meeting in relation to our financial
statements. These included:

— theaccounting judgements, estimates and assumptionsin
relation to revenue recognition, retirement benefit obligations
and taxation. Further detail on these areas can be found in the
consolidated financial statements; and

— otheraccounting issues, namely in relation to application of
accounting policies or accounting treatment for capital
expenditure and consumable parts. Where applicable our
accounting policies are set out in the relevant note to the
consolidated financial statements.

The Committee met twice in the absence of management with
each of the external auditor (February and July) and internal auditor
(Apriland November). No matters of concern were drawn to the
Committee's attention at any of these meetings. The Committee's
understanding with both the external and internal auditor is that,

if they should at any time become aware of