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31 Financial instruments continued

c) Cash flow hedging reserve movements
The following table identifies the movements in the cash flow hedging reserve during the year, including where gains and losses have been 
recognised in the income statement.

			   31 December 2008	 31 December 2007
				    Energy 	 Interest rate 	 Total	 Energy 	 Interest rate 	 Total
				    derivatives	 swaps	 	 derivatives	 swaps	
				    £m	 £m	 £m	 £m	 £m	 £m

At 1 January 			   (56)	 (28)	 (84)	 3	 3	 6
Gains/(losses) recognised in the hedging reserve during the year		  4	 (267)	 (263)	 (32)	 (35)	 (67)
Gains/(losses) arising in previous years that reversed during the year		  44	 3	 47	 (22)	 1	 (21)
Amount removed from hedging reserve and included within the  
  income statement during the year due to settlement of contracts.  
  Recognised in:
    Group revenue			   6	 –	 6	 95	 –	 95
    Share of joint ventures and associates			   –	 9	 9	 –	 2	 2
    Net finance costs			   –	 (3)	 (3)	 –	 (3)	 (3)
Cash settlement of derivatives during the year			   (6)	 (6)	 (12)	 (95)	 1	 (94)
Ineffectiveness recognised in profit or loss			   –	 –	 –	 1	 –	 1
Exchange differences			   (4)	 (72)	 (76)	 (6)	 3	 (3)

At 31 December 			   (12)	 (364)	 (376)	 (56)	 (28)	 (84)

The cash flow hedging reserve balance and the periods in which the cash flows are expected to occur are as follows:

		  31 December 2008	 31 December 2007
				    Energy 	 Interest rate	 Total	 Energy 	 Interest rate 	 Total
				    derivatives	 swaps	 	 derivatives	 swaps	
				    £m	 £m	 £m	 £m	 £m	 £m

Cash flows expected in:
Less than 12 months			   (10)	 (83)	 (93)	 (42)	 (2)	 (44)
1-2 years			   (2)	 (72)	 (74)	 (11)	 (12)	 (23)
2-5 years			   –	 (94)	 (94)	 (3)	 (11)	 (14)
More than 5 years			   –	 (115)	 (115)	 –	 (3)	 (3)

Unrecognised losses at 31 December			   (12)	 (364)	 (376)	 (56)	 (28)	 (84)

The amounts shown in the preceding table are expected to affect profit or loss in the same period as the cash flows.

d) Hedge of a net investment
An economic net investment exposure arises from foreign currency movements when the functional currency of a subsidiary differs from  
the parent’s. Changes in exchange rates between the functional currency of the net investment and that of its parent will cause the amount  
of the net investment to vary.

In the absence of hedge accounting, foreign exchange gains and losses on retranslating the net assets of a foreign operation would be taken  
to reserves, whilst those on the loan would be recognised in the income statement. This creates a mismatch in foreign currency translation. 
When net investment hedging is applied, this mismatch is eliminated.

The Group, as part of its hedging strategy, has therefore chosen to borrow some debt denominated in foreign currencies in order to hedge  
the net investments in certain foreign operations within its portfolio. As the hedging instruments are foreign currency borrowings rather  
than derivatives, no fair values for these instruments are included within the fair value of derivatives disclosed on the balance sheet.

Gains and losses recognised in the translation reserve for hedges of net investments are shown in notes 24 and 29.
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e) Risk identification and risk management
There is a continuous process for identifying, evaluating and managing the key risks faced by the Group. Activities are co-ordinated by the Risk 
Committee, which is chaired by the Chief Financial Officer. It has responsibility, on behalf of the Board, for ensuring the adequacy of systems for 
identifying and assessing significant risks, that appropriate control systems and other mitigating actions are in place, and that residual exposures 
are consistent with the Group’s strategy and objectives. Assessments are conducted for all material entities.

The Group owns power plants in various locations around the world including merchant markets in the US, Australia and Europe. Plant 
ownership in the merchant markets exposes the Group to highly volatile and unpredictable commodity prices (including those relating to power 
and gas) and trading and risk management teams exist in each region to manage the exposure by trading a range of products including physical 
and financial forwards and futures. A Global Commodities Risk Committee together with the regional risk management teams are responsible 
for ensuring an adequate risk framework is in place in each region. Local risk committees operate in each region and they are responsible for 
ensuring that the risk framework is applied and that they manage their respective positions in compliance with these Board approved limits. 

Treasury policy seeks to ensure that adequate financial resources are available for the management and development of the Group’s business 
whilst managing its market risks and credit risks. The Group’s treasury policy is not to engage in speculative transactions. Group treasury acts 
within clearly defined guidelines that are approved by the Board.

The capital structure of the Group is presented in the balance sheet. Note 29 provides details on equity, note 24 on loans and bonds and 
note 31i) on borrowing facilities. Short and medium-term funding requirements are provided by a variety of loan facilities with a range of 
counterparties and maturities. Longer term funding or funding for a particularly large transaction may be sourced from a combination of these 
facilities and suitable long-term instruments, such as bonds, or by raising additional equity. Identification of total funding and phasing is achieved 
via a detailed cash flow forecast which is reviewed and updated on a monthly basis. 

Project development activities can, on occasion, require credit support in the normal course of business. This is provided by established funding 
facilities or via additional bilateral facilities with related project banks. At the individual business level we finance our projects with non-recourse 
debt in order to insulate the Group from adverse events at the project level, limiting our balance sheet exposure to a given project to the loss  
of the equity in that project.

Credit exposure to trading and financial counterparties is managed within clearly defined limits, policies and procedures. Financial counterparty 
risk is restricted to arrangements with relationship banks, money market funds and commercial paper with investment grade ratings. In addition 
to credit assessments from rating agencies, the Group utilises local market knowledge, credit default swap pricing and independent financial 
reviews to monitor counterparty credit risk and, if considered necessary, take proactive measures to reduce credit exposure in specific situations. 
All credit exposures are monitored daily by local regional management and reported to senior management on a monthly basis.

f) Market risk
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market prices. The 
Group is exposed to changes in: commodity prices in the merchant markets in which it operates; interest rates; and foreign currency exchange 
rates. A significant number of the Group’s projects operate without power purchase agreements and are, therefore, vulnerable to market forces 
which determine the price and amounts of power sold and fuel purchased. In particular, the majority of our plants in the UK (within our Europe 
region), North America, and Australia, operate on a merchant basis.

(i) Energy trading and market risk

The Group hedges exposures that arise from the ownership and operation of power plants and related sales/purchases of electricity and fuel 
by using derivatives to optimise the return achieved from these assets. The Group uses commodity derivative financial instruments to convert 
floating or indexed electricity and fuel prices to fixed prices. This lessens the Group’s vulnerability to movements in prices for the electricity it 
generates and for the fuel it consumes in its power plants. Commodity derivative financial instruments also provide a way to meet customers’ 
pricing requirements while achieving a price structure consistent with the Group’s overall pricing strategy.

The Group’s trading operations are carried out subject to global and local policies and procedures. A similar structure is in place in each  
region covering monetary, volumetric and term limits. Metrics and limits applied to the trading books include Value-at-Risk (VaR), stop/loss, 
credit, fuel mismatch, term, volume, approved traders and approved products. Position reports are produced on a regular basis for both the 
trading and plant books.

As the Group no longer applies cash flow hedge accounting to its power and fuel derivative contracts, all fair value gains and losses are 
recorded in the income statement. The Group’s coal purchase contracts are typically treated as ‘own use’ because they are both entered  
into and continue to be held for the purpose of the Group’s electricity production requirements and they are not net settled. 
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31 Financial instruments continued

Sensitivity analysis 

As stated earlier, when hedging the output of our generation assets it is our policy to both forward sell the power and forward buy the 
corresponding fuel contemporaneously in order to lock in the ‘spread’. The spread is the difference between the cost of fuel to generate a unit 
of electricity and the price at which that unit of electricity is sold. Spreads are usually expressed in terms of price per MWh. When gas is used  
as fuel the difference is called ‘spark spread’ and when coal is used as the fuel it is called ‘dark spread’.

From a management perspective, once the spread relating to the future output from a generation asset is forward contracted, the asset is 
considered hedged. To the extent that future output has not been forward contracted in this manner it is considered unhedged. Management 
review on an ongoing basis the extent to which generation output is unhedged.

However, in accordance with the requirements of IFRS 7 (Financial Instruments: Disclosures) the following sensitivity analysis shows the impact 
on the Group’s results of changes in market prices as a result of entering into financial instruments including derivatives. Specifically, this 
sensitivity shows the impact on the Group’s results arising from changes in the fair value of forward contracts which are entered into to hedge 
the future output of our generation assets following a change in forward market prices.

The table below shows the impact on equity and profits of a 20% increase in the forward curves for both electricity sales prices and gas 
purchase prices as if they had occurred on 31 December 2008. This could be viewed as the opportunity cost of our forward contracting if prices 
had changed in this manner. It should also be noted that if there were to be a 20% decrease in forward prices, the results of the sensitivity 
analysis would produce an opposite impact on profits and equity to that shown below.

The movement of forward price curves by 20% is believed to be a reasonable approximation of how much markets can move, on average,  
over any given year. In some years markets will be less volatile and in other years they may be more volatile. No sensitivity is applied to coal 
purchase prices given that such contracts are typically treated as ‘own use’.

The following assumptions have been applied in the performance of these sensitivities:

—	� All qualifying cash flow hedges at 31 December 2007 would continue to be fully effective in achieving cash flow hedge accounting.  
At 31 December 2008, the Group has no energy-related cash flow hedges and therefore all fair value gains and losses would be recorded  
in the income statement;

—	� Commodity contracts that qualify for own use treatment continue to do so, and thus this sensitivity has no impact for these contracts.  
These typically include coal purchase contracts.

The results are presented net of deferred tax but before minority interests, and in accordance with the requirements of IFRS 7, exclude  
the impact at joint ventures and associates.

		   				    Impact on	 Impact	 Impact on	 Impact
						      profit for	 on total	 profit for	 on total
						      the year ended	 equity at	 the year ended	 equity at
						      31 December	 31 December	 31 December	 31 December
						      2008	 2008	 2007	 2007
						      £m	 £m	 £m	 £m

20% change in forward price curves for electricity					     259	 283	 296	 357
20% change in forward price curves for gas					     53	 48	 52	 52

Because we hedge the spark spread, i.e. the sales price of electricity and the cost of gas contemporaneously, there is little net impact on the 
fair value of our derivative contracts to changes in the forward price curves to sell electricity and to purchase gas. However, for the dark spread, 
where the cost of coal is contracted in advance but is accounted for as ‘own use’, only the electricity sales contracts are exposed to fair value 
gains and losses arising from changes in the forward curves because these are considered commodity derivative financial instruments. This 
mismatch in accounting treatment predominantly gives rise to the significant net impact on profit and equity arising from increases in forward 
prices for electricity. Therefore, from an accounting perspective, forward contracting of dark spread at coal plants potentially gives rise to more 
volatility in earnings. However, to the extent that fair value gains and losses are recorded in any period within either the income statement  
or the hedging reserve (when applying cash flow hedge accounting) ultimately they will reverse by the time of delivery.

It should be noted that changes in the fair value of derivatives, which are entered into for economic hedging purposes (refer to basis of 
preparation in note 1), are recorded in the ‘middle column’ in the Group’s income statement and therefore the fair value gains and losses  
have no impact on underlying business performance.

To the extent that our power plants are not already contracted, and spreads increase, it is likely that the future profitability of our coal plants 
would also improve, because they would contract into the higher dark spreads.

It also means that if plants are unavailable at the point in time at which power should be delivered under the contract, the mark to market 
position represents the anticipated net cost of purchasing power and selling fuel in the markets to fulfil the contractual obligations and in  
that instance the unrealised fair value gains and losses would become realised.
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(ii) Interest rate risk

Variability in interest payments can introduce volatility into project returns and corporate funding costs. We mitigate this risk by fixing 
borrowing rates, principally by using forward rate or interest rate swap agreements. A limited number of our PPAs also have interest rate pass 
through mechanisms. Significant interest rate management programmes and instruments require the specific approval of the Board.

The Group’s policy is to fix interest rates for up to 75% of its debt portfolio over the medium to long-term. At individual project company level, 
it is usually a condition of the non-recourse debt funding that project companies maintain a certain minimum level of fixed rate debt, typically 
70%. This complements the Group’s policy. The overall level of the Group’s fixed rate debt is monitored and reported to senior management 
on a monthly basis.

A forward rate agreement is a contract in which one party pays a fixed interest rate and receives a floating interest rate equal to a reference 
rate specified at the time of entering into the contract. The payments are calculated over a notional amount over a certain period with the 
differential being settled at the termination date. An interest rate swap is an agreement between two parties to exchange pre-determined 
interest payments, based on a notional principal amount, over an agreed period of time. 

At 31 December 2008, including the impact of ‘receive variable: pay fixed’ interest rate swaps, £5,467 million (73%) (2007: £3,587 million 
and 62%) of total debt had fixed interest rates. In 2008 the weighted average interest rate of fixed rate debt, taking into account the effect 
of ‘receive variable: pay fixed’ interest rate swaps on floating rate debt, was 7% (2007: 7%). The effect of the Group’s interest rate swaps 
effectively replaced £838 million (2007: £806 million) of floating rate Australian dollar borrowings, £1,337 million (2007: £759 million) of 
floating rate US dollar borrowings, £334 million (2007: £297 million) of floating rate sterling borrowings, £108 million (2007: £83 million)  
of floating rate Czech koruna borrowings and £733 million (2007: £344 million) of floating rate euro borrowings with fixed rate borrowings. 

The floating rate financial liabilities comprise bank borrowings bearing interest rates fixed in advance for various time periods up to 12 months 
by reference to official market rates e.g. LIBOR.

When we use project finance in companies with power purchase agreements, our policy is to align the maturity of the debt with the contractual 
terms of the power purchase agreement.

Sensitivity analysis 

The Group accounts for certain interest rate swaps as cash flow hedges where the forecast transaction is considered highly probable and  
the hedge is assessed as effective.

The sensitivity analysis below shows the impact of a 100 basis point parallel increase in the interest rate yield curve as if it had occurred  
on 31 December.

The following assumptions have been applied in the performance of this sensitivity:

—	� The impact of this sensitivity has only been recorded for changes in the fair value of derivative financial instruments, which have their fair 
value gains and losses recorded within the financial statements; assets available-for-sale; and assets held for trading as the Group does  
not designate any other financial asset at fair value through profit or loss and these are the only significant financial instruments whose  
carrying amounts change as a result of changes in interest rates. All other financial instruments are carried at amortised cost and hence  
no adjustment has been applied;

—	� No impact is recorded from changes in interest rates on employee benefits (including pensions), provisions and other financial assets  
and liabilities;

—	 All qualifying cash flow hedges at 31 December would continue to be fully effective in achieving cash flow hedge accounting;

—	� Fair value gains and losses on interest rate swaps which do not qualify for hedge accounting as at 31 December are reflected solely  
in the income statement.

The results are presented net of deferred tax but before minority interests and, in accordance with the requirements of IFRS 7, exclude  
the impact at joint ventures and associates.

						      Impact on	 Impact	 Impact on	 Impact
						      profit for	 on total	 profit for	 on total
						      the year ended	 equity at	 the year ended	 equity at
						      31 December	 31 December	 31 December	 31 December
						      2008	 2008	 2007	 2007
						      +/–	 +/–	 +/–	 +/–
						      £m	 £m	 £m	 £m

Increase in yield curve by 100 basis point parallel shift					     2	 82	 8	 49

A second sensitivity analysis calculates the impact on profitability of a 100 basis point increase in interest rates on unhedged interest-bearing 
loans and bonds, i.e. those which are subject to a floating rate of interest, i.e. where there is no ‘receive variable: pay fixed’ interest rate swap, 
and on cash balances on which variable rates of interest are earned. The calculation is performed as follows. The year end cash balance is 
deducted from the year end unhedged floating rate loans and bonds. The net borrowing is multiplied by 1%. In 2008 the result of this second 
sensitivity equated to £5 million before tax (2007: £8 million).

(iii) Foreign currency risk

International Power operates in 21 countries worldwide which exposes it to foreign currency exchange risks. These relate to translation, 
transaction and economic risks.

Treasury policy is to hedge a reasonable proportion of the Group’s translation exposures by borrowing in the same currency as the underlying 
investment. Any residual translation exposure will result in fluctuating sterling profits and balance sheet asset and liability movements which  
are not related to underlying business performance. In countries with historically weak currencies we aim to have PPA tariffs denominated  
in a major international currency. This protects future returns from large and rapid devaluations. Group translation exposure is monitored  
and reported to senior management on a monthly basis.
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For the purposes of preparing the consolidated financial statements, the income statement results of the Group’s foreign operations  
are translated into sterling at the average exchange rates for the period concerned. The balance sheets of foreign operations are translated  
into sterling at the closing exchange rates.

Currency translation exposures comprise the monetary assets and liabilities of the Group that are not denominated in the functional currency  
of the operating unit involved, other than borrowings treated as hedges of net investments in overseas operations.

In order to hedge the net assets of foreign operations, borrowings are generally in the same currency as the underlying investment. The Group 
aims to hedge a reasonable proportion of its non-sterling assets in this way. It is not our policy to hedge currency translation through foreign 
exchange contracts or currency swaps.

Currency transaction exposure arises where a business unit makes sales and purchases in a currency other than its functional currency.  
The Group utilises these exposures, where possible, to hedge existing transaction exposures on sales and purchases through matching.  
In line with Group policy any remaining transaction exposures are hedged as soon as they are committed, by using foreign currency contracts 
and similar instruments. Transaction exposure also arises on the remittance of dividends or surplus funds from overseas. All external currency 
instruments used to manage transaction exposure are transacted by Group treasury or under the guidance of Group treasury. Identification of 
potential transaction exposures is achieved via a detailed cash flow forecast by local currency which is reviewed and updated on a monthly basis. 

As noted in 31b), to hedge our foreign exchange risks for transactional currency exposures and currency exposures on future expected sales  
we use both non-derivative financial instruments, such as foreign currency borrowings, and derivative financial instruments, such as forward 
foreign currency contracts, currency options and swaps. When we use derivative financial instruments to hedge our exposures to foreign 
currency risk, the Group may choose to account for these as either fair value hedges or cash flow hedges if they meet the hedge accounting 
criteria set out in IAS 39.

Sensitivity analysis 

The following sensitivity analysis shows the impact of currency translation exposures arising from monetary assets and liabilities of the Group 
that are not denominated in the functional currencies of International Power plc or of its subsidiaries. It shows the impact on the Group’s 
consolidated income statement by changing the year end exchange rate of sterling against all other currencies. To the extent that there are 
monetary assets and liabilities denominated in sterling in subsidiaries with non-sterling functional currencies, the impact of a change in the 
year end exchange rate is determined. To the extent that there are monetary assets and liabilities denominated in non-sterling currencies in 
International Power plc or its subsidiaries with sterling functional currencies, the impact of a change in year end exchange rate is determined.

The following assumptions have been applied in the performance of this sensitivity:

—	� The results of foreign exchange gains and losses on the retranslation of foreign currency denominated loans, that are treated as net 
investment hedges, are not recorded within the impact on the Group income statement, as these foreign exchange gains and losses  
are recorded within the translation reserve;

—	� The exposure on translating the financial statements of subsidiaries into the sterling presentation currency of the consolidated financial 
statements are not included in the sensitivity analysis.

The results are presented before tax and minority interests and, in accordance with the requirements of IFRS 7, exclude the impact at joint 
ventures and associates.

								        Impact on	 Impact on
								        profit for	 profit for
								        the year ended	 the year ended
								        31 December	 31 December
								        2008	 2007
								        +/–	 +/–
								        £m	 £m

10% strengthening of sterling							       21	 11
10% weakening of sterling							       (25)	 (15)

g) Credit risk
We are exposed to credit-related losses in the event that counterparties to traded contracts and financial instruments do not perform according 
to the terms of the contract or instrument.

The Group’s policy is to manage its credit exposure to trading and financial counterparties within clearly defined limits. Energy trading activities 
are strictly monitored and controlled through delegated authorities and procedures, which include specific criteria for the management of 
counterparty credit exposures in each of our key regions. Counterparty exposure via customer power purchase agreements (agreements 
to sell power) is monitored and managed by the local asset team with assistance from Group treasury where appropriate. The impact of an 
individual PPA default is minimised by the geographical diversity and large number of projects in which the Group is involved. In addition, the 
non-recourse nature of the funding arrangements, which limits our exposure to our equity commitment in a project, also provides limited credit 
exposure to the Group.

For the majority of the Group’s commodity trading arrangements we have master netting agreements which establish legally enforceable rights 
of set-off that reduce the credit exposure of the Group in the event of counterparty default. Where possible, the Group will also enter into ISDA 
(International Swaps and Derivatives Association) master agreements to mitigate its credit exposure to financial instruments.

In the normal course of business there may be occasions when we have a significant concentration of credit risk with one counterparty in order 
to minimise settlement risk on major transactions. This risk is normally only applicable for a short period of days and is always with an existing 
relationship bank with a strong investment grade rating.
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Group treasury manages the Group-wide counterparty credit exposure on a consolidated basis for financial counterparties, with the active  
and close involvement of the global risk manager. Financial counterparty credit exposure is limited to relationship banks and commercial paper 
with strong investment grade credit ratings.

With regard to financial instruments subject to credit risk, International Power selects counterparties with appropriate ratings for the size, type 
and duration of the instrument involved. A small proportion of counterparties trading energy are below investment grade. For those energy 
market transactions with counterparties below investment grade, and which are not supported by appropriate collateral, reserves are carried 
against the trading risk. Exposures within this band are restricted and closely monitored within narrow limits.

The immediate credit exposure of financial instruments is represented by those financial instruments that have a net positive fair value by 
counterparty. The Group considers its maximum exposure to credit risk to be:

								        31 December	 31 December  
								        2008	 2007
								        £m	 £m

Cash and cash equivalents(1)							       1,129	 1,161
Available-for-sale financial assets							       47	 13
Loans and receivables (refer to note 31a))(2) (3)							       2,582	 1,994
Financial assets at fair value through profit or loss
  – derivative financial assets(4)							       507	 236
Designated cash flow hedge relationships
  – derivative financial assets(4)							       –	 32

Total financial assets							       4,265	 3,436

(1)		 The majority of cash balances and short-term deposits are held with strong investment grade banks or financial institutions.

(2)	 Finance lease receivables are with strong investment grade counterparties including the Portuguese and German governments.

(3)	� The majority of trade receivables, other receivables and accrued income relate to merchant trading counterparties for whom we hold 
collateral in the form of parent company guarantees, letters of credit and cash held as security.

(4)	� The Group holds collateral of £179 million at 31 December 2008 (2007: £79 million) as security for the above derivative financial assets. 
Collateral held as security includes parent company guarantees (of appropriate credit worthiness), letters of credit issued by investment 
grade banks and cash margining as set out in the following table:

								        31 December	 31 December
								        2008	 2007
								        £m	 £m

Parent company guarantee							       116	 31
Letters of credit							       1	 –
Cash margining							       62	 48

								        179	 79

The Group also holds additional collateral from counterparties, which only becomes enforceable if existing exposures increase or additional 
trading with that counterparty is contracted. This additional undrawn collateral totals £209 million at 31 December 2008 (2007: £180 million) 
and is in the form of letters of credit and parent company guarantees.

During 2008 we have not needed to take possession of collateral available to us in order to settle any outstanding debts owed to us.

If the Group was to take possession of collateral or to call on other credit enhancements (e.g. guarantees), and the assets held as security  
were not readily convertible into cash, we would regularly update our estimates of value and develop a realistic plan for monetisation. We 
would defend rigorously our right to recoup any outstanding amounts from arrangements which ultimately do not fully settle a liability.

Although we have seen no direct evidence of changes to the credit risk of our counterparties, the current focus on financial liquidity in 
all international markets has introduced increased financial volatility. We utilise local market knowledge, credit default swap pricing and 
independent financial reviews to identify significant changes to the financial profile of our counterparties.

As at 31 December 2008 and 31 December 2007 there were no significant financial guarantees or third party obligations that increase  
the credit risk of the Group’s financial assets. 

h) Liquidity risk
Liquidity risk is the risk the Group will encounter difficulty in meeting its obligations associated with its financial liabilities as they fall due. 
Reporting entities are responsible for managing their own liquidity. The Group’s treasury function is responsible for managing corporate 
liquidity. The Group’s approach to managing liquidity is to ensure that it has sufficient headroom under both normal and abnormal conditions. 
It manages this through the use of regularly updated cash flow forecasts and a financial headroom analysis which is used to determine funding 
requirements for a rolling five year period, which is reported to senior management on a monthly basis.
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i) Borrowing facilities

The Group has substantial borrowing facilities available to it. The undrawn committed facilities available at 31 December 2008 in respect  
of which all conditions precedent have been met amount to £1,054 million (2007: £821 million). This table excludes fully drawn loan facilities 
and at 31 December 2008 £212 million (2007: £323 million) of letters of credit in issue.

Committed facilities
			   31 December 2008	 31 December 2007
			   Currency	 Expiry	 Facility	 Undrawn	 Available	 Facility	 Undrawn	 Available
					     £m	 £m	 £m	 £m	 £m	 £m

Corporate:
Corporate revolving credit facility(1)	 USD	 October 2010	 591	 482	 482	 427	 425	 425
IPM UK Power credit support facility(2)	 GBP	 June 2012	 300	 219	 219	 250	 187	 187

Subsidiaries:
Rugeley Power working capital and  
  credit support facility	 GBP	 July 2014	 195	 92	 92	 195	 97	 32
Rugeley Power FGD construction facility	 GBP	 July 2014	 145	 13	 13	 145	 57	 9
IPA Central revolving and letter of credit facility(3)	 USD	 July 2015	 75	 28	 28	 –	 –	 –
IPA Marketing Company revolving and letter  
  of credit facility(3)	 USD	 July 2015	 56	 39	 39	 –	 –	 –
International Power Opatovice revolving  
  credit facility	 CZK	 May 2012	 36	 7	 7	 138	 24	 24
ANP Funding 1 working capital and letter  
  of credit facility(4)	 USD	 July 2010	 47	 23	 23	 55	 42	 42
Other subsidiary facilities in various currencies	 Various	 Various	 242	 151	 151	 204	 102	 102

					     1,687	 1,054	 1,054	 1,414	 934	 821

(1)	�	 The drawn element of the corporate revolving credit facility relates to letters of credit issued of £109 million (2007: £2 million).

(2)		� The IPM UK Power facilities include a £200 million (2007: £200 million) letter of credit and parent company guarantee facility  
and £100 million (2007: £50 million) working capital facility, both from Mitsui. 

(3)	�	� The IPA Central and IPA Marketing Company facilities include a working capital facility with capacity to issue letters of credit.  
At 31 December 2008 £53 million of letters of credit and £11 million cash had been drawn from these facilities.

(4)		� The ANP Funding 1 facilities include a £47 million (2007: £55 million) committed working capital and letter of credit facility.  
At 31 December 2008, £12 million of cash and £12 million of letters of credit had been issued from this facility (2007: £13 million  
of letters of credit). 

Included in cash and cash equivalents are £154 million (2007: £189 million) of margin deposits placed with trading counter-parties which  
could be made available to the Group by utilising the Group’s undrawn letter of credit facilities. At 31 December 2008, letter of credit facilities 
of £727 million were available to support these trading activities and margin deposit requirements and is included in the total undrawn and 
available facilities above (refer to note 23).

Uncommitted facilities
Uncommitted facilities include bank borrowing and letter of credit facilities which are normally reaffirmed by banks annually, although 
theoretically they may be withdrawn at any time.							     

These facilities include the following:							     

		  31 December 2008	 31 December 2007
				    Facility	 Undrawn	 Available	 Facility	 Undrawn	 Available
				    £m	 £m	 £m	 £m	 £m	 £m

Corporate:
Corporate borrowing and overdraft facilities			   61	 61	 61	 50	 50	 50
Corporate letter of credit facilities			   23	 23	 23	 39	 39	 39

Subsidiaries:
Subsidiary working capital and letter of credit facilities			   43	 40	 40	 5	 2	 2

				    127	 124	 124	 94	 91	 91

Uncommitted facilities of £97 million (2007: £94 million) include an undrawn and available cash element of £61 million (2007: £52 million).  
Also included are £63 million (2007: £39 million) of undrawn and available credit lines for the purposes of issuing letters of credit and 
guarantees in the normal course of business.							     
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j) Contractual cash flows

The following table is an analysis of the contractual undiscounted cash flows relating to financial liabilities at the balance sheet date  
and a reconciliation from total undiscounted cash flows to carrying amounts:

							       31 December 2008
		  Due within	 Due between 	 Due between	 Due after	 Total	 Impact of 	 Impact of	 Carrying
		  1 year	 1 and 2 years	 2 and 5 years	 5 years	 undiscounted	  other 	 interest 	 amount
				     		  cash flows	 non-cash 	 coupons/	
							       items	 discounting	
		  £m	 £m	 £m	 £m	 £m	 £m	 £m	 £m

Non-derivative financial liabilities
Loans and bonds (note 24)	 834	 1,547	 3,467	 4,223	 10,071	 (87)	 (2,537)	 7,447
Other financial liabilities	 854	 28	 22	 43	 947	 –	 (23)	 924
Derivative financial liabilities
Net payments
  – Energy derivatives	 359	 157	 218	 192	 926	 –	 (179)	 747
  – Interest rate swaps	 81	 64	 61	 29	 235	 –	 (9)	 226
  – Other derivatives	 2	 –	 –	 –	 2	 22	 –	 24

Total financial liabilities	 2,130	 1,796	 3,768	 4,487	 12,181	 (65)	 (2,748)	 9,368

								        31 December 2007
		  Due within	 Due between 	 Due between	 Due after	 Total	 Impact of 	 Impact of	 Carrying
		  1 year	 1 and 2 years	 2 and 5 years	 5 years	 undiscounted	 other 	 interest 	 amount
						      cash flows	 non-cash	 coupons/	
							       items	 discounting	
		  £m	 £m	 £m	 £m	 £m	 £m	 £m	 £m

Non-derivative financial liabilities
Loans and bonds (note 24)	 823	 691	 2,984	 3,567	 8,065	 (55)	 (2,187)	 5,823 
Other financial liabilities	 672	 25	 23	 64	 784	 –	 (35)	 749
Derivative financial liabilities
Net payments
  – Energy derivatives	 388	 145	 129	 249	 911	 –	 (177)	 734
  – Interest rate swaps	 7	 12	 5	 1	 25	 –	 (1)	 24
  – Other derivatives	 –	 –	 –	 –	 –	 76	 –	 76

Total financial liabilities	 1,890	 873	 3,141	 3,881	 9,785	 21	 (2,400)	 7,406

The net payments relating to interest rate swaps have been calculated based on the yield curves as at 31 December 2008 and 31 December 
2007. Net payments under interest rate swaps represent the projected net settlement amounts under the swaps. The variable interest payments, 
of the loans to which the swaps relate, are included in the maturity of borrowings table in note 24 and included in ‘loans and bonds’ above.

The above tables do not include forecast data for liabilities which may be incurred in the future which are not contracted at the end of the 
financial year.

Refer to note 33 for a breakdown of the Group’s commitments and to note 34 for a summary of the Group’s bonds and guarantees.  
An assessment of the Group’s current liquidity position is given in the ‘Business and financial review’ section of the Annual Report on  
pages 55 to 57.

The disclosure of derivatives in the consolidated balance sheet has been made in line with management’s view of the Group’s operating cycle. 
This has the effect of presenting certain energy derivative cash flows net of discounting, shown above as due after more than one year, to 
‘current liabilities’ on the balance sheet.
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32 Operating lease arrangements

The Group as lessee
Outstanding commitments for future minimum lease payments under non-cancellable operating leases, fall due as follows:

								        31 December 	 31 December
								        2008	 2007
								        £m	 £m

Not later than one year							       14	 13
Later than one year and not later than five years							       49	 46
Later than five years							       87	 84

Total outstanding commitments							       150	 143

Operating lease payments substantially represent rentals payable by the Group for office properties and wind turbine equipment. These  
payment commitments are offset by future minimum receipts under non-cancellable operating subleases of £1 million (2007: £3 million).

The Group leases office space under a non-cancellable operating lease agreement which expires in 2016. The lease agreement is renewable  
at the end of the lease period at market rate.

The Group also leases land under non-cancellable operating lease agreements. The lease terms are between 20 and 70 years, and the majority  
of the lease agreements are renewable at maturity at market rate.

The Group as lessor
International Power’s business is the generation of electricity. The Group enters into arrangements such as long-term PPAs to secure contracted 
revenues for a long period of time. Some of these arrangements are determined to be or to contain operating leases. The Group has contracted 
to receive from offtakers the following minimum lease payments:

								        31 December 	 31 December
								        2008	 2007
								        £m	 £m

Not later than one year							       99	 72
Later than one year and not later than five years							       227	 228
Later than five years							       85	 78

Total minimum lease payments							       411	 378

Operating lease income earned from these arrangements during the year amounted to £78 million (2007: £29 million).

33 Commitments

Fuel purchase and transportation commitments
At 31 December 2008, the Group’s subsidiaries had contractual commitments to purchase and/or transport fuel. Based on contract provisions, 
which consist of fixed prices, subject to adjustment clauses in some cases, these minimum commitments are currently estimated to aggregate  
to £672 million (2007: £494 million) expiring within one year, £1,965 million (2007: £1,811 million) expiring between one and five years and 
£763 million (2007: £1,063 million) expiring after more than five years.

Capital commitments
Capital commitments, contracted but not provided in 2008 amount to £286 million (2007: £90 million). 
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34 Contingent liabilities

a) Legal proceedings
The Company is aware of claims and potential claims, which involve or may involve legal proceedings against the Group, by or on behalf  
of current and former employees, including former employees of the Central Electricity Generating Board (CEGB), and contractors in respect  
of industrial illness and injury.

RWE npower has agreed to indemnify International Power plc on an after-tax basis to the extent of 50% of any liability that the Company may 
incur whether directly or indirectly as a consequence of those proceedings to the extent such liability is not insured by Electra Insurance Limited.

b) Taxation
The Company is aware of a number of issues which are, or may be, the subject of disputes with the tax authorities in the territories where  
the Group has operations, including its joint ventures and associates. The Directors are of the opinion, having regard to the professional advice 
received, that adequate provision has been made for the settlement of any tax liabilities that might arise.

c) Collateral, bonds and guarantees
The Group has pledged financial assets with carrying amounts totalling £1,994 million as collateral as at 31 December 2008  
(2007: £1,752 million). These comprise finance lease receivables, cash margining in support of commercial arrangements and trade receivables. 

Various growth and expansion projects are supported by bonds, letters of credit and guarantees issued by the Group totalling £655 million  
(2007: £475 million). Energy trading activities relating to merchant plant are supported by letters of credit and guarantees issued by the Group 
totalling £649 million (2007: £430 million). 

d) Joint ventures and associates

Bonds and guarantees
The Group’s joint ventures and associates also have various growth and expansion projects that are supported by bonds, letters of credit and 
guarantees. The Group’s share of these bonds, letters of credit and guarantees amount to £103 million (2007: £82 million). These obligations 
are normally secured by the assets of the respective joint venture or associate. Any amounts guaranteed by International Power plc or any other 
Group subsidiary are included within bonds and guarantees disclosed in c) above. 

35 Related party transactions

The key management personnel of International Power plc comprises the Chairman, Executive Directors and Non-Executive Directors.  
The compensation of key management personnel can be found in note 6 and the Directors’ remuneration report set out on pages 84 to 99  
of the Annual Report.

a) Operations and maintenance contracts
In the normal course of business, the Group has contracted on an arm’s length basis to provide power station operation and maintenance 
services to joint ventures and associates. During the year the Group derived income of £62 million (2007: £55 million) from these 
arrangements. Included in trade receivables is £6 million (2007: £5 million) in relation to these contracts.

b) Retail supply contracts
In the normal course of business, the Group has contracted on an arm’s length basis to provide power and gas to joint ventures and associates 
involved in retail supply. During the year the Group derived income of £67 million (2007: £36 million) from these arrangements. Included in 
trade receivables is £1 million (2007: £nil) in relation to these contracts.

c) Transportation contracts
In the normal course of business, the Group has contracts in place, in relation to fuel transportation, with one of its jointly controlled entities. 
During the year, the Group incurred costs of £9 million (2007: £8 million) in relation to these contracts. 

d) Emissions allowance certificates
In the normal course of business, the Group has contracted on an arm’s length basis to provide emissions allowance certificates to one  
of its associates. During the year the Group derived income of £34 million from these arrangements (2007: £nil).
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36 Subsidiaries

The Group has the following significant investments in subsidiaries which are all indirectly held by International Power plc, unless  
otherwise stated.

Name and nature of business			   Country of 		  Group
					     incorporation and 		  effective
					     registration	 Type of share	 shareholding

North America
ANP Bellingham Energy Company, LLC (power generation)			   US	 Ordinary Shares	 100%
ANP Blackstone Energy Company, LLC (power generation)			   US	 Ordinary Shares	 100%
ANP Funding 1 (financing company)			   US	 Ordinary Shares	 100%
Armstrong Energy Limited Partnership, LLLP (power generation)			   US	 Partners’ Capital	 100%
Calumet Energy Team, LLC (power generation)			   US	 Ordinary Shares	 100%
Coleto Creek Power LP (power generation)			   US	 Partners’ Capital	 100%
Hays Energy Limited Partnership (power generation)			   US	 Partners’ Capital	 100%
Midlothian Energy Limited Partnership (power generation)			   US	 Partners’ Capital	 100%
Milford Power Limited Partnership (power generation)			   US	 Partners’ Capital	 100%
Pleasants Energy, LLC (power generation)			   US	 Ordinary Shares	 100%
Troy Energy, LLC (power generation)			   US	 Ordinary Shares	 100%

Europe
International Power Opatovice A.S. (power generation)			   Czech Republic	 Ordinary Shares	 100%
First Hydro Company (power generation)		  England and Wales	 Ordinary Shares	 75%
First Hydro Finance plc (financing company)		  England and Wales	 Ordinary Shares	 75%
Indian Queens Power Limited (power generation)		  England and Wales	 Ordinary Shares	 75%
IPM Energy Trading Limited (energy trading)		  England and Wales	 Ordinary Shares	 75%
Rugeley Power Limited (power generation)		  England and Wales	 Ordinary Shares	 75%
Saltend Cogeneration Company Limited (power generation)		  England and Wales	 Ordinary Shares	 75%
Deeside Power Limited(1) (power generation)			   Gibraltar	 Ordinary Shares	 75%
IP Maestrale Investments Limited(1) (investment holding company)			   Gibraltar	 Ordinary Shares	 100%
IPM Portfolio Trading Limited(1) (energy trading)			   Gibraltar	 Ordinary Shares	 75%
Levanto Structured Energy (Lux) S.à.r.l. (investment holding company)			   Luxembourg	 Ordinary Shares	 100%
International Power Levanto Holdings BV(2) (investment holding company)		  Netherlands	 Ordinary Shares	 100%
Turbogás – Produtora Enérgetica S.A (power generation)			   Portugal	 Ordinary Shares	 100%
Electro Metalurgica del Ebro SL (power generation)			   Spain	 Ordinary Shares	 64%
Ibérica de Enérgías SL (power generation)			   Spain	 Ordinary Shares	 70%

Middle East
Al Kamil Power Company SAOG (power generation)			   Oman	 Ordinary Shares	 65%
Tihama Power Generation Company Limited (power generation)			   Saudi Arabia	 Ordinary Shares	 60%

Australia
Canunda Power Pty Limited (power generation)			   Australia	 Ordinary Shares	 100%
Gippsland Power Pty Limited (power generation)			   Australia	 Ordinary Shares	 70%
Hazelwood Power Partnership (power generation)			   Australia	 Partners’ Capital	 92%
Latrobe Power Partnership (power generation)			   Australia	 Partners’ Capital	 70%
Perth Power Partnership (power generation)			   Australia	 Partners’ Capital	 49%
Simply Energy (retail supplier)			   Australia	 Partners’ Capital	 100%
Synergen Power Pty Limited (power generation)			   Australia	 Ordinary Shares	 100%
Pelican Point Power Limited(3) (power generation)		  England and Wales	 Ordinary Shares	 100%

Asia
Thai National Power Company Limited (power generation)			   Thailand	 Ordinary Shares	 100%

Corporate
IPM Eagle LLP (investment holding company)		  England and Wales	 Partners’ Capital	 70%
Normanglade 4 LLP (financing company)		  England and Wales	 Partners’ Capital	 70%
IPM (UK) Power Holdings Limited(1) (investment holding company)			   Gibraltar	 Ordinary Shares	 75%
IPR Insurance Company Limited(4) (insurance captive)			   Guernsey	 Ordinary Shares	 100%
International Power (Jersey) Limited(1) (financing company)			   Jersey	 Ordinary Shares	 100%
International Power Finance (Jersey) II Limited(1) (financing company)			   Jersey	 Ordinary Shares	 100%
International Power Finance (Jersey) III Limited(1) (financing company)			   Jersey	 Ordinary Shares	 100%

All subsidiaries operate in their country of incorporation, except as indicated below. The year end for all subsidiaries listed is 31 December.  
The Group also has a number of overseas branch offices. 

(1)	 Operates in the UK.

(2)	� International Power Levanto Holdings BV owns indirectly, through wholly-owned subsidiaries, bonds relating to the Breeze portfolio of the 
Levanto wind farm portfolio. As required, we consolidate 100% of the results of the Breeze wind farm portfolio.

(3)	 Operates in Australia.

(4)	 Held directly by International Power plc.
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37 Joint ventures and associates

The Group has the following significant investments in joint ventures and associates which are all indirectly held by International Power plc.

Name and nature of business		  Country of 			   Group
				    incorporation and 	 Accounting		  effective
				    operation	 period end	 Type of share	 shareholding

Joint ventures
North America
EcoEléctrica LP(1) (power generation)		  Bermuda	 31 December	 Partners’ Capital	 35%
Hartwell Energy Limited Partnership (power generation)		  US	 31 December	 Partners’ Capital	 50%
Oyster Creek Limited Partnership (power generation)		  US	 31 December	 Partners’ Capital	 50%

Europe
T-Power N.V. (power generation)		  Belgium	 31 December	 Ordinary Shares	 33%
Prazská Teplárenská A.S. (power generation)		  Czech Republic	 31 December	 Ordinary Shares	 49%
Elecgas S.A. (power generation)		  Portugal	 31 December	 Ordinary Shares	 50%

Australia
South East Australia Gas Pty Limited (gas pipeline) 		  Australia	 30 June	 Ordinary Shares	 33%

Asia
Uch Power (Pvt) Limited(2) (power generation) 		  Pakistan	 31 December	 Ordinary Shares	 71%

Associates
Europe
Derwent Cogeneration Limited (power generation)	 England and Wales	 31 March	 Ordinary Shares	 23%
Opus Energy Limited (retail supplier)	 England and Wales	 31 March	 Ordinary Shares	 30%
ISAB Energy Srl (power generation)		  Italy	 31 December	 Ordinary Shares	 34%
Carbopego – Abastecimento de Combustiveis, S.A. (fuel supplier)		  Portugal	 31 December	 Ordinary Shares	 50%
Pegop – Energia Electrica, S.A. (power station operations)		  Portugal	 31 December	 Ordinary Shares	 50%
Tejo Energia – Producao e Distribuicao de Energia Electrica, S.A.  
  (power generation)		  Portugal	 31 December	 Ordinary Shares	 50%
Uni-Mar Enerji Yatirimlari A.S. (power generation)		  Turkey	 31 December	 Ordinary Shares	 33%

Middle East
Hidd Power Company BSC(c) (power generation and desalination)		  Bahrain	 31 December	 Ordinary Shares	 40%
Q Power QSC (power generation and desalination)		  Qatar	 31 December	 Ordinary Shares	 40%
Arabian Power Company PJSC (power generation and desalination)		  UAE	 31 December	 Ordinary Shares	 20%
Fujairah Asia Power Company PJSC (power generation and desalination)		 UAE	 31 December	 Ordinary Shares	 20%
Shuweihat CMS International Power Company PJSC  
  (power generation and desalination)		  UAE	 31 December	 Ordinary Shares	 20%

Asia
PT Paiton Energy Company (power generation)			   Indonesia	 31 December	 Ordinary Shares	 41%
Kot Addu Power Company Limited (power generation)			   Pakistan	 30 June	 Ordinary Shares	 36%
The Hub Power Company Limited(3) (power generation)			   Pakistan	 30 June	 Ordinary Shares	 17%

All joint ventures and associates operate in their country of incorporation except as identified.

(1)	 Operates in Puerto Rico.

(2)	� International Power accounts for its interest in Uch Power (Pvt) Limited as a jointly controlled entity, using the equity method due  
to the joint control of its activities exerted by its shareholders.

(3)	� International Power continues to equity account for HUBCO, despite its shareholding being less than 20%, as it continues to exert and has 
the power to exert significant influence over the entity. At HUBCO, International Power continues to have significant board representation.
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38 Critical accounting judgements and key sources of estimation uncertainty

The Group’s accounting policies are set out in note 1 to these consolidated financial statements. Management is required to exercise significant 
judgement in the application of these policies. Areas which management believe require the most critical accounting judgements are as follows 
(apart from those policies involving estimation which are outlined in b) which follows). 

a) Critical accounting judgements in applying the Group’s accounting policies

Cash flow hedge accounting
The Group enters into various types of hedging or forward contracts for the buying and selling of commodities: principally sales of electricity 
and the purchase of fuel for its own power plants. In merchant markets these contracts typically fall within the definition of derivative financial 
instruments and accordingly have to be marked to market. Accounting for these contracts as cash flow hedges allows, to the extent the hedges 
are effective, the change in values of the derivatives to be deferred in equity. In order to achieve cash flow hedge accounting it is necessary 
for the Group to determine, on an on-going basis, whether a forecast transaction is both highly probable and whether the hedge is effective. 
This requires both subjective and objective measures of determination. On 1 January 2008 the Group revoked the designation of its cash flow 
hedges relating to sales of power and purchase of fuel. For these cash flow hedges, the cumulative gain or loss on the hedging instrument 
from the period when the hedge was effective shall remain separately recognised in equity until the forecast transaction occurs (or is no longer 
expected to occur). Fair value gains and losses, after the date of de-designation as cash flow hedges, are recorded in the income statement.

Income recognition from long-term PPAs
When power plants sell their output under long-term PPAs it is usual for the power plant owning company to receive payment (known as a 
‘capacity payment’) for the provision of electrical capacity whether or not the offtaker requests electrical output. In these situations, where there 
is a long-term contract to sell electrical output and electrical capacity, it is necessary for the Group to evaluate the contractual arrangements 
and determine whether they constitute a form of lease or a service contract. 

For those arrangements determined to be or to contain leases, further judgements are required to determine whether the arrangement is a 
finance or operating lease. This assessment requires an evaluation of where the substantial risks and rewards of ownership reside. For finance 
leases it is necessary to calculate the proportion of total capacity payments which should be treated as finance income, capital repayment and  
as a fee for service provision. For operating leases it is necessary to determine the allocation of total capacity payments between minimum  
lease payments and fees for service provision. 

Evaluation of levels of control and influence
The determination of the level of influence the Group has over a business is often a mix of contractually defined and subjective factors that  
can be critical to the appropriate accounting treatment of entities in the consolidated financial statements. We achieve control or influence 
through Board representation and by obtaining rights of veto over significant actions. We generally treat investments where the Group holds 
less than 20% of the equity as investments available for sale. These investments available for sale are carried at market value where market 
prices are available. Where quoted market prices in an active market are not available, and where fair value cannot be reliably measured,  
equity instruments are measured at cost. 

Where the Group owns between 20% and 50% of the equity of an entity and is in a position to exercise significant influence over the entity’s 
operating and financial policies, we treat the entity as an associate. Equally, where the Group holds a substantial interest (but less than 20%) in  
an entity and has the power to exert significant influence over its operations, we also treat that entity as an associate. This treatment is applied 
to our interest in The Hub Power Company in Pakistan of which we own 17% (refer to note 37). Where the Group has the power to control 
the operations of an entity, and it has less than 50% of the equity, we treat the entity as a subsidiary when required. 

A joint venture is a contractual arrangement whereby two or more parties undertake an economic activity that is subject to joint control. 
Where we recognise our interest in a joint venture as a jointly controlled entity we use the equity method of accounting. Sometimes we  
may apply the equity method to a joint venture where we do not possess an equal shareholding to the other venturers, because the venturers 
are bound by a contractual arrangement and the contractual arrangement establishes joint control. This treatment is applied to our interest  
in Uch Power (Pvt) Limited of which we own 71% (refer to note 37).

Exceptional items
The Directors consider that items of income or expense which are material by virtue of their nature and amount should be disclosed separately 
if the financial statements are to fairly present the financial position and financial performance of the entity. The Directors label these items 
collectively as ‘exceptional items’. 

Determining which transactions are to be considered exceptional in nature is often a subjective matter. However, circumstances that the 
Directors believe would give rise to exceptional items for separate disclosure would include: 

(i)	� disposals of interests in businesses;

(ii)	 discontinued operations;

(iii)	 impairments and impairment reversals.

All exceptional items are included on the appropriate income statement line item to which they relate. In addition, for clarity, separate disclosure 
is made of all items in one column on the face of the income statement. Exceptional items are also set out in note 8.

Taxation
The income tax expense recorded in the income statement is dependent on the profit for the year and the tax rates in effect at the balance 
sheet date, unless new tax rates have been enacted or substantively enacted.

The level of current and deferred tax recognised is also dependent on subjective judgements as to the outcome of decisions to be made by the 
tax authorities in the various tax jurisdictions around the world in which International Power operates. It is necessary to consider which deferred 
tax assets should be recognised based on an assessment of the extent to which they are regarded as recoverable. 
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b) Key sources of estimation uncertainty

Useful economic lives of property, plant and equipment
Depreciation of plant and other assets is charged so as to write down the value of those assets to their residual value over their respective 
estimated useful lives. The Directors are required to assess the useful economic lives and residual values of the assets so that depreciation is 
charged on a systematic basis to the current carrying amount. It is Group policy to depreciate combined cycle gas plant over 30 years to a  
10% residual value, unless the circumstances of the project or life of specific components indicate a shorter period or a lower residual value. 
Coal plants, hydro plants and wind farms are considered on an individual basis. Our depreciation lives are disclosed in the accounting polices 
(refer to note 1).

Impairment analysis
Management regularly considers whether there are any indications of impairment to the carrying amounts of the Group’s long-life assets, 
including goodwill and other intangible assets and the Group’s power plant and other property, plant and equipment. As a minimum, the 
recoverability of goodwill is tested on an annual basis. This includes a review of market conditions in both the short-term and long-term. 
Impairment reviews require a comparison of the current carrying amount of the asset with the present value of the expected future cash flows 
of the comparable cash generating unit and its fair value less costs to sell. The reviews are generally based on pre-tax risk adjusted discounted 
cash flow projections that require estimates of discount rates and future market prices over the remaining lives of the assets. We benchmark  
the results of this testing against post-tax risk adjusted cash flows, discounted on a post-tax basis. At each balance sheet date, consideration is 
also given as to whether there is any indication that an impairment loss recognised in prior periods has reversed. 

As disclosed in note 8, during 2008, the Group impaired the carrying amount of its Milford plant following an impairment review. The 
impairment arises principally as a result of Milford’s long-term PPA coming to an end and changes to forward prices for its capacity and output. 
The charge of £37 million was classified as an exceptional item.

The Australian federal government has proposed introducing a Carbon Pollution Reduction Scheme (CPRS) by 2010. The introduction of the 
CPRS has the potential to significantly impact the assumptions used to determine the future cash flows generated from the continuing use of 
the Group’s property, plant and equipment for the purpose of value-in-use calculations in impairment testing. The Group has not incorporated 
the impact of CPRS into its assumptions at 31 December 2008 as insufficient market information exists. Uncertainties pertain to: the level of 
emissions the Group is expected to emit in Australia; abatement opportunities; the price of emission permits; the number of permits required 
to be purchased; the ability to pass on the cost of the permits; and the level of government assistance. Due to the preceding factors listed, it is 
considered impracticable to assess CPRS implications on the business at this time.

Fair values of energy derivatives
The Group has presented its financial statements in accordance with the presentation requirements of IAS 32 (Financial Instruments: 
Presentation), the disclosure requirements of IFRS 7 (Financial Instruments: Disclosures) and the accounting requirements of IAS 39 (Financial 
Instruments: Recognition and Measurement). In accordance with IAS 39, the Group records its derivative contracts on its balance sheet at fair 
value (unless they qualify for ‘own use’ treatment). Changes in the value of its derivative contracts in each period are recorded in the income 
statement unless the required hedge accounting criteria are met which allows the movement in fair value to be recorded within equity. The 
Group estimates the fair value of its energy derivative contracts by reference to forward price curves. A forward price curve represents the 
Group’s view as to the prices at which customers would currently contract for delivery or settlement of commodities, such as power or gas, 
at future dates. Generally the forward price curve is derived from published price quotations in an active market, over the short-term horizon 
period, and from valuation techniques over the more distant horizon period. 

Assumptions which underpin the long-term price curve relate to the prices of commodities such as oil and carbon, the cost of constructing 
and financing the building of new power plants, and the prices at which it would be economic for companies to enter the market and build 
additional capacity (‘new entrant pricing’). Uncertainties relating to the terms of the CPRS in Australia also have an impact on the determination 
of the shape of forward price curves for electricity in this region. The assumptions used during the application of valuation techniques will 
directly impact the shape of forward price curves. The forward price curves are only estimates of future prices and thus possess inherent 
uncertainty and subjectivity. 

As disclosed in note 31, at 31 December 2008 only 12% (2007: 13%) of the carrying amount of derivative assets are based on non-market 
observable inputs and only 23% (2007: 18%) of the carrying amount of derivative financial liabilities are based on non-market observable inputs.

Fair values on acquisition
The Group is required to bring acquired assets and liabilities on to the Group balance sheet at their fair value. Power plant and equipment 
usually have long operating lives, and are often bought with associated long-term contracts such as PPAs. Determination of the fair values  
of these long-life assets and contracts can require a significant amount of judgement. Fair values on our major acquisitions are disclosed in 
note 30. In determining the fair values of assets, liabilities and contingent liabilities as part of the acquisition of the portfolio of North American 
peaking plants we have used the services of a professional firm of valuers. 

Recoverability of trade and other receivables
Management assesses the recoverability of its trade and other receivables on a periodic basis. Payment delays by the offtaker (the Water and 
Power Development Authority) in Pakistan have occurred at the Group’s joint ventures and associates during 2008. The Group has not made  
a provision against overdue amounts at 31 December 2008 as management consider that all amounts will be fully recovered from the offtaker. 

Provisions
Within the Group there are a number of long-term provisions. The carrying amount of these provisions is estimated based on assumptions 
about such items as the risk adjustment to cash flows or discount rates used, future changes in prices and estimates of costs. For example,  
the pensions liability is based on assumptions relating to discount rates used, future changes in salaries, expected mortality and future increases 
in pension payments. We review these assumptions regularly, and for pensions annually. However, a change in estimates could have a material 
impact on the carrying amount of these provisions. In relation to pensions liabilities, the result of a sensitivity analysis relating to actuarial 
assumptions is included in note 7.

39 Events after the balance sheet date

There are no events after the balance sheet date to report.
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	 	 	 	 	 	 	 	 31 December	 31 December
	 	 	 	 	 	 	 	 2008	 2007
	 	 	 	 	 	 	 	 	 (restated)
Note	 	 	 	 	 	 	 £m	 £m

	 Fixed assets	 	 	 	 	 	
5	 Tangible assets	 	 	 	 	 	 	 6	 2
6	 Investments:
	   Subsidiary undertakings	 	 	 	 	 	 	 4,964	 4,326
	   Other investments	 	 	 	 	 	 	 1	 1
	 Total fixed asset investments	 	 	 	 	 	 	 4,965	 4,327
	 Deferred tax	 	 	 	 	 	 	 111	 84

	 Total fixed assets	 	 	 	 	 	 	 5,082	 4,413
	 	 	 	 	 	

	 Current assets	 	 	 	 	 	
7	 Debtors	 	 	 	 	 	 	 252	 125
	 Derivative financial assets	 	 	 	 	 	 	 7	 3
	 Cash at bank and in hand	 	 	 	 	 	 	 200	 246

	 Total current assets	 	 	 	 	 	 	 459	 374
8	 Creditors: amounts falling due within one year	 	 	 	 	 	 	 (1,465)	 (1,409)

	 Net current liabilities	 	 	 	 	 	 	 (1,006)	 (1,035)

	 Total assets less current liabilities	 	 	 	 	 	 	 4,076	 3,378
9	 Creditors: amounts falling due after more than one year	 	 	 	 	 	 (1,179)	 (693)
4	 Retirement benefit obligations	 	 	 	 	 	 	 (26)	 (12)
10	 Provisions for liabilities and charges	 	 	 	 	 	 	 (10)	 (19)

	 Net assets	 	 	 	 	 	 	 2,861	 2,654
	 	 	 	 	 	

	 Capital and reserves
11/12	 Called up share capital	 	 	 	 	 	 	 759	 751
12	 Share premium account	 	 	 	 	 	 	 431	 411
12	 Capital redemption reserve	 	 	 	 	 	 	 145	 145
12	 Capital reserve	 	 	 	 	 	 	 415	 415
12	 Profit and loss account	 	 	 	 	 	 	 1,111	 932

	 Shareholders’ funds – equity	 	 	 	 	 	 	 2,861	 2,654

The financial statements were approved by the Board of Directors and authorised for issue on 10 March 2009 and signed on its behalf by

	 	 Philip Cox	 Mark Williamson
		  Chief Executive Officer	 Chief Financial Officer

Company balance sheet
at 31 December 2008

Company financial statements for the year ended 31 December 2008
International Power Annual Report 2008



167Financial statements

1 Accounting policies

a) Basis of preparation
The financial statements have been prepared under applicable law 
and UK Accounting Standards (UK Generally Accepted Accounting 
Practice) on the going concern basis using the historical cost 
convention, modified for certain items carried at fair value,  
as stated in the accounting policies. 

Under section 230(4) of the Companies Act 1985 the Company  
is exempt from the requirement to present its own profit and  
loss account. 

The following accounting policies have been applied consistently  
in dealing with items which are considered material in relation  
to the financial statements, except as noted below.

As the results of the Company are being presented together with 
its consolidated financial statements (refer to pages 103 to 165), 
the Company has taken advantage of the exemption contained in 
FRS 8 (Related Party Disclosures) and has therefore not disclosed 
transactions or balances with entities which form part of the Group  
(or investees of the Group qualifying as related parties). In addition, 
the Company has also taken advantage of the exemption in  
FRS 29 (Financial Instruments: Disclosures) not to present Company 
only information as the disclosures provided in the notes to the 
consolidated financial statements comply with the requirements  
of this standard.

The Company has changed its accounting policy for the treatment 
of guarantees to exchange convertible debt issued by its subsidiaries 
into Ordinary Shares of the Company. These guarantees are now 
accounted for as derivative liabilities whereas they had previously 
been accounted for as equity instruments. In view of the fact that 
the preference shares to be received (issuable by subsidiaries on 
redemption of convertible debt) are not for a fixed amount of the 
Company’s functional currency, this is considered to be a more 
appropriate accounting policy and in line with equivalent practice 
under IFRSs. This new accounting policy has been applied consistently 
to the current and comparative period. As a result, the comparative 
period has been restated to reduce profit for that year by £64 million 
and to reduce net assets by £213 million.

b) Income recognition
Dividend income from subsidiary undertakings is recognised  
in the profit and loss account when the Company’s rights to receive 
payment have been established. 

c) Foreign currencies
Foreign currency monetary assets and liabilities are translated  
at the rate of exchange at the balance sheet date. Foreign currency 
non-monetary items measured in terms of historical cost are 
translated at the rate of exchange at the date of the transaction. 
Exchange differences on monetary items are dealt with in the profit 
and loss account. Exchange differences on non-monetary items are 
recognised in line with whether the gain or loss on the non-monetary 
item itself is recognised in the profit and loss account or in equity. 

Notes to the Company financial statements
for the year ended 31 December 2008

d) Pension schemes
The Company operates a pension scheme (by participating in the 
International Power section of the Electricity Supply Pension Scheme) 
providing benefits based on final pensionable pay. The assets of the 
scheme are held separately from those of the Company. 

Pension scheme assets are measured using market values. Pension 
scheme liabilities are measured using a projected unit credit method 
and discounted at the current rate of return on a high quality corporate 
bond of equivalent term and currency to the liability. 

The pension scheme surplus (to the extent that it is recoverable) or 
deficit is recognised in full. The movement in the scheme surplus/deficit 
is split between operating charges, finance items and, in the statement 
of total recognised gains and losses, actuarial gains and losses.

For defined contribution arrangements, contributions are charged  
to the profit and loss account as they fall due.

e) Operating leases
Rentals payable under operating leases are charged to income  
on a straight-line basis over the term of the relevant lease.

Benefits received and receivable as an incentive to enter into an 
operating lease are also spread on a straight-line basis over the  
lease term.

Where a leasehold property is vacant, or sublet under terms such  
that the rental income is less than the head lease rental cost, provision 
is made for the best estimate of unavoidable lease payments during 
the vacancy or on the anticipated future shortfall of sub-lease income 
compared with the head-lease expense.

f) Tangible fixed assets
Tangible fixed assets are stated at original cost less accumulated 
depreciation and any provision for impairment in value.

Depreciation is calculated so as to write-down the cost of tangible 
fixed assets to their residual value evenly over their estimated  
useful lives. 

The depreciation charge is based on the following estimates  
of useful lives:

� Years

Fixtures, fittings, tools and equipment	 3-10

Computer equipment and software	 3-5

Leasehold improvements	 Life of lease

g) Fixed asset investments
Investments in subsidiary undertakings are stated at cost less provision 
for impairment. 

h) Deferred taxation
Deferred taxation is provided on timing differences, arising from the 
different treatment for accounts and taxation purposes of transactions 
and events recognised in the financial statements of the current 
year and previous years. Deferred taxation is calculated at the rates 
at which it is estimated that tax will arise. Deferred tax assets and 
liabilities are not discounted. 
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1 Accounting policies continued

i) Loans and bonds
Interest-bearing borrowings are recognised initially at fair value 
less attributable transaction costs. Subsequent to initial recognition, 
interest-bearing borrowings are stated at amortised cost with any 
difference between cost and redemption value being recognised  
in the profit and loss account over the period of the borrowings  
on an effective interest method. 

j) Financial guarantees
Where the Company enters into financial guarantee contracts to 
guarantee the indebtedness of other companies within its group, 
the Company considers these to be insurance arrangements, and 
accounts for them as such. In this respect, the Company treats  
the guarantee contract as a contingent liability until such time  
as it becomes probable that the Company will be required to  
make a payment under the guarantee. 

k) Share-based payments
The Company issues equity-settled share-based payments to certain 
employees. Equity-settled share-based payments are measured at fair 
value (excluding the effect of non-market-based vesting conditions)  
at the date of grant. The fair value determined at the date of grant 
of the equity-settled share-based payments for employees of the 
Company is expensed on a straight-line basis over the vesting period, 
based on the Company’s estimate of the shares that will eventually 
vest and where applicable, adjusted for the effect of non-market-based 
vesting conditions.

For the Company’s Executive Share Option Plans the fair values are 
measured using the Black-Scholes pricing model. The expected lives 
used in these models have been adjusted, based on management’s 
best estimate, for the effects of non-transferability, any exercise 
restrictions and behavioural considerations.

For conditional awards, made under the 2002 Performance Share 
Plan, without a market-related performance condition, the fair values 
have been calculated as the face value of the award discounted for  
the non-entitlement to dividends during the vesting period.

Where conditional awards, made under the 2002 Performance Share 
Plan, contain a market-related performance condition, the fair values 
are measured using a Monte Carlo simulation method. 

The fair value determined at the date of grant of the equity-settled 
share-based payments for employees of subsidiaries of the Company 
is recognised as an increase in investment in subsidiary undertakings 
on a straight-line basis over the vesting period, based on the same 
estimates.

l) Equity instruments
Equity instruments issued by the Company are recorded at the 
proceeds received, net of direct issue costs.

m) Derivative financial instruments
The Company has adopted the Group accounting policy for derivatives 
as set out in note 1q) to the consolidated financial statements.

n) Convertible bonds
The Company has adopted the Group accounting policy for convertible 
bonds as set out in note 1v) to the consolidated financial statements.

o) Provisions
Provisions are recognised when the Company has a present  
obligation as a result of a past event, it is probable that the  
Company will be required to settle that obligation and the amount  
can be reliably estimated. Provisions are measured at the Directors’ 
best estimate of the expenditure required to settle the obligation  
at the balance sheet date, and are discounted to present value where 
the impact is material.
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2 Profit of the Company

The profit of the Company for the financial year amounted to £358 million (2007 (restated): £54 million). By virtue of Section 230(4)  
of the Companies Act 1985, the Company is exempt from presenting a separate profit and loss account.

The auditor’s remuneration for audit and other services is disclosed in note 3 to the consolidated financial statements.

3 Employees

The average number of persons employed by the Company (including Directors) during the year, analysed by category, was as follows:

								        Year ended 	 Year ended
								        31 December	 31 December
								        2008	 2007
								        Number	 Number

Based in UK							       232	 203
Based overseas							       30	 27

								        262	 230

The aggregate payroll costs of these persons were as follows:

								        Year ended 	 Year ended
								        31 December	 31 December
								        2008	 2007
								        £m	 £m

Wages and salaries							       27	 25
Share-based payments						      	 4	 5
Social security costs							       3	 3
Other pension costs							       6	 7

								        40	 40

For details of the Company’s share-based payments, refer to note 28 to the consolidated financial statements.

Remuneration of the Directors is set out in note 6 to the consolidated financial statements and in the audited section of the Directors’ 
remuneration report on pages 84 to 99.

4 Retirement benefit obligations

The Company is part of the industry-wide pension scheme, the Electricity Supply Pension Scheme (ESPS), which is a defined benefit scheme 
with assets invested in separate trustee administered funds as described in note 7 to the consolidated financial statements. There are no defined 
benefit obligations relating to plans which are unfunded. 

Following a strategic review of the Group’s exposure to pension risk over the long-term and a period of consultation with employees and 
their representatives, the International Power section of the ESPS in the UK was closed to new members effective from 1 June 2008. Existing 
members will continue to accrue future service benefits under this plan. From 1 June 2008 all new UK employees are eligible to become 
members of a defined contribution plan.

The valuation used for the FRS 17 disclosure at 31 December 2008 has been based on a full assessment of the liabilities of the International 
Power section of the ESPS at 31 March 2007 updated by independent qualified actuaries to reflect the requirements of FRS 17.

Movements in defined benefit obligations:

								        Year ended	 Year ended
								        31 December	 31 December
								        2008	 2007
								        £m	 £m

At 1 January							       117	 100
Service cost							       6	 7
Interest cost							       7	 5
Actuarial (gains)/losses							       (12)	 4
Scheme participant contributions							       2	 1
Benefits paid, net of transfers in							       (1)	 –

At 31 December							       119	 117
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4 Retirement benefit obligations continued

Movements in fair value of assets:

								        Year ended	 Year ended
								        31 December	 31 December
								        2008	 2007
								        £m	 £m

At 1 January							       100	 88
Expected return on assets							       8	 6
Actuarial losses							       (32)	 (2)
Employer contributions							       6	 7
Scheme participant contributions							       2	 1
Benefits paid, net of transfers in							       (1)	 –

At 31 December							       83	 100

Funded status:

								        31 December	 31 December
								        2008	 2007
								        £m	 £m

Funded status – deficit							       (36)	 (17)
Unrecognised past service cost/(benefit)							       –	 –
Effect of surplus cap							       –	 –

								        (36)	 (17)
Related deferred tax asset							       10	 5

Net amount recognised							       (26)	 (12)

The amounts charged to operating profit, recorded in the income statement, in relation to the defined benefit pension plan were as follows:

								        Year ended	 Year ended
								        31 December	 31 December
								        2008	 2007
								        £m	 £m

Service cost							       6	 7
Past service cost							       –	 –
Expected return on scheme assets							       (8)	 (6)
Interest on scheme liabilities							       7	 5
Effect of settlements and curtailments							       –	 –

	 	 						      5	 6

The amount recognised as pension cost in the statement of total recognised gains and losses was as follows:

								        Year ended	 Year ended
								        31 December	 31 December
								        2008	 2007
								        £m	 £m

Actuarial losses immediately recognised							       20	 6
Effect of surplus cap							       –	 –

	 	 	 	 				    20	 6

Assets in the scheme were as follows:

								        31 December	 31 December
								        2008	 2007
								        £m	 £m

Equities							       58	 78
Bonds								       8	 11
Other								       17	 11

Total								        83	 100

To develop the expected long-term return on assets assumption, the Company considered the current level of expected returns on government 
bonds, the historical level of the risk premium associated with the other asset classes in which the portfolio is invested and the expectations 
for future returns for each asset class. The expected return for each asset class was then weighted based on the scheme’s asset allocation 
to develop the expected long-term return on assets assumption. This resulted in the selection of an expected long-term return on assets 
assumption of 7.61% to determine the pension cost for the year ended 31 December 2008 (2007: 7.15%). The expected long-term return  
on assets assumption to determine the pension cost for the year ending 31 December 2009 is 7.14%.
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Assumptions used to determine benefit obligations:

								        31 December	 31 December
								        2008	 2007
								        %	 %

Discount rate							       5.7	 5.8
Rate of increase in salaries							       4.4	 4.9
Inflation							       2.9	 3.4
Rate of increase of pensions in payment							       2.9	 3.4
Rate of increase in deferred pensions							       2.9	 3.4

Assumptions used to determine pension cost:

								        31 December	 31 December
								        2008	 2007
								        %	 %

Discount rate							       5.8	 5.1
Rate of increase in salaries							       4.9	 4.6
Inflation							       3.4	 3.1
Rate of increase of pensions in payment							       3.4	 3.1
Rate of increase in deferred pensions							       3.4	 3.1
Expected long-term rate of return on plan assets							       7.6	 7.2

Life expectancy assumptions used to determine benefit obligations:

								        31 December	 31 December
								        2008	 2007
								        years	 years

Life expectancy for a member aged 60 at the year end
  — Men							       26.0	 25.9
  — Women							       28.6	 28.5
Life expectancy for member aged 60 in 20 years’ time
  — Men							       27.4	 27.3
  — Women							       29.6	 29.5

History of experience gains and losses:

					     Year ended	 Year ended	 Year ended	 Year ended	 Year ended
					     31 December	 31 December	 31 December	 31 December	 31 December
					     2008	 2007	 2006	 2005	 2004

Difference between the actual and expected return on pension scheme assets:
Amount (£m)				    (32)	 (2)	 2	 9	 3
Percentage of scheme assets				    39%	 2%	 2%	 12%	 5%

Experience (losses)/gains arising on the scheme liabilities:
Amount (£m)				    –	 (6)	 –	 (6)	 4
Percentage of present value of scheme liabilities				    –	 5%	 –	 7%	 6%

Total amount recognised in statement of total recognised gains and losses:
Amount (£m)				    (20)	 (6)	 7	 (6)	 –
Percentage of present value of scheme liabilities				    17%	 5%	 7%	 7%	 –

Contributions
The Company expects to make contributions of approximately £5 million to the scheme during 2009.
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5 Tangible fixed assets

							       Leasehold	 Plant, 	 Total
							       improvements	 machinery and 
								        equipment	
							       £m	 £m	 £m

Cost
At 1 January 2008						      2	 6	 8
Additions						      3	 2	 5
Disposals						      –	 (1)	 (1)

At 31 December 2008						      5	 7	 12

Depreciation
At 1 January 2008						      1	 5	 6
Provided during the year						      1	 –	 1
Disposals						      –	 (1)	 (1)

At 31 December 2008						      2	 4	 6

Net book value
At 31 December 2008						      3	 3	 6
At 31 December 2007						      1	 1	 2

6 Fixed asset investments

					     Subsidiary undertakings
						      Investment	 Loans to	 Other	 Total
							       investments	
						      £m	 £m	 £m	 £m

At 1 January 2007 (restated)					     2,468	 1,577	 1	 4,046
Additions					     1,346	 183	 –	 1,529
Distribution and loan repayments					     –	 (1,015)	 –	 (1,015)
Disposals					     (250)	 –	 –	 (250)
Exchange differences					     –	 17	 –	 17

At 31 December 2007					     3,564	 762	 1	 4,327
Additions					     180	 429	 –	 609
Distribution and loan repayments					     –	 (37)	 –	 (37)
Impairments					     (7)	 (5)	 –	 (12)
Exchange differences					     –	 78	 –	 78

At 31 December 2008					     3,737	 1,227	 1	 4,965

Details of the principal subsidiary undertakings, associates and joint ventures are provided in notes 36 and 37 to the consolidated  
financial statements.

7 Debtors

Amounts falling due within one year:								      

								        31 December 	 31 December
								        2008	 2007
								        £m	 £m

Due from subsidiary undertakings							       239	 96
Corporation tax							       –	 16
Other debtors							       11	 10
Prepayments and accrued income							       2	 3

Total debtors							       252	 125
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8 Creditors: amounts falling due within one year

								        31 December	 31 December
								         2008	 2007
									         (restated)
								        £m	 £m

Trade creditors							       –	 1
Amounts due to subsidiary undertakings							       1,227	 1,344
Other creditors							       17	 21
Corporation tax							       97	 –
Other taxation and social security							       1	 –
Derivative financial liabilities							       86	 –
Accruals and deferred income							       37	 43

Total creditors: amounts falling due within one year							       1,465	 1,409

9 Creditors: amounts falling due after more than one year

								        31 December	 31 December
								         2008	 2007
								        £m	 £m

Amounts due to subsidiary undertakings							       1,088	 310
Derivative financial liabilities							       91	 383

Total creditors: amounts falling due after more than one year						      1,179	 693

10 Provisions

							       		  Total
								      
									         £m

At 1 January 2007 								        10
Charged to profit and loss								        10
Credited to profit and loss								        (1)

At 31 December 2007								        19
Utilised during the year								        (9)

At 31 December 2008						      		  10

In 2007 provisions comprised onerous property leases and legacy pension commitments relating to other members of the Electricity Supply 
Pension Scheme. £9 million has been utilised during the year in order to extinguish the liability relating to the expected vacancy period for 
leased premises at Senator House. The remaining provisions are not expected to require settlement in the short-term. The Directors are 
uncertain as to the timing of when these provisions will be utilised.

11 Share capital

					     Authorised		  Issued and fully paid
					     Ordinary Shares of 50p		  Ordinary Shares of 50p
				    Number	 £m	 Number	 £m

At 1 January 2008		  2,266,000,000	 1,133	 1,501,939,513	 751
Issue of shares under Executive Share Option Plan		  –	 –	 3,400,824	 2
Issue of shares under the Sharesave Plan		  –	 –	 2,551,389	 1
Issue of shares under Performance Share Plan		  –	 –	 1,621,671	 1
Issue of shares under 3.75% Convertible US dollar bonds 2023		  –	 –	 9,219,227	 4

At 31 December 2008	 	 2,266,000,000	 1,133	 1,518,732,624	 759

					     Authorised		  Issued and fully paid
					     Ordinary Shares of 50p		  Ordinary Shares of 50p
				    Number	 £m	 Number	 £m

At 1 January 2007		  2,266,000,000	 1,133	 1,492,052,910	 746
Issue of shares under Executive Share Option Plan		  –	 –	 7,826,019	 4
Issue of shares under the Sharesave Plan		  –	 –	 830,476	 –
Issue of shares under Performance Share Plan		  –	 –	 1,230,108	 1

At 31 December 2007		  2,266,000,000	 1,133	 1,501,939,513	 751
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11 Share capital continued

Ordinary Shares
Ordinary Shares rank equally between each other with regard to the right to receive dividends and also in a distribution of assets on the 
winding up of the Company. On a show of hands every shareholder who (being an individual) is present in person or (being a corporation)  
is present by a duly authorised representative shall have one vote, and on a poll, every shareholder present in person or proxy has one vote  
in respect of every share held.

Deferred Shares
The Company has 21 Deferred Shares of 1 penny each in issue. These shares were issued to ensure the demerger of International Power  
and Innogy in 2000 was effected as efficiently as possible. The holders of Deferred Shares have no rights to receive dividends or to attend  
or vote at any general meeting. 

Unclassified share
Further to the redemption of the Special Share in August 2000, the Company’s authorised share capital includes one unclassified share of £1.

12 Share capital and reserves

				    Called up	 Share	 Capital	 Capital	 Profit	 Total
				    share	 premium	 redemption	 reserve	 and loss 	 shareholders’
				    capital 	 account	 reserve		  account	 funds –
									         equity
				    £m	 £m	 £m	 £m	 £m	 £m

At 1 January 2008			   751	 411	 145	 415	 932	 2,654
Profit for the year			   –	 –	 –	 –	 358	 358
Issue of shares			   8	 20	 –	 –	 –	 28
Dividends			   –	 –	 –	 –	 (166)	 (166)
Actuarial loss on pension (net of deferred tax)			   –	 –	 –	 –	 (14)	 (14)
Other movements			   –	 –	 –	 –	 1	 1

At 31 December 2008			   759	 431	 145	 415	 1,111	 2,861

				    Called up	 Share	 Capital	 Capital	 Profit	 Total
				    share	 premium	 redemption	 reserve	 and loss 	 shareholders’
				    capital 	 account	 reserve		  account	 funds –
									          equity
				    £m	 £m	 £m	 £m	 £m	 £m

At 1 January 2007			   746	 402	 145	 415	 1,185	 2,893
Prior year adjustment			   –	 –	 –	 –	 (149)	 (149)

At 1 January 2007 (restated)			   746	 402	 145	 415	 1,036	 2,744
Profit for the year (restated)			   –	 –	 –	 –	 54	 54
Issue of shares			   5	 9	 –	 –	 –	 14
Dividends			   –	 –	 –	 –	 (160)	 (160)
Actuarial loss on pension (net of deferred tax)			   –	 –	 –	 –	 (4)	 (4)
Other movements			   –	 –	 –	 –	 6	 6

At 31 December 2007			   751	 411	 145	 415	 932	 2,654

The share premium account, capital redemption reserve and capital reserve are not distributable.

The Company operates two separate Employee Share Ownership Trusts (ESOTs) in which shares may be held for the purpose of satisfying 
awards made under the Company’s 2002 Performance Share Plan. During the year 1,621,671 shares (2007: 1,230,108 shares) were issued  
and placed into trust. The total cost of the acquisition was £6,000,182 (2007: £919,998).

At 31 December 2008, these ESOTs held nil shares (2007: 253,990). The market value of shares held in trust at 31 December 2008  
was £nil (2007: £1,151,845).

£599 million (2007: £424 million) of the Company’s profit and loss reserve is not distributable as it relates to unrealised gains on intra-group 
transactions.

As stated in note 1a), the Company has changed its accounting policy for the treatment of guarantees to exchange convertible debt issued  
by its subsidiaries into Ordinary Shares of the Company. This has resulted in a reduction in shareholders’ funds at 1 January 2007 of £149 million. 
The impact on the profit and loss account for the year ended 31 December 2007 was a reduction of £64 million.
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13 Commitments

Lease commitments

								        31 December 	 31 December
								        2008	 2007
								        £m	 £m

Property leases (annual commitment):	
Expiring within one year							       –	 1
Expiring after five years							       3	 5

14 Contingent liabilities

a) Legal proceedings against the Company
Details of legal proceedings against the Company are shown in note 34 to the consolidated financial statements. 

b) Taxation
Details of contingent liabilities relating to tax issues are shown in note 34 to the consolidated financial statements.

c) Bonds and guarantees
Various growth and expansion projects are supported by bonds, letters of credit and guarantees issued by the Company totalling  
£622 million (2007: £472 million). Energy trading activities relating to merchant plant are supported by letters of credit and guarantees  
issued by the Company totalling £383 million (2007: £299 million).

d) Convertible bonds
As set out in note 24 to the consolidated financial statements International Power plc has unconditionally guaranteed the 3.75% convertible  
US dollar bonds 2023 issued by International Power (Jersey) Limited, the 3.25% convertible euro bonds 2013 issued by International Power 
Finance (Jersey) II Limited and the 4.75% convertible euro bonds 2015 issued by International Power Finance (Jersey) III Limited. 

15 Related party disclosures

The Company has taken advantage of the exemption contained in FRS 8 and has therefore not disclosed transactions or balances with entities 
which form part of the Group.
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Independent auditor’s report
to the members of International Power plc

We have audited the Group and parent company financial 
statements (the ‘financial statements’) of International Power plc 
for the year ended 31 December 2008 which comprise the 
consolidated income statement, the consolidated and Company 
balance sheets, the consolidated statement of recognised income 
and expense, the consolidated cash flow statement and the 
related notes to the consolidated and Company financial 
statements. These financial statements have been prepared 
under the accounting policies set out therein. We have also 
audited the information in the Directors’ remuneration report 
that is described as having been audited.

This report is made solely to the Company’s members, as a body, 
in accordance with section 235 of the Companies Act 1985. Our 
audit work has been undertaken so that we might state to the 
Company’s members those matters we are required to state  
to them in an auditor’s report and for no other purpose. To the 
fullest extent permitted by law, we do not accept or assume 
responsibility to anyone other than the Company and the 
Company’s members as a body, for our audit work, for this  
report, or for the opinions we have formed.

Respective responsibilities of Directors and auditors 
The Directors’ responsibilities for preparing the Annual Report 
and the consolidated financial statements in accordance with 
applicable law and International Financial Reporting Standards 
(IFRSs) as adopted by the EU, and for preparing the parent 
company financial statements and the Directors’ remuneration 
report in accordance with applicable law and UK Accounting 
Standards (UK Generally Accepted Accounting Practice) are set 
out in the statement of Directors’ responsibilities on page 102. 

Our responsibility is to audit the financial statements and the part 
of the Directors’ remuneration report to be audited in accordance 
with relevant legal and regulatory requirements and International 
Standards on Auditing (UK and Ireland). 

We report to you our opinion as to whether the financial 
statements give a true and fair view and whether the financial 
statements and the part of the Directors’ remuneration report  
to be audited have been properly prepared in accordance with  
the Companies Act 1985 and, as regards the Group financial 
statements, Article 4 of the IAS Regulation. We also report  
to you whether, in our opinion, the information given in the 
Directors’ report is consistent with the financial statements.  
The information given in the Directors’ report includes that 
specific information that is cross-referred in the Business  
Review section of the Directors’ report. 

In addition we report to you if, in our opinion, the Company  
has not kept proper accounting records, if we have not received  
all the information and explanations we require for our audit,  
or if information specified by law regarding Directors’ 
remuneration and other transactions is not disclosed. 

We review whether the corporate governance statement reflects 
the Company’s compliance with the nine provisions of the 2006 
Combined Code specified for our review by the Listing Rules  
of the Financial Services Authority, and we report if it does not. 
We are not required to consider whether the Board’s statements 
on internal control cover all risks and controls, or form an opinion 
on the effectiveness of the Group’s corporate governance 
procedures or its risk and control procedures. 

We read other information contained in the Annual Report  
and consider whether it is consistent with the audited financial 
statements. We consider the implications for our report if  
we become aware of any apparent misstatements or material 
inconsistencies with the financial statements. Our responsibilities 
do not extend to any other information. 

Basis of audit opinion 
We conducted our audit in accordance with International 
Standards on Auditing (UK and Ireland) issued by the Auditing 
Practices Board. An audit includes examination, on a test basis,  
of evidence relevant to the amounts and disclosures in the 
financial statements and the part of the Directors’ remuneration 
report to be audited. It also includes an assessment of the 
significant estimates and judgements made by the Directors  
in the preparation of the financial statements, and of whether  
the accounting policies are appropriate to the Group’s  
and Company’s circumstances, consistently applied and  
adequately disclosed. 

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

Opinion 
In our opinion: 

—	� the Group financial statements give a true and fair view,  
in accordance with IFRSs as adopted by the EU, of the state  
of the Group’s affairs as at 31 December 2008 and of its profit 
for the year then ended; 

—	� the Group financial statements have been properly prepared 
in accordance with the Companies Act 1985 and Article 4  
of the IAS Regulation; 

—	� the parent company financial statements give a true and fair 
view, in accordance with UK Generally Accepted Accounting 
Practice, of the state of the parent company’s affairs as at  
31 December 2008;

—	� the parent company financial statements and the part of  
the Directors’ remuneration report to be audited have  
been properly prepared in accordance with the Companies 
Act 1985; 

—	� the information given in the Directors’ report is consistent 
with the financial statements. 

KPMG Audit Plc 
Chartered accountants 
Registered auditor  
10 March 2009

8 Salisbury Square 
London EC4Y 8BB

Independent auditor’s report
International Power Annual Report 2008
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Five-year financial summary

The following tables are the consolidated income statements, the consolidated income statements excluding exceptional items and specific  
IAS 39 mark to market movements and the summary balance sheets for the five years ended 31 December 2008.

Consolidated income statements

					     Year ended	 Year ended	 Year ended	 Year ended	 Year ended
					     31 December	 31 December	 31 December	 31 December	 31 December
					     2008	 2007	 2006	 2005	 2004
					     £m	 £m	 £m	 £m	 £m

Revenue: Group and share of joint ventures and associates				    5,230	 3,485	 3,783	 2,936	 1,267
Less: share of joint ventures’ and associates’ revenue				    (1,409)	 (1,160)	 (1,199)	 (1,003)	 (499)

Group revenue				    3,821	 2,325	 2,584	 1,933	 768
Cost of sales				    (2,756)	 (1,929)	 (1,839)	 (1,513)	 (637)

Gross profit				    1,065	 396	 745	 420	 131
Other operating income				    112	 96	 102	 122	 56
Other operating expenses				    (241)	 (172)	 (163)	 (129)	 (67)
Share of results of joint ventures and associates				    220	 198	 214	 198	 113

Profit from operations				    1,156	 518	 898	 611	 233
Disposal of interests in businesses				    –	 289	 –	 10	 4
Finance income				    104	 77	 53	 53	 30
Finance expenses				    (345)	 (401)	 (327)	 (255)	 (138)

Profit before tax				    915	 483	 624	 419	 129
Taxation				    (156)	 46	 (147)	 (89)	 (25)

Profit for the year				    759	 529	 477	 330	 104

Attributable to:

Minority interests				    92	 26	 67	 45	 6
Equity holders of the parent				    667	 503	 410	 285	 98

Basic earnings per share				    44.2p	 33.6p	 27.6p	 19.4p	 7.5p

Diluted earnings per share				    34.7p	 31.8p	 26.2p	 18.5p	 7.4p

Five-year financial summary
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Consolidated income statements excluding exceptional items and specific IAS 39 mark to market movements

					     Year ended	 Year ended	 Year ended	 Year ended	 Year ended 
					     31 December	 31 December	 31 December	 31 December	 31 December 
					     2008	 2007	 2006	 2005	 2004
					     £m	 £m	 £m	 £m	 £m

Revenue: Group and share of joint ventures and associates				    4,891	 3,872	 3,645	 2,980	 1,267
Less: share of joint ventures’ and associates’ revenue				    (1,409)	 (1,160)	 (1,193)	 (1,000)	 (499)

Group revenue				    3,482	 2,712	 2,452	 1,980	 768
Cost of sales 				    (2,552)	 (1,927)	 (1,807)	 (1,570)	 (637)

Gross profit				    930	 785	 645	 410	 131
Other operating income 				    112	 96	 83	 64	 56
Other operating expenses 				    (221)	 (163)	 (163)	 (129)	 (78)
Share of results of joint ventures and associates 				    229	 186	 208	 191	 113

Profit from operations				    1,050	 904	 773	 536	 222
Finance income				    104	 77	 53	 53	 30
Finance expenses				    (472)	 (385)	 (301)	 (255)	 (107)

Profit before tax				    682	 596	 525	 334	 145
Taxation				    (123)	 (113)	 (122)	 (68)	 (25)

Profit for the year				    559	 483	 403	 266	 120

Attributable to:

Minority interests				    69	 77	 71	 52	 8
Equity holders of the parent				    490	 406	 332	 214	 112

Basic earnings per share				    32.4p	 27.1p	 22.4p	 14.6p	 8.6p

Consolidated balance sheets

					     31 December	 31 December	 31 December	 31 December	 31 December
					     2008	 2007	 2006	 2005	 2004
					     £m	 £m	 £m	 £m	 £m

Non-current assets				    12,201	 9,444	 7,420	 6,592	 5,667

Inventories				    275	 150	 141	 110	 91
Other current asset receivables and derivatives				    1,484	 977	 806	 676	 238
Cash and cash equivalents and assets held for trading				    1,129	 1,161	 1,022	 672	 612

Current assets				    2,888	 2,288	 1,969	 1,458	 941
Current liabilities				    (2,317)	 (2,053)	 (1,174)	 (1,305)	 (551)
Non-current liabilities				    (8,637)	 (6,672)	 (5,475)	 (4,370)	 (3,999)

Net assets 				    4,135	 3,007	 2,740	 2,375	 2,058

Net debt				    6,318	 4,662	 3,575	 3,060	 2,752

Gearing				    153%	 155%	 130%	 129%	 134%

Debt capitalisation				    60%	 61%	 57%	 56%	 57%

Capital expenditure (including acquisitions)				    885	 1,072	 1,080	 847	 1,549

Five-year financial summary
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Shareholder profile
at 31 December 2008

Category of holdings

				    Number 	 Percentage	 Ordinary	 Percentage 
				    of shareholders	  of total 	 Shares	 of issued 
					     shareholders	  	 share capital

Private individuals		  378,562	 98.72	 171,664,079	 11.30
Nominee companies		  4,609	 1.20	 1,326,876,316	 87.37
Limited and public companies		  207	 0.05	 3,582,544	 0.23
Other organisations		  103	 0.03	 13,908,493	 0.92
Pension funds, insurance companies and banks		  16	 0.00	 2,701,192	 0.18

Total			   383,497	 100.00	 1,518,732,624	 100.00

Range of holdings

				    Number 	 Percentage	 Ordinary	 Percentage 
				    of shareholders	  of total 	 Shares	 of issued 
					     shareholders		   share capital

1 – 199		  93,145	 24.29	 14,110,504	 0.93
200 – 499		  205,295	 53.53	 59,399,227	 3.91
500 – 999		  55,867	 14.57	 38,183,182	 2.51
1,000 – 4,999		  25,865	 6.75	 45,253,804	 2.98
5,000 – 9,999		  1,815	 0.47	 12,048,498	 0.79
10,000 – 49,999		  783	 0.20	 15,292,160	 1.01
50,000 – 99,999		  133	 0.03	 9,644,954	 0.64
100,000 – 499,999		  301	 0.08	 70,878,662	 4.67
500,000 – 999,999		  107	 0.03	 77,056,555	 5.07
1,000,000 – highest		  186	 0.05	 1,176,865,078	 77.49

Total			   383,497	 100.00	 1,518,732,624	 100.00

Supplementary information
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Annual General Meeting (AGM)
The 2009 AGM will be held on Thursday 21 May 2009.  
Further details are outlined in the Notice of the AGM.

Electronic voting
For the AGM you can register your vote electronically by logging  
on to the following website: www.sharevote.co.uk. You will need 
your voting reference numbers (the three 8-digit numbers shown  
on your Proxy Form). Alternatively, if you have already registered  
for a Shareview portfolio with Equiniti, then log on to your portfolio  
at www.shareview.co.uk and click on company meetings.

Receive your Annual Report online
If you have access to the Internet, in future you can receive your copy 
of the Annual Report by registering with www.shareview.co.uk. 
This is a service offered by Equiniti that also enables you to check 
your holdings in many UK companies and helps you to organise your 
investments electronically. Once you have registered for a portfolio, 
you can also use this service to change your address details online 
as well as register your vote for a company’s General Meeting safely, 
securely and privately.

Consolidated tax vouchers
A new system was introduced in 2008 for those shareholders 
receiving direct dividend payments. Following this, single consolidated 
tax vouchers are now issued at the end of March each year, in time  
for the preparation of self-assessment tax returns.

Dividend Reinvestment Plan
As an alternative to receiving a cash dividend you can choose to 
reinvest your money in the Company’s shares by using a Dividend 
Reinvestment Plan (DRIP). The DRIP works by reinvesting your 
dividend money by way of buying shares in the open market.  
If you would like to receive further information and an application 
form for the International Power DRIP, please contact Equiniti on 
0871 384 2268.

Individual Savings Accounts
Information on the International Power corporate Individual Savings 
Account (ISA), which offers a tax-efficient way of holding shares, 
can be obtained from Equiniti Financial Services Limited, who can 
be contacted on 0845 300 0430.

Shareholder enquiries
If you have any queries on the following:

—	� transfer of shares

—	� change of name or address

—	� lost share certificates

—	� lost or out-of-date dividend cheques and payment of dividends 
directly into a bank or building society account

—	� death of the registered holder of shares

—	� receiving duplicate copies of this report

—	� receiving the Summary Annual Report or the Annual Report  
in addition to the electronic version of the report

please contact Equiniti on 0871 384 2082 or write to them  
at Equiniti, Aspect House, Spencer Road, Lancing, West Sussex,  
BN99 6DA, quoting International Power and including your 
shareholder reference number (found on your share certificate).

Additional information can be found on the Equiniti Limited  
website at www.equiniti.com.

Shareholder services and information

Share dealing services
Equiniti have in place a low-cost share dealing service for both 
the purchase and sale of shares. This is a postal service only. For 
information on the low-cost dealing service, or to obtain a dealing 
form, please contact Equiniti on 0871 384 2082.

Calls to Equiniti 0871 numbers are charged at 8 pence per minute from a 
BT landline. Other telephony providers’ costs may vary.

Shareview dealing
Equiniti also offer a telephone and internet share dealing service, details 
of which can be found on their website: www.shareview.co.uk/dealing. 
This arrangement is available at any time during market trading hours 
and provides an easy and convenient facility to trade shares offering 
real time prices through a range of market makers, and giving you 
control of when and for how much you wish to trade your shares.  
Full terms and conditions for this service are available on the 
Shareview website. You should note that for sales, the maximum 
online trade size is £25,000 and for purchases £20,000. To trade  
over the telephone, please call 0845 603 7037.

Share price
Our latest share price information is available on our website at  
www.ipplc.com/ipr/investors/shareinfo. This link will provide you 
with International Power’s latest share price, historical closing prices 
and volumes and an interactive share price graph.

In addition, you can now access the latest share price on your 
Blackberry, PDA or mobile phone at http://mobile.ipplc.com.

Contact details

General enquiries
Please contact:  
Stephen Ramsay 
Company Secretary 
International Power plc 
Senator House, 85 Queen Victoria Street 
London EC4V 4DP 
Tel: 020 7320 8706 
E-mail: ipr.relations@ipplc.com

Corporate investor and media enquiries
Please contact: 
Aarti Singhal 
Head of Communications 
International Power plc 
Senator House, 85 Queen Victoria Street 
London EC4V 4DP 
Tel: 020 7320 8600 
E-mail: ipr.relations@ipplc.com

Website
The International Power website: www.ipplc.com contains the 2008 
Annual Report and Summary Annual Report, along with a wide range 
of other information on the Group. The Annual Report and Summary 
Annual Report can be found at 
www.ipplc.com/ipr/investors/reports/rep2008/.

The website also hosts an alert service  
www.ipplc.com/ipr/siteservices/alerts, where you can sign up  
for e-mail alerts of news releases, reports, results and presentations  
and events.

Corporate responsibility
Further information on corporate responsibility is available  
on our website: www.ipplc.com/ipr/environment/.

Shareholder services and information
International Power Annual Report 2008

Financial calendar
For updates to the calendar during the year, please see our website: www.ipplc.com/ipr/investors/events/.

Interim Management Statement	 12 May 2009
Annual General Meeting	 21 May 2009
2008 final dividend ex-dividend date	 3 June 2009
2008 final dividend record date	 5 June 2009
2008 final dividend payment date	 9 July 2009
Interim Report for the six months ending 30 June 2009	 11 August 2009
Interim Management Statement	 11 November 2009
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Glossary

Accident Frequency Rate (AFR)  
The number of Lost Time Accidents (LTAs) divided by the number  
of hours worked, multiplied by 100,000. 

Annual General Meeting (AGM)  
Annual General Meeting of shareholders of the Company.

Asset-backed trading  
The selling of the electricity generated and fuel used by our power 
stations.

Availability  
A measure giving the proportion of electrical energy that was actually 
available to be generated during the period, after taking account  
of both planned and unplanned outages, expressed as a percentage  
of the maximum potential electrical energy generation.

Bond  
Financial instrument that obligates the issuing company (the borrower) 
to make specified payments to the holder (the lender).

Brownfield  
An area of land that has previously been developed, such as the site  
of a demolished building.

Call option  
An option to buy a security at a pre-determined price.

Capacity (installed)  
Generator capacity (measured in megawatts), usually indicated  
on a nameplate physically attached to the generator.

Combined cycle plant  
Combined cycle gas turbine (CCGT) – the combination of a gas turbine 
(GT) and steam turbine (ST) in a configuration that enables electricity 
to be generated directly from a generator driven by the GT and,  
by using exhaust gases from the GT to produce steam, a ST coupled 
to the same generator or another generator.

CEO  
Chief Executive Officer.

CFO  
Chief Financial Officer.

CO2  
Carbon dioxide.

Cogeneration  
The simultaneous generation of electricity and heat in the form  
of steam, typically where the need for both arises for industrial  
or commercial purposes and where the steam is generated by  
utilising the waste heat from electricity generation.

Combined Code  
The Code which sets out the expected corporate governance 
standards for companies listed on the London Stock Exchange.

Corridor approach  
Under this approach to recognising surpluses and deficits in defined 
benefit pension plans, actuarial gains and losses are not recognised 
immediately. Only when the cumulative gains or losses fall outside 
the corridor is a specified portion recognised in the income statement 
from the following year onwards. The corridor is 10% of the present 
value of the pension rights accrued or of the fund assets at market 
value, if greater.

CR  
Corporate responsibility.

CSR  
Corporate social responsibility.

Dark spread  
The difference between the cost of coal to generate electricity  
and the price at which electricity is sold.

Debt capitalisation  
Net debt divided by the sum of the net debt and total equity.

Demerger  
The process whereby National Power split its UK and international 
operations (International Power) into separate businesses.

Desalination plant  
Plant which produces drinking water from sea water.

Due diligence  
A process undertaken before the acquisition of a business to ensure 
all significant risks, rewards and issues are identified and considered 
before any offer is made to the vendor or an acquisition takes place.

Emission allowances  
Under various environmental schemes, emission allowances are 
required to cover the amount of relevant emissions made by a power 
station. Cap and trade schemes are a common type of scheme. Under 
a cap and trade scheme, operators are required to purchase sufficient 
emission allowances to cover their actual emissions, and the operator 
may or may not be granted an initial volume of allowances. Examples 
of such schemes include the EU Emissions Trading Scheme (EUETS) 
which covers emissions of CO2, based on a cap and trade system. 
Other examples include the Clean Air Act in the US which covers 
emissions of NOx and SOx.

EPC contract  
Engineering, procurement and construction contract, used principally 
for the building of power stations by a turnkey provider. 

EPS  
Earnings per share. It is calculated by dividing the profit after interest, 
tax and minority interests by the weighted average number of 
Ordinary Shares in issue.

ERCOT  
Electric Reliability Council of Texas – responsible for managing the 
Texas generating and transmission systems.

ETS  
Emissions trading scheme – programme for the trading of emissions 
permits relating to CO2 output. 

EUETS  
European Union Emissions Trading Scheme.

FGD  
Flue gas desulphurisation – a process which removes sulphur from  
the flue gas emissions of a coal plant. 

Forced outage rate  
A measure giving the proportion of electrical energy that was actually 
unavailable for generation during the period, after taking account  
of planned and unplanned outages, expressed as a percentage of  
the maximum potential electrical energy generation.

Supplementary information
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Glossary continued

Fossil fuel  
It is generally accepted that fossil fuels are formed from the fossilised 
remains of dead plants and animals by exposure to heat and pressure 
in the Earth’s crust over hundreds of millions of years. They are found 
within the top layer of the earth’s crust and range from very volatile 
materials with low carbon to hydrogen ratios like methane, to those 
with high carbon to hydrogen ratios like liquid petroleum. They also 
include non-volatile materials composed of almost pure carbon, like 
anthracite coal. Fossil fuels are non-renewable resources because they 
take millions of years to form.

Functional currency  
The currency of the primary economic environment in which  
the entity operates.

Gearing  
Net debt as a percentage of total equity.

Generator nameplate capacity  
The maximum output of a generator, under specific conditions 
designated by the manufacturer.

Greenfield land  
A piece of undeveloped land, either currently used for agriculture  
or just left to nature.

Grid (the)  
The electricity transmission network.

GSA  
Gas supply agreement.

GT  
Gas turbine.

GW  
Gigawatt, one thousand million watts.

Gigawatt hour (GWh)  
A watt hour is the amount of energy used by a one-watt load, such 
as a small light bulb, drawing power for one hour. The kilowatt-hour 
(kWh) is 1,000 times larger than a watt-hour and is a useful size for 
measuring the energy use of households and small businesses and 
also for the production of energy by small power plants. A typical 
household uses several hundred kilowatt-hours per month. The 
gigawatt-hour (GWh) is 1,000,000 times larger than the kilowatt-hour 
and is used for measuring the energy output of large power plants.

Hedge contracts  
A contract that gives protection against risks of future price 
movements.

Heat recovery steam generator (HRSG)  
Used in Combined Cycle Plants.

HS&E  
Health, safety and environment.

HUBCO  
The Hub Power Company.

IASs  
International Accounting Standards.

IASB  
International Accounting Standards Board.

ICOM  
Investment Committee.

IFRSs  
International Financial Reporting Standards.

IPO  
International Power Opatovice A.S. (a subsidiary in the Czech Republic 
which provides power and district heating to the city of Prague).

IPP  
Independent power producer.

ISO 14001  
The international standard of environment management systems.

Joule  
A measure of energy (work done), the ability to generate one watt  
for one second.

KAPCO  
The Kot Addu Power Company.

KPI  
Key performance indicator.

kW  
Kilowatt – 1,000 watts.

Kilowatt hour (kWh)  
A watt hour is the amount of energy used by a one-watt load, such 
as a small light bulb, drawing power for one hour. The kilowatt-hour 
(kWh) is 1,000 times larger than a watt-hour and is a useful size for 
measuring the energy use of households and small businesses and 
also for the production of energy by small power plants. A typical 
household uses several hundred kilowatt-hours per month. 

Kyoto Protocol  
A protocol to the International Framework Convention on Climate 
Change with the objective of reducing greenhouse gases in an effort 
to prevent anthropogenic climate change.

LCPD  
Large Combustion Plant Directive.

LDs  
Liquidated damages, being a reasonable pre-estimate of loss specified 
in a contract, payable if one party breaches one part of a contract.

LNG  
Liquefied natural gas.

Load factor  
The proportion of electricity actually sold, compared with the 
maximum possible sales of electricity at maximum net capacity.

Lost Time Accident (LTA)  
24-hour absence from work.

Letter of Credit (LoC)  
A credit facility provided by a bank.

Glossary
International Power Annual Report 2008
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M&A  
Mergers and acquisitions.

Mark to market  
The act of attributing a fair or market value to a financial instrument 
rather than its historical cost. Marking to market is required under 
accounting rules for certain derivatives and financial instruments.

Merchant market  
A merchant market is a deregulated market. It is a market in which 
electricity is bought and sold competitively by multiple market 
participants.

Merchant plant  
Our merchant plants operate in deregulated markets selling 
power into the traded market without long-term Power Purchase 
Agreements (PPAs).

MIGD  
Millions of imperial gallons per day.

MISO  
Midwest Independent System Operator.

Mitsui  
Mitsui & Co. of Japan.

Mothball  
To temporarily suspend operation at a project in such a way that  
it can be returned to service in the future.

MoU  
Memorandum of understanding.

MW  
Megawatt; one MW equals 1,000 kilowatts or one million watts.

Megawatt hour (MWh)  
A watt hour is the amount of energy used by a one-watt load, such 
as a small light bulb, drawing power for one hour. The kilowatt-hour 
(kWh) is 1,000 times larger than a watt-hour and is a useful size for 
measuring the energy use of households and small businesses and 
also for the production of energy by small power plants. A typical 
household uses several hundred kilowatt-hours per month. The 
megawatt-hour (MWh) is 1,000 times larger than the kilowatt-hour 
and is used for measuring the energy output of large power plants.

MWth  
One megawatt of thermal power, which is used to measure heat.

National Allocation Plan  
The Plan issued under the EU Emissions Trading Scheme that sets out 
how greenhouse gas emission allowances will be allocated to affected 
industry sectors and the carbon-producing assets within the relevant 
sector.

NEPOOL  
New England power pool.

Non-recourse debt  
Debt secured on an asset, and where the lender has no recourse  
to the shareholder.

NOx  
Oxides of nitrogen.

NPV  
Net present value, being the value of an asset calculated by reference 
to its future cash flows.

O&E  
Operations and Engineering.

O&M  
Operations and maintenance, usually used in the context of operating 
and maintaining a power station.

OCGT  
Open cycle gas turbine – turbines, typically fuelled by gas or diesel oil, 
are used to drive the generators to produce electricity, with no use of 
the waste heat for subsequent power generation.

Offtake agreement  
Power purchase agreement between a company owning a power 
station and its customer (the offtaker) whereby the customer takes 
the electricity generated by a power station.

OHSAS 18001  
Occupational Health and Safety Assessment Series 18001. A 
management system specification, developed by British Standards 
Institute which is now an accepted international standard, for health 
and safety which is compatible with ISO 9001:1994 (Quality) and  
ISO 14001:1996 (Environmental) management.

OPERA  
Operating plant engineering risk assessment, an internally developed 
tool for assessing engineering risk at assets.

OSA  
Oil supply agreement.

Outage  
When a generating unit is removed from service to perform 
maintenance work. This can either be planned or unplanned.

Peak load  
The maximum demand for electricity during a specified high demand 
period. This may require use of plant (for example pumped storage) 
that is kept in reserve for peak periods.

Peaking plant  
Plant that runs only in times of short supply (normally during peak 
demand), when prices are high.

PJM  
Pennsylvania, New Jersey and Maryland power pool.
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Glossary continued

Power Purchase Agreement (PPA)  
See also Offtake agreement. A PPA is generally a long-term contract 
between an electricity generator and a purchaser of energy or capacity 
(power or ancillary services). 

Proprietary trading  
The trading of commodities for the purposes of making a profit, when 
the commodity, such as electricity, is not generated by our own power 
stations or purchased for use by our own power stations, also known 
as non-asset backed trading.

Pumped storage  
A method of energy generation that involves moving water between 
reservoirs at different elevations. When electricity prices are low, 
typically overnight, electricity from the grid system is used to pump 
water into a raised reservoir and then at times of peak demand, when 
electricity prices are higher, the water is released back into the lower 
reservoir through a turbine. 

Put option  
An option to sell a security back to the issuer at a pre-determined 
price.

PWPA  
Power and water purchase agreements.

Recourse debt  
Debt where the lender has recourse to parties other than the 
borrower, usually a parent company or shareholder.

Reserve margin  
The amount of available plant reserve capacity above the system’s 
peak electricity requirements.

RGGI  
Regional Greenhouse Gas Initiative, a US regulation towards  
carbon emission reduction in ten north eastern states.

RPI  
Retail Price Index.

SCR  
Selective catalytic reduction – equipment to reduce the content  
of oxides of nitrogen in flue gases.

SO2  
Sulphur dioxide.

SOx  
Oxides of sulphur.

Spark spread  
The difference between the gas cost to generate electricity  
and the price at which electricity is sold.

Spot price  
Market price at a particular point in time.

Spread  
The difference between the fuel costs to generate electricity  
and the price at which electricity is sold.

Technical availability  
A measure giving the proportion of electrical energy that was actually 
available to be generated during the period, after taking account  
of both planned and unplanned outages, expressed as a percentage  
of the maximum potential electrical energy generation.

Tolling agreement  
A form of long-term electricity contract where the buyer of electricity 
also supplies the fuel and the generator provides plant and operational 
services.

TSR  
Total shareholder return.

Turnkey contract  
A contract where one party takes full responsibility for the 
construction and commissioning of a plant, delivering the plant  
in full working order to the owner.

Turnbull Guidance  
The Turnbull Guidance expands upon the Combined Code 
requirements for the Directors’ review of the effectiveness  
of the Group’s system of internal controls.

UAE  
United Arab Emirates.

US Sarbanes-Oxley Act  
The Sarbanes-Oxley Act of 2002 was enacted in reaction to the highly 
publicised bankruptcies of Enron and WorldCom and is concerned  
with strictly enforcing corporate governance and financial disclosure.

Watt  
Unit of power, which is the rate at which energy is delivered  
(i.e. work is done at a rate of one watt when one ampere flows 
through a potential difference of one volt).
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