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Phoenix Natural Gas Limited

Directors’ Report and Financial Statements
Year ended 31 December 2010

Directors’ report

The directors present their report and the auditechcial statements for
the year ended 31 December 2010.

Principal activities

The company (PNG) is the owner and operator oflitence for the

distribution network in the Greater Belfast andieaareas of Northern
Ireland. PNG is responsible for the developmerthefpipeline network.

It also provides a 24/7 operational and transportegervice platform to
gas suppliers under the rules of the company’s orétwode.

The network currently extends to 3,091 kilometrdsindermediate,
medium and low pressure mains, which distributenahtgas throughout
the licence area, representing around 50% of tipelpton of Northern
Ireland.

The company manages the construction and operattibre network and
is also responsible for the development of the etairk Greater Belfast;
already some 139,000 customers have been connectettural gas in
the 14 years since it has become available in ontireland.

The business is regulated under licence by the hdort Ireland
Authority for Utility Regulation (NIAUR).

Review of business and future developments

PNG was originally established under a licence tgchin 1996 but the
business was transferred into a new subsidiargditithte the sale of the
transmission business to Northern Ireland Energididgs (NIEH) on
31st March 2008.

During 2009, PNG undertook an extensive rating @ssavith Fitch and
Moody’s which culminated in a new subsidiary PhgeNatural Gas

Finance plc, issuing £275m of 5.5% bonds repayab®®17, guaranteed
by both Phoenix Natural Gas Limited and its intadmte holding

company Phoenix Distribution Holdings Limited. Thebonds were
rated BBB+ by Fitch and Baa2 by Moody’s and thecpemls were used
to repay existing acquisition debt providers acrtiss Kellen Group,

reorganise intercompany arrangements, repay fegsotrer costs and
facilitate the return of any surplus to investors.

An additional £80m 3-year bank facility was alsmaaged to finance the
future capital expenditure and working capital iegments of PNG.

Growth and Investment

Turnover of £39.5m in 2010 was £2.2m higher thaat tim 2009,

generated mainly through the application of pulg&hconveyance
charges to all gas distribution system users baseithe volume of gas
conveyed in the year. Charges are set annuallywaree of the year
(inclusive of an estimate of any surplus/defiainfrthe previous year) in
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Directors’ report ( Continued)

order to recover the maximum allowed income forhegear within
PNG’s Price Control for the 5-year period ending3dfi December 2011
as determined by NIAUR.

Income generated was higher than the regulatonerdened’ level for
2010 because actual volumes were significantly diighan those used
when setting distribution prices. Consequently arerorecovery of
income of £5.0m has been accumulated at the e@@10 (compared to
£3.3m surplus at end of 2009). This will be carfiedvard and returned
to all system users through lower conveyance clarmgesubsequent
years.

128.0 million therms (mt) of natural gas was tramggd through the
network, 16.4mt more than 2009. Volumes are eséchto have been
higher than forecast by 14.4mt because averageetatures across the
year were 1.3 degrees centigrade colder than tfeabaverage, with the
extremely cold first quarter and last quarter mgk2010 one of the
coldest years in recent history. This compares @92when volumes
were 0.2mt higher than forecast as a result of &satpres being
marginally colder than average.

Demand in the large industrial & commercial se¢tbose burning more
than 25,000 therms per annum) rose by 5.3mt, kardeé to growth in
throughput at one specific new customer in 201he@tise demand
continues to be influenced by economic pressurdsusiness customers
and the continued focus on energy efficiency andirenmental
initiatives.

Elsewhere, throughput in the domestic and smalleustrial &
commercial sectors rose by 11.3mt with demand drity colder
weather in 2010 together with an increasing numblercustomers
connected to the network and some load growth migRisting users.

Operating profits of £15.7m were £0.2m lower than2D09 with the
growth in distribution income being offset by inases in operating
costs. Actual operating costs in PNG are monitatedely in real terms
against the levels assessed by NIAUR in determiaiimved income.
Whilst the implication of growth in business wilkieke cost increases
each year this has been partially offset in 2010bgoing efficiencies
being delivered by the business.

PNG invested a further £12.9m in capital expenditduring 2010,
constructing 73km of new network and connectin@8,0ew customers.
By year-end, PNG had 3,091km of network in opemtimaking gas
available to 283,780 premises in its licence angth a total of 138,754
(49%) already connected.
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Operations and regulation

The company met all published standards of custos®wice, as
measured independently by the Consumer CounciNtwthern Ireland
(CCNI) and the NIAUR. In the key areas of connegtirew customers
and attending Public Reported Escapes, targets exeexded.

During 2010, the distribution network continuedfmerate without major
incident. No interruptions have occurred to théritistion of gas due to
capacity constraints on the PNG network throughbatyears 2006 to
2010.

A ‘peak day’ for demand of 24.4 GWH was recorded2di December

2010, which compares to the 2009 ‘peak day’ of 18V8H. However it

should be noted that in 2010 throughput on thikmgy was driven by
exceptionally low temperatures (-10.1 degrees geadle) compared to
the temperatures on the previous 2009 peak day 008 Hegrees
centigrade.

PNG, on behalf of the Group, was recognised focatstribution to the
environment by being awarded quintile accreditation in the prestigious
Arena Network Annual Environmental Awards, whichans that the
Group’s performance is recognised as exemplary wberpared against
to other organisations throughout Northern Irelata. addition its
operational procedures in the areas of environrhgrggormance and
occupational health and safety were re-affirmedugcessfully retaining
accreditations of both 1ISO14001 and 18001.

PNG continued to build upon the solid regulatoryrfdation established
in 2006 through the 40 year licence agreement WIAUR by
completing a modification to its licence to remdke cap on the number
of pay as you go (PAYG) meters that it is alloweithim its regulatory
cost base. PAYG meters are widely requested byuroers in the PNG
Licence area and as a result are now provided % 6Dthe connected
customer base. In addition the ring fencing coodgj which were
implemented through a licence modification in 20€@me into full effect
in 2010. A key requirement of these conditions wa®nsure that the
majority of the directors in PNG were non execuytiae obligation that
has now been fulfilled. These conditions bring PMQine with other
regulated utilities within Northern Ireland and tiest of the UK.

Market Overview and Outlook

The Northern Ireland Housing Executive (NIHE),he tbody responsible
for all of Northern Ireland’s public housing. Ovitre last 15 years PNG
has been involved in helping develop heating regtant programs in
line with the development of the natural gas ifagure. A high
proportion of available NIHE properties have alyed@en connected to
natural gas and the number of new connectiongsrstctor is planned to
slow down over the forthcoming years.
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Within the new build housing market, 2010 saw atioored slowdown
in activity, both in terms of house sales as welhaw housing schemes
getting started. However PNG has seen a build-umest schemes
within the planning system, many of which have beeworked to make
them economic. Therefore based on its successpaircay virtually all
new developments within its licence area to dalG s well positioned
to provide natural gas to all new housing projeotGreater Belfast
during 2011 and beyond, once the market conditibesome more
favourable.

In the owner occupied sector PNG, whilst having alktts obligations
regarding the provision of gas network, continuesxpand in owner
occupied areas. Further investment is planned gjimout 2011 to extend
the gas network in established private residemtiehs where a strong
propensity for customers to convert can be dematestr

In 2011 PNG plans to invest in a further 70km ofvndistribution
network to bring the opportunity of natural gas aofurther 8,000
potential new customers as well as undertakingadesfic reinforcement
of its system in a key industrial area of Belfagedo future expected
increases in demand.

PNG has established a large network of manufacturdistributors,

merchants, retailers, and installers throughoutLitsence area. This
network focuses on meeting the needs of new usedsdaveloping

incentives and offers to encourage customers tocwo natural gas.
Through its ongoing relationship with Governmenterages, PNG

maximises consumer opportunities provided by Gawemt funded

schemes, such as ‘Warm Homes’, “Cosy Homes”, “Hgaldomes”,

“Snug Plus” - converting the fuel poor to a modand efficient natural
gas heating system. PNG continues to lobby foritkreduction of a

‘Boiler Scrappage’ scheme similar to the schemdchvhas been made
available within other parts of UK.

Principal risks and uncertainties

From the perspective of the company, the principsks and
uncertainties are integrated with the principatgisf Kellen Investments
Limited. Accordingly the principal risks and ungarties are discussed
in the annual report and accounts of Kellen Invesits Limited, which
does not form part of this report.

Key Performance Indicators

The company’s directors are of the opinion thatysis using turnover,
gross profit, operating profit and net assets asiged in the financial
statements is sufficient to understand the devetopnperformance and
position of the business.

Results and dividends
The loss for the financial year is £1,370,351 (20@@fit £1,948,530).
No dividend is recommended.
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Political and charitable donations
The company made charitable donations amounting2fig177 during
the year (2009: £16,244).

Directors and their interests
The directors who served during the period are shompage 3.

Employment policies
Equal Opportunities
The company is committed to a proactive approagiramoting equality
of opportunity. The company ensures that it operttiely and equitably
in its dealings with employees and prospective eyg#s. The company
is opposed to all forms of unlawful and unfair disgnation. The
company ensures through all of its personnel padicipractices and
procedures that employment, training and promadigportunities within
the company provide employment equality to algspective of:

] Gender, marital or family status

" Religious belief or political opinion
" Disability
" Nationality, race or ethnic origin
. Sexual orientation
. Age
Disability

The company has taken active steps to implement Disability
Discrimination Act. It is Company policy to providpeople with
disabilities equal opportunities for employmentaiting and career
development, having regard to aptitude and abiityy member of staff
who becomes disabled during employment is givenrst@asge and
retraining where possible.

Employee Participation

Within the bounds of commercial confidentiality, farmation is
disseminated to all levels of staff about matthet &iffect progress of the
company and are of interest and concern to theesmgoyees, thereby
encouraging their involvement in the group’s pearfance.

Policy and practice on payment of creditors

The company is a registered supporter of the B&syment Practice
Group’s ‘Better Payment Practice Code’ to whichsutbscribes when
dealing with all of its suppliers. Copies of thet®r Payment Practice
Group’s code are available from the Departmentrafi€ & Industry.
Trade creditors at the year end represented 21(88¢99: 26 days). Itis
the company’s policy in respect of all suppliersatgree payment terms
in advance of the supply of goods and to adhetledse payment terms.

Disclosure of information to auditors
The directors who held office at the date of appl®f this directors’
report confirm that, so far as they are each awheee is no relevant
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audit information of which the company’s auditore anaware; and
each director has taken all the steps that theytoieghave taken as a
director to make themselves aware of any relevadit anformation and
to establish that the company’s auditors are awhiteat information.

Auditors

Pursuant to Section 487 of the Companies Act 20@5auditors will be
deemed to be reappointed and KPMG will thereforginae in office.
By order of the board

P Ritson Date: 23" June 2011
Director
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Statement of directors’ responsibilities

The directors are responsible for preparing the®aors’ Report and the
financial statements in accordance with applicéleand regulations.

Company law requires the directors to prepare firdrstatements for
each financial year. Under that law the directagehelected to prepare
the financial statements in accordance with UK Agting Standards
and applicable law (UK Generally Accepted Accougitifractice).

Under company law the directors must not approve timancial
statements unless they are satisfied that theyagivee and fair view of
the state of affairs of the company and of the iprof loss of the
company for that period.

In preparing these financial statements, the direcire required to:
m select suitable accounting policies and then aty@yn consistently;
m  make judgements and estimates that are reasonabl@adent;

m state whether applicable accounting standards baea followed,
subject to any material departures disclosed amiamed in the
financial statements;

m prepare the financial statements on the going cangasis unless it
is inappropriate to presume that the company wihtmue in
business.

The directors are responsible for keeping adegaateunting records
that are sufficient to show and explain the compamansactions and
disclose with reasonable accuracy at any time ien€ial position of
the company and to enable them to ensure thatinbadal statements
comply with the Companies Act 2006. They have gamesponsibility
for taking such steps as are reasonably open ta tbesafeguard the
assets of the company and to prevent and detead feand other
irregularities.

The directors are responsible for the maintenamck iategrity of the
corporate and financial information included in t@mpany’s website.

Legislation in the UK governing the preparation afisisemination of
financial statements may differ from legislatioroither jurisdictions.

On behalf of the board

P Ritson Date: 23" June 2011
Director

10



Phoenix Natural Gas Limited

Directors’ Report and Financial Statements
Year ended 31 December 2010

Independent auditors’ report

We have audited the financial statements of PhoBiaitural Gas Limited for the year ended 31
December 2010 which comprise the profit and log®at, the statement of total recognised gains
and loss, the balance sheet and the related notes.financial reporting framework that has been
applied in their preparation is applicable law adH Accounting Standards (UK Generally
Accepted Accounting Practice).

This report is made solely to the company's memlzers body, in accordance with Chapter 3 of
Part 16 of the Companies Act 2006. Our audit waak been undertaken so that we might state to
the company's members those matters we are redoiisdte to them in an auditor's report and for
no other purpose. To the fullest extent permittedalv, we do not accept or assume responsibility
to anyone other than the company and the compargrsbers, as a body, for our audit work, for
this report, or for the opinions we have formed.

Respective responsibilities of directors and audito

As explained more fully in the Directors’ Respoiigibs Statement set out on page 10, the
directors are responsible for the preparation effthancial statements and for being satisfied that
they give a true and fair view. Our responsibilgyo audit, and express an opinion on, the firenci
statements in accordance with applicable law aneriational Standards on Auditing (UK and
Ireland). Those standards require us to comply thieéhAuditing Practices Board's (APB's) Ethical
Standards for Auditors.

Scope of the audit of the financial statements

A description of the scope of an audit of finangtdtements is provided on the APB's website at
www.frc.org.uk/apb/scope/private.cfm

Opinion on financial statements
In our opinion the financial statements:

= give a true and fair view of the state of the comymaffairs as at 31 December 2010 and of its
loss for the year then ended,;

= have been properly prepared in accordance with @ike@lly Accepted Accounting Practice;
and

= have been prepared in accordance with the requirtsnoé the Companies Act 2006.
Opinion on other matter prescribed by the Companiegict 2006

In our opinion the information given in the DirexdbReport for the financial year for which the
financial statements are prepared is consisteht twé financial statements.

11
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Matters on which we are required to report by excepon

We have nothing to report in respect of the follogvmatters where the Companies Act 2006
requires us to report to you if, in our opinion:

= adequate accounting records have not been kemturns adequate for our audit have not been
received from branches not visited by us; or

= the financial statements are not in agreement théraccounting records and returns; or
= certain disclosures of directors' remuneration ifigecby law are not made; or
= we have not received all the information and exglimms we require for our audit.

Jon D’Arcy (Senior Statutory Auditor)

for and on behalf of KPMG, Statutory Auditor
Chartered Accountants

Stokes House

17-25 College Square East

Belfast

BT1 6DH

23 June 2011

12
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Profit and loss account

Note 201( 200¢
£000 £000
Turnover 2 39,529 37,307
Cost of sales 0 0
Gross profit 39,529 37,307
Net operating expenses 3 (23,875) (21,434)
Operating profit 4 15,654 15,873
Loss on sale of fixed asset (44) (121)
Interest payable and similar charges 7 (17,100) (12,941)
Interest receivable and similar income 8 352 1,691
(Loss)/Profit on ordinary activities before taxatian (1,138) 4,502
Taxation 9 (234) (2,553)
(Loss)/Profit for the financial year 20 (1,372) 1,949

A statement of movements on reserves is given ie [R0.

The notes on pages 16 to 25 form part of thesedinhstatements.

All of the results of the company derive from coming operations.

There is no material difference between the comigaiegults as reported and on a historical cost

basis. Accordingly, no note of historical cost imo&nd losses has been reported.

13
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Statement of total recognised gains and losses

2010 2009

£'000 £000
(Loss)/Profit for the financial year (1,372) 1,949
Total recognised (Loss)/Profit since last report (B72) 1,949

The notes on pages 16 to 25 form part of thesedinhstatements.

14
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Balance sheet

Note 2010 2009
£000 £'000
Fixed assets
Tangible assets 10 196,699 189,584
Intangible assets 11 151,855 155,959
Investments 12 50 50
348,604 345,593
Current assets
Stocks 13 1,091 804
Debtors: Amounts falling due within one year 14 32,418 26,716
Debtors: Amounts falling due after one year 14 0 0
Cash at bank and in hand 11,366 4,686
Total current assets 44 875 32,206
Creditors: Amounts falling due within one year 15 (325,656) (303,745)
Net current liabilities (280,781) (271,539)
Total assets less current liabilities 67,823 74,054
Creditors: Amounts falling due after one year 16 0 (5,000)
Provisions for liabilities and charges 17 (15,751) (15,576)
Deferred income 18 (2,514) (2,548)
Net Assets 49,558 50,930
Capital and reserves
Called up share capital - ordinary 19 54,682 54,682
Profit and loss account 20 (5,124) (3,752)
Equity shareholders’ funds 21 49,558 50,930

On behalf of the board of directors

P Ritson
Director

Company registration number: NI 32809

Date: 23" June 2011

The notes on pages 16 to 25 form part of thesainhstatements.

15
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Notes forming part of the financial statements

1

Accounting policies

These financial statements are prepared on theggmncern basis under the historical cost
convention and in accordance with the Companies 2006 and applicable accounting
standards. The principal accounting policies at®gebelow.

Basis of preparation

The company is exempt by virtue of the Companies 28006 from the requirement to prepare
group financial statements on the grounds thategsilts are included in the group accounts of
Kellen Investments Limited which are publicly awdile. These financial statements present
information about the company as an individual utadéng and not about its group.

Going concern

The company's business activities, together witle factors likely to affect its future
development and position, are set out in the Bgsim®eview section of the Directors’ Report
on pages 4 to 9.

The company and its immediate parent company, ritkdeistribution Holdings Ltd., are
guarantors to £275m of 5.5% bonds issued by thepaawis subsidiary, Phoenix Natural Gas
Finance plc (PNGF) which are due for redemptio20d7. The Bond proceeds were loaned to
the company to facilitate reorganisation of intenpany arrangements and thereby repay
existing debt providers across the Kellen Group.

The company also entered into an £80m 3-year baility in 2009, guaranteed by PDHL, to
finance future capital expenditure and working talpiequirements of the company and its
affiliate, Phoenix Supply Limited.

The PDHL Group (PDHL, PNGF & the company) is expddo continue to generate positive
cash flows for the foreseeable future after setéisigle interest payable under its intercompany
loan from PNGF to facilitate interest payable untter PNGF Bonds and resources available to
it under its banking arrangements.

The PDHL Group forecasts and projections, takingoant of reasonable levels of possible
changes in trading performance, show that it isablpof operating well within the level of its
current facilities and also meet all its covenaofuirements until they mature.

As a result of the above the directors considapfiropriate to prepare the financial statements
on a going concern basis.

Revenue recognition

Turnover represents the invoiced value of googpked during the year excluding value added
tax and intra group sales. Revenue includes asss®nt of energy and transportation services
supplied to customers between the date of therastr reading and the year end.

Where revenue received or receivable exceeds thémmm amount permitted by regulatory
agreement and adjustments will be made to futuieeprto reflect this over recovery, no
liability is recognised as such an adjustment torf prices relates to the provision of future
services.

Similarly no asset is recognised where a regulaagreement permits adjustments to be made
to future prices in respect of an under recovery.

Cash flow statement

In accordance with Financial Reporting Standard1Ndhe company is exempt from the
requirement to present a cash flow statement ogrbends that a parent undertaking includes
the company in its own published consolidated fai@statements.

16
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1 Accounting policies (continued)

I ntangible assets

The distribution licence is eliminated by amortigatthrough the profit and loss account over
its useful economic life. The useful economic IdEthe asset shown in Note 11 has been
estimated by the directors at forty years. FRS G0ddwill and Intangible Assets” requires
goodwill to be accounted for as an asset and aseortiver its useful economic life.

Tangible fixed assets

The cost of tangible fixed assets is their purchasst, together with any incidental costs of
acquisition. Depreciation is calculated so as tibewoff the cost of tangible fixed assets, less
their estimated residual values, on a straight basis, beginning with the year following
expenditure, over the expected useful economis lofehe assets concerned.

The economic lives used are as follows:

Years
Distribution mains - 60
Distribution services - 35
Distribution meters - 20
Office equipment and fixtures & fittings - 5

Debtors
Debtors are stated after provision has been madesigall debts considered doubtful of
collection.

Pensions

The company operates two defined contribution menschemes and costs are accounted for on
the basis of charging the pension costs over thegeéuring which the company will benefit
from the employee’s services.

Turnover
Turnover represents the invoiced value of goodplsegh during the year excluding value added
tax. Revenue from gas sales is recognised updvedgebf the product to the customer.

Deferred taxation

Deferred tax is recognised in respect of matenaing differences that have originated but not
reversed at the balance sheet date where transacticevents that result in an obligation to pay
more tax in the future or a right to pay less taxhie future have occurred at the balance sheet
date. Timing differences are differences betwéencompany’s taxable profit and its results as
stated in the financial statements. Deferred taetasand liabilities recognised have not been
discounted.

Foreign currencies

Transactions denominated in foreign currenciegrareslated at the exchange rate at the date of
the transaction. All assets and liabilities denated in foreign currencies are translated at the
rate of exchange ruling at the balance sheet d#ie.resulting gain or loss is dealt with in the
profit and loss account.

Stocks
Stock has been valued at the lower of cost andaadéisable value.

17
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1 Accounting policies (continued)

Government grants

The European Regional Development Grant relatesifsgzdly to capital expenditure on the
distribution pipeline and is treated as deferrembine which is then credited to the profit and
loss account over the related asset’s useful life.

Operating leases
Costs in respect of operating leases are chargedstmight line basis over the lease term.

Cash Long Term I ncentive Plan

The Kellen Group operates a long term incentiven ita certain key executives under which
the amounts receivable are dependent on the véltree &ellen Acquisitions Limited (KAL)
upon the sale of the KAL Group. This plan is trdads cash settled share-based in accordance
with the provisions of FRS 20 Share-based Paymemdsthe cost of the expected payment is
recognised over the expected period of the plan.

I nvestments
Investments held by the company in subsidiary ua#fergs are stated at cost less amounts
written off.

2 Analysis of turnover and profits
Turnover and profits relate to the company’s mattivity of gas distribution which is carried
out in Northern Ireland.

3 Net operating expenses
Net operating expenses were all considered to bengstrative expenses.

4  Operating profit

This is stated after charging/(crediting): 201C 200¢
£'000 £'000
Depreciation — owned assets 5,785 5,462
Licence amortisation 4,104 4,104
European Regional Development Grant release (34) (52)
Operating lease rentals 969 991
Auditors’ remuneration 14 14

18
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5

7

Employee information

The average number of persons employed by the aoyngincluding executive directors)

analysed by category during the period was asvislio

2010 2009
No No
Operational 79 70
Administration 37 36
116 106
The aggregate staff costs of these persons wefmioags:
2010 2009
£'000 £'000
Wages and salaries 4,256 3,812
Social security costs 527 443
Other pension costs 483 429
5,266 4,684
Directors’ remuneration
201(¢ 200¢
£000 £000
Emoluments 772 1,004
Amount receivable under long term incentive schemes 140 156
Company pension contributions 99 142
1,011 1,302
Details in respect of the highest paid directoraséollows:
201( 200¢
£000 £000
Emoluments 250 470
Amount receivable under long term incentive schemes 39 75
Company pension contributions 0 0
289 545
Interest payable and similar charges
201c¢ 200¢
£'000 £'000
Amounts payable on bank loans and overdrafts 969 91,21
Amounts payable on inter-company loans 15,435 11,603
Amounts payable on loan notes 0 0
Other 696 119
17,100 12,941

19
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8 Interest receivable and similar income

201c¢ 200¢
£'000 £'000
Amounts receivable on bank deposits 15 334
Amounts receivable on inter-company loans 337 1,357
352 1,691
9 Taxation charge
201( 200¢
£'000 £000
Current tax
UK corporation tax for the period 28 4,154
Adjustments relating to earlier years 31 2,177
Total current tax charge/(credit) 59 6,331
Deferred tax (see note 16)
Origination/reversal of timing differences 789 (1583
Effect of reduction in tax rate (583) 0
Adjustments relating to earlier years (31) (2,143)
Total deferred tax (credit)/charge 175 (3,778)
Total tax charge/(credit) 234 2,553
The current tax charge for the period is highenti{a009: higher) the standard
rate of corporation tax in the UK. The differenees explained below:
201( 200¢
£'000 £000
Current tax reconciliation
(Loss) on ordinary activities before tax (1,138) 250
Current tax at 28% (December 2009: 28%) (319) 1,261
Effects of:
Expenses not deductible for tax purposes 1,136 1,252
Capital allowances for period in excess of deptamia (789) 1,515
Adjustment relating to earlier years 31 2,182
Other timing differences 0 121
Total current tax charge/(credit) 59 6,331

The directors are not aware of any factors that haase a significant impact on the future tax

charge of the company.
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10 Tangible fixed assets

Office Furniture & Distribution Transmission
equipment fixtures system pipeline Total
£000 £000 £000 £000 £'000
Cost
At 1 January 2010 1,717 3,121 223,636 0 228,474
Additions 90 52 12,802 0 12,944
Disposals 0 0 (76) 0 (76)
At 31 December 2010 1,807 3,173 236,362 0 241,342
Depreciation
At 1 January 2010 1,709 1,491 35,690 0 38,890
Charge for the year 104 141 5,540 0 5,785
Disposals 0 0 (32) 0 (32)
At 31 December 2010 1,813 1,632 41,198 0 44,643
Net book value
At 31 December 2009 8 1,630 187,946 0 189,584
At 31 December 2010 (6) 1,541 195,164 0 196,699
11 Intangible fixed assets
Licence fee Total
£'000 £'000
Cost
At 1 January 2010 164,167 164,167
Additions 0 0
Disposals 0 0
At 31 December 2010 164,167 164,167
Amortisation
At 1 January 2010 8,208 8,208
Charge for the year 4,104 4,104
Disposals 0 0
At 31 December 2010 12,312 12,312
Net book value
At 31 December 2009 155,959 155,959
At 31 December 2010 151,855 151,855
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12

13

14

15

Investments

Shares in subsidiary undertakings £'000 £'000
Cost and net book value at 1 January 50 0
Acquisition 0 50
Cost and net book value at 31 December 50 50

The company has an ordinary share investmenténfalfowing company as at 31 Dec 2010

Company name Holding Country of Activity
incorporation
Phoenix Natural Gas Finance plc 100%  Great Britain note (i)

Note (i) In 2009 the company acquired the entire sharitatagf Phoenix Natural Gas Finance
plc, a company set up to raise funds through a heswk to support the long term financing

requirements of the company.

Stock
2010 2009
£'000 £'000
Stock of spares and meters 1,091 804
Debtors
2010 2009
£'000 £'000
Amounts falling due within one year
Trade debtors 217 142
Amounts owed by parent company 1,573 3,989
Amounts owed by fellow subsidiary undertakings 24,46 14,468
Other debtors 781 744
Prepayments and accrued income 7,380 7,373
32,418 26,716
Creditors
2010 2009
£'000 £'000
Amounts falling due within one year
Trade creditors 1,837 2,129
Amounts owed to parent company 30 6,414
Amounts owed to fellow subsidiary undertakings 2940 268,562
Other creditors 11,610 10023
Corporation tax 0 0
Accruals and deferred income 33,085 16,617
325,656 303,745
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16 Creditors

2010 2009
£'000 £'000
Amounts falling due between one and two years
Bank Loan 0 0
0 0
Amounts falling due between two and five years
Bank Loan 0 5,000
0 5,000

= During the prior year the company’s existing borirggwvere refinanced through the issue
of a bond held by Phoenix Natural Gas FinanceTite amounts falling due between two
and five years relate to new 3 year bank borrowtagen out separately by the company to
finance future capital expenditure and working tapiequirements.

= The company’s borrowings are denominated in sgrlin
= The fair value of financial assets and liabilitiethe same as book value

= The bonds issued by its subsidiary, Phoenix Naf@es Finance plc,. are guaranteed by
Phoenix Natural Gas (PNG) and Phoenix Distributimidings (PDHL) whilst the bank
debt facilities entered into by PNG are also guiaechby PDHL. The PDHL guarantees are
supported by security over PDHL'’s assets, printjpgtiares in PNG and an assignment of
undertakings from the investors in Kellen Investtadrimited (KIL) to PDHL supported
by their shares in KIL.

17 Provisions for liabilities and charges

2010 2009
£'000 £000

Deferred taxation
Accelerated capital allowances 16,826 16,626
Short term timing differences (1,075) (1,050)
15,751 15,576
Deferred tax liability £000 £'000
At 1 January 2010 15,576 19,354
(Credited)/Charged to profit and loss account 175 J13)
Transfer from fellow subsidiary on transfer of esis 0 0
At 31 December 2010 15,751 15,576
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18 Deferred income

£'000
ERDF grant received
At 1 January 2010 2,548
Credit to profit and loss account (34)
At 31 December 2010 2,514
19 Called up share capital
2010 2009
£ £
Allotted and fully paid:
Ordinary shares of £1 each 54,681,891 54,681,891

During the prior year 54,681,889 ordinary shareSloéach were issued as part of the
refinancing of the group.

20 Reconciliation of movements in reserves

2010 2009
£'000 £'000
At 1 January 2010 (3,752) (5,701)
(Loss)/Profit for the financial year (1,372) 1,949
Revenue reserves carried forward (5,124) (3,752)
21 Reconciliation of movements in shareholders’ fuds
2010 2009
£'000 £'000
Opening shareholders' funds/(deficit) 50,930 (5,701)
Ordinary share capital issued 0 54,682
(Loss)/Profit for the financial year (1,372) 1,949
Closing shareholders' funds 49,558 50,930

22 Pension commitments

There are two pension schemes available to empdayfethe company:

a. Group Personal Pension Scheme A — this is a defiedribution scheme set up to
accommodate members transferring from the Water paoims’ Pension Scheme.
Enhanced employer contributions are made so akgio farecast benefits with those that
would otherwise have accrued under the defined fiiekéater Companies’ Pension
scheme. Separate life assurance is provided ard lpaihe company for all of these
employees.

b. Group Personal Pension Scheme B — this is a defmoatiibution scheme which the
company contributes directly towards. Separagedgsurance is provided and paid by the
company for all of these employees.

The total contributions to the above schemes duhiagrear were £483,533 (2009:£429,506).
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Capital commitments

2010 2009
£'000 £'000
Capital expenditure
Contracted for but not provided 2,966 4,586

Contingent liabilities
At 31 December 2010 the company had no continggitities (31 December 2009: £nil).

Financial commitments
At 31 December 2010 the company had annual commisnender non-cancellable operating

leases expiring as follows:

Motor Motor
Vehicles Vehicles Property Property
2010 2009 2010 2009
£'000 £000 £'000 £000
Within one year 56 12 0 0
Within two to five years 470 459 0 0
After five years 0 0 520 520
526 471 520 520

Related party disclosures

As the company is a wholly owned subsidiary of l& idcorporated company advantage has
been taken of the exemption contained in FRS &malisclose transactions or balances with
entities which form part of the group (or investeéshe group qualifying as related parties).

Ultimate controlling party

The immediate parent company and controlling comipgnPhoenix Distribution Holdings
Limited, a company incorporated in England, witlgiseered office address 5 New Street
Square, London EC4A 3TW.

Kellen Investments Limited, (a subsidiary of Car@elpital 1l Sarl), is the parent company of
the largest group of companies of which PhoenixuNdtGas Limited is a member and for
which group accounts are drawn up, copies of whahbe obtained from the address above.

The directors regard TFCP Holdings Limited, a conypeegistered in Guernsey, to be the
ultimate parent company and controlling party.

25



Phoenix Natural Gas Limited
Directors’ Report and Financial Statements
Year ended 31 December 2011

Company number: NI 32809



Phoenix Natural Gas Limited

Directors’ Report and Financial Statements
Year ended 31 December 2011

Table of contents

Page
Directors and other informati 3
Directors’ repot 4-10
Statement of directors’ responsibilit 11
Independent auditors’ rep 12-13
Profit and loss accou 14
Statement of total recognised gains and I¢ 15
Balance she 16
Notes forming part of the financial statem: 17-26



Phoenix Natural Gas Limited

Directors’ Report and Financial Statements
Year ended 31 December 2011

Directors and other information

Directors

Secretary

Auditors

Bankers

Solicitors

Registered office

Company registration number

A J Pollock
| R Bell

P Ritson

D Russell
R Fulton

W F M McKinstry

KPMG

17/25 College Square East
Belfast

BT1 6DH

Northern Bank
Donegall Square West
Belfast

BT1 6JS

The Royal Bank of Scotland plc
135 Bishopsgate

London

EC2M 3UR

Pinsent Masons
Arnott House
12-16 Bridge Street
Belfast

BT1 1LS

197 Airport Road West
Belfast
BT3 9ED

NI 32809



Phoenix Natural Gas Limited

Directors’ Report and Financial Statements
Year ended 31 December 2011

Directors’ report

The directors present their report and the auditechcial statements for
the year ended 31 December 2011

Principal activities

The company (PNG) is the owner and operator oflitence for the

distribution network in the Greater Belfast andrieaareas of Northern
Ireland. PNG is responsible for the developmerthefpipeline network.

It also provides a 24/7 operational and transportegervice platform to
gas suppliers under the rules of the company’s orétwode.

The network currently extends to 3,148 kilometrdsintermediate,
medium and low pressure mains, which distributernadhtgas throughout
the licence area, representing around 50% of tipallpton of Northern
Ireland.

The company manages the construction and operattibre network and
is also responsible for the development of the etairk Greater Belfast;
already some 148,000 customers have been conrtected natural gas
network in the 15 years since natural gas firstabex available in
Northern Ireland.

The business is regulated under licence by the hdort Ireland
Authority for Utility Regulation (NIAUR).

Review of business and future developments

PNG was originally established under a licence tghin 1996 but the
business was transferred into a new subsidiargditithte the sale of the
transmission business to Northern Ireland Energididgs (NIEH) on
31st March 2008.

The business is partially funded by £275m of 5.5%ds issued in 2009
and repayable in 2017 by its subsidiary PhoeniuhéiGas Finance plc,
guaranteed by both Phoenix Natural Gas Limited isdntermediate
holding company Phoenix Distribution Holdings Liedt These bonds
were rated BBB+ by Fitch and Baa2 by Moody'’s.

In addition the company took the opportunity tdinance its £60m bank
facilities during the year in order to financefiture capital expenditure
and working capital requirements over the nextdlyears.

Growth and Investment

Turnover of £39.2m in 2011 was £0.3m lower thant tim 2010,
generated mainly through the application of pulg&hconveyance
charges to all gas distribution system users baseithe volume of gas
conveyed in the year. Charges are set annuallywaree of the year
(inclusive of an estimate of any surplus/defiotrfr the previous year) in
order to recover the maximum allowed income forhegear as detailed
within PNG’s 5-year Price Control ending on 31stcBaber 2011, as
previously determined by NIAUR.
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PNG'’s allowable regulated income is profiled to @36 as to provide a
flat real price per therm to customers in line wattpected growth in the
business across that period and deliver a returallowable costs of
7.5% real to 2016 with return beyond 2016 beingjestilio review by

NIAUR as part of future price controls. In additi@amy differences
between allowable regulated income and actual iecam carried

forward as a ‘Z’ balance at the end of each yedrallowable regulated
income adjusted as appropriate in subsequent years.

Actual income generated was lower than the regulaitetermined’

level for 2011 however this reflected the returragbroportion of over-
recovered income (Z) to customers from previoussre@onsequently
the level of ‘Z’ brought forward into 2011 of £5.0has reduced to
£2.4m by the end of the year. The balance remainiitigbe carried

forward and returned to all system users throughetoconveyance
charges in subsequent years.

117.3 million therms (mt) of natural gas was tramigd through the
network, 10.7mt less than 2010. Volumes are estich& have been
lower than forecast by 7.2mt because average teyyes across the
year were 0.4 degrees centigrade warmer than tfeabaverage, most
notably in the final quarter. This compares to 20&@&n volumes were
an estimated 14.4mt higher than forecast as atresulemperatures
being exceptionally cold relative to historic avgza.

Demand in the large industrial & commercial se¢tbose burning more
than 25,000 therms per annum) fell by 2.4mt, larghlie to reduced
consumption in temperature sensitive sites. Otlsgr\demand continues
to be influenced by the economic pressures on bssigustomers and
the continued focus on energy efficiency and emvirental initiatives.
Elsewhere, throughput in the domestic and smalletustrial &
commercial sectors fell by 8.3mt, with lower demainven by warmer
weather relative to 2010 offset to some extent G{taa increase in the
number of customers connected to the network antedoad growth
within existing users.

Operating profits of £14.0m were £1.7m lower tha2010 as a result of
a slight reduction in distribution income togetheith an expected

increase in operating costs, which is reflectivehaf growth in the size
of the network. Actual operating costs in PNG amnitored closely in

real terms against the levels determined by NIAURiInd the price

control reviews. Whilst the implication of growth the business is that
costs will increase each year, this has been pprbiset in 2011 by the

business delivering ongoing efficiency improvements

PNG invested a further £12.3m in capital expenditduring 2011,
constructing 57km of new network and connectind.9,Mew customers.
By year-end, PNG had 3,148km of network in opemtimaking gas
available to 291,855 premises in its licence angid, a total of 148,474
(51%) already connected.
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Operations and regulation

The company met all published standards of custos®wice, as
measured independently by the Consumer CounciNtwthern Ireland
(CCNI) and the NIAUR. In the key areas of connegtirew customers
and attending Public Reported Escapes, targets exeezded.

During 2011, the distribution network continued dperate without
major incident. No interruptions have occurredite distribution of gas
due to capacity constraints on the PNG networkudfinout the years
2006 to 2011.

A ‘peak day’ for demand of 19.9 GWH was recorded26th January
2011, which compares to the 2010 ‘peak day’ of ZZ2VMH. However it
should be noted that in 2010 throughput on thikmlzey was driven by
exceptionally low temperatures (-10.1 degrees geade) compared to
the temperatures during the 2011 peak day of -4g@ews centigrade.

PNG, on behalf of the Group, was recognised focdtstribution to the
environment by being awarded 1st quintile accrédita in the
prestigious Arena Network Annual Environmental Adsgrwhich means
that the Group’s performance is recognised as ebaynpwhen
benchmarked against other organisations throughlouthern Ireland.
PNG’s ongoing operational procedures in the ardasneironmental
performance and occupational health and safety wesfirmed by
successfully retaining accreditations of both 11001 and 18001.

During 2011 the company progressed with its prioetol review with
NIAUR, which is required in order to determine thkowable capital,
operating expenditure and income for the period22012013 inclusive.

In August 2011 NIAUR issued its draft proposals athias well as
indicating their view on allowable costs, also ymestedly included a
proposal to retrospectively remove a proportion tbé company’'s
regulated asset base referred to within its licemeelotal Regulatory
Value (TRV). NIAUR proposed that although the twartes had
reached a comprehensive value sharing agreementhéobenefit of
customers in 2006 and subsequently included asqba2007 licence
amendments, they were now looking to share furthaiue with

customers through a retrospective reopening of Apeeement and a
retrospective adjustment to the TRV which was dedifwithin the

Licence in 2007.

The company responded to NIAUR’s statutory pubbiosultation of its
draft position by registering its strong oppositiom such proposals,
clearly laying its rationale for taking such a piasi and confirming that
it would be unable to accept such proposals if adsas a final
determination.
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In January 2012 NIAUR issued its final price cohtreview
determination and also a proposed licence modificab implement the
adjustment to the TRV. On the 6th February 2012cthrapany rejected
the price control review determination and the TiR¥nce modification
issued by the NIAUR.

As no agreement could be reached between the comgrah NIAUR
over the Price Control proposals NIAUR made a ssfee to the
Competition Commission on the 28th March 2012. Twmpetition
Commission has a period of six months (which cdoddextended if
required by a further six months) to issue its sieai in respect to the
Price Control determination that should apply ® ¢bmpany.

Gas on Gas Competition

PNG has been instrumental in ensuring the necessgtems and
processes are in place to ensure that competdiothé supply of natural
gas to customers across all market sectors in &ré&aslfast is now in
place, with the project to facilitate competitionithvin the ‘Pay As you
GO0’ metering sector coming on-stream as plannétligust 2011.

Currently six suppliers hold licences for the syppf natural gas in the
Phoenix Licence area however only four actually pied gas to
customers during 2011, with only firmus energy d@fltbenix Supply
Limited actually engaged in competition within tld®mestic tariff
market at present.

Market Overview and Outlook
PNG has developed its market into four distincttaac (NIHE, New
Build, Owner Occupied and 1&C) each with its owmeynic.

The Northern Ireland Housing Executive (NIHE) ig thody responsible
for all of Northern Ireland’s public housing. Ovidre last sixteen years
PNG has been involved in assisting NIHE to developating
replacement programs which were aligned to the Idpweent of the
natural gas infrastructure. With a high proportioh available NIHE
properties having already connected to natural gespumber of new
connections in this sector is expected to reduogesgdat in forthcoming
years from historic levels.

Within the new build housing market, gas is nowainably the fuel of
choice and therefore PNG’s activity is highly depent on the state of
the housing market. 2011 saw a continued slowdawarciivity, both in
terms of house sales as well as new housing scheamisg up, with the
majority of schemes that were completed being dgezl on the back of
public sector funding by Housing Associations. tha large number
of private sector developers have ceased tradingcient years, PNG has
seen a more hopeful build-up in 2011 of reworkexhping applications
coming forward for design. Some of these are dustomence in 2012
with developers approaching these constructioreptsjon a much more
conservative basis than in the past to reduceftashimplications. PNG
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is well positioned to provide natural gas to allwnleousing projects in
Greater Belfast during 2012 and beyond, once thekehaconditions
become more favourable.

In the owner occupied sector PNG has met its lieeolligations in
respect to its network development plan’ and tloeeef further
investment in established private residential aisdgely to be more
limited going forward. Connections in 2011 havensfigantly benefitted
from the accumulated effect of a number of factewsh as: the cold
weather at the end of 2010 which forced many custsrimto replacing
their existing boilers and converting to gas inlye&011; the sustained
high cost of oil relative to gas particularly iretfirst half of 2011, the
increase in gas marketing activities both diredily PNG and also
indirectly from new gas suppliers entering the reéitkereby stimulating
demand throughout the past year. In addition weealkse sales has
provided an added stimulus to the home improvenmeatket, with
upgrading of central heating systems recognisedorasiding both
immediate lifestyle and other benefits as well ddireg value to a home
in the longer term.

In 2012 PNG plans to invest in a further 55km ofvndistribution
network to bring the opportunity of natural gas aofurther 5,400
potential new customers across all sectors as aslextending our
network in the South East of our licence area tiidié.

PNG has established a wide network of gas relatsthbsses such as
manufacturers, distributors, merchants, retailemnd installers,
throughout its licence area. This network focugesneeting the needs of
new gas users and developing incentives and offerencourage
customers to switch to natural gas. Through ouroomyg relationship
with Government agencies, PNG will maximise consuopportunities
provided by Government funded schemes, such asmMdomes’,
“Cosy Homes”, “Healthy Homes”, “Snug Plus” — whiahe designed to
lift households out of fuel poverty by supplyingr@dern and efficient
natural gas heating system. PNG continues to Ithéyorthern Ireland
Assembly to introduce a government funded ‘Boilera&ppage’ scheme
similar to the scheme which has been made availaiheén other parts
of UK.

Principal risks and uncertainties

From the perspective of the company, the principsks and
uncertainties are integrated with the principatsisf Kellen Investments
Limited. Accordingly the principal risks and unaarties are discussed
in the annual report and accounts of Kellen Invesii® Limited, which
does not form part of this report.

Key Performance I ndicators

The company’s directors are of the opinion thatysis using turnover,
gross profit, operating profit and net assets asiged in the financial
statements is sufficient to understand the devedopnperformance and
position of the business.
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Results and dividends
The loss for the financial year is £1,332k (2016ssl £1,372k). No
dividend is recommended.

Political and charitable donations
The company made charitable donations amounting§28218 during
the year (2010: £21,177).

Directors and their interests
The directors who served during the period are shompage 3.

Employment policies
Equal Opportunities
The company is committed to a proactive approagiramoting equality
of opportunity. The company ensures that it operttiely and equitably
in its dealings with employees and prospective eyg#s. The company
is opposed to all forms of unlawful and unfair disgnation. The
company ensures through all of its personnel padicipractices and
procedures that employment, training and promadigportunities within
the company provide employment equality to algspective of:

e Gender, marital or family status

o Religious belief or political opinion
Disability
Nationality, race or ethnic origin
Sexual orientation
Age

Disability

The company has taken active steps to implement Disability
Discrimination Act. It is Company policy to providpeople with
disabilities equal opportunities for employmentaiting and career
development, having regard to aptitude and abiityy member of staff
who becomes disabled during employment is giverst@asge and
retraining where possible.

Employee Participation

Within the bounds of commercial confidentiality, farmation is
disseminated to all levels of staff about matthet &iffect progress of the
company and are of interest and concern to theemgsoyees, thereby
encouraging their involvement in the group’s pearfance.

Policy and practice on payment of creditors

The company is a registered supporter of the B&syment Practice
Group’s ‘Better Payment Practice Code’ to whichsutbscribes when
dealing with all of its suppliers. Copies of thet®r Payment Practice
Group’s code are available from the Departmentrafi€ & Industry.
Trade creditors at the year end represented 23(88¢9: 21 days). Itis
the company’s policy in respect of all suppliersatgree payment terms
in advance of the supply of goods and to adhetledse payment terms.
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Post Balance Sheet Event

On 16th May 2012, Phoenix Energy Holdings Limitd&REHL), the
holding company of PDHL, announced that it had remteinto an
agreement to sell 100% of the share capital of Bdtbenix Supply
Limited and Phoenix Energy Limited, to SSE plc, othlgh its
subsidiaries Airtricity (Energy Supply) Northerrelland Limited & its
Republic of Ireland-registered subsidiary Airtrycltimited for £19.1m
excluding working capital adjustments.

With the necessary approval by the Irish Competiaithority having
been granted the sale is expected to be complategthdiune 2012.

As part of the sale, the existing loan arrangenittveen Phoenix
Natural Gas Limited and Phoenix Supply Limited vl repaid in full.

Disclosure of information to auditors

The directors who held office at the date of applaf this directors’
report confirm that, so far as they are each awheee is no relevant
audit information of which the company’s auditore anaware; and
each director has taken all the steps that theytoieghave taken as a
director to make themselves aware of any relevadit anformation and
to establish that the company’s auditors are awhitgat information.

Auditors

Pursuant to Section 487 of the Companies Act 20@5auditors will be
deemed to be reappointed and KPMG will thereforginae in office.

By order of the board

P Ritson
Director

Date: 22™ June 2012

10



Phoenix Natural Gas Limited

Directors’ Report and Financial Statements
Year ended 31 December 2011

Statement of directors’ responsibilities

The directors are responsible for preparing the®aors’ Report and the
financial statements in accordance with applicéleand regulations.

Company law requires the directors to prepare firdrstatements for
each financial year. Under that law the directagehelected to prepare
the financial statements in accordance with UK Agting Standards
and applicable law (UK Generally Accepted Accougitifractice).

Under company law the directors must not approve timancial
statements unless they are satisfied that theyagivee and fair view of
the state of affairs of the company and of the iprof loss of the
company for that period.

In preparing these financial statements, the direcire required to:
m select suitable accounting policies and then aty@yn consistently;
m  make judgements and estimates that are reasonabl@adent;

m state whether applicable accounting standards baea followed,
subject to any material departures disclosed amiamed in the
financial statements;

m prepare the financial statements on the going cangasis unless it
is inappropriate to presume that the company wihtmue in
business.

The directors are responsible for keeping adegaateunting records
that are sufficient to show and explain the compamansactions and
disclose with reasonable accuracy at any time ien€ial position of
the company and to enable them to ensure thatinbadal statements
comply with the Companies Act 2006. They have gamesponsibility
for taking such steps as are reasonably open ta tbesafeguard the
assets of the company and to prevent and detead feand other
irregularities.

The directors are responsible for the maintenamck iategrity of the
corporate and financial information included in t@mpany’s website.

Legislation in the UK governing the preparation afisisemination of
financial statements may differ from legislatioroither jurisdictions.

On behalf of the board

A Pollock Date: 22" June 2012
Director

11
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Independent auditors’ report

We have audited the financial statements of PhoBiaitural Gas Limited for the year ended 31
December 2011 which comprise the profit and log®at, the statement of total recognised gains
and loss, the balance sheet and the related notes.financial reporting framework that has been
applied in their preparation is applicable law adH Accounting Standards (UK Generally
Accepted Accounting Practice).

This report is made solely to the company's memlzers body, in accordance with Chapter 3 of
Part 16 of the Companies Act 2006. Our audit waak been undertaken so that we might state to
the company's members those matters we are redoiisdte to them in an auditor's report and for
no other purpose. To the fullest extent permittedalv, we do not accept or assume responsibility
to anyone other than the company and the compargrsbers, as a body, for our audit work, for
this report, or for the opinions we have formed.

Respective responsibilities of directors and audito

As explained more fully in the Directors’ Respoiigibs Statement set out on page 11, the
directors are responsible for the preparation effthancial statements and for being satisfied that
they give a true and fair view. Our responsibilgyo audit, and express an opinion on, the fire@nci
statements in accordance with applicable law aneriational Standards on Auditing (UK and
Ireland). Those standards require us to comply thieéhAuditing Practices Board's (APB's) Ethical
Standards for Auditors.

Scope of the audit of the financial statements

A description of the scope of an audit of finangtltements is provided on the APB's website at
www.frc.org.uk/apb/scope/private.cfm

Opinion on financial statements
In our opinion the financial statements:

= give a true and fair view of the state of the comymaffairs as at 31 December 2011 and of its
loss for the year then ended,;

= have been properly prepared in accordance with @ike@lly Accepted Accounting Practice;
and

= have been prepared in accordance with the requirtsnoé the Companies Act 2006.
Opinion on other matter prescribed by the Companiegict 2006

In our opinion the information given in the DirexdbReport for the financial year for which the
financial statements are prepared is consisteht twé financial statements.

12
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Matters on which we are required to report by excepon

We have nothing to report in respect of the follogvmatters where the Companies Act 2006
requires us to report to you if, in our opinion:

= adequate accounting records have not been kemturns adequate for our audit have not been
received from branches not visited by us; or

= the financial statements are not in agreement théraccounting records and returns; or
= certain disclosures of directors' remuneration ifigecby law are not made; or
= we have not received all the information and exglimms we require for our audit.

Jon D’Arcy (Senior Statutory Auditor)

for and on behalf of KPMG, Statutory Auditor
Chartered Accountants

Stokes House

17-25 College Square East

Belfast

BT1 6DH

Date: 229 June 2012

13



Phoenix Natural Gas Limited

Directors’ Report and Financial Statements
Year ended 31 December 2011

Profit and loss account

Note 2011 201cC
£000 £000
Turnover 2 39,177 39,529
Cost of sales (9) 0
Gross profit 39,168 39,529
Net operating expenses 3 (25,136) (23,875)
Operating profit 4 14,032 15,654
Loss on sale of fixed asset (88) (44)
Interest payable and similar charges 7 (16,141) (17,100)
Interest receivable and similar income 8 246 352
(Loss) on ordinary activities before taxation (1,951 (1,138)
Taxation 9 619 (234)
(Loss) for the financial year 19 (1,332) (1,372)

A statement of movements on reserves is given e N8.

The notes on pages 17 to 26 form part of thesedinhstatements.

All of the results of the company derive from coming operations.

There is no material difference between the comigamegults as reported and on a historical cost

basis. Accordingly, no note of historical cost io&nd losses has been reported.
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Statement of total recognised gains and losses

2011 2010

£'000 £000
(Loss) for the financial year (1,332) (1,372)
Total recognised (Loss) since last report (1,332) @r2)

The notes on pages 17 to 26 form part of thesedinhstatements.
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Balance sheet

Note 2011 2010
£000 £'000
Fixed assets
Tangible assets 10 202,778 196,699
Intangible assets 11 147,750 151,855
Investments 12 50 50
350,578 348,604
Current assets
Stocks 13 1,053 1,091
Debtors: Amounts falling due within one year 14 60,606 32,418
Debtors: Amounts falling due after one year 14 0 0
Cash at bank and in hand 4,044 11,366
Total current assets 65,703 44 875
Creditors: Amounts falling due within one year 15 (339,284) (325,656)
Net current liabilities (273,581) (280,781)
Total assets less current liabilities 76,997 67,823
Creditors: Amounts falling due after one year 15 (10,000) 0
Provisions for liabilities and charges 16 (16,308) (15,751)
Deferred income 17 (2,463) (2,514)
Net Assets 48,226 49,558
Capital and reserves
Called up share capital - ordinary 18 54,682 54,682
Profit and loss account 19 (6,456) (5,124)
Equity shareholders’ funds 20 48,226 49,558

On behalf of the board of directors

P Ritson
Director

Company registration number: NI 32809

Date: 22" June 2012

The notes on pages 17 to 26 form part of thesainhstatements.
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Notes forming part of the financial statements

1

Accounting policies

These financial statements are prepared on theggmncern basis under the historical cost
convention and in accordance with the Companies 2006 and applicable accounting
standards. The principal accounting policies at®gebelow.

Basis of preparation

The company is exempt by virtue of the Companies 28006 from the requirement to prepare
group financial statements on the grounds thategsilts are included in the group accounts of
Kellen Investments Limited which are publicly awdile. These financial statements present
information about the company as an individual utadéng and not about its group.

Going concern

The company's business activities, together witle factors likely to affect its future
development and position, are set out in the Bgsim®eview section of the Directors’ Report
on pages 4 to 10.

The company and its immediate parent company, ritkdeistribution Holdings Ltd., are
guarantors to £275m of 5.5% bonds issued by thepaawis subsidiary, Phoenix Natural Gas
Finance plc (PNGF) which are due for redemptio20d7. The Bond proceeds were loaned to
the company to facilitate reorganisation of intenpany arrangements and thereby repay
existing debt providers across the Kellen Group.

The company has also refinanced its £60m banktfator a further 3 years in 2011. This is
guaranteed by PDHL and has been put in place @nd@ future capital expenditure and
working capital requirements of the company andiffliate, Phoenix Supply Limited.

The PDHL Group (PDHL, PNGF & the company) is expddo continue to generate positive
cash flows for the foreseeable future after setéisigle interest payable under its intercompany
loan from PNGF to facilitate interest payable untter PNGF Bonds and resources available to
it under its banking arrangements.

The PDHL Group forecasts and projections, takingoant of reasonable levels of possible
changes in trading performance, show that it isabspof operating well within the level of its
current facilities and also meet all its covenaofuirements until they mature.

As a result of the above the directors considapfiropriate to prepare the financial statements
on a going concern basis.

Revenue recognition

Turnover represents the invoiced value of googpked during the year excluding value added
tax and intra group sales. Revenue includes assisgent of transportation services supplied to
customers between the date of the last invoicdlamgear end.

Where revenue received or receivable exceeds thémmm amount permitted by regulatory
agreement and adjustments will be made to futuieeprto reflect this over recovery, no
liability is recognised as such an adjustment torf prices relates to the provision of future
services.

Similarly no asset is recognised where a regulaagreement permits adjustments to be made
to future prices in respect of an under recovery.

Cash flow statement

In accordance with Financial Reporting Standard1Ndhe company is exempt from the
requirement to present a cash flow statement ogrbends that a parent undertaking includes
the company in its own published consolidated fai@statements.
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1 Accounting policies (continued)

I ntangible assets

The distribution licence is eliminated by amortigatthrough the profit and loss account over
its useful economic life. The useful economic IdEthe asset shown in Note 11 has been
estimated by the directors at forty years. FRS GOddwill and Intangible Assets” requires
goodwill to be accounted for as an asset and aseortiver its useful economic life.

Tangible fixed assets

The cost of tangible fixed assets is their purchasst, together with any incidental costs of
acquisition. Depreciation is calculated so as tibewoff the cost of tangible fixed assets, less
their estimated residual values, on a straight basis, beginning with the year following
expenditure, over the expected useful economis lofehe assets concerned.

The economic lives used are as follows:

Years
Distribution mains - 60
Distribution services - 35
Distribution meters - 20
Office equipment and fixtures & fittings - 5

Debtors
Debtors are stated after provision has been madesigall debts considered doubtful of
collection.

Pensions

The company operates two defined contribution menschemes and costs are accounted for on
the basis of charging the pension costs over thegeéuring which the company will benefit
from the employee’s services.

Turnover
Turnover represents the invoiced value of goodplsegh during the year excluding value added
tax. Revenue from gas sales is recognised updvedgebf the product to the customer.

Deferred taxation

Deferred tax is recognised in respect of matenaing differences that have originated but not
reversed at the balance sheet date where transacticevents that result in an obligation to pay
more tax in the future or a right to pay less taxhe future have occurred at the balance sheet
date. Timing differences are differences betwéencompany’s taxable profit and its results as
stated in the financial statements. Deferred taetasand liabilities recognised have not been
discounted.

Foreign currencies

Transactions denominated in foreign currenciegrareslated at the exchange rate at the date of
the transaction. All assets and liabilities denated in foreign currencies are translated at the
rate of exchange ruling at the balance sheet d#ie.resulting gain or loss is dealt with in the
profit and loss account.

Stocks
Stock has been valued at the lower of cost andaadéisable value.
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1 Accounting policies (continued)

Government grants

The European Regional Development Grant relatesifsgzdly to capital expenditure on the
distribution pipeline and is treated as deferrembine which is then credited to the profit and
loss account over the related asset’s useful life.

Operating leases
Costs in respect of operating leases are chargedstmight line basis over the lease term.

Cash Long Term I ncentive Plan

The Kellen Group operates a long term incentiven ita certain key executives under which
the amounts receivable are dependent on the vakellen Acquisitions Limited (KAL) upon
the sale of the KAL Group. This plan is treateccash settled share-based in accordance with
the provisions of FRS 20 Share-based Payments fnddst of the expected payment is
recognised over the expected period of the plan.

I nvestments
Investments held by the company in subsidiary ua#fergs are stated at cost less amounts
written off.

2 Analysis of turnover and profits
Turnover and profits relate to the company’s mattivity of gas distribution which is carried
out in Northern Ireland.

3 Net operating expenses
Net operating expenses were all considered to bengstrative expenses.

4  Operating profit

This is stated after charging/(crediting): 2011 201c¢
£'000 £'000
Depreciation — owned assets 6,139 5,785
Licence amortisation 4,105 4,104
European Regional Development Grant release (51) (34)
Operating lease rentals 907 969
Auditors’ remuneration 12 14
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5

7

Employee information

The average number of persons employed by the aoyngincluding executive directors)

analysed by category during the period was asvislio

2011 2010
No No
Operational 77 79
Administration 41 37
118 116
The aggregate staff costs of these persons wefmioags:
2011 2010
£'000 £'000
Wages and salaries 4567 4,256
Social security costs 554 527
Other pension costs 437 483
5,558 5,266
Directors’ remuneration
2011 201c¢
£000 £000
Emoluments 414 772
Amount receivable under long term incentive schemes 84 140
Company pension contributions 88 99
586 1,011
Details in respect of the highest paid directoraséollows:
2011 201c¢
£000 £000
Emoluments 172 250
Amount receivable under long term incentive schemes 45 39
Company pension contributions 42 0
259 289
Interest payable and similar charges
2011 201c¢
£'000 £'000
Amounts payable on bank loans and overdrafts 633 969
Amounts payable on inter-company loans 14,914 15,435
Other 594 696
16,141 17,100
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8

Interest receivable and similar income

2011 201c¢
£'000 £'000
Amounts receivable on bank deposits 23 15
Amounts receivable on inter-company loans 223 337
246 352
Taxation charge
2011 201(
£'000 £000
Current tax
UK corporation tax for the period (1,176) 28
Adjustments relating to earlier years 0 31
Total current tax (credit)/charge (1,176) 59
Deferred tax (see note 16)
Origination/reversal of timing differences 1,781 789
Effect of reduction in tax rate (1,271) (583)
Adjustments relating to earlier years 47 (31)
Total deferred tax (credit)/charge 557 175
Total tax (credit)/charge (619) 234
The current tax charge for the period is lower tH{2010: higher) the standard
rate of corporation tax in the UK. The differenees explained below:
2011 201(
£'000 £000
Current tax reconciliation
(Loss) on ordinary activities before tax (1,951) @B1L
Current tax at 26.5% (December 2010: 28%) (517) (319)
Effects of:
Expenses not deductible for tax purposes 1,122 1,136
Capital allowances for period in excess of deptamia (1,861) (789)
Adjustment relating to earlier years 0 31
Other timing differences 80 0
Total current tax (credit)/charge (1,176) 59
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9 Taxation charge (continued)
Factorsthat may affect future tax charges.

Finance Act 2011 provided for the reduction in thain rate of corporation tax from 26% to
25% with effect from 1 April 2012.

On 22 March 2012, the Government announced ieniin to further reduce the main rate of
corporation tax to 24% with effect from 1 April 2D1vith future reductions of 1% each year
with the rate reducing to 22% by 1 April 2014. Treduction in the rate of corporation tax to
24% was enacted on 26 March 2012.

The deferred tax balances as at 31 December 284 lieen determined with reference to the
enacted corporation tax rate at that date of 25&ditectors are not aware of any factors that
may have a significant impact on the future taxghaf the company.

10 Tangible fixed assets

Office Furniture & Distribution Transmission
equipment fixtures system pipeline Total

£000 £000 £'000 £000 £000
Cost
At 1 January 2011 1,807 3,173 236,362 0 241,342
Additions 136 47 12,217 0 12,306
Disposals 0 0 (169) 0 (169)
At 31 December 2011 1,943 3,126 248,410 0 253,479
Depreciation
At 1 January 2011 1,813 1,632 41,198 0 44,643
Charge for the year 72 139 5,928 0 6,139
Disposals 0 0 (81) 0 (81)
At 31 December 2011 1,885 1,771 47,045 0 50,701
Net book value
At 31 December 2010 (6) 1,541 195,164 0 196,699
At 31 December 2011 58 1,355 201,365 0 202,778
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11 Intangible fixed assets
Licence fee Total
£'000 £'000
Cost
At 1 January 2011 164,167 164,167
Additions 0 0
Disposals 0 0
At 31 December 2011 164,167 164,167
Amortisation
At 1 January 2011 12,312 12,312
Charge for the year 4,105 4,105
Disposals 0 0
At 31 December 2011 16,417 16,417
Net book value
At 31 December 2010 151,855 151,855
At 31 December 2011 147,750 147,750
12 Investments
2011 2010
Shares in subsidiary undertakings £'000 £000
Cost and net book value at 1 January 50 50
Acquisition 0 0
Cost and net book value at 31 December 50 50
The company has an ordinary share investmenténfolfowing company as at 31 Dec 2011
Company name Holding Country of Activity
incorporation
Phoenix Natural Gas Finance plc 100%  Great Britain Financing Compar
13 Stock
2011 2010
£'000 £'000
Stock of spares and meters 1,053 1,091
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15

Debtors
2011 2010
£'000 £'000
Amounts falling due within one year
Trade debtors 161 217
Amounts owed by parent company 2,986 1,573
Amounts owed by fellow subsidiary undertakings 50,09 22,467
Other debtors 720 781
Prepayments and accrued income 6,649 7,380
60,606 32,418
Creditors
2011 2010
£'000 £'000
Amounts falling due within one year
Trade creditors 2,127 1,837
Amounts owed to parent company 5,034 30
Amounts owed to fellow subsidiary undertakings 36D,1 279,094
Other creditors 11,839 11,610
Corporation tax 0 0
Accruals and deferred income 18,134 33,085
339,284 325,656
Amounts falling due between one and two years
Bank Loan 0 0
0 0
Amounts falling due between two and five years
Bank Loan 10,000 0
10,000 0

= During 2009 the company’s existing borrowing wesnmanced through the issue of a bond
held by Phoenix Natural Gas Finance plc. The ansofalling due between two and five
years relate to bank borrowings renewed in 201Bfgears by the company to finance

future capital expenditure and working capital iegments.
The company’s borrowings are denominated in segrlin
The fair value of financial assets and liabilitiethe same as book value

The bonds issued by its subsidiary, Phoenix Naf@es Finance plc,. are guaranteed by
Phoenix Natural Gas (PNG) and Phoenix Distributimidings (PDHL) whilst the bank

debt facilities entered into by PNG are also guisechby PDHL. The PDHL guarantees are
supported by security over PDHL'’s assets, printjpgtiares in PNG and an assignment of
undertakings from the investors in Kellen Investtadrimited (KIL) to PDHL supported

by their shares in KIL.
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16

17

18

19

20

Provisions for liabilities and charges

2011 2010
£'000 £000
Deferred taxation
Accelerated capital allowances 17,337 16,826
Short term timing differences (1,029) (1,075)
16,308 15,751
Deferred tax liability £000 £'000
At 1 January 2011 15,751 15,576
Charged to profit and loss account 557 175
Transfer from fellow subsidiary on transfer of esis 0 0
At 31 December 2011 16,308 15,751
Deferred income
£'000
ERDF grant received
At 1 January 2011 2,514
Credit to profit and loss account (51)
At 31 December 2011 2,463
Called up share capital
2011 2010
£ £
Allotted and fully paid:
Ordinary shares of £1 each 54,681,891 54,681,891
Reconciliation of movements in reserves
2011 2010
£'000 £'000
At 1 January (5,124) (3,752)
(Loss)/Profit for the financial year (1,332) (1,372)
Revenue reserves carried forward (6,456) (5,124)
Reconciliation of movements in shareholders’ fuds
2011 2010
£'000 £'000
Opening shareholders' funds/(deficit) 49,558 50,930
(Loss)/Profit for the financial year (1,332) (1,372)
Closing shareholders' funds 48,226 49,558
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22

23

24

26

27

Pension commitments
There are two pension schemes available to empdayfethe company:

a. Group Personal Pension Scheme A — this is a defimedribution scheme set up to
accommodate members transferring from the Water paoimes’ Pension Scheme.
Enhanced employer contributions are made so akgto farecast benefits with those that
would otherwise have accrued under the defined fiieiéater Companies’ Pension
scheme. Separate life assurance is provided ard lpaihe company for all of these
employees.

b. Group Personal Pension Scheme B — this is a defmoatiibution scheme which the
company contributes directly towards. Separagedgsurance is provided and paid by the
company for all of these employees.

The total contributions to the above schemes duhiagrear were £436,541 (2010:£483,533).

Capital commitments

2011 2010
£000 £'000
Capital expenditure
Contracted for but not provided 3,028 2,966

Contingent liabilities
At 31 December 2011 the company had no continggitities (31 December 2010: £nil).

Financial commitments
At 31 December 2011 the company had annual commisnender non-cancellable operating
leases expiring as follows:

Vehicles Vehicles Property Property

2011 2010 2011 2010
£'000 £'000 £'000 £'000
Within one year 30 56 0 0
Within two to five years 475 470 520 0
After five years 0 0 0 520
505 526 520 520

Related party disclosures

As the company is a wholly owned subsidiary of l& idcorporated company advantage has
been taken of the exemption contained in FRS &malisclose transactions or balances with
entities which form part of the group (or investeéshe group qualifying as related parties).

Ultimate controlling party

The immediate parent company and controlling comipgnPhoenix Distribution Holdings
Limited, a company incorporated in England, witlgiseered office address 5 New Street
Square, London EC4A 3TW.

Kellen Investments Limited, (a subsidiary of Car@elpital 1l Sarl), is the parent company of
the largest group of companies of which PhoenixuNdtGas Limited is a member and for
which group accounts are drawn up, copies of wharhbe obtained from the address above.

The directors regard TFCP Capital Investments ldchiib be the ultimate parent company and
Guy Hands to be the ultimate controlling party.
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Directors’ report

The directors present their report and the auditechcial statements for
the year ended 31 December 2012

Principal activities

The company (PNG) is the owner and operator oflitence for the

distribution network in the Greater Belfast andieaareas of Northern
Ireland. The distribution business is responsibletiie development of
the pipeline network. It also provides a 24/7 operal and

transportation service platform to gas supplierdeurthe rules of the
company’s network code.

The network currently extends to 3,192 kilometrdsintermediate,
medium and low pressure mains, which distributenadtgas throughout
the licence area, representing around 40% of tipalpton of Northern
Ireland.

PNG manages the construction and operation of ¢éh&ank and is also
responsible for the development of the market irear Belfast

including the marketing of natural gas to new gassomers and the
related management and support associated witbroestup until point

of connection; already some 159,000 customers baea connected to
the natural gas network in the 16 years since abugas first became
available in Northern Ireland.

The business is natural monopoly and as such idatagl under licence
by the Northern Ireland Authority for Utility Reation (NIAUR)

Review of business and future developments

PNG was originally established under a licence tghin 1996 but the
business was transferred into a new subsidiargditithte the sale of the
business remaining, the transmission business, aah&fn Ireland

Energy Holdings (NIEH) on 31st March 2008

The business is partially financed by £275m of 5.béhds issued in
2009 and repayable in 2017 through its subsididryeRix Natural Gas
Finance plc., guaranteed by both Phoenix Natural Ganited and its
intermediate holding company Phoenix Distributiooldings Limited.
These bonds were rated BBB+ by Fitch and Baa2 bydys. In
addition in 2009 the company entered into £80m Hanckities for a 3-
year period in order to finance its future capégbenditure and working
capital requirements. These facilities have bed&seguently refinanced
in 2011 reducing the value of the facilities to B6@vith a maturity of
2014.

Growth and Investment

PNG Income of £45.1m in 2012 was £5.9m higher it in 2011,

generated mainly through the application of pulg&hconveyance
charges to all gas distribution system users, bagethe volume of gas
conveyed in the year. Charges are set annuallghiarece of the year
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(inclusive of an estimate of any surplus/defiotrfr the previous year) in
order to recover the maximum allowed income for heaear, as
determined by NIAUR as part of the price contraqass.

PNG's allowable regulated income is profiled to @36 as to provide a
flat real price per therm to customers in line wattpected growth in the
business across that period and deliver a returallowable costs of
7.5% real to 2016, with return beyond 2016 beinigjexi to review as
part of future price controls. In addition becal®¥¢G operate with an
‘income cap’, any differences between allowableutagd income and
actual income charged each year is carried forwaré correction
mechanism, referred to as a ‘Z' with allowable fdaged income
corrected by a compensating amount in subsequans.ye

In respect to allowed income for 2012, this wa®drined as part of the
PNGL12 Price Control process which was the sulgetite Competition
Commission (CC) referral in 2012. In the absencea dtletermined’
allowed income at the time distribution chargesendue to be published
(September 2011) for 2012, PNG agreed with the NRAId apply an
inflationary uplift to previous years income angd@sie no over recovery
brought forward. In practice, based on the outcate CC process,
allowed income was determined at £47.0m for 20223 higher than
the actual income that was actually charged irydae. However with an
over-recovery brought forward into 2012 (‘Z’) ameéung to £2.4m, the
net impact at the end of 2012 is that only a sriélllm ‘Z’ over
recovery remains. This will be carried forward aatuirned to all system
users through slightly lower conveyance chargesibsequent years.

128.7 million therms (mt) of natural gas was tramigd through the
network, 11.4mt more than 2012. Volumes are es@th&d have been
only marginally affected by weather in the year thg equivalent of
0.4mt) with average temperatures marginally colthan the five year
average. This compares to 2011 when volumes wedmmated to be
7.2mt lower as a result of temperatures being G.4%armer relative to
historic averages.

Demand in the large industrial & commercial se¢tbose burning more
than 25,000 therms per annum) increased by an a&siihl.Omt in the
year, with consumption benefitting at heating matsites by the
relatively colder weather in 2012 when compared®®il1. Otherwise
demand has been impacted by changes in produetvets| utilisation of
gas for Combined Heat and Power purposes and thteénaged focus on
energy efficiency and environmental initiatives deed on reducing
consumption.

Throughput in the domestic and smaller industriat@nmercial sectors
increased by 9.5mt compared to 2011, with highensemption

impacted by temperatures returning to average 2 20 comparison to
the previous year when weather was much warmer #wenage. In
addition 2012 consumption benefitted by an estichdtat through a 7%
increase in the number of users connected to ttveonie
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Operating profits of £15.9m were £1.9m higher thar2011 with the

£5.9m increase in distribution income being offsepart by a £4.0m

increase in operating costs, driven mainly by tleiser costs and
regulatory licence fees associated with the CortipetiCommission

process. It should be noted that the £1.35m ofsadwiosts awarded to
PNG by the Commission, the increased licence fessciated with the
the CC process incurred by NIAUR and the costhefCGC itself will be

passed through to customers in future prices.

Otherwise cost increases have been driven by niagkét incentive
costs associated to higher levels of new connectiamd growth in
maintenance and emergency response costs assowititddrger and a
slightly older network. Actual operating costs iN® are monitored
closely in real terms against the levels determimg®IAUR during the
price control reviews. Whilst the implication ofogvth in the business is
that costs will increase each year, this has beemfly offset in 2012 by
the business delivering ongoing efficiency improeers.

PNG invested a further £12.6m in capital expenditduring 2012,

constructing 44km of new network and connecting528, new

customers. By year-end, PNG had 3,192km of networkperation,

making gas available to 296,364 premises in ienked area, with a total
of 158,997 (54%) already connected.

Operations

PNG met all published standards of customer servése measured
independently by the Consumer Council for Northieetand (CCNI)

and the NIAUR. In the key areas of connecting newtamers and
attending public reported escapes, targets wereeebecl.

During 2012, the distribution network continued dperate without
major incident. No interruptions have occurredite distribution of gas
due to capacity constraints on the PNG networkudfinout the years
2006 to 2012.

Prior to the winter of 2012 four of Northern Ireth® strategic
infrastructure providers, BT, Northern Ireland Eteity, Northern

Ireland Water and PNG agreed a ‘mutual aid’ pratedach will ensure

that during exceptional events these critical istinacture providers will
work together to share assets and resources tquésHt restoration of
service for the greater good of the Northern Irélgropulation and
economy. The initiative was very much welcomed agractical

approach to prepare for emergencies by both thésdmresponsible for
energy and the Minister responsible for roads.

A ‘peak day’ for demand in the year of 19.9 GWH wesorded on 11th
December 2012, which is consistent with the 20Ehkxday’ which was
also 19.9 GWH. However it should be noted that tireda mean
temperature on the peak day in 2012 was 1.8°C, aogdpwith -1.9°C
on the 2011 peak day. The all-time peak day oecurr 2010 of 24.4
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GWH however this was driven by exceptionally lompeeratures
-10.1°C).

PNG, on behalf of the Group, was recognised focdtstribution to the
environment by being awarded 1st quintile accrédita in the
prestigious Arena Network Annual Environmental Adsgrwhich means
that the Group’s performance is classified as bewrgmplary when
benchmarked against other organisations throughiouthern Ireland.
PNG’s ongoing operational procedures in the ardasneironmental
performance and occupational health and safety wesfirmed by
successfully retaining accreditations of both 11001 and 18001.

Regulation

As a regulated distribution business, PNG is subjec periodic
(normally 5-yearly) price controls undertaken ts/négulatory authority
(NIAUR). PNG rejected the latest price control detimation issued by
NIAUR together with the related licence modificaisoproposed. As a
result the matter was referred to the Competitiom@ission for review
during 2012 and a full timeline of this procesgrisvided below:

Regulatory Price Control (PNGL12) — Timeline of ews

The PNGL12 price control was instigated by NIAUR a&mini’ two-
year review covering the period 2012 and 2013 rdeoto align PNG's
price control periods with that of firmus energgrfr 2014 onwards.

Sep-10 PNG submitted its actualisation submissavering the
three years from 2007 to 2009 to NIAUR.

Nov-10 PNG made its PNGL12 price control submis$mNIAUR,;
and detailed discussions between NIAUR and PNGestar
to enable NIAUR to determine the allowed revenuetlie
period 2012 to 2013.

Aug-11 NIAUR published its draft proposals for coltation which,
as well as indicating their view on allowable cpsts
unexpectedly included a proposal to retrospectivetjuce
by c.£80m PNG's regulated asset base referredttonats
licence as Total Regulatory Value (TRV).

Oct-11 PNG registered its strong opposition to NFR&J August
2011 draft proposals, clearly stating its rationaled
confirming that it would be unable to accept theali
determination, if this contained the retrospectigduction
to the TRV as proposed by NIAUR.

Jan-12 NIAUR published its final PNG12 price cohtro
determination and proposed a separate licence imatio
to implement the retrospective adjustment to th& TR
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Feb-12

Mar-12

Nov-12

Feb-13

Mar-13

On 6th February 2012 PNG issued a disapiplicaotice
rejecting NIAUR's final PNGL12 price control
determination and NIAUR's related licence modifioatto
implement the retrospective adjustment to the TRV.

On 28th March 2012 NIAUR made a referencelenn
Article 15 of the Gas (Northern Ireland) Order 1966&he
Competition Commission. The Competition Commission
had a period of six months (a two month extensias later
granted) to issue its final determination.

On 28th November 2012 the Competition Corsiois
issued its final determination. The Competition
Commission concluded that the NIAUR's c.£80m
adjustment was not in the public interest and tmy two
small adjustments to PNG’s TRV (£13.6 million irtatp
should be made. The Competition Commission’s
involvement in this process and its final deterrtiora
should provide the basis for a more stable regmlato
environment for Northern Ireland, which will bertefi
consumers and investors alike.

NIAUR published its notice of the proposeaodifications

to the conditions of PNG’s licence to give effeot the
conclusions of the Competition Commission. NIAURcal
published a draft copy of the Replacement Detertiuina
Notice it proposes to issue to PNG.

PNG submitted its response to NIAUR’s Febyua013
proposals.

Regulatory Price Control (GD14)

A subsequent price control (GD14) was instigatedNbYUR in 2012, as
a five-year review covering the period 2014 to 2018

PNG made its GD14 price control submission to NIAWRDecember
2012; and detailed information requests and disonsdetween NIAUR
and PNG have commenced to determine the alloweehtsy for the
GD14 review.

NIAUR issued a consultation paper in December 26 2he scope of
the GD14 review. In March 2013 NIAUR issued an updm its overall
approach. The key milestones are:
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Key Points Proposed Date
Stakeholder engagement April — June 2013
Publication of draft price control July 2013

determination for consultation

Stakeholder engagement during July — September 2013
consultation period

Closure of public consultation September 2013
Price control final determination November / December 2013
published

NIAUR have also stated in its March paper thasiminded to shorten
the duration of GD14, to a 3-year control periodisTwould mean that
GD14 would run from 2014 — 2016. The final deciswilli be made as
part of the final determination and any commentf k& considered
before then.

Gas on Gas Competition

PNG has been instrumental in the successful dglieérgas supply
competition across all market sectors in GreatdfaBe& Larne thereby
ensuring that the necessary systems and processieling customers to
switch from one supplier to another in responséh® supply offering
available are in place.

Currently seven suppliers hold licences for thepbupf natural gas in
the PNG Licensed area with four actually supplygas to customers
during 2012. Currently firmus energy and Airtriciiignergy Supply) NI
(formerly Phoenix Supply) are the only suppliergivety competing
within the domestic tariff market. Another supplie progressing with
the implementation of the required systems andgz®es in order to be
in the position to supply to industrial and comnmgrcustomers from the
second quarter of 2013.

Market Overview and Outlook

PNG has connected on average around 10,000 hondeblsmmesses
each year to natural gas since forming the industiyorthern Ireland in
1996. Its challenge has been to make natural gatabhe to around half
the population and to establish natural gas asfubk of choice for
households, businesses, housing associations opeveland architects.

A recent report by Lord Whitty, which was commisgd by the NI
Consumer Council, highlighted difficulties with tharrent energy mix
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in Northern Ireland and the report argued stronigly the need for
heating oil to be replaced by natural gas and foergy efficiency
measures to be better promoted.

Other reports have highlighted the fact that thera strong correlation
between the number of homes in Northern Irelandgukeating oil and
the incidence of fuel poverty. In recent years th&s been publicly
recognised by local politicians and agencies, wgiteater support
becoming evident for the need to displace dependemt more
expensive and less environmentally friendly fuelke Iheating oil by
making natural gas available to more households.

This aspiration is reflected in the Northern Ireldxecutive’s target to
make natural gas available to around 70 per cettitegpopulation.

Growing Support

PNG and the wider local gas industry have campdigf@ the

introduction of a boiler scrappage scheme sincaalg2010 when such
a UK boiler scheme was launched by the Governmieait included

England, Scotland and Wales, but excluded Northetand.

Since then PNG has successfully operated a rdatsreall privately
funded boiler scrappage scheme of its own whichlees consistently
oversubscribed. Following the success of this pdod with the support
of the local gas industry, a government funded doogcheme was
eventually launched regionally by the Departmentr f8ocial
Development in September 2012. This scheme haseskgovernment
backing for at least 3 more years and a furtheliegifpn has been made
to the Northern Ireland Executive for additionahding.

A renewables focused Green New Deal was not suggbdoly the
Northern Ireland Executive for economic reasonsd,iawas cited that
the boiler replacement scheme will aim to deliverngany of the goals
that the former proposal hoped to achieve, inclydireducing the
amount of energy properties are using, cuttinggneills and lowering
domestic carbon emissions with A-rated high efficie boilers that are
around 90% per cent efficient. To put this intotea, many homes are
still using old costly boilers that can be as law68% efficient. In these
cases for every £1,000 a householder spends grafweind £400 of that
spend is being lost straight away.

In the first six months since the government graas launched around
30,000 customers have registered their interegianticipating in this

scheme and this has in turn helped to create arvad&reness in
Northern Ireland of the importance of energy effity in the home.

10
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Helping Tackle Fuel Poverty

Northern Ireland has been identified as having anihe highest levels
of fuel poverty in the UK. PNG continues to play part in helping to
identify those who need some additional help angbstt.

PNG provides continued energy efficiency trainirgy &ll ‘customer
facing’ staff. These staff must hold a minimum dfisdtion that allows
them to provide advice to householders on how tluce their energy
consumption. An energy audit is completed as pfatihe visit to every
home and from this evaluation PNG representativesable to provide
key information to help with energy efficiency ragments and
suggested improvements.

Discussions surrounding levels of spend as welhassehold income
allows PNG to signpost householders to a wide ranheschemes
provided by the government; where they may be ldégfor further
assistance. In many cases PNG are able to highlighgovernment’'s
Warm Homes Scheme, where the homeowner may qualifa new
heating system funded entirely through a grant.

PNG continue to be instrumental in helping to idfgntonsumers who
qualify for a natural gas heating installation thgh a wider range of
schemes, where funding provided by Government lieatovely in the

region of around £30 million per year.

Industry Recognition

PNG have continued to attract visits from senios galustry officials
from around the world who are undertaking or whe about to
undertake the development of gas infrastructurea oommercial basis.
In 2012 a delegation of leading gas industry repregives from Serbia,
including the Serbian Utility Regulator, visited BNas part of a best
practice visit to learn more about the unique dmwelent of the
Northern Ireland gas industry.

The underground natural gas network throughout t@rdzelfast remains
one of the most modern of its kind in the worldiltusing the latest and
most innovative engineering technologies. In redagn of its world-
class expertise PNG has also previously attracteilas delegations
from countries as far afield as: India, Brazil, &ngina, China and Israel.
Such visits remain important for PNG staff devel@ptas engineers
and executives are able to be challenged by, ame ¢test practice with,
other industry experts.

New Build Innovations
Within the new build housing sector, natural gasnsw almost
exclusively the fuel of choice and therefore PNE&nections activity

is highly dependent in this area on the state ef general housing
market. 2012 saw a continued slowdown in activityhis particular

11
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market, both in terms of house sales and new hgusihemes starting
up, with the majority of schemes that were compldieing developed
on the back of public sector funding by Housing dksstions. Recent
planning and build activity did however notably tione to improve
throughout 2012 and PNG are currently working oanplto develop
over 10,000 properties that have received planpargission and are in
various stages of being brought to the market.

There have been a small number of property devedopdno have
experimented with renewable technologies and hasged uthese
technologies as marketing tools to promote andmaliely sell their
properties.

During 2012 PNG completed the changing over ofihgatystems from
biomass to natural gas at Northern Ireland’s ft-village in Lisburn,
County Antrim.

In the marketing literature homeowners at the attage were promised
they would see major savings but it soon turnedtbat the company
providing the biomass heating would serve noticenéoresidents that the
renewables system would have to be shut down.

These property owners were faced with the prospfdaigh energy bills,
a winter without heating or hot water and a devetdp administration.
PNG worked in conjunction with each of the propestyners and local
politicians, and after a short period of discussio0% of the properties
owners agreed that they wanted to convert theirdsoto natural gas.
There were 200 homes in the original scheme anddaltional 200
homes that were to be added. PNG was able totsissxperience of
innovative and leading edge solutions to make ahfgas available to
every property in the eco-village development. r€haere many
operational and legal difficulties with this prdjethat needed to be
addressed and overcome, and gaining the supportaogeration from
both public representatives and the householdeetm@atural gas was
introduced to the eco-village and is now playisgpiart alongside other
remaining renewable technologies.

Improving Customer Service

Throughout 2012 PNG and the local industry contthteemaintain and

improve upon its high levels of customer serviche Growth of PNG

has established a wide network of gas related bsses such as
manufacturers, distributers, merchants, retail&rgining centres and
installers throughout its licence area. PNG astaraincubator to these
networks, which are essential to the overall dgualent of the wider

industry and ensure that leading technologies asealled in homes,

businesses and in the public sector.

PNG has also formally established the Northernafrél Natural Gas

Association (NINGA), providing it with its own idéty, website and
training capabilities. There are now a significaninber of companies

12
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and individuals that regularly attend NINGA traigirevents and this
helps to underpin the strong customer focused ethdsreputation that
Phoenix sets out to attain.

There is of course an amount of inevitable disarpinvolved in digging

up roads, digging driveways, removing radiators,tamks and boilers.
Despite this, independent market research continaemdicate that

around 98% of customers would recommend gettingurabtgas

installed. Customer expectations continue to beeested, and this is a
testament to the hard work and investment by PN athers in the
local industry.

Principal risks and uncertainties

From the perspective of the company, the principsks and
uncertainties are integrated with the principatsisf Kellen Investments
Limited. Accordingly the principal risks and unaarties are discussed
in the annual report and accounts of Kellen Invesii® Limited, which
does not form part of this report.

Key Performance Indicators

The company’s directors are of the opinion thatysis using turnover,
gross profit, operating profit and net assets asiged in the financial
statements is sufficient to understand the devetopnperformance and
position of the business.

Results and dividends
The loss for the financial year is £73k (2011: 164s332k). No dividend
is recommended.

Political and charitable donations
The company made charitable donations amounting £26,833
during the year (2011: £28,218).

Directors and their interests
The directors who served during the period are shompage 3.

Employment policies

Equal Opportunities
The company is committed to a proactive approagiramoting equality
of opportunity. The company ensures that it opsréely and equitably
in its dealings with employees and prospective eyg#s. The company
is opposed to all forms of unlawful and unfair disgnation. The
company ensures through all of its personnel padicipractices and
procedures that employment, training and promaigportunities within
the company provide employment equality to algspective of:

e Gender, marital or family status

¢ Religious belief or political opinion

o Disability

o Nationality, race or ethnic origin

13
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e Sexual orientation
e Age

Disability

The company has taken active steps to implement Disability
Discrimination Act. It is Company policy to providpeople with
disabilities equal opportunities for employmentairimg and career
development, having regard to aptitude and abifityy member of staff
who becomes disabled during employment is giveristasge and
retraining where possible.

Employee Participation

Within the bounds of commercial confidentiality, farmation is
disseminated to all levels of staff about mattheg affect progress of the
company and are of interest and concern to theengdoyees, thereby
encouraging their involvement in the group’s pearfance.

Policy and practice on payment of creditors

The company is a registered supporter of the B&tsgiment Practic
Group’s ‘Better Payment Practice Code’ to whictsitbscribes when
dealing with all of its suppliers. Copies of thet@®r Payment Practice
Group’s code are available from the Departmentrafi€ & Industry.
Trade creditors at the year end represented 21(@ay4.: 23 days). Itis
the company’s policy in respect of all suppliersawee payment terms
in advance of the supply of goods and to adhetledse payment terms.

Disclosure of information to auditors

The directors who held office at the date of appl@f this directors
report confirm that, so far as they are each awheee is no relevant
audit information of which the company’s auditore anaware; and
each director has taken all the steps that theytairghave taken as a
director to make themselves aware of any relevadit &nformation and
to establish that the company’s auditors are awhitgat information.

Auditors

Pursuant to Section 487 of the Companies Act 20@65auditors will be
deemed to be reappointed and KPMG will thereforginae in office.

By order of the board

P Ritson
Director

Date: 19" June 2013
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Statement of directors’ responsibilities

The directors are responsible for preparing thed@ars’ Report and th
financial statements in accordance with applicéleand regulations.

Company law requires the directors to prepare firrstatements for
each financial year. Under that law the direct@gehelected to prepare
the financial statements in accordance with UK Acting Standards
and applicable law (UK Generally Accepted Accougitifractice).

Under company law the directors must not approve fihancial

statements unless they are satisfied that theyagtvee and fair view of
the state of affairs of the company and of the iprof loss of the
company for that period.

In preparing these financial statements, the direcire required to:
m select suitable accounting policies and then atty@yn consistently;
m  make judgements and estimates that are reasonabl@adent;

m state whether applicable accounting standards haee followed,
subject to any material departures disclosed ampdaired in the
financial statements;

m prepare the financial statements on the going carlgasis unless it
is inappropriate to presume that the company wilhtimue in
business.

The directors are responsible for keeping adegaeteunting records
that are sufficient to show and explain the comfminansactions and
disclose with reasonable accuracy at any time itr@n€ial position of

the company and to enable them to ensure thatrthadial statements
comply with the Companies Act 2006. They have gamesponsibility

for taking such steps as are reasonably open to thesafeguard the
assets of the company and to prevent and deteat femd other
irregularities.

The directors are responsible for the maintenamckiategrity of the
corporate and financial information included in t@mpany’s website.
Legislation in the UK governing the preparation afissemination of
financial statements may differ from legislatioroither jurisdictions.

On behalf of the board

P Ritson
Date: 19 June 2013
Director
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Independent auditors’ report

We have audited the financial statements of PhoBiaitural Gas Limited for the year ended 31
December 2012 which comprise the profit and log®act, the statement of total recognised gains
and loss, the balance sheet and the related notes.financial reporting framework that has been
applied in their preparation is applicable law adH Accounting Standards (UK Generally
Accepted Accounting Practice).

This report is made solely to the company's memlzersa body, in accordance with Chapter 3 of
Part 16 of the Companies Act 2006. Our audit waak been undertaken so that we might state to
the company's members those matters we are redoiisdte to them in an auditor's report and for
no other purpose. To the fullest extent permittedalv, we do not accept or assume responsibility
to anyone other than the company and the compargrsbers, as a body, for our audit work, for
this report, or for the opinions we have formed.

Respective responsibilities of directors and audito

As explained more fully in the Directors’ Respoilgibs Statement set out on page 15, the
directors are responsible for the preparation effthancial statements and for being satisfied that
they give a true and fair view. Our responsibilgyo audit, and express an opinion on, the fire@nci
statements in accordance with applicable law aneriational Standards on Auditing (UK and
Ireland). Those standards require us to comply theéhAuditing Practices Board's (APB's) Ethical
Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the am®wand disclosures in the financial statem
sufficient to give reasonable assurance that thanfiial statements are free from material
misstatement, whether caused by fraud or erroris itludes an assessment of: whether the
accounting policies are appropriate to the compamy‘cumstances and have been consistently
applied and adequately disclosed; the reasonalslafesignificant accounting estimates made by
the directors; and the overall presentation offthencial statements. In addition, we read all the
financial and non-financial information in the aahveport to identify material inconsistencies with
the audited financial statements. If we becomerawdh any apparent material misstatements or
inconsistencies we consider the implications farreport.

Opinion on financial statements
In our opinion the financial statements:

= give a true and fair view of the state of the comymaffairs as at 31 December 2012 and of its
loss for the year then ended;

= have been properly prepared in accordance with @ike@lly Accepted Accounting Practice;
and

= have been prepared in accordance with the requirtsnoé the Companies Act 2006.
Opinion on other matter prescribed by the Companiegict 2006

In our opinion the information given in the DirexdbReport for the financial year for which the
financial statements are prepared is consisteht twé financial statements.
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Matters on which we are required to report by excepon

We have nothing to report in respect of the follogvmatters where the Companies Act 2006
requires us to report to you if, in our opinion:

= adequate accounting records have not been kemturns adequate for our audit have not been
received from branches not visited by us; or

= the financial statements are not in agreement théraccounting records and returns; or
= certain disclosures of directors' remuneration ifigecby law are not made; or
= we have not received all the information and exglimms we require for our audit.

Jon D’Arcy (Senior Statutory Auditor)

for and on behalf of KPMG, Statutory Auditor
Chartered Accountants

Stokes Hous

17-25 College Square Ei

Belfas

BT1 6DH

Date: 19 June 2013
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Profit and loss account

Note 201z 2011

£00C £00C

Turnover 2 45,11: 39,17.
Cost of sale (11) 9
Gross profit 45,10 39,16¢
Net operating expens 3 (29,213 (25,136
Operating profit 4 15,8¢8 14,03
Loss on sale of fixed as (108) (88)
Interest payable and similar char 7 (16,557 (16,141
Interest receivable and similar incc 8 20€ 24¢€
Loss on ordinary activities before taxatiol (571 (1,951
Taxatior 9 49¢ 61¢
Loss for the financial year 19 (73) (1,332)

A statement of movements on reserves is given e N8.
The notes on pages 21 to 30 form part of thesedinhstatements.
All of the results of the company derive from comning operation:

There is no material difference between the comgaegults as reported and on a historical
basis. Accordingly, no note of historical cost io&nd losses has been reported.
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Statement of total recognised gains and losses

2012 2011
£000 £000
Loss for the financial year (73) (1,332)
Total recognised Loss since last report (73) (1,332)

The notes on pages 21 to 30 form part of thesedinhstatements.
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Balance sheet

Note 2012 2011
£000 £000
Fixed assets
Tangible assets 10 208,879 202,778
Intangible assets 11 143,646 147,750
Investments 12 50 50
352,575 350,578
Current assets
Stocks 13 1,141 1,053
Debtors: Amounts falling due within one year 14 8,650 60,606
Debtors: Amounts falling due after one year 14 - -
Cash at bank and in hand 11,059 4,044
Total current assets 20,850 65,703
Creditors: Amounts falling due within one yea 15 (301,390) (339,284)
Net current liabilities (280,540) (273,581)
Total assets less current liabilities 72,035 76,997
Creditors: Amounts falling due after one year 15 (5,000) (20,000)
Provisions for liabilities and charges 16 (16,491) (16,308)
Deferred income 17 (2,391) (2,463)
Net Assets 48,153 48,226
Capital and reserves
Called up share capital - ordinary 18 54,682 54,682
Profit and loss account 19 (6,529) (6,456)
Equity shareholders’ funds 20 48,153 48,226
On behalf of the board of directors
P Ritson Date: 19" June 2013

Director

Company registration number: NI 32809

The notes on pages 21 to 30 form part of thesedinhstatements.
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Notes forming part of the financial statements

1

Accounting policies

These financial statements are prepared on theggmncern basis under the historical cost
convention and in accordance with the Companies Z@6 and applicable accounting
standards. The principal accounting policies ar@sebelow.

Basis of preparation

The company is exempt by virtue of the Companies2806 from the requirement to prep:
group financial statements on the grounds thatesgslts are included in the group accounts of
Kellen Investments Limited which are publicly aedile. These financial statements present
information about the company as an individual utakéng and not about its group.

Going concern

The company’s business activities, together witle factors likely to affect its future
development and position, are set out in the Bgsirieview section of the Directors’ Report
on pages 4 to 13.

The company and its immediate parent company, PhdRistribution Holdings Ltd., are
guarantors to £275m of 5.5% bonds issued by thepaag’s subsidiary, Phoenix Natural Gas
Finance plc (PNGF) which are due for redemptio2047. The Bond proceeds were loaned to
the company to facilitate reorganisation of intenpany arrangements and thereby repay
existing debt providers across the Kellen Group.

The company has also refinanced its £60m banktfator a further 3 years until 2014. This is
guaranteed by PDHL and has been put in place @ndm future capital expenditure and
working capital requirements of the company andfiiiate, Phoenix Supply Limited.

The PDHL Group (PDHL, PNGF & the company) is expdcto continue to generate positive
cash flows for the foreseeable future after setéisigle interest payable under its intercompany
loan from PNGF to facilitate interest payable untier PNGF Bonds and resources available to
it under its banking arrangements.

The PDHL Group forecasts and projections, takingoant of reasonable levels of possible
changes in trading performance, show that it isabégpof operating well within the level of its
current facilities and also meet all its covenaefuirements until they mature.

As a result of the above the directors considapfiropriate to prepare the financial statements
on a going concern basis.

Revenue recognition

Turnover represents the invoiced value of googpléed during the year excluding value added
tax and intra group sales. Revenue includes assisent of transportation services supplied to
customers between the date of the last invoicdlamgiear end.

Where revenue received or receivable exceeds themmm amount permitted by regulatory
agreement and adjustments will be made to futureeprto reflect this over recovery, no
liability is recognised as such an adjustment tarki prices relates to the provision of future
services.

Similarly no asset is recognised where a regufaaigreement permits adjustments to be made
to future prices in respect of an under recovery.

Cash flow statement

In accordance with Financial Reporting StandardlNRevised), the company is exempt from
the requirement to present a cash flow statementhengrounds that a parent undertaking
includes the company in its own published constdiddinancial statements.
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1 Accounting policies (continued)

Intangible assets

The distribution licence is eliminated by amortisatthrough the profit and loss account o

its useful economic life. The useful economic Id€the asset shown in Note 11 has been
estimated by the directors at forty years. FRS G0Oddwill and Intangible Assets” requires
goodwill to be accounted for as an asset and aseortyver its useful economic life.

Tangible fixed assets

The cost of tangible fixed assets is their purchasst, together with any incidental costs of
acquisition. Depreciation is calculated so as tibewoff the cost of tangible fixed assets, less
their estimated residual values, on a straight basis, beginning with the year following
expenditure, over the expected useful economis lofeéhe assets concerned.

The economic lives used are as follows:

Years
Distribution mains - 60
Distribution services - 35
Distribution meters - 20
Office equipment and fixtures & fittings - 5

Debtors
Debtors are stated after provision has been madesigall dbts considered doubtful «

collection.

Pensions

The company operates two defined contribution penschemes and costs are accounted f
the basis of charging the pension costs over thegeéuring which the company will benefit
from the employee’s services.

Turnover
Turnover represents the invoiced value of goodsglgeghduring the year excluding value adc
tax. Revenue from gas sales is recognised uparedebf the product to the customer.

Deferred taxation

Deferred tax is recognised respect of material timing differences that havginated but no
reversed at the balance sheet date where transactievents that result in an obligation to pay
more tax in the future or a right to pay less taxhie future have occurred at the balance sheet
date. Timing differences are differences betwéencompany’s taxable profit and its results as
stated in the financial statements. Deferred tesetasand liabilities recognised have not been
discounted.

Foreign currencies

Transactions denominated in foreign currenciedrareslated at the exchange rate at the date of
the transaction. All assets and liabilities denated in foreign currencies are translated at the
rate of exchange ruling at the balance sheet & resulting gain or loss is dealt with in the
profit and loss account.

Stocks
Stock has been valued at the lower of cost andeadéisable valu
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1 Accounting policies (continued)

Government grants

The European Regional Development Grant relatesifsyadly to captal expenditure on th
distribution pipeline and is treated as deferresbme which is then credited to the profit and
loss account over the related asset’s useful life.

Operating leases
Costs in respect of operating leases are chargadstmightine basis over the lease te

Cash Long Term Incentive Plan

The Kellen Group operates a long term incentive fita certain key executives under wh

the amounts receivable are dependent on the valellen Acquisitions Limited (KAL) upon
the sale of the KAL Group. This plan is treateccash settled share-based in accordance with
the provisions of FRS 20 Share-based Payments leddst of the expected payment is
recognised over the expected period of the plan.

Investments

Investments heldy the company in subsidiary undertakings are statetbst less amoun
written off.

2 Analysis of turnover and profits
Turnover and profits relate to the company’s maitivay of gas distributio which is carriec
out in Northern Ireland.

3 Net operating expenses
Net operating expenses were all considered to béngstrative expense

4 Operating profit

This is stated after charging/(crediting): 2012 2011

£000 £000
Depreciation — owned assets 6,410 6,139
Licence amortisation 4,104 4,105
European Regional Development Grant relea (72) (51)
Operating lease rentals 1,011 907
Auditors’ remuneration 12 12
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5 Employee information

The average number of persons employed by the @oynfincluding executive directors)
analysed by category during the period was asvisiio

2012 2011
No No
Operational 69 77
Administration 52 41
121 118
The aggregate staff costs of these persons wdoH@ss:
2012 2011
£000 £000
Wages and salaries 5,042 4,567
Social security costs 621 554
Other pension costs 459 437
6,122 5,558
6  Directors’ remuneration
2012 2011
£000 £000
Emoluments 424 414
Amount receivable under long term incentive schem 88 84
Company pension contributions 84 88
596 586
Details in respect of the highest paid directoraéollows:
£000 £000
Emoluments 176 172
Amount receivable under long term incentive schem 46 45
Company pension contributions 42 42
264 259
7 Interest payable and similar charges
201z 2011
£000 £000
Amounts payable on bank loans and overd 24¢ 63<
Amounts payable on int-company loar 15,8€3 14,91
Othel 425 594
16,55 16,14
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8 Interest receivable and similar income

201z 2011
£000 £000
Amounts receivable on bank depc 14 23
Amounts receivable on ini-company loar 192 22%
20¢€ 24¢
9 Taxation charge
2012 2011
£000 £000
Current tax
UK corporation tax for the period (683) (1,176)
Adjustments relating to earlier years 2 -
Total current tax credit (681) (1,176)
Deferred tax (see note 16)
Origination/reversal of timing differences 1,587 1,781
Effect of reduction in tax rate (1,402) (1,271)
Adjustments relating to earlier years (2) 47
Total deferred tax (credit)/charge 183 557
Total tax credit (498) (619)
The current tax charge for the period is lower ti{a011: lower) the standard
rate of corporation tax in the UK. The differenees explained below:
2012 2011
£000 £000
Current tax reconciliation
Loss on ordinary activities before tax (571) (1,951)
Current tax at 24.5% (December 2011: 26.5%) (140) (517)
Effects of:
Expenses not deductible for tax purposes 1,043 1,122
Capital allowances for period in excess of deptaria (1,587) (1,861)
Adjustment relating to earlier years 2 -
Other timing differences 1 80
Total current tax credit (681) (1,176)
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9 Taxation charge (continued)

Factors that may affect future tax charges:

The UK Budget in 2012 announced that the UK caapon tax rate was to reduce to 21% over
a period of three years from 2012. The first réidumcin the UK corporation tax rate from 28%
to 27% (effective from 1 April 2011) was substaatyv enacted in July 2010, and further
reductions to 26% (effective from 1 April 2011) a?8% (effective from 1 April 2012) were
substantively enacted in March 2011 and July 2@$pectively.

The Finance Act 2012, which was substantively ssthon 17 July 2012, amended the main
rate of corporation tax to 24% effective from 1 A@012 and to 23% effective from 1 April
2013. This will reduce the group’s future curreaxt tharge accordingly.

UK deferred tax balances have been calculateddb@asehe rate of 23% substantively enacted
at the reporting date..

10 Tangible fixed assets
Office Furniture & Distribution Transmission
equipment fixtures system pipeline Total

£000 £000 £000 £000 £000
Cost
At 1 January 2012 1,943 3,126 248,410 - 253,479
Additions/Transfers 1,250 (1,060) 12,429 - 12,619
Disposals - - (207) - (207)
At 31 December 2012 3,193 2,066 260,632 - 265,891
Depreciation
At 1 January 2012 1,885 1,771 47,045 - 50,701
Charge for the year 494 (263) 6,179 - 6,410
Disposals - - (99) - (99)
At 31 December 2012 2,379 1,508 53,125 - 57,012
Net book value
At 31 December 2011 58 1,355 201,365 - 202,778
At 31 December 2012 814 558 207,507 - 208,879
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11 Intangible fixed assets

Licence fee Total
£'000 £'000
Cost
At 1 January 2012 164,167 164,167
Additions - -
Disposals - -
At 31 December 2012 164,167 164,167
Amortisation
At 1 January 2012 16,417 16,417
Charge for the year 4,104 4,104
Disposals - -
At 31 December 2012 20,521 20,521
Net book value
At 31 December 2011 147,750 147,750
At 31 December 2012 143,646 143,646
12 Investments

201z 2011
Shares in subsidiary undertakings £'00C £'00C
Cost and net book value at 1 Jant 50 50
Acquisitior - -
Cost and net book value at 31 Decer 50 50

The company has an ordinary share investmentérfailfowing company as at 31 Dec 2012

Company name Holding
Phoenix Natural Gas Finance 100%
13 Stock

Stock of spares and met

Country of
incorporation
Great Britail

201%
£'00C
1,141

Nature of
trade
Financing Compar

2011
£'00C
1,05:
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14 Debtors
2012 2011
£'000 £'000
Amounts falling due within one year
Trade debtors 195 161
Amounts owed by parent company 600 2,986
Amounts owed by fellow subsidiary undertakings 1,237 50,090
Other debtors - 720
Prepayments and accrued income 6,618 6,649
8,650 60,606
15 Creditors
201z 2011
£'00C £'00C
Amounts falling due within one ye:
Trade creditor 2,59¢ 2,127
Amounts owed to parent comps - 5,03¢
Amounts owed to fellow subsidiary undertaki 275,24¢ 302,15(
Other creditor 6,11¢ 1183¢
Corporation ta - -
Accruals and deferred incoil 17,42F 18,13«
301,39C 339,28
Amounts falling due between one and two yee
Bank Loat - -
Amounts falling due between two and five yea
Bank Loal 5,00( 10,00(
5,00( 10,00(

= During 2009 the company’s existing borrowing wesmanced through the issue of a bond
held by Phoenix Natural Gas Finance plc. The ansofalling due between two and five
years relate to bank borrowings renewed in 201Bfgears by the company to finance
future capital expenditure and working capital iegments.

= The company’s borrowings are denominated in stgrlin
= The fair value of financial assets and liabilitisethe same as book value

* The bonds issued by its subsidiary, Phoenix Nataes Finance plc, are guaranteed by
Phoenix Natural Gas (PNG) and Phoenix Distributiamtdings (PDHL) whilst the bank
debt facilities entered into by PNG are also guiaechby PDHL. The PDHL guarantees are
supported by security over PDHL's assets, printypstiares in PNG and an assignment of
undertakings from the investors in Kellen Investtadrimited (KIL) to PDHL supported
by their shares in KIL.
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16

17

18

19

20

Provisions for liabilities and charges

201z 2011
£'000 £'000
Deferred taxation
Accelerated capital allowanc 17,322 17,337
Short term timing differenc (831) (1,029
16491 16,30¢
Deferred tax liability £'00C £000
At 1 January 2012 16,30¢ 15,75:
Charged to profit and loss acco 18< 557
Transfer from fellow subsidiary on transfer of mes: - -
At 31 December201: 16491 16,30¢
Deferred income
£'000
ERDF grant received
At 1 January 2012 2,463
Credit to profit and loss account (72)
At 31 December201zZ 2,391
Called up share capital
2012 2011
£ £
Allotted and fully paid:
Ordinary shares of £1 each 54,681,891 54,681,891
Reconciliation of movements in reserves
2012 2011
£'000 £'000
At 1 January (6,456) (5,124)
Loss for the financial year (73) (1,332)
Revenue reserves carried forward (6,529) (6,456)
Reconciliation of movements in shareholders’ fuls
2012 2011
£'000 £'000
Opening shareholders' funds 48,226 49,558
Loss for the financial year (73) (1,332)
Closing shareholders' funds 48,153 48,226
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21

22

23

24

25

26

Pension commitments
There are two pension schemes available to empayfethe company:

a. Group Personal Pension Scheme A — this is a defooediribution scheme set up to
accommodate members transferring from the Water gf@aoms’ Pension Scheme.
Enhanced employer contributions are made so akgto farecast benefits with those that
would otherwise have accrued under the defined flieWWéater Companies’ Pension
scheme. Separate life assurance is provided art lpaithe company for all of these
employees.

b. Group Personal Pension Scheme B — this is a defmettibution scheme which the
company contributes directly towards. Separagedgsurance is provided and paid by the
company for all of these employees.

The total contributions to the above schemes duhieg/ear were £458,912 (2011:£436,541).

Capital commitments

2012 2011
£'00C £'00C
Capital expenditure
Contracted for but not provid 2,632 3,02¢

Contingent liabilities
At 31 December 2012 the company had no continggaitities (31 December 2011: £nil).

Financial commitments
At 31 December 2012 the company had annual commtemender non-cancellable operating
leases expiring as follows:

Vehicles Vehicles  Property Property

2012 2011 2012 2011

£000 £000 £000 £000

Within one year 17 30 - -
Within two to five years 249 475 520 520
After five years - - - -
266 505 520 520

Related party disclosures

As the company is a wholly owned subsidiary of l& idcorporated company advantage has
been taken of the exemption contained in FRS &madlisclose transactions or balances with
entities which form part of the group (or investekthe group qualifying as related parties).

Ultimate controlling party

The immediate parent company and controlling companPhoenix Distribution Holdings
Limited, a company incorporated in England, witlyiseered office address 5 New Street
Square, London EC4A 3TW.

Kellen Investments Limited, (a subsidiary of Carr@alpital Il Sarl), is the parent company of
the largest group of companies of which PhoenixuNdtGas Limited is a member and for
which group accounts are drawn up, copies of wbarhbe obtained from the address above.

The directors regard TFCP Capital Investments ladchib be the ultimate parent company and
Guy Hands to be the ultimate controlling party.
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KELLEN GROUP HISTORY

Launch of Phoenix Natural Gas by British
Gas plc in September. At the time of its
launch, the Phoenix development was one
of the largest ‘greenfield’ private sector-
led integrated gas transmission, distribution
and supply investments in the world. This
first year saw a licence being granted,
construction commencing and the first
customer connected.

Purchase of a 24.5% stake in Phoenix
by Keyspan. February marked an Anglo-
American link-up, with the owners of The
Brooklyn Union Gas Company.

Purchase of a 24.5% stake in Phoenix by ESH plc.
East Surrey Holdings (ESH] plc (a GB based
water and gas utility) took a 24.5% in Phoenix
reducing the BG holding to 51%.

Established Phoenix Energy Services Limited
as a provider of downstream services into the
Northern Ireland energy market.

Purchase of remaining 75.5% stake by ESH plc.
ESH raised the finance to complete a buy-out
of other partners, becoming sole owner of
Phoenix.

Purchase of ESH plc by Terra Firma. Through
its Kellen vehicle, Terra Firma secured the
purchase of East Surrey Holdings plc by the
end of 2005.

Sale of Sutton and East Surrey Water (SESW)
plus subsidiaries. In spring, the sale of the
SESW to Deutsche Bank was completed.
In summer that same year, ESP (East
Surrey Pipelines) was sold to ABN AMRO
Infrastructure.

Separation of Phoenix Supply Division. In
line with the requirements of the Second EU
Gas Directive 2003/55/EC, Phoenix legally
separated its gas trading and supply division
from its transmission and distribution
business on 1st January 2007.

Separation of Phoenix Natural Gas. On
Ist January 2008 Phoenix completed the
separation of its distribution division from
that of transmission.

Sale of Transmission Division. Phoenix
completed the sale of its transmission assets
to Northern Ireland Energy Holdings (NIEH]
on 31st March 2008.

Issue of £275m of Bonds due 2017 at rate of
5.5% by Phoenix Natural Gas Finance plc,
guaranteed by Phoenix Natural Gas Limited
and Phoenix Distribution Holdings Limited,
with the proceeds being used as part of a
restructuring process to refinance Group
activities. These Bonds received a rating of
Baa2 by Moody’s and BBB+ by Fitch.

Phoenix extends its supply operations into
the Republic of Ireland as its new subsidiary
Phoenix Energy Limited commences trading.
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THE KELLEN GROUP

The Kellen Group, trading under the Phoenix banner, is the pre-eminent natural gas
distribution, supply and service business in Northern Ireland. Since 1996 Phoenix has
been successful in introducing natural gas to a new market and establishing a strong and
vibrant supporting industry. In the process, the Phoenix has gained a strong international
reputation for its innovative commercial and infrastructural development in a ‘greenfield’
environment. Coupled with its significant operational achievements Phoenix has also
been recognised for its outstanding performance within the arena of safety and corporate
social responsibility culminating in the award of its second British Safety Council ‘Sword
of Honour’ in recognition of world-class health, safety and environmental practices. In
addition, the Group received Business in the Community’s ‘Big Tick Award’ for a sixth
consecutive year, celebrating excellence in the delivery of leading edge corporate social
responsibility programmes. This award underlines its commitment to its staff and the

community it serves.

FINANCIAL HIGHLIGHTS

e Increase in Group turnover of £2.6m (2.4%), from
£108.4m in 2009 to £111.0m in 2010, driven by increase
in volume of gas delivered to its customers offsetting
the impact of lower selling prices to customers as a
result of the lower wholesale cost of gas purchased.

e Group Operating profit of £17.9m, down £2.7m from
£20.6m in 2009, driven mainly by some of the surplus

nn. )

profits generated in 2009 within the regulated part of
its supply business being returned to customers in

lower prices in 2010.

e An operating cash-flow of £33.0m was generated in
2010 compared to £32.3m in the previous year.

OPERATIONAL HIGHLIGHTS

e Transported 128.0 million therms of gas to users in 2010
through its gas distribution network in Northern Ireland,
16.4 million therms more than 2009.

e Invested a further £12.9m in 2010, extending the gas
network by a further 73 kilometres and connecting an
additional 8,081 customers to bring its total network
coverage to 3,091 kilometres and customer connections
to circa 139,000.

The Group’s Health, Safety and Environmental
performance (HSE) was once again recognised as being
] of only 10 organisations throughout Northern Ireland to
be awarded Platinum accreditation in the Arena Network
Annual Environmental Awards.

The Group was accredited with a 'Big Tick Award’
from Business in the Community for excellence in its
Corporate Social Responsibility (CSR) activity in Greater
Belfast. This was the sixth year that the Group had
received such acclaim.
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KELLEN GROUP AT A GLANCE

APHOENIX

%2> NATURAL GAS

DISTRIBUTION

Owner and operator of the licence for the distribution network
in the Greater Belfast and Larne areas of Northern Ireland.
The distribution business is responsible for the development
of the pipeline network. It also provides a 24/7 operational and
transportation service platform to gas suppliers under the rules
of the company’s network code.

The Phoenix network currently extends to 3,091 kilometres of
intermediate, medium and low pressure mains, which distribute
natural gas throughout the licence area, representing around
50% of the population of Northern Ireland. Phoenix Natural Gas
manages the construction and operation of the network and is
also responsible for the development of the market in Greater
Belfast; already some 139,000 customers have been connected
to the natural gas network in the 14 years since natural gas first
became available in Northern Ireland.

The business is regulated under licence by the Northern Ireland
Authority for Utility Regulation (NIAUR).

APHOENIX

SUPPLY NI r NATURAL GAS SUPPLY

Phoenix Supply is the market leader in gas supply in Northern
Ireland delivering natural gas to customers using the Phoenix
Natural Gas distribution network. The supply business competes
directly with other gas suppliers in its licence area, which mirrors
the Group's distribution business in Greater Belfast and Larne.
At the end of 2010 the company supplied 99% of all customers
connected with gas. In addition, Phoenix Supply trades gas on the
wholesale market and provides billing services for its expanding
customer base, together with that of its affiliate, Phoenix Energy,
from its offices in Belfast.

The business is regulated under licence by the Northern Ireland
Authority for Utility Regulation (NIAUR).

Group Turnover (Emillion)

2010 QN 111
2007 (D '0:

Operating Profit (Emillion)

2010 QD 179
2009 D 204

Cash Flow from Operations (Emillion)

2010 QD 3.0
2007 QD 22

APHOENIX

SUPPLY ROI ~===_ ENERGY LIMITED

During the latter half of 2009, Phoenix Energy commenced
supplying natural gas in the Republic of Ireland, expanding the
service offering of Phoenix Supply Limited across the island of
Ireland. In 2010 the combined volumes of Phoenix Supply Limited
and Phoenix Energy Limited made Phoenix the second largest
supplier of natural gas to homes and businesses on the island
of Ireland.

The company operates in a separate regulatory environment
within the Republic of Ireland, having been awarded a licence to
supply natural gas in 2008.

The business is regulated under licence by the Commission for
Energy Regulation (CER] in Dublin.

APHOENIX

~=®2> ENERGY SERVICES

ENERGY SERVICES

A specialist provider of downstream services into the Northern
Ireland energy market, Energy Services remit includes the
provision of a 24/7 emergency response to Phoenix Natural Gas,
together with metering and meter reading services across the
natural gas industry in Greater Belfast and Larne. In addition, the
company delivers a range of other services to energy users on a
demand and contract basis.

Group Turnover by Division

. Distribution (PNG)
. Supply (PSL)

. Energy Services [PES)
. Energy PEL)

Operating Profit by Division

@ oivuion o)
. Supply (PSL)

. Energy Services (PES)
. Energy (PEL)
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CHAIRMAN'S STATEMENT

| am pleased to report that Kellen has continued to grow its business and deliver results
ahead of expectations again this year. Despite the poor economic climate, consumers
continue to invest in reducing their energy costs by switching to natural gas. This growth
underlines the strength of the Group and the resilience of its cash flows. The Group
remains well placed in 2011 to benefit from the continued shift to natural gas from other
fossil fuels such as oil and also from any upturn in the UK and Irish economies.

During 2010, the Group operated through four main
revenue-generating divisions, one of which, Phoenix Energy
Limited, traded in its first full year. All four divisions have
delivered trading results ahead of expectations, despite the
negative market conditions. The continued ‘dash for gas’
globally and its resulting impact on wholesale costs, the
poor investment environment for prospective customers,
uncertainty in employment, the challenges of operating
within a rising inflationary environment for a regulated
business and the operational challenges arising from
extremely cold weather, all played their part in making 2010
another challenging year.

Gas demand was impacted significantly by severe weather
conditions at both the beginning and end of 2010. These
conditions increased gas consumption in the domestic
and small commercial sectors and helped boost heating
demand in the large user sector, thereby offsetting the
impact on demand arising from poor economic conditions.
Gas users will continue to focus on energy conservation
measures which will impact on assumptions underpinning
average consumer volumes going forward.

On a positive note for our customers, despite the rise in
gas costs towards the latter part of the year, these were

not sufficient to necessitate a review of our prices as part
of our regulatory price control mechanism. During 2010
therefore, domestic and small commercial gas users
enjoyed a year of prices fixed at levels set in 2009. However,
prices in the large user market, which are directly linked
to wholesale market prices, did change in line with market
movements throughout the year. By contrast, consumers
in the unrequlated market of mainland GB have borne the
brunt of higher costs in advance of the winter as suppliers
moved to ensure that tariff prices matched rising wholesale
market prices.

| am pleased to note that across the Group a strong focus
has been maintained on the delivery of efficiency and cost
savings to offset the regulatory price control targets placed
upon both our gas distribution and supply businesses in
Northern Ireland. This tight operating cost regime has
also assisted our energy services business to grow its
service offering and for our new Republic of Ireland trading
company to compete aggressively for new business. The
current operating regime puts the Group in a strong position
to continue developing its various businesses in 2011.

Phoenix Natural Gas, our gas distribution business in
Northern Ireland, has maintained its investment grade
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rating and met all of its covenant obligations under its
bond and bank finance. This company, being the main
infrastructure asset owner within the Group, has a stable
funding platform for 2011, with the existing 3-year bank
facilities maturing in November 2012. Although wholly
undrawn at this time, refinancing discussions are expected
to commence during the forthcoming year in consideration
of future business requirements. The Group remains in
a strong position to make the most of any future growth
opportunities both within its existing licence area and
beyond, either through organic growth or acquisition.

With all its operating subsidiaries firmly established, the
Board believes that the long-term prospects for the Group
remain excellent and that demand for natural gas will
continue to expand in Phoenix’s current licence area and
beyond.

We are confident that each part of the Group has a clear
focus and the ability to work through the challenges of
growth, in existing and new markets, despite the highly
competitive nature of the local energy market. Transparency,
innovation and reliability continue to be the cornerstone of
our approach to ensure that we expand the natural gas
network, attract new customers to gas and service them
thereafter through our trading businesses in an orderly and
efficient manner. The additional success of our new trading
business operating in the Republic of Ireland underlines our
confidence to compete successfully in market sectors of
our choice. As a result of our continued success in securing
new gas loads in Ireland in 2010, Phoenix has now become
the second largest natural gas supplier, excluding power
generation volumes, on the island of Ireland; second only to
the state-owned monopoly BGE. The Board fully recognises
that success cannot be assumed in such a tightly regulated
and competitive market and that it requires the utmost
commitment and focus of all our people to ensure we
deliver our promises to both investors and customers. This
should help the gas market to grow and help to compensate
our supply business for the inevitable reduction in its market
share. At the same time we should be allowed to compete in
all the other markets for natural gas in Northern Ireland at
the earliest opportunity.

The severe weather conditions in 2010 brought into sharp
focus the need to ensure that operational readiness, along
with a keen focus on health and safety are of paramount
importance in all our plans and are a priority in relation
to governance. Kellen board members are fully aware of
their responsibilities as directors of a Group which delivers
essential utility services on a 24/7 basis and which is of

ANNUAL REPORT & ACCOUNTS 2010

such strategic importance to Northern Ireland’s economy
and general population. We are therefore fully committed
to ensuring high standards of performance and monitoring
in relation to our stewardship of our responsibilities and in
minimising the risk tothe public from our extensive operations
and construction activity. The Group was once again
recognised for its positive contribution to the environment
by Business in the Community through its Arena Network
Environmental Awards. Our ongoing strategic operational
procedures in the areas of environmental performance
and occupational health and safety were recognised by
successfully retaining accreditations ISO 14001 and 18001.

Kellen Group is Northern Ireland’s leading gas distributor
and supplier and continues to ensure that customers enjoy
outstanding support from our growing service division.
The expansion of the Group's activities into the Republic of
Ireland has greatly enhanced its standing across the island
of Ireland, which the company will seek to build upon in
2011. We look to the future with confidence and with grateful
acknowledgment to all our people who have made the past
twelve months so successful despite the severe weather
conditions and general economic gloom.

Dr George Greener CBE
Chairman
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CHIEF EXECUTIVE'S REVIEW

| am pleased to report that the Kellen Group delivered an operating profit of £17.9m in 2010.
The underlying value of the Group was greatly enhanced by a strong performance from all
operating divisions in combination with further development of its gas network and growth of
the customer base. Despite the poor economic conditions, we continued to grow by ensuring
that our product offering met the needs of our growing customer base. The extremely cold
weather provided customers with an added stimulus to replace their old oil boilers with gas
ones to reduce consumption and save money. Whilst the cold weather significantly boosted
gas usage throughput in the year, underlying consumption data still suggests that customers
are continuing to focus on saving money through energy efficiency. 2010 performance was
ahead of expectations in most areas across the Group and our ability to deliver performance
despite the difficult economic climate that we face underlines the robustness of our business
plan and strength of our management and staff. | am confident that, despite the ongoing
economic challenges that we will face in the years ahead, the Group is well placed to deliver
on its business plan and thereby to build upon past success.

THE MARKET

The severe winter conditions at the start and end of 2010
played their part in shaping energy prices for the year.
These conditions, linked to commodity speculation and
constrained levels of storage, ensured that 2010 summer
prices remained relatively high and forward curve prices
rose steadily towards the latter part of the year and even
more so for the early part of 2011. This upward pressure
on gas costs occurred despite apparent underlying energy
demandbeinggenerally subdued
and the basic supply and
demand fundamentals

being similar to 2009.

Natural gas remains

a relatively new
option in the

/ Greater Belfast
1' energy market,
having only been
available since 1996,
albeit to a growing
potential customer
base. Given the ongoing
development of the
distribution network,
gas, on average
has been
available

at the doorstep of approximately 280,000 homes and
businesses for 10-years.

Kellen, under the Phoenix brand, holds licences for the
distribution and supply of natural gas in the Greater
Belfast area and more recently acquired a supply licence
in the Republic of Ireland. The Phoenix Group operates
through 4 separate businesses: Phoenix Natural Gas
(PNG), Phoenix Supply (PSL], Phoenix Energy Services
(PES])in Northern Ireland and Phoenix Energy (PEL) in the
Republic of Ireland. All of these businesses, in the context
of Northern Ireland, are significant in their own right with
over 350 staff employed directly, or through operating and
alliance partnerships. Phoenix is now the largest natural
gas distributor and supplier in Northern Ireland and the
second largest in the island of Ireland. This growth is a
result of the recent expansion into the gas supply market
in the Republic of Ireland (ROI) and continued growth in
the North.

PNG's primary objective is to make natural gas available
to around 90% of all households and businesses in the
Greater Belfast area by 2016, connecting circa 60% of
these potential gas customers to the gas network by this
date. This entails ensuring that new properties and
developments are built with gas heating incorporated and
that existing properties are converted to gas, either when
existing heating equipment needs to be replaced or as a
result of marketing aimed at accelerating customer
acquisition. The principal challenge for natural gas is to
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displace oil as the main energy source for homes and
businesses. Qil is still the dominant fuel for domestic
heating and an embedded ‘oil culture’ remains very
strong across Northern Ireland given the limited
availability of natural gas outside the PNG licence area.
Oil prices remained volatile throughout 2010 reminding
those homeowners and businesses who have not yet
converted to natural gas of the high cost of oil, both in
terms of the commodity price and the low efficiency of
typical indigenous oil boilers. However cost is not the only
driver as many people making the decision to change to
gas do so in recognition of its convenience, reliability and
efficiency. These considerations, linked to the cost of
conversion, remain key factors in the switch to gas.

Green issues continue to dominate overall Government
energy policy and this is also reflected in the political
agenda in Northern Ireland. Given the lower carbon
footprint of natural gas, the pressure to move away from
more polluting fossil fuels, such as oil, continues to assist
our conversion programme and expansion. This necessity
to address the impact of climate change and the pressure
to move towards a lower carbon economy greatly assists
our efforts to promote the conversion to natural gas. As
an example, homeowners switching from oil to natural
gas can reduce their carbon footprint by up to half.

THE BUSINESS

The Group continues to build on its success to date and
2010 was yet another year of solid growth. The four
operating divisions of the Group have strong plans to
maximise their potential and they remain on course to
deliver their key objectives. PNG continues to expand its
network coverage and connections to homes and
businesses.

The supply businesses (PSL and PEL] continue to enhance
their service offering to customers and deliver gas at
highly competitive but sustainable rates; underpinned by
key market fundamentals in relation to costs. The early
success of PEL in the ROI, where the aim is initially to
supply large industrial and commercial users with gas,
has exceeded initial expectations. In addition, our supply
businesses have also continued to strengthen their gas
trading expertise which underpins their ability to offer
flexible and competitive gas prices to large users with
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complex price and volume

requirements. At the same

time they have expanded the gas market

information provided to customers, with real time gas
commodity price data delivered direct to customers
mobile phones’ and web-based applications.

Meanwhile PES continues to grow its share of the
downstream after-sales market with repeat business and
new product offerings underpinning the growth of this
business, alongside its key role in supporting the metering,
maintenance and emergency response activities of its
other Group companies.

An active awareness of market changes, a keen eye for
operating and capital efficiencies, and a strong process
culture remain the cornerstones of our operations across
the Group. 2010 has been no exception in demonstrating
that these simple measures are the foundation of our
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success and that a strong ‘can do’ mentality underpins
the culture of the organisation and the strength of its
people.

During the year, PNG invested a further £12.9m in
extending its network by a further 73 kilometres to
establish gas in developing areas and to enable the
connection of new customers to gas for the first time. The
Group continues to seek new opportunities to expand
PNG's current Licence areas in relation to both its
distribution and supply activities. Gas expansion remains
a key focus for Government; with a consultation document
expected in late 2011 outlining the potential of taking gas
to the West of the Province to areas such as Enniskillen,
Omagh, Cookstown and Dungannon. The outcome of this
consultation should be known in 2012.

Whilst the Greater Belfast Licence Area has been open for
‘gas on gas’ competition for the past eight years in the
industrial and larger commercial markets and since 2007
for domestic and small commercial markets, 2010 saw
real and active customer competition across all market
sectors with new suppliers aggressively marketing to
existing gas users. New suppliers are on the ground
selling ‘door to door’, supported by very high levels of
advertising aimed at customer acquisition. Currently
PSL's cost base, potential margin and tariff price are all
price controlled. As the only regulated gas supplier PSL
still retains a dominant market share, however, as its
market share falls the need for a regulated market also
changes. Recently in ROl the regulator, the CER,
responsible for regulation of the gas and electricity
sectors, has removed regulatory market restrictions from
ESB in the electricity market, as its market share fell to
60%. This is similar to the situation in Great Britain,
where the energy markets operate on a competitive
market basis.

THE FUTURE

The continuing depressed economic climate currently
presents major challenges to PNG's ability to grow its
connected customer base and thereby maximise
utilisation of its gas distribution network. PNG has already
connected 49% of all the homes and businesses who are
readily connectable to its network. Despite the challenges
its plan assumes that we will continue to increase this
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penetration to reach c.60% by 2016, with the addition of
circa 8,000 new connections per year to the gas network
within the existing licence area.
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There also remain significant and challenging regulatory
targets in relation to operating and capital efficiencies,
connection growth and obligations set within the supply
price control. The respective regulatory price control
periods for both PNG & PSL in Northern Ireland run out
in 2011 and both businesses are engaged with the Utility
Regulatory in providing information. Ultimately new cost,
efficiency and income cap targets will be set. The PNG
price control will be set for 2-year period this time and
then revert to 5 years thereafter in order to align with
other gas distribution price controls in Northern Ireland.
A final decision on the term of the PSL price control has
yet to be made.

We expect ‘gas on gas’ competition in Greater Belfast to
fully establish itself as the norm in 2011. The gas market
outside of Belfast in the ten towns, being developed by
Bord Gas Eireann’s subsidiary, firmus energy, will open
up to competition in October 2012. This will provide
further opportunities for the Group's supply companies to
compete fully across the island of Ireland. We aim to
offset losses of load and customers by our trading
business in Greater Belfast with loads gained both in the
Republic of Ireland and elsewhere in Northern Ireland as
the market outside opens fully in the forthcoming years.

Given that the objectives we must deliver remain
unchanged, our priorities are consistent with those of
2010. Regardless of the wider economic pressures,
we must continue to create our own success
and each day win new customers and
retain existing ones with unstinting
enthusiasm and dedication to
service. Our past was built upon
and our future success depends
on our outstanding people,
their attention to detail and
willingness to adapt to change

and maintain the ‘can do’

mentality.

Peter Dixon
Group Chief Executive
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Kellen Group’s award-winning integrated Corporate Social Responsibility (CSR) programme

is called ‘LIFE’ and stands for;
Leadership in the marketplace

Investing in our people 4 PHOENIX

Fostering our community
Environmental responsibility.

‘LIFE’ has been developed to provide an overarching framework for the range of ongoing
initiatives carried out by the Group that positively impact our marketplace, workplace,
environment and community. We are delighted to have, for the sixth year running, received
national recognition for our efforts by collecting a Business In The Community (BITC) ‘Big

Tick’ award for CSR excellence.

LEADERSHIP IN THE MARKETPLACE

During 2010 the Group has continued to evaluate, enhance
and show leadership in all aspects of Phoenix LIFE. The
Group continues to be a strong advocate and corporate
member of BITC, sitting on its Northern Ireland board and
chairing its environmental arm - Arena Network.

Education Qutreach

An integral part of Phoenix LIFE has been the Group’'s
Education Outreach programme, which involves working
with pupils of Primary school age right up to students
who are involved in further education at Universities and
Colleges. One of the initiatives within the programme in
the past year saw post-graduate students from Queens
University’s Business School complete a collaborative
partnership programme with Phoenix on the development
of a ‘Carbon Calculator’. The Phoenix carbon savings
model was reviewed by the post-graduate students,
who are studying Environmental Management,
as part of a consultancy module at the Belfast
University. The purpose of the Carbon
Calculator is to allow householders and
businesses to, on an ongoing basis,
evaluate the carbon savings they are
achieving as a result of switching
their main energy source to
natural gas from other fuel

sources like oil or coal.

Also in the Spring of 2010, as
part of national 'Engineers
Week’, and in conjunction with
the Institution of CivilEngineers,
Phoenix hosted an ‘Engineers
Day’ for a large number of
first year Secondary school
children wanting to learn more

ANNUAL REPORT & ACCOUNTS 2010

about possible
careers in
engineering. The
pupils spent the day learning

engineering techniques and innovations

relating to the gas industry. In addition,

several presentations from senior engineering

managers were delivered covering a wide

range of activities linked to mechanical, gas

and construction engineering subjects. The

UK Government recently identified the areas

of Science, Technology, Engineering and Maths
(STEM] as being subjects that they would like to see
youngsters strive to get qualifications in and this initiative
over ‘Engineers Week” was one of many that the Group
were involved in throughout the year in an effort to help
promote STEM.

In addition Phoenix continues to work closely with local
Primary schools on a range of educational projects, most
recently agreeing to mentor a group of 8-year-old children
as part of the national Time To Read’ programme. This
involves a commitment from staff, across the Group, to
attend local schools once a week for a full year, playing
a key role in helping to improve the literacy levels of
children by reading books with them.

INVESTING IN OUR PEOPLE

The Group also continues to invest in its most important
asset - its people. Increasingly, there is evidence
that Phoenix's reputation as a socially responsible
organisation is helping to attract job candidates who
recognise Phoenix as a company with a strong focus
on its people. Furthermore Phoenix’'s staff turnover has
fallen significantly over the last year and staff satisfaction
surveys suggest that corporate social responsibility
activities are a key reason for people staying with Phoenix.

K/ KELLEN GROUP
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According to recent surveys 98% of staff believe the
Group’s monthly ‘Phoenix Fifteen” information sessions,
are an “excellent” aspect of Phoenix LIFE.

Phoenix has also recently given its support to the BITC
‘Business Action on Health Campaign’. This formal
pledge confirms and again highlights Phoenix’s ongoing
commitment to providing a healthy workplace and to
offering our staff support and information to help improve
their overall health and well-being, whether it be inside
or outside of work. We believe that this emphasis has
significantly contributed towards the further falls in our
absenteeism levels, which were already well below all

industry benchmarks.

The Group continues to invest in the development of its staff
through the application of a training programme across its
businesses. This ethos has contributed to the fact that
over 35% of staff within the Group have been promoted at
least once during their time with the organisation.
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CORPORATE SOCIAL RESPONSIBILITY

FOSTERING OUR COMMUNITY

Phoenix has a long history of supporting young people
and providing them with as much help as possible

in meeting their potential goals in life. Phoenix
continues its commitment to support the Ulster

Rugby Academy, which is known as the Phoenix

Ulster Rugby Academy. It is designed to

nurture, develop and prepare, the next
generation of Ulster and Ireland rugby

stars.

In 2010 the Group was also recognised by
Arts & Business for its 10-year partnership
with Belfast's Grand Opera House.

However it is Phoenix’s

Energy for Children

Charitable “

Trust that £

undoubtedly

continues

to have the

greatest

impact in

terms of

changing

people’s

lives in

Northern

Ireland for

the better. The

Trustwas founded

with the objective to

break new ground and

reach deeper into the heart of the local
communities throughout Greater Belfast and beyond to
improve the lives of disadvantaged children. Through staff
and wider industry efforts, the Trust has so far raised over
£300,000, every penny of which goes to needy children.

The Trust focuses on helping individuals or groups who,
for whatever reason, have slipped through the net of the
more established charity network. Behind the scenes
Phoenix provides all fundraising, administration and
operational support.
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To date the Energy for Children Charitable
Trust has helped well over 5,000 individual
children. Industry enthusiasm for fundraising
and wider support means we believe we will
continue to help many more in the years ahead.

ENVIRONMENTAL RESPONSIBILITY

Around 2.6 million tonnes of carbon dioxide (C02)
has already been prevented from entering the local
atmosphere by consumers switching to gas in the Phoenix
Natural Gas licence area, with continued savings of

around 250,000 tonnes of CO2 per annum (the equivalent

of removing approximately 80,000 cars from Northern
Ireland’s roads each year).

Phoenix Energy Advisors have in the last year on average
visited 200 homes every week to provide essential energy
awareness and savings advice tailored to each individual
home (over 10,000 homes a year). Through these audits,

ANNUAL REPORT & ACCOUNTS 2010

Phoenix encourages people to: switch to what is a lower
carbon fuel, to use more energy efficient appliances, to
protect their homes from heat loss, to add insulation
measures and to reduce overall energy consumption.
In 2010 Phoenix’s energy efficiency focused marketing
campaigns were communicated to over 300,000 homes in
Northern Ireland.

Phoenix continues to actively promote environmental
awareness both internally and externally, through its
in-house environmental team, involvement with local
award schemes and through publicity campaigns. In 2010
Phoenix was assessed to be in the 1st quintile by ARENA
Network in terms of environmental performance, meaning
that the Group scored 80%+ in their environmental
benchmarking survey.

Phoenix’s investment in Corporate Social Responsibility
has been developed to optimise the benefit to the Group
and society, delivering a clear win-win situation. The

K/ KELLEN GROUP

financial resources attributed to LIFE are far outweighed
by the voluntary effort, commitment and time given by
staff to maximise the impact of all initiatives pursued.
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DIVISIONAL REVIEW |
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DISTRIBUTION

Phoenix Natural Gas (PNG) is the owner and operator of 3,091km of distribution network
within its licence area, in the Greater Belfast and Larne areas of Northern Ireland, and has
already made gas available to 284,000 premises and connected circa 139,000 customers to '
its network. The business is regulated under licence by the Northern Ireland Authority for

Network Annual Environmental

I
1

Awards, which means that the

_‘l

; ti_" Py

Group’s performance is recognised

¥

\ NS

against other organisations throughout

Utility Regulation (NIAUR).

During 2009, PNG undertook an extensive rating process
with Fitch and Moody’s which culminated in a new
subsidiary, Phoenix Natural Gas Finance plc, issuing £275m
of 5.5% bonds repayable in 2017, guaranteed by both Phoenix
Natural Gas Limited and its intermediate holding company
Phoenix Distribution Holdings Limited. These bonds
were rated BBB+ by Fitch and Baa2 by Moody's and the
proceeds received were used to repay existing acquisition
debt providers across the Group, reorganise intercompany
arrangements, repay fees and other costs and facilitate the
return of any surplus to investors.

An additional £80m 3-year bank facility was also arranged
to finance the future capital expenditure and working capital

requirements of PNG.
GROWTH AND INVESTMENT

Distribution income of £39.5m in 2010 was £2.2m higher than
that in 2009, generated mainly through the application of
published conveyance charges to all gas distribution system
users based on the volume of gas conveyed in the year.
Charges are set annually in advance of the year (inclusive of
an estimate of any surplus/deficit from the previous year) in
order to recover the maximum allowed income for each year
within PNG's Price Control for the 5-year period ending on
31st December 2011, as determined by NIAUR.

Income generated was higher than the regulatory
‘determined’ level for 2010, because actual volumes were
significantly higher than those used when setting distribution
prices. Consequently an over recovery of income of £5.0m
has been accumulated at the end of 2010 (compared to
£3.3m surplus at end of 2009). This will be carried forward
and returned to all system users through lower conveyance
charges in subsequent years.

128.0 million therms [mt) of natural gas was transported
through the network, 16.4mt more than 2009. Volumes
are estimated to have been higher than forcast by 14.4mt
because average temperatures across the year were 1.3
degrees centigrade colder than the 5 year average, with the
extremely cold first quarter and last quarter making 2010
one of the coldest years in recent history. This compares
to 2009 when volumes were 0.2mt higher than forecast
as a result of temperatures being marginally colder than

average.

Demand in the large industrial & commercial sector (those
burning more than 25,000 therms per annum) rose by
5.3mt, largely due to growth in throughput at one specific
new customer in 2010. Otherwise demand continues
to be influenced by economic pressures on business
customers and the continued focus on energy efficiency and

environmental initiatives.

Elsewhere, throughput in the domestic and smaller
industrial & commercial sectors rose by 11.3mt with
demand driven by colder weather in 2010 together with an
increasing number of customers connected to the network
and some load growth within existing users.

Operating profits of £15.7m were £0.2m lower than in
2009 with the growth in distribution income being offset
by increases in operating costs. Actual operating costs
in PNG are monitored closely in real terms against the
levels assessed by NIAUR in determining allowed income.
Whilst the implication of growth in business will drive cost
increases each year, this has been partially offset in 2010 by

ongoing efficiencies being delivered by the business.

PNG invested a further £12.9m in capital expenditure during
2010, constructing 73km of new network and connecting

i

8,081 new customers. By year-end, PNG had 3,091km
of network in operation, making gas available to 283,780
premises in its licence area, with a total of 138,754 (49%)

already connected.
OPERATIONS AND REGULATION

The company met all published standards of customer
service, as measured independently by the Consumer
Council for Northern Ireland (CCNI) and the NIAUR. In
the key areas of connecting new customers and attending

Public Reported Escapes, targets were exceeded.

During 2010, the distribution network continued to operate

without major incident.

No interruptions have occurred to the distribution of gas due
to capacity constraints on the PNG network throughout the
years 2006 to 2010.

A ‘peak day’ for demand of 24.4 GWH was recorded on
21st December 2010, which compares to the 2009 ‘peak
day’ of 18.3 GWH. However it should be noted that in 2010
throughput on this peak day was driven by exceptionally low
temperatures (-10.1 degrees centigrade] compared to the
temperatures on the previous 2009 peak day of +0.8 degrees

centigrade.

PNG, on behalf of the Group, was recognised for its
contribution to the environment by being awarded

Ist quintile accreditation in the prestigious Arena

b.a“ ! 11 RN as exemplary when benchmarked

Northern Ireland. Our ongoing operational

procedures in the areas of environmental

performance and occupational health and

safety were re-affirmed by successfully retaining
accreditations of both I1SO 14001 and 18001.

PNG continued to build upon the solid regulatory foundation
established in 2006 through the 40 year licence agreement
with NIAUR by completing a modification to its licence to
remove the cap on the number of pay as you go (PAYG)
meters that it is allowed within its regulatory cost base.
PAYG meters are widely requested by consumers in the
PNG licence area and as a result account for half of the
connected customer base. In addition the ring fencing
conditions, which were implemented through a licence
modification in 2009, came into full effect in 2010. A key
requirement of these conditions was to ensure that the
majority of the directors in PNG were non-executive, an
obligation that has now been fulfilled. These conditions
bring PNG in line with other regulated utilities within
Northern Ireland and the rest of the UK.

MARKET OVERVIEW AND OUTLOOK

The Northern Ireland Housing Executive (NIHE), is the
body responsible for all of Northern Ireland’s public
housing. Over the last 15 years PNG has been involved in
helping to develop heating replacement programs in line
with the development of the natural gas infrastructure. A
high proportion of available NIHE properties have already
been connected to natural gas and the number of new
connections in this sector is planned to slow down over the

forthcoming years.

Within the new build housing market, 2010 saw a continued
slowdown in activity, both in terms of house sales as well as
new housing schemes starting up. However PNG has seen a

build-up of new schemes within the planning system, many
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of which have been re-worked to make them economic.
Therefore based on its success at capturing virtually all new
developments within its licence area to date, PNG is well
positioned to provide natural gas to all new housing projects
in Greater Belfast during 2011 and beyond, once the market

conditions become more favourable

In the owner occupied sector PNG, whilst having met all
of its obligations regarding the provision of gas network,
continues to expand. Further investment is planned
throughout 2011 to extend the gas network in established
private residential areas where a strong propensity for
customers to convert can be demonstrated.

In 2011 PNG plans to invest in a further 70km of new
distribution network to bring the opportunity of natural
gas to a further 8,000 potential new customers as well as
undertaking a strategic reinforcement of its system in a
key industrial area of Belfast because of future expected

increases in demand.

PNG has established a large network of manufacturers,
distributors, merchants, retailers, and

installers throughout its licence

area. This network focuses

on meeting the needs

of new gas users

ANNUAL REPORT & ACCOUNTS 2010
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and developing incentives and offers to encourage
customers to switch to natural gas. Through our ongoing
relationship with Government agencies, PNG will maximise
consumer opportunities provided by Government funded
schemes, such as 'Warm Homes', “Cosy Homes", “Healthy
Homes", “Snug Plus” - converting the fuel poor to a modern
and efficient natural gas heating system. PNG continues to
lobby for the introduction of a ‘Boiler Scrappage’ scheme
similar to the scheme which has been made available within
other parts of UK.

| Covmilniior cusinmens conoenied
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NATURAL GAS SUPPLY

Phoenix Supply Limited (PSL) is the largest natural gas supplier in Northern Ireland
supplying more than 99% of all customers connected to the Phoenix Natural Gas (PNG)
network in Greater Belfast and Larne with natural gas.

OPERATING PERFORMANCE

Turnover for the year of £101.1 million was £5.3 million
lower than in 2009 as a result of the significant fall in
wholesale gas costs being passed on to its customers

through lower selling prices.

During 2009 published selling prices in the tariff sector
were reduced by 22.1% in January and by a further
reduction of 19% in October. However during 2010
selling prices in the tariff sector remained unchanged
at this lower level. As the majority of contracts within
the large industrial and commercial sector have
pricing arrangements directly linked to the wholesale
gas market, these selling prices reflected directly the
reduction in wholesale gas costs applicable to this

sector.

The fall in turnover as a result of lower selling prices
was partially offset by higher volumes supplied to
customers during the year. The volume of gas supplied
in 2010 was 112.9 million therms (mt) which represented
an increase of 7.6mt (7%) from the volume of gas
supplied in the previous year. This was driven largely
by the exceptionally cold weather at both the start
and end of the year together with a growth of new
customers connected to the network. This was partially
offset by the volume associated with customers which
have transferred to other gas suppliers as competition

develops in the PNG distribution licence area.

Operating profits of £0.6 million were £2.9 million below
the level reported in 2009. This was due to gas costs
savings generated in previous periods being returned to
customers during the year, in line with the PSL's price
control mechanism.

Under the terms of PSL's regulatory price control, all gas

cost savings are required to be returned to customers
at the subsequent tariff review. This principle provides
significant protection to customers and is demonstrated
by the scale of price reductions applied by PSL in 2009
in contrast to the response by other suppliers across the

UK where no such arrangement is in place.

Under the terms of the £80m capital expenditure and
working capital facilities taken out by PNG, PSL has
indirect access of up to £20m to support its own working

capital requirements.
GROWTH AND DEVELOPMENT

The company continued to grow during the year with
8,081 new customers being supplied by PSL following
their connection to the gas network. Despite the
intensification of competition from other gas suppliers
PSL supplied over 89% of the total gas supplied to
customers within the Greater Belfast licence area.

PSL continues to be innovative, developing new products
which underpin the strong customer focused ethos of
the business. During the year a mobile text alert service
was developed which provides a summary of wholesale
market prices to customers via a text alert to their
mobile telephone or other portable device. This ensures
customers can be provided with the latest wholesale gas

market data in a timely and convenient manner.

The strong customer service credentials of the company
were recognised by the company winning a Best Business
Award for Best Customer Focus and being finalists in
the customer care categories of the Utility Industry
Achievement Awards and National Business Awards.
These national awards showcase best in class customer
service and the company is proud to have reached the

finals of these prestigious award programmes.
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MARKET OVERVIEW AND OUTLOOK GAS ON GAS COMPETITION

Market conditions in 2011 are expected to be challenging

WHOLESALE GAS MARKET OVERVIEW As it transpired, there was a cold start to the winter with the company facing competition from other suppliers

and December 2010 was one of the coldest months in supplying gas to customers across all market sectors
Generauy' wholesale gas prices rose Steadl[y across in the UK in over 100 years. Storage levels dep[eted for the first time. Until the end of October 2010 the

the year after having fallen significantly in 2009 with 5 5ig1y and by the end of the year stood at 45% fullness company enjoyed 100% market share of the domestic
a number of factors helping to support this price compared to 82% at the same time the previous year. sector. However active competition commenced in
TR This added to nervousness in the wholesale market November 2010 when firmus energy (a subsidiary of the

and fed bullish sentiment. ROI's publicly owned gas supply company BGE) entered
At the start of the year, temperatures were well

below seasonal normal levels. As a result of record Despite there being record levels of liquefied natural

demand, National Grid issued four Gas Balancing gas (LNG) reaching the UK in 2010 the downward
Alerts (GBA] in January 2010. This level of intervention pressure on wholesale prices of this increased supply The company will continue to focus

the market and directly discounted PSL’s regulated
tariff.

was unprecedented as only one GBA had previously  \as more than offset by an increase in demand on providing customer service which
been issued since their introduction. A GBA is issued which, during the summer, was also supported by a exceeds customer expectations which
when some form of supply or demand side response higher level of exports through the Interconnector to is the foundation of its customer
is required to ensure the physical balance of the Europe. retention strategy. However whilst it

system. retains a significant market share, PSL
The average System Average Price (SAP) for the

Higher demand at the start of 2010 ensured that the summer of 2010 was 40.7 pence per therm which was
level of stocks in the UK’s long term storage site at  higher than the average SAP for the previous winter
Rough depleted very rapidly and the site reached of 31.5 pence per therm. Wholesale gas prices have It is expected that the retail market in the

will continue to be subject to regulatory

controls on its tariff prices.

7.5% fullness by mid-March. This was much lower continued to increase and for the most recent winter ‘Ten Towns' outside Greater Belfast, which
than in previous years when storage was around 25% the average SAP was 54.6 pence per therm. are being developed by firmus energy, will open

full at the end of the winter. As a consequence there to competition for the large industrial and commercial a new price control which will cover a period yet to be

Since the year end wholesale gas costs have continued

was higher demand during the summer period as a sector from 1st October 2012. This market is currently confirmed.

to increase largely as a result of social and political

instability in North Africa and the Middle East - being able to compete in this market.
and the potential impact on the nuclear | of wholesale gas market information to industrial

higher level of injections were required in order to closed to PSL and the company looks forward to

replenish storage stocks in advance of the winter PSL continues to be regarded as the premier provider

period commencing.
power industry of the earthquake and PSL currently operates under and commercial customers and provides a weekly

The Rough storage facility only reached 91.5%  tsunami in Japan on 11th March . i a supply price control which wholesale gas market review to around 1,000 energy
fullness by the start of the winter on 1st October 2010. ~ 2011. As a direct result of this covers the period from 2009 to buyers and senior executives across the island of
In previous years the site had been almost 100% full  increase in wholesale gas : 2011, inclusive. During 2011 Ireland. Our dedicated gas purchasing team, based in
and the lower level of storage stocks led to concerns  costs, PSL increased its tariff _ further discussions will Belfast, continues to provide bespoke gas purchasing
among traders that there could be difficulty balancing  prices by 39.1% on 1st May h take place with the Utility solutions and advice to customers in the industrial and
the UK system if there was a cold winter. 2011. : .y Regulator in respect of commercial market sector.
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Phoenix Energy Limited commenced supplying natural gas in the Republic of Ireland
towards the end of 2009 and by the end of 2010 when combined with supply activities in
Northern Ireland, Phoenix gas supply businesses were established as the second largest

on the island of Ireland.

OPERATING PERFORMANCE

Turnover in 2010 of £5.4 million was generated by the
business in its first full year of trading having only
commenced supplying its first customer towards the
end of 2009.

The company supplies customers in the large industrial
and commercial sectors in ROl on an individual contract
basis with pricing arrangements directly linked to the
wholesale gas market and relevant published conveyance
charges. Therefore, average selling prices across the
year tend to directly reflect monthly movements in the

wholesale gas market.

The volume of gas supplied in 2010 amounted to 10.0
million therms representing the throughput from its
growing industrial and commercial customer base as
they transferred from other gas suppliers during the

year. Phoenix Energy’s customer base now extends

- .‘“ﬂ'
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across manufacturing, pharmaceutical, agrifood,
hospitality and public sectors and includes the largest
industrial user ever to switch from the incumbent
supplier, BG Energy, (owned by Board Gas Eireann) in
ROLI.

The company generated an operating profit of £0.1
million during the year which represents a £0.2 million
increase in performance compared to 2009, when it
recorded a small loss associated with the costs of

market entry.

While the company operates under a licence granted by
the Commission for Energy Regulation (CER), it is not
subject to price regulation, allowing PEL to compete

directly with other licensed gas suppliers in the ROI.
GROWTH AND DEVELOPMENT

PEL provides a comprehensive range of flexible gas
purchasing options to in the Irish marketplace including

Figure 1
Market share of above RTF
(non power generation) sector in 2010
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fixed

a nd

variable

pricing options.

The company also

provides innovative and bespoke capacity management
products tailored to individual customer requirements,

procurement strategies and risk appetite.

Competition in the ROl is more established than in NI
with a total of nine licensed natural gas suppliers active
in the market. PEL's initial entry into the market
was to compete in the above regulated
tariff formula (RTF) sector, which
contains the largest industrial

K/ KELLEN GROUP

and commercial users in Ireland. By the
end of 2010 PEL had already grown
its market share supplying 23%
of all volumes in this sector with
gas, with BG Energy supplying the

remainder.
PEL has since extended its offering

into the RTF market and expects to
grow its market share in this sector
throughout 2011.

During the year the company achieved

recognition for its impressive growth

and development by receiving the Spirit

of Enterprise Award. The award, organised

by Chartered Accountants Ireland (Ulster

Society) and Northern Bank were established to

reward indigenous companies which demonstrate
real entrepreneurial spirit combined with the innovation

and creativity to succeed.
OUTLOOK

The natural gas market in the ROl is over four times
larger than in NI and provides significant opportunity for
a further period of growth in 2011. PEL has the platform,
brand and team to continue to deliver strong growth

by winning new customers across the industrial and

, commercial sectors in which it operates
‘% and by consolidating its position

in the Irish market.
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DIVISIONAL REVIEW

ENERGY SERVICES
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A PHOENIX

~=®2— ENERGY SERVICES

Phoenix Energy Services (PES) is the leading provider of natural gas boiler and appliance
servicing, emergency response, gas metering and meter reading services in Northern
Ireland. From a business start-up position in 2001, the company now undertakes more than
45,000 service engineering and 269,000 meter reading visits annually, using a professional
team of Gas Safe Registered engineers and other multi-skilled staff.

BUSINESS REVIEW

Turnover of £3.5m in PES was £0.6m
higher than in 2009, in line with
the continued expansion of the
business, both internally to
PNG and PSL and externally
through growth in services
to home owners and
businesses. Operating
profits increased to £0.6m.

Phoenix Energy Services
is now a well established
brand in Northern Ireland’s
growing natural gas market.
Along with the proven capability of
delivering a world-class emergency
service to gas consumers, the business
also provides professional support to the

Group’s distribution and supply businesses through a
range of other business-critical activities, including gas

asset installation, maintenance and meter reading.

The achievements of the company over the past year have
been recognised within the industry with the presentation,
for the third year in succession, of the CORGI “Installer
of the Year” for Northern Ireland award 2010. There was
further recognition from the Institution of Gas Engineers
and Managers (IGEM] for the company's innovative
apprentice development programme with the presentation
in May in London of the Business Skills Award.

24/7 Emergency Response Service

PES continues to deliver a professional downstream
emergency response service to the core distribution
division, ahead of agreed industry standards. This

area of operations currently accounts for
34% of the service engineering visits
undertaken, with activity growing
alongside the expanding natural
gas infrastructure in Northern

Ireland.

Asset Installation and

Maintenance

This arm of the business

delivers a range of meter

installationand maintenance
services to the distribution
division and constitutes a

further 43% of downstream
service engineering activity. While
minimising unnecessary activity in
this area will obviously be a focus for the
distribution business, activities will grow in line with

the increasing customer base, competition in the supply

market and the changing age profile of the network.

Customer Support Services

PES provides a one-stop-shop for boiler and appliance
maintenance, repair, landlord inspection, commercial
planned maintenance and boiler insurance breakdown
protection. This work constitutes 23% of the downstream
service engineering activity and continued to deliver
increased revenue into the business in 2010 despite the
general economic downturn. This expansion reflects
continued success in this developing market and is the
result of building customer loyalty through excellent
service delivery and the innovative marketing of products
such as the boiler insurance breakdown package

“Phoenix ServiceCare”. A series of focused marketing
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campaigns has also delivered growth in the boiler service

and repair areas.
Meter Reading and Related Activities

Meter reading activities have been further developed in
2010 with an emphasis on increasing productivity through
better use of technology. A total of 269,000 reads were
completed in support of the billing programme of its main

meter reading customer, Phoenix Supply.
MARKET OVERVIEW AND OUTLOOK

Trading conditions remain buoyant in the customer
support services sector, due to ongoing targeted
marketing supported by continued repeat business
despite the challenging economic conditions. Customer
awareness of increased energy efficiency across all areas

of the economy has been a strong driver for proactive

K/ KELLEN GROUP

maintenance of all appliances. With volatile fuel and
other domestic costs, the benefits of fixed price boiler
insurance packages such as ‘Phoenix ServiceCare’

remain attractive.

Emergency services and asset maintenance activities will
continue to grow in tandem with the expanding natural
gas market in Northern Ireland. The increasing age of
installed plant and equipment will also be an ongoing
source of work in this safety critical area. Meter reading
services will continue to focus on increasing productivity
in order to support the efficiency targets placed upon the

regulated supply business.

Overall, the future growth prospects of PES are looking
extremely healthy, thanks to anticipated further growth
of the Northern Ireland gas infrastructure and consumer

market.

§ PHOENIX
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BOARD OF DIRECTORS

DR GEORGE GREENER CBE
CHAIRMAN

George Greener brings to Kellen significant and varied experience at directorship level, most
recently as Chairman of the National Health Service in London. Before joining the Kellen Board,
he was Senior Independent Director of Reckitt Benckiser plc, as well as Chairman of the British
Waterways Board, The Big Food Group plc, Swallow Hotels plc, Allied Dunbar Assurance plc, Eagle
Star Holdings plc and Threadneedle Asset Management plc. In addition, George held the posts of
Chief Executive Officer of BAT Financial Services and Director of BAT Industries plc. George has
also served as Group Chief Executive Officer of Hillsdown Holdings plc.

SAMI KASSAM
NON EXECUTIVE DIRECTOR

Sami is an Associate Director at TFCP. Sami brings with him significant transaction experience,
having been on the investment team at TFCP since 2006. Whilst at TFCP, Sami has been primarily
focused on the energy and infrastructure space, with recent notable transactions including the
refinancing of Infinis, the take private of Novera Energy and the acquisition of Consolidated
Pastoral Company. Prior to joining TFCP, Samiworked as an Investment Banker within Citigroup’s
M&A team.

LORENZO LEVI
NON EXECUTIVE DIRECTOR

Lorenzo is an Operational Managing Director at TFCP. He has had a wide-ranging career
encompassing sales management and corporate development for companies such as IBM and
Nortel Networks, to strategy for management consultants, Bain & Co. He now puts these skills
and expertise to good use at Terra Firma. In addition to due diligence work on transactions,
Lorenzo also handles post-acquisition operational challenges which differ greatly. At Terra
Firma, in the cinema investment his role includes driving acquisitions across Europe, while his
work in the aircraft leasing business has included managing the integration of the two acquired
companies.

NILS STEINMEYER
NON EXECUTIVE DIRECTOR

Nils is a Finance Director at TFCP. He joined TFCP in 2003 with a remit to align the financial
management and reporting standards across the portfolio businesses. Prior to TFCP, Nils
spent 11 years with General Electric Co. (USA) in a wide range of finance roles across various
divisions of the company, including 5 years in businesses where General Electric was a minority
shareholder.
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SIR GERRY LOUGHRAN KCB
NON EXECUTIVE DIRECTOR

As Chairman of Phoenix Energy Holdings, Sir Gerry Loughran brings a wealth of experience and
expertise in the public and private sectors. He has served as Permanent Secretary of the Industry
Department (Department of Economic Development]) in Northern Ireland and subsequently was
appointed Head of the Northern Ireland Civil Service and Secretary to the Northern Ireland
Executive. In this role he led 29,000 members of the Northern Ireland Civil Service until his
retirement from the Service in 2002. Since then he has held a number of appointments in the
private sector. He is currently Chairman of Blackstaff Press, Director of Allied Irish Banks (UK]
PLC, the Baird Group and Forward Emphasis International. He also serves on several Boards in
the education and training sectors.

PETER DIXON
GROUP CHIEF EXECUTIVE

Peter has spent his entire career in the gas industry, acquiring over 34 years' experience. He
started out as an Engineerin 1976 with North West Gas and went on to play a key role in the break-
up of what was then the old British Gas. Peter joined Phoenix Natural Gas as Commercial Director
in February 1997. He was appointed Chief Executive in July 2000. He is currently Chairman of the
Energy for Children Charitable Trust, as well as Chairman of Arena Network - the environmental
arm of Business in the Community of which he is also a Board member. In 2008 he was appointed
a Belfast Harbour Commissioner.

MICHAEL MCKINSTRY
GROUP FINANCE DIRECTOR

Michael has been with Phoenix from its earliest days, joining the fledgling company in 1996 as
Finance Director. He took his place on the Group Board in January 2006 following the acquisition of
Phoenix by Kellen. Because Michael has been at the financial helm of Phoenix throughout its history,
overseeing the various changes to its ownership, corporate, financial and regulatory structures,
as well as developing its strategies, he has a comprehensive knowledge and understanding of the
business. Prior to joining Phoenix, Michael gained extensive financial management experience
across a broad range of business sectors, starting in heavy engineering with GEC, in the textiles
industry with Ulster Weavers and in the energy industry with Premier Power following its purchase
by British Gas.
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FINANCIAL REVIEW
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2010 was another year of strong performance across the Group. Despite the difficult
economic climate, the constraints arising within financial markets and uncertainty created
by reduced public sector spending, each of its businesses have delivered results ahead of
expectations. In addition the extremely cold weather experienced in the year has increased
gas throughput and thereby boosted income levels in both the gas distribution and supply

businesses in the year.

2010 was the first full year for Phoenix Natural Gas
(PNG), the gas distribution business, to operate under the
terms of its investment grade rating and to report to debt
investors on its financial covenants. Its strong operating
performance has supported its ratios being calculated
ahead of expectations and therefore, well within required

levels.

The Group has sought to enhance performance of
its distribution business in the year through further
investment in its network and growth in customer
connections. It has also continued to focus on improving
efficiency and managing costs in line with its licence
obligations and regulatory assumed levels. In addition
it has sought to improve its operating performance
within supply and energy services businesses through

the growth of its customer base in new markets as
opportunities open up and retention of as high a market
share as possible in its existing markets - it has achieved
this through management of trading risks, enhancing
customer service and controlling costs.

TURNOVER

Group turnover of £111.0m in 2010 is £2.6m higher than
in 2009.

Distribution income in Phoenix Natural Gas (PNG] has
risen by £2.2m to £39.5m as a result of a significant rise
in gas throughput in the year.

Distribution prices are set in advance of each year on
the basis of forecasts of gas throughput and RPI. As a
result actual income generated will be higher or lower
than the maximum allowed level as a consequence of the
utilisation of such forecasting estimates. The difference
arising (either surplus or deficit] is thereby accumulated
at the end of the year as a 'Z balance’, to be adjusted in

charges in future years.

Distribution income was £1.7m higher than allowed
levels within its price control in 2010 and £2.7m higher
than the level allowed in 2009. As a consequence the

TURNOVER £

2010 2009
Distribution (PNG) 39.5m 37.3m
Supply (PSL) 101.1m 106.4m
Energy Limited (PEL) 5.4m -
Energy Services (PES) 3.5m 2.9m
Intra Group Sales (38.5m) (38.2m])

Total 111.0m 108.4m
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level of accumulated over-recovered income has grown
to £6m at the end of 2010. This balance increased rather
than decreased in the year as a result of the extremely
cold weather experienced at either end of the calendar
year which pushed up gas throughput and the income

generated therefrom.

Income in Phoenix Supply (PSL] has fallen by £5.3m
despite an increase in throughput compared to the
previous year. This was driven by lower average selling
prices as the company passed through the lower

wholesale gas costs to customers.

Phoenix Energy (PEL] has generated £5.4m of income
during its first full year of trading as a result of its initial
customer acquisitions whilst Phoenix Energy Services’
(PES) income has risen by £0.6m primarily as a result
of an increase in activity provided to its core distribution
business in the year.

Further detail behind movements in turnover is provided
within the divisional reports on pages 14 to 23, but a

summary is outlined below:

K/ KELLEN GROUP

OPERATING PROFIT

Group operating profit reduced by £2.7m to £17.9m in
2010 predominantly as a result of lower operating profits
generated in PSL.

Operating profit within PNG of £15.7m (2009: £15.9m) is
primarily driven by the income levels allowed for within
its current 5-year price control issued by NIAUR less the

respective costs involved in operating the business.

It should be noted that PNG operating profits in both
2009 and 2010 benefited from income generated being
higher than that allowed in the price control. Future
operating profits will therefore be impacted by the £5m
of over recovered income being returned to customers in

discounted charges.

Operating profit within PSL in 2010 of £0.6m (2009: £3.5m)
reflects a return to tariff customers of a proportion of gas
cost savings generated in previous years in line with the
terms of its tariff price control, whereby differences in

actual gas costs incurred compared to forecast included
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in tariff assumptions are incorporated into future tariff

reviews.

PSL is subject to a price control with regard to the prices
it charges to its tariff customers [(domestic & small
commercial). Under its price control profit is currently
capped at 1.5% of turnover and actual gas costs are
allowed to be ‘passed through’ to customers in charges
over time. Whilst the contract market has been open for
some time, the tariff market has opened up to competition
from November 2010 and Phoenix is now competing
directly with other suppliers for tariff customers. The
impact of loss of tariff customers, whilst fairly limited at
the end of 2010, is expected to grow through 2011 as tariff
competition is fully established. Therefore its market
share is likely to move towards levels experienced in
other liberated gas supply markets.

As a result of significant rises in gas costs being
experienced post year-end in 2011, together with the
rise in gas costs normally experienced during the winter
months, the majority of any gas cost savings carried
forward are expected to have been passed back to
customers during the early part of 2011. However the
impact of the current rising cost of gas in the wholesale
market was only experienced by customers when PSL
reviewed its selling prices post year-end in April 2011.

PEL generated a profit of £0.1m in its first full year of
trading, with customer acquisition activities continuing as
the business seeks to establish a strong position in the
gas supply market in ROI.

OPERATING PROFIT £
2010 2009

Distribution (PNG]) 15.7m 15.9m
Supply (PSL) 0.6m 3.5m
Energy Limited (PEL) 0.1m (0.1m)
Energy Services (PES) 0.6m 0.4m
Other 0.9m 0.9m
Total 17.9m 20.6m
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Operating profit within PES has increased by £0.2m as a
result of a significant rise in the amount of work provided
to its main customer PNG, both as a result of an increase
in planned maintenance activities and also metering
and emergency response activities associated with the
extremely cold weather.

OPERATING CASH FLOWS

During the year, net cash inflow of £33.0m was generated

from operations compared to £32.3m in the previous year.

Included within operating cash-flows is £4.0m of cash
held as collateral against outstanding guarantees (mainly
as part of credit arrangements to suppliers) under bank
facilities. This is £24.0m lower than cash collateralised
in the previous year partially as a result of credit
obligations to a previous supplier now being retired and
partially through provision of credit arrangements by an
alternative means.

A further £12.9m (2009: £12.1m) was re-invested in the
Group to fund expansion to the distribution network and
connect new customers, while £17.7m (2009: £30.5m)
was used to meet interest obligations and other financing
costs in respect to the Group's bank borrowings and bond
providers. However it should be noted that comparable
costs for 2009 included £16.9m towards one-off ‘swap
break’ costs arising as a result of refinancing.

In addition the £5m drawn previously by PNG under its
revolving bank facilities was repaid in the year out of the

surplus of cash resources available.

The net result of these cash flow movements was that
cash held at bank or in hand at the end of 2010 has
reduced by £2.6m from the balance at the end of the

previous year.
BANK BORROWINGS

At the end of 2010, net debt decreased to £233.4m
compared to £258.7m at the end of 2009.

Bank balances at the end of 2010 increased by £21.4m to
£34.9m whilst the £5m drawn under PNG’'s 3-year £80m
bank facilities was repaid during the year, with business
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cash-flows benefiting from £24.0m of cash released from
collateral in the year.

In addition the balance outstanding to bondholders (net
of capitalised fees) increased by £1.1m to £268.3m at the
end of 2010 as a result of the amortisation of fees.

The Group is principally involved in the development of
long-term infrastructure assets, owned by PNG, with
underlying income growing over time in line with growth

in connections.

The Group’s principle sources of debt finance is through
the issue by Phoenix Natural Gas Finance plc, a 100%
subsidiary of PNG, of £275m bonds at a rate of 5.5%,
guaranteed by PNG and PDHL (the holding company of
PNG) repayable in 2017. These bonds were rated Baa2 by
Moody’s and BBB+ by Fitch.

In addition PNG entered into a £80m 3-year facilities
agreement with Barclays Capital and The Royal Bank
of Scotland plc in 2009 made up of a £50m revolving

D Holding Companies D Operating Subsidiary D Financing Vechicle

credit facility to support continued investment in capital
expenditure within the distribution division, and a
£30m working capital facility to finance working capital
requirements within PNG. As part of this working capital
facility PNG can lend up to £20m to PSL to finance its
working facilities.

The debt facilities require the “financing group” (PDHL,
PNG & PNGF) to comply with certain financial and non-
financial covenants. The covenants include a limit in
borrowings linked to the regulatory asset value of our
assets (TRV & DAV) and ratios linking earnings to net
interest paid.

In addition at the end of 2010, £2.2m of contingent
liabilities associated with guarantees granted to loan
note holders under a previous bank facility remain
outstanding together with £1.8m under a new letter of
credit arrangement entered into by PSL and The Royal
Bank of Scotland plc.
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BUSINESS GROWTH

The principles underpinning the growth of PNG are
defined within the 5-year price control for 2007 - 2011.
Plans include: network extension to make gas available to
new industrial, commercial and domestic developments,
taking gas mains into areas where customers have a
strong propensity to convert from their existing fuel to
natural gas, and meeting our obligations to NIHE to make
gas available to tenants in line with its refurbishment

programme.

During the year, the Group invested a further £12.9m in
capital expenditure. Investments included construction
of 73km additional distribution mains and connection of a

further 8,081 new customers in 2010.

While the licence under which PNG operates requires
investment in a network to make gas available to a
minimum number of customers, PNG has reached the
point where its obligations with respect to availability have
been fulfilled. Therefore a growing proportion of future
investment will be directed at connecting customers to
the existing network. In support of this, PNG continues
to invest in an extensive sales and marketing programme
to all potential new customers and manages customers
up until the date they are connected and using gas. PNG
charges all gas suppliers, including PSL, for utilisation of
its network in line with the terms of its network code.

PRINCIPAL RISKS AND RISK MANAGEMENT

The Group's management structures, coupled with
appropriate policies and procedures on how the
respective businesses function, are designed to enable
the achievement of business objectives while controlling
the risks associated with the environment within which it
operates.

The key business risks and uncertainties affecting the
Group, together with the means by which we manage
them, are outlined below:
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REGULATORY RISK

PNG, PSL and PEL operate under licences issued by
government. As a result, the Group devotes a considerable
amount of time to the management of regulatory matters
with both NIAUR and DETI (Department of Enterprise,
Trade and Investment] in Northern Ireland and CER
(Commission for Energy Regulation] in the Republic
of Ireland. Compliance with the ongoing requirements
of these licences, changes arising from the evolving
regulatory environment, (including those associated
with the agreement reached with NIAUR in November
2006}, EU obligations, the full introduction of supply
competition, and the implications of price controls, mean
that significant attention has been and will continue to
be dedicated to regulatory compliance. Indeed the Group

allocates a specialist resource to this task.

The Group manages the relationship with NIAUR, DETI
and CER at senior management level in each of the
regulated businesses, supported by a dedicated resource

within common services in PNG.

HEALTH & SAFETY RISK

As a provider of an essential service to the public, the
Group works in an environment where health and safety
must take top priority within the operating businesses.
At the heart of the Group's safety culture, the 'ASHES’
system ensures all employees understand the rigorous
policies and procedures in place to deliver a safe
operating environment. Through a dedicated manager
within PNG, by stringently controlling health and safety
performance from company board level through to field
operations, and with the strategic support of The British
Safety Council audits and ISO accreditations, the Group
is able to manage any health and safety risks that may
arise.

BUSINESS CONTINUITY RISK

The Group has measures in place to mitigate the risks
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associated with managing the business in the event of
a gas supply emergency, or any other occurrence which
could affect the ability of all or part of the Group to function

normally, potentially affecting financial performance.

As a rule, gas supply emergency risks are managed
through the contractual relationships that exist in the
Transmission Network Codes and the agreements
between the Transmission System Operator and the
Distribution System Operator. In addition, general
operational risks are controlled through the establishment
of prudent and safe operational processes and through
a structured and highly focused approach to capital
expenditure in conjunction with robust maintenance
procedures. Regular emergency exercises involving
all gas operators and selected local essential service
providers in Northern Ireland are simulated to test and
further develop the processes in place. The Group also
maintains a comprehensive business continuity plan
which includes details of our IT recovery plan and is

updated, reviewed and tested on a regular basis.
GAS PRICE COMMODITY RISK

PSL & PEL are exposed to the wholesale cost of gas,
which they must acquire. To minimise exposure,
hedging instruments and forward exchange
contracts are used to try and match the

price charged to customers with the

I

Il
i

costs incurred by the Group.

In addition, in the tariff sector

it is necessary to forecast

:;rl: || .JJ

gas costs forward for the
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tariff year. Therefore

PSL is exposed in the

short term to the
actualcostsincurred
being different to
the price being
charged to

1111
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customers. PSL has agreed a mechanism with NIAUR
within its price control, so that differences between
actual and forecast are reflected in future tariff price
reviews. PSL has a dedicated gas trading manager
who monitors the gas cost daily and ensures, wherever
possible, that supply contracts are matched with
purchase arrangements on behalf of both PEL and PSL.
A purchasing strategy is agreed by the Group board which
sets levels for buying gas forward, especially across
times when gas costs are expected to be more volatile,
with the balance of any requirements being purchased on

a within day basis.
FINANCIAL RISK MANAGEMENT

Group operations bring exposure to a variety of financial
risks, including the effects of changes in liquidity and
interest rates. The Group exercises strong financial and
management accounting controls through the consolidation
of all financial and treasury requirements within the finance
function within common services in PNG.
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Long-term business plans and shorter term budgets
and forecasts are tracked monthly against actual
performance at both a company and consolidated group
level in line with obligations under financing agreements,
thereby enabling financial requirements to be monitored
against the cash resources available to both the Group as
a whole and its constituent parts.

A mixture of long-term debt, raised through the issue
of fixed rate bonds, and short-term debt available
within our banking facility, are used to ensure that
there are sufficient resources available for operational
requirements. The Group does not use derivative financial

instruments for speculative purposes.

The Group has delegated the responsibility of monitoring
financial risk management to the Finance Committee,
a sub-committee of the Board. The policies set by this
committee are directly implemented by the finance
function.

EXCHANGE RATE RISK

The Group operates through its subsidiary, PEL in the
Republic of Ireland and as such has to deal with exchange
rate risks associated with the purchase of goods and raw
materials in a currency which may be different to the

currency in which it receives its income.

Where such exposure exists, PEL limits the impact of
such exchange rate fluctuations by the use of hedging
instruments such as forward exchange rate contracts to
limit the effect on its performance.

CREDIT RISK

The Group's principal current assets are bank balances,
cash, trade and other receivables. The amounts presented
in the balance sheet are net of allowances for doubtful
receivables. An allowance for impairment is made where
there is an identified loss event which, based on previous
experience, is evidence of a reduction in the recoverability
of these cash flows.

PNG is exposed to credit risk arising mainly from the

risk that gas suppliers are unable to pay distribution
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charges as they fall due. The risk is partially mitigated
by the requirement for all suppliers to comply with credit
arrangements within the PNG Distribution Network Code
to evidence their ability to pay for distribution charges
when they fall due, thereby reducing the risk of payment
default by a supplier.

In 2010 89% of all distribution revenue was received from
the Group's own supply business PSL. In addition at
the end of 2010 99.9% of all annual distribution income
generated was provided on the basis of prepayment
of monthly charges by the supplier in advance of the

month.

Revenues within PSL and PES have no significant
concentration of credit risk with a specific customer.
Credit exposure is spread over a large number of

individual customers.

Michael McKinstry
Group Finance Director
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BUSINESS AWARDS

WINNER

Best Business Award:
Best Customer Focus
2010

WINNER

Chartered Accountants Ireland:

Spirit of Enterprise Award
2010

WINNER

CIPR Pride Award
for Public Relations
2010

WINNER

Institution of Gas Engineers &

Managers Award for Business Skills

2010

WINNER
Big Tick Award

for Corporate Social Reponsibility

2010

WINNER

Sunday Times Top Track
100 Companies

2010

WINNER

Corgi Northern Ireland
Installer of the Year
2010

WINNER
BVCA:

Portfolio Company Awards

2011
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DIRECTORS" REPORT

The directors present their report and the audited financial statements for the year ended

31 December 2010.

PRINCIPAL ACTIVITY

The principal activity of the Group is the development and
operation of the distribution gas networks together with
the supply of gas and other energy services.

The principal activity of the Company is that of an
intermediate holding company and is the highest EU
parent company for which Group accounts will be drawn

up.
BUSINESS AND FINANCIAL REVIEW

The Chairman’s statement, CEO Review and Financial
Review, together with the Divisional Reports, can be
viewed on pages 3 to 32.

These provide a comprehensive picture and analysis
of the Group’s business and performance during the
year including the primary KPIs used by the Group in its
operations.

EMPLOYEES
EQUAL OPPORTUNITIES

The Group is committed to a proactive approach in
promoting equality of opportunity. Kellen Group ensures
that it operates fairly and equitably in its dealings with
employees and prospective staff members.

The Group is opposed to all forms of unlawful and unfair
discrimination, ensuring through all of its personnel
policies, practices and procedures that employment,
training and promotion opportunities within the Kellen
Group provide employment equality to all, irrespective

of:

Gender, marital or family status
Religious belief or political opinion
Disability

Race or ethnic origin

Nationality

Sexual orientation

Age

DISABILITY

The Group has taken active steps to implement the
Disability Discrimination (Northern Ireland) Order 2006.
It is corporate policy to provide people with disabilities
equal opportunities for employment, training and career
development, having regard to aptitude and ability.
Any member of staff who becomes disabled during
employment is given assistance and retraining where
possible.

EMPLOYEE PARTICIPATION

Within the bounds of commercial confidentiality,
information is communicated to staff at every level
about matters that affect the progress of the Group and
are of interest and concern to them as employees. This
encourages staff participation in our performance.

POLICY AND PRACTICE ON PAYMENT OF CREDITORS

The Group is a registered supporter of the Better Payment
Practice Group's ‘Better Payment Practice Code’ to which
it subscribes when dealing with all suppliers. Copies of
the Better Payment Practice Group's code are available
from the Department of Trade & Industry. Trade creditors
at year end represented 20 days (2009:25 days) of
purchases. It is the Group’s policy regarding all suppliers
to agree payment terms in advance of the supply of goods
and to adhere to these terms.

PRINCIPAL RISKS AND FINANCIAL RISK MANAGEMENT

This section is considered in detail within the Group
Finance Director’s review on pages 26 to 32.

RESULTS AND DIVIDENDS

The loss for the financial year is £0.03m (2009: loss of
£7.5m]. No dividends were paid during the year.
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POLITICAL AND CHARITABLE DONATIONS

The Group made charitable donations amounting to
£21,177 in 2010 (2009: £16,244). No donations for political
purposes were made during the year (2009: £Nil).

DIRECTORS AND THEIR INTERESTS

Details of the directors who served through 2010 are

provided below:

Q R Stewart - Resigned 23 February 2010

J Williamson - Appointed 23 February 2010
- Resigned 29 March 2011

S Kassam - Appointed 23 February 2010

N Steinmeyer

L Levi

PV Dixon

G P Greener

G Loughran

W F M McKinstry

DISCLOSURE OF INFORMATION TO AUDITORS

Directors who held office at the date of approval of this
Directors’ report confirm that, so far as they are each
aware, there is no relevant audit information of which
the Company’'s auditors are unaware; and each director
has taken all the steps that they ought to have taken as a
director to make themselves aware of any relevant audit
information and to establish that the Group's auditors are

aware of that information.

AUDITORS
Pursuant to Section 487 of the Companies Act 2006, the
auditors will be deemed to be reappointed and KPMG will

therefore continue in office.
By order of the Board
W F M McKinstry

Director
23rd June 2011

K/ KELLEN GROUP
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CORPORATE GOVERNANCE REPORT

The Kellen Group’s corporate governance structure is set by the Board of directors of
Kellen Investments Limited. The Kellen Group is committed to the highest standards of
corporate governance as set out in the Combined Code on Corporate Governance.

The Board of directors of Kellen Investments Limited [the
“Kellen Board” ] believes that effective corporate governance
is a fundamental aspect of a well-run business and is
committed to achieving the highest standards of corporate
governance, corporate responsibility and risk management in
directing and controlling the business.

The following paragraphs describe the key governance
structures and internal controls operating within the group.
Through these mechanisms, the Kellen Group aims to apply
the highest standards of corporate governance and to conform
to the spirit of the ‘Combined Code’.

BOARD CONSTITUTION AND PROCEDURES

The Kellen Board comprises seven members; a non-executive
Chairman, two executive directors and four non-executive
directors. Biographies of the Kellen Board members are
shown on pages 24 to 25.

The Chairman is responsible for the effective running of the
Kellen Board and for communications with all directors and
shareholders. He ensures the Kellen Board receives sufficient
information on financial trading and corporate issues prior to
board meetings.

The executive directors are responsible for day-to-day
operations and the development of strategic plans for
consideration by the Kellen Board as a whole.

The Kellen Board meets regularly during the year. During
2010, four main board meetings were held, plus a number
of specific meetings to deal with strategic developments
and particular authority issues. All members of the Kellen
Board receive detailed financial information and regular
presentations from executives on the business performance,
in addition to items for decision and minutes of board
committees, in advance of every meeting, whether they are
able to attend or not. This enables the directors to make
informed decisions on corporate and business issues under
consideration.

The principles for the corporate governance of the Group were
adopted by the Kellen Board on 9th December 2005. These
determine the internal policies by which the Group should
operate.

To ensure that key policy and strategic decisions are made by

Kellen Board, certain matters must be brought to Kellen Board
for approval, including but not limited to: final approval of the
annual accounts and budget, major acquisitions and disposals
and any changes to the Group's financing arrangements and
financial policies. Where urgent decisions are required on
matters specifically reserved for the board between meetings,
there is a process in place to enable discussion and decision-
making. Directors also have access to the advice and services
of the Company Secretary.

Board Committees

The Kellen Board has established three committees,
each with clearly defined terms of reference, procedures,
responsibilities and powers.

AUDIT COMMITTEE

The Audit Committee is chaired by Nils Steinmeyer and
consists of three of the independent non-executive directors.
Each member brings relevant financial experience at a
senior executive level. The expertise and experience of these
members is summarised on pages 24 and 25.

Audit Committee members are expected to have an
understanding of the following areas:

e the principles of, contents of and developments in financial
reporting, including the applicable accounting standards
and statements of recommended practice, and in
particular, the appropriateness of the Group’s accounting
policies;

the Group's wider corporate policies and its financing;

systems of internal control and matters that require the
use of judgment in the presentation of accounts and
key figures, as well as the role of internal and external
auditors.

The Group Chief Executive, Group Finance Director and
external auditors are normally invited to attend the committee
meetings. The committee holds a minimum of two meetings
during the financial year at appropriate times in the audit
reporting cycle.

The committee oversees the relationship with the external
auditors, reviews their audit plan and discusses findings with
them. In addition, the committee reviews the effectiveness of
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the Group's internal controls and risk management systems
and also ensures there is proportionate and independent
investigation of any matter brought to their attention.

Further, this committee is required to assist the Kellen
Board to fulfil its responsibilities relating to external financial
reporting and associated announcements. During the year,
members reviewed, either as a committee, or as part of the
Board:

e interim and annual financial statements, including
requirements for financial reporting;

e Group trading statements and, where practicable,
all proposed announcements to be made by Kellen
Group to the extent that they contain material financial
information;

e changes proposed to policies and practices;
¢ significant accounting issues;
e the risk management process.

The committee is also responsible for the development,
implementation and monitoring of Kellen Group’s policy
on external audit and reserves oversight responsibility for
monitoring independence, objectivity and compliance with
ethical and regulatory requirements. Additional functions
include: recommending the appointment and re-appointment
of the company’s external auditors and annually reviewing a
formal letter provided by the external auditors confirming their
independence and objectivity within the context of applicable
regulatory requirements and professional standards.

With regard to audits, the committee also reviews:

- the terms, areas of responsibility and scope as set out in
the external auditor’s engagement letter;

- the overall work plan for the forthcoming year, together
with the cost-effectiveness of the audit and the auditors’
remuneration and performance;

- any major issues which arose during the course of the
audit and their resolution;

- key accounting and audit judgements;

- the level of errors identified during the audit including
schedules of unadjusted errors and representation
letters;

- and lastly, the recommendations made to management by
the auditors and the Group response.

K/ KELLEN GROUP

REMUNERATION AND NOMINATIONS COMMITTEE

The Remuneration and Nominations Committee is chaired
by Lorenzo Levi (previously Quentin Stewart] and consists
of three non-executive directors. This committee meets at
least once a year and at such other times as the Kellen Board
requires.

The committee’s specific duties and responsibilities are as
follows:

e establish the criteria to be used in selecting directors and
ensure the remuneration package is designed to attract,
motivate and retain staff of the highest calibre;

e approve the remuneration of the executive directors
and management to provide independent and objective
assessment of any benefits granted to directors and
management;

e ensure that the pension arrangements throughout the
Group are appropriate, well supervised and conform to
applicable law.

The committee also reviews the design of incentive and
performance related pay plans for approval by the Board,
together with remuneration policies as a whole and trends
across the Group.

FINANCE COMMITTEE

The Finance Committee is chaired by Nils Steinmeyer
(previously Julie Williamson) and consists of three non-
executive directors. In addition, the Group Chief Executive and
the Group Finance Director are normally invited to attend the
meeting.

This committee is responsible for making recommendations
to the Kellen Board on financing and investment policy,
including the capital structure of the Group, management of
financial risks such as interest rates and foreign exchange,
management of credit risk, communication with financial
institutions, and the acquisition and divestment of material
corporate premises.

Further, the committee is also responsible for making
recommendations to the Kellen Board based on proposals
by the Group Chief Executive (beyond authority levels so
delegated) with regard to the creation or disposal of new
subsidiaries, the raising of external finance, approval or
divestments within the Group and the granting of securities,
guarantees and indemnities.

In certain specific circumstances, the Kellen Board has
delegated authority to the committee to make decisions in
these areas.
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STATEMENT OF DIRECTORS" RESPONSIBILITIES
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IN RESPECT OF THE ANNUAL REPORT AND
THE FINANCIAL STATEMENTS

STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN
RESPECT OF THE DIRECTORS’ REPORT AND THE
FINANCIAL STATEMENTS

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

Company law requires the directors to prepare financial
statements for each financial year. Under that law they
have elected to prepare the financial statements in
accordance with UK Accounting Standards and applicable
law (UK Generally Accepted Accounting Practice).

Under company law the directors must not approve the
financial statements unless they are satisfied they give
a true and fair view of the state of affairs of the group
and the parent company and of the profit or loss of the
company for that period.

In preparing each of the group and parent company
financial statements, the directors are required to:

select suitable accounting policies and then apply

them consistently;

make judgments and estimates that are reasonable

and prudent;

state whether applicable UK Accounting Standards
have been followed, subject to any material departures
disclosed and explained in the financial statements;

prepare the financial statements on the going concern
basis unless it is inappropriate to presume that the

group and parent company will continue in business.

The directors are responsible for keeping adequate
accounting records that are sufficient to show and explain
the company’s transactions and disclose with reasonable
accuracy at any time the financial position of the parent
company and enable them to ensure that its financial
statements comply with the Companies Act 2006. They
have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of
the company and to prevent and detect fraud and other

irregularities.

The directors are responsible for the maintenance and
integrity of the corporate and financial information
included on the company’'s website. Legislation in the
UK governing the preparation and dissemination of
financial statements may differ from legislation in other
jurisdictions.

W F M McKinstry
Director
23rd June 2011
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INDEPENDENT AUDITORS REPORT TO THE
MEMBERS OF KELLEN INVESTMENTS LTD

We have audited the financial statements of Kellen
Investments Limited for the year ended 31 December
2010, which comprise the consolidated profit and loss
account, the consolidated statement of total recognised
gains and losses, the consolidated balance sheet, the
company balance sheet, the consolidated cashflow
statement and the related notes. The financial reporting
framework that has been applied in their preparation
is applicable law and UK Accounting Standards (UK
Generally Accepted Accounting Practice).

This report is made solely to the company’'s members,
as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. 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 AUDITOR

As explained more fully in the Directors” Responsibilities
Statement set out on page 38, the directors are responsible
for the preparation of the financial statements and for
being satisfied that they give a true and fair view. Our
responsibility is to audit, and express an opinion on, the
financial statements in accordance with applicable law
and International Standards on Auditing (UK and Ireland).
Those standards require us to comply with the Auditing
Practices Board's (APB's]) Ethical Standards for Auditors.

SCOPE OF THE AUDIT OF THE FINANCIAL STATEMENTS

A description of the scope of an audit of financial
statements is provided on the APB’s website at www.frc.
org.uk/apb/scope/private.cfm.

OPINION ON FINANCIAL STATEMENTS
In our opinion the financial statements:

e give atrue and fair view of the state of the group’s and
of the parent company’s affairs as at 31 December
2010 and of the group’s loss for the year then ended;

e have been properly prepared in accordance with UK
Generally Accepted Accounting Practice; and

e have been prepared in accordance with the
requirements of the Companies Act 2006.

OPINION ON OTHER MATTER PRESCRIBED BY THE
COMPANIES ACT 2006

In our opinion the information given in the Directors’
Report for the financial year for which the financial
statements are prepared is consistent with the financial
statements.

MATTERS ON WHICH WE ARE REQUIRED TO REPORT
BY EXCEPTION

We have nothing to report in respect of the following
matters where the Companies Act 2006 requires us to
report to you if, in our opinion:

e adequate accounting records have not been kept by
the parent company, or returns adequate for our audit
have not been received from branches not visited by

us; or

e the parent company financial statements are not in
agreement with the accounting records and returns;
or

e certain disclosures of directors’ remuneration
specified by law are not made; or

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

Jon D’Arcy (Senior Statutory Auditor)

for and on behalf of KPMG, Statutory Auditor
Chartered Accountants

Stokes House

17-25 College Square East

Belfast

BT1 6DH

23rd June 2011
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CONSOLIDATED PROFIT AND
LOSS ACCOUNT CONSOLIDATED BALANCE SHEET

SECTION 3 : FINANCIAL STATEMENTS AND NOTES

Note 2010 2009
£'m £'m
Turnover FIXED ASSETS
Cost of sales Tangible assets 11 196.5 189.4
Gross profit Intangible assets 13 109.0 112.2
Net operating expenses 305.5 301.6
Operating profit
Loss on sale of fixed assets
Interest payable and similar charges CURRENT ASSETS
Interest receivable and similar income Stocks _ o 12 1.2 0.9
— T T . T el Debtors: Amounts falling due within one year 16 84.1 67.8
Profltl/[loss] on ordinary activities before taxation . Cash at bank and in hand 27 389 W5
Taxation
- ) Total current assets 124.2 110.2
Loss for the financialyear 20 = 00 7.5 Creditors: Amounts falling due within one year 17 (109.3) (87.7)
Net current assets 14.9 22.5
A statement of movements on reserves is given in Note 21. Total assets less current liabilities 5204 324.1
There is no material difference between the group’s results as reported and on a historical
cost basis. Accordingly, no note of historical cost profits and losses has been prepared. Creditors: Amounts falling due after one year 17 (268.3) (272.2)
Provisions for liabilities and charges 18 (15.8) (15.6)
All the results of the Group derive from continuing operations. Deferred income 19 (2.5) (2.5)
The notes on pages 46 to 60 form part of these financial statements. Net assets 33.8 33.8
CAPITAL AND RESERVES
Called up share capital 20 69.8 69.8

Profit and loss account 21 (36.0) (36.0)

CONSOLIDATED STATEMENT OF TOTAL Shareholders’ funds 2 28 28
RECOGNISED GAINS AND LOSSES

The financial statements were approved by the Board of Directors on 23 June 2011 and are signed on its behalf by:

2010 W F M McKinstry
£'m .
Director
Loss for the financial year (0.0) 23 June 2011

Total recognised Loss since last report (0.0)

The notes on pages 46 to 60 form part of these financial statements.

The notes on pages 46 to 60 form part of these financial statements.
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COMPANY BALANCE SHEET

FIXED ASSETS
Tangible assets
Investments

CURRENT ASSETS
Debtors: Amounts falling due within one year
Cash at bank and in hand

Total current assets
Creditors: Amounts falling due within one year

Net current assets

Total assets less current liabilities

Creditors: Amounts falling due after one year

Net assets

CAPITAL AND RESERVES
Called up share capital
Profit and loss account

Shareholders’ funds

The financial statements were approved by the Board of Directors on 23 June 2011 and are signed on its behalf by:

W F M McKinstry

Director

23 June 2011

Company registration number: 05366077

The notes on pages 46 to 60 form part of these financial statements.
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CONSOLIDATED CASH FLOW

STATEMENT

K/ KELLEN GROUP

Note 2010 2009
£'m £'m
NET CASH FLOW FROM OPERATING ACTIVITIES 23 33.0 32.3
RETURNS ON INVESTMENT AND SERVICING OF FINANCE
Interest paid (17.9) (31.0)
Interest received 0.2 0.5
Preference share dividends paid 0.0 (4.1)
Dividends received 0.0 0.0
(17.7) (34.6)
Taxation 0.0 0.0
CAPITAL EXPENDITURE AND FINANCIAL INVESTMENT
Purchase of tangible fixed assets (12.9) (12.1)
(12.9) (12.1)
Net cash flow before financing 2.4 (14.4)
FINANCING
Redemption of equity shares 0.0 (10.2)
Repayment of loan from parent 0.0 (37.2)
Issue of bond (net of issue costs) 0.0 267.0
Repayment of loan to bank (5.0) (210.5)
(5.0) 9.1
Decrease in cash in period 24 (2.6) (5.3)

The notes on pages 46 to 60 form part of these financial statements.
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NOTES FORMING PART OF THE
FINANCIAL STATEMENTS

. ACCOUNTING POLICIES

These financial statements are prepared on the going
concern basis under the historical cost convention and in
accordance with the Companies Act 2006 and applicable
accounting standards. The principal accounting policies
are set out below.

BASIS OF PREPARATION

The consolidated financial statements incorporate the
financial statements of Kellen Investments Limited,
Kellen Acquisitions Limited, Phoenix Energy Holdings
Limited, Phoenix Distribution Holdings Limited, Phoenix
Natural Gas Limited, Phoenix Supply Limited, Phoenix
Energy Services Limited, Phoenix Natural Gas Finance
plc and Phoenix Energy Limited for the year ended 31
December 2010.

All subsidiaries are accounted for using the acquisition
method of accounting and the profit and loss account
and statement of cash flows of the Group included the
results and cash flows of subsidiaries from the date of
acquisition to the period end. All transactions between
the businesses of the Group have been eliminated in the
preparation of the consolidated financial statements.

GOING CONCERN

As highlighted in note 17 to the financial statements,
the Group is financed through bank debt loan facilities
and bond finance to support continued investment in its
infrastructure assets and to meet its general working
capital requirements. This debt facility is due for renewal in
November 2012 and the bond due for redemption in 2017.

The Group's forecasts and projections, taking account
of reasonable levels of possible changes in trading
performance, show that the Group is capable of operating
well within the level of its current facilities and also able to
meet all its covenant requirements until they mature.

As aresult of the above the directors consider it appropriate
to prepare the financial statements on a going concern
basis.

REVENUE RECOGNITION

Turnover represents the invoiced value of goods supplied
during the year excluding value added tax and intra group
sales. Revenue includes an assessment of energy and
transportation services supplied to customers between
the date of the last meter reading and the year end.

Where revenue received or receivable exceeds the
maximum amount permitted by regulatory agreement
and adjustments will be made to future prices to reflect
this over recovery, no liability is recognised as such an
adjustment to future prices relates to the provision of
future services.

Similarly no asset is recognised where a regulatory
agreement permits adjustments to be made to future
prices in respect of an under recovery.

DEFERRED TAXATION
Deferred tax is recognised in respect of:

1) Material timing differences that have originated but not
reversed at the balance sheet date where transactions
or events that result in an obligation to pay more tax in
the future or a right to pay less tax in the future have
occurred at the balance sheet date, and

Tax losses not group relieved in the current period.
Timing differences are differences between the
company’s taxable profit and its results as stated in
the financial statements.

Deferred tax assets and liabilities recognised have not
been discounted.

INVESTMENTS
Investments held by the Company in subsidiary
undertakings are stated at cost less amounts written off.

TANGIBLE FIXED ASSETS

The cost of tangible fixed assets is their purchase
cost, together with any incidental costs of acquisition.
Depreciation is calculated so as to write off the cost of
tangible fixed assets, less their estimated residual values,
on a straight line basis, beginning with the year following
expenditure, over the expected useful economic lives of
the assets concerned.

The economic lives used are as follows:

Years

Distribution mains 60
Distribution services 35
Distribution meters 20

Office equipment and fixtures & fittings

ANNUAL REPORT & ACCOUNTS 2010

NOTES (CONTINUED)

1. ACCOUNTING POLICIES (continued)

INTANGIBLE FIXED ASSETS

Intangible fixed assets comprise the value attributed to
the various licences acquired with Phoenix Natural Gas
Limited. These are being amortised over the distribution
licence recovery period of 40 years.

DEBTORS
Debtors are stated after provision has been made against
all debts considered doubtful of collection.

PENSIONS

The Group operates two defined contribution pension
schemes and costs are accounted for on the basis of
charging the pension costs over the period during which
the Group will benefit from the employee’s services.

INTEREST BEARING BORROWINGS

Immediately after issue, the debt is stated at the fair value
of the consideration received on the issue of the capital
instrument after deduction of finance costs. These costs
are allocated to the debt over the term of the debt at a
constant rate of the carrying amount.

STOCKS
Stock has been valued at the lower of cost and net
realisable value.

GOVERNMENT GRANTS

The European Regional Development Grant relates
specifically to capital expenditure on the high pressure
distribution pipeline and is treated as deferred income
which is then credited to the profit and loss account over
the related asset’s useful life.

OPERATING LEASES
Costs in respect of operating leases are charged on a
straight line basis over the lease term.

CLASSIFICATION OF FINANCIAL INSTRUMENTS ISSUED

BY THE GROUP

Financial instruments issued by the Group are treated as

equity (i.e. forming part of shareholders’ funds) only to the

extent that they meet the following two conditions:

a) they include no contractual obligations upon the
company (or Group as the case may be] to deliver
cash or other financial assets or to exchange financial
assets or financial liabilities with another party under
conditions that are potentially unfavourable to the

K/ KELLEN GROUP

company (or Group); and

b] where the instrument will or may be settled in the
company’s own equity instruments, it is either a
non-derivative that includes no obligation to deliver
a variable number of the company's own equity
instruments or is a derivative that will be settled by
the company exchanging a fixed amount of cash or
other financial assets for a fixed number of its own
equity instruments.

To the extent that this definition is not met, the proceeds
of issue are classified as a financial liability. Where
the instrument so classified takes a legal form of the
company’s own shares, the amounts presented in these
financial statements are called up share capital and
share premium account exclude amounts in relation to
those shares.

Where a financial instrument that contains both an
equity and a financial liability component exists these
components are separated and accounted for individually
under the above policy. The finance cost on the financial
liability component is correspondingly higher over the life
of the instrument.

Finance payments associated with financial liabilities are
dealt with as part of interest payable and similar charges.
Finance payments associated with financial instruments
that are classified as part of shareholder fund (see
dividends policy), are dealt with as appropriations in the

reconciliation of movements in shareholders’ funds.

CASH LONG TERM INCENTIVE PLAN

The Kellen Group operates a long term incentive plan
for certain key executives under which the amounts
receivable are dependent on the value of the Kellen
Acquisitions Limited (KAL) upon the sale of the KAL
Group. This plan is treated as cash settled share-based
in accordance with the provisions of FRS 20 Share-
based Payments and the cost of the expected payment is

recognised over the expected period of the plan.

DIVIDENDS ON SHARES PRESENTED WITHIN
SHAREHOLDERS’ FUNDS

Dividends unpaid at the balance sheet date are only
recognised as a liability at that date to the extent that they
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NOTES (CONTINUED) NOTES (CONTINUED)

SECTION 3 : FINANCIAL STATEMENTS AND NOTES

. ACCOUNTING POLICIES (continued) 5. EMPLOYEE INFORMATION

The average number of persons employed by the Group [including executive directors) analysed by

are appropriately authorised and are no longer at the discretion of the company. Unpaid dividends that do

category during the period was as follows:
not meet these criteria are disclosed in the notes to the financial statements.

Group Group
.ANALYSIS OF TURNOVER 2010 2009
The Group's turnover, profits and net assets all relate to the business of gas distribution in Northern : No No
Ireland and gas supply in both Northern Ireland and the Republic of Ireland together with the provision of Oper.at_lonal_ 122 108
. . . Administration 84 82
energy services predominantly for the gas industry.
206 190
Details of each of its separate business activities are provided with the Financial and Divisional Reviews
The aggregate staff costs of these persons were as follows:
on pages 14 to 32. Group Group
2010 2009
. NET OPERATING EXPENSES £'m £'m
Net operating expenses were all considered to be administrative expenses. Wages and salaries 6.1 5.5
Social security costs 0.7 0.6
Oth [ t . 0.6
. OPERATING PROFIT STPETHRI R 0
This is stated after charging/[crediting): Group Group 7.4 6.7
2010 2009
£'m £'m
Depreciation - owned assets °8 o4 6. DIRECTORS’ REMUNERATION
Amortisation of intangible assets 3.2 3.2
, Group Group
European Regional Development Grant release 0.0 (0.1) 2010 2009
Operating lease rentals 1.0 1.0 £m £m
Auditors’ remuneration 0.1 0.1
Emoluments 0.9 0.8
The auditors’ remuneration in respect of the individual Company accounts amounted to £8k, (2009: £8k]. Amount receivable under long term incentive schemes 0.2 0.1
KPMG Belfast were paid £6k for non-audit related services to the Group during the year, (2009: £112k]). Company pension contributions 0.1 0.1
KPMG London were paid £nil for non-audit related services to the Group during the year, (2009: £118k). 1.2 1.0
Details in respect of the highest paid director are as follows:
Group Group
2010 2009
£'m £'m
Emoluments 0.5 0.5
Amount receivable under long term incentive schemes 0.2 0.1
Company pension contributions 0.0 0.0
0.7 0.6

Retirement benefits are accruing to one executive director under a group defined contributon scheme.

The Group operates a long term incentive plan for certain key executives under which the amounts
receivable are dependent on the value of the Kellen Acquisitions Limited (KAL) upon the sale of the KAL
Group. This plan is treated as cash settled share-based in accordance with the provisions of FRS 20 Share-
based Payments and the cost of the expected payment is recognised over the expected period of the plan.
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

7.INTEREST PAYABLE AND SIMILAR CHARGES 9. TAXATION
Group Group
2010 2000
£'m £'m
Amounts payable on bank loans and overdrafts Current tax
UK corporation tax for the year 0.0 (2.2)
Amounts payable on loan notes Adjustments relating to earlier years 0.0 2.1
Other Total current tax (credit)/charge 0.0 (0.1)
Deferred tax
Origination/reversal of timing differences 0.8 (1.6)
Effect in reduction in tax rate (0.6) 0.0
8.INTEREST RECEIVABLE AND SIMILAR INCOME Adjustments relating to earlier years 0.0 (2.1)
Total deferred tax charge/(credit) 0.2 (3.7)
Total tax charge/(credit) 0.2 (3.8)

Bank interest

The current tax charge for the period is the same as (2009 higher than) the standard rate of corporation
tax in the UK. The differences are explained below:

2010 2000
£'m £'m
Current tax reconciliation
Profit/(Loss] on ordinary activities before tax 0.0 (11.3)
Current tax at 28% (2009: 28%) 0.0 (3.2)
Effects of:
Adjustment relating to earlier years 0.0 2.2
Expenses not deductible for tax purposes (0.3) 1.3
Excess capital allowances (0.8) 1.5
Deferred tax asset not recognised (0.1) (4.8)
Other permanent differences 1.2 2.9
Total current tax (credit)/charge 0.0 (0.1)

Factors affecting future tax charge
A phased reduction in the main rate of corporation tax from 28% to 24% was announced in the emergency
budget on 22 June 2010. It is expected that this fall in the main corporation tax rate will result in a reduction

of the group’s deferred tax liability and future current tax charge.

S31ON ANV SINIWILVLS TVIONVNIL € NOILO3S



SECTION 3 : FINANCIAL STATEMENTS AND NOTES

. PROFIT FOR THE FINANCIAL YEAR

ANNUAL REPORT & ACCOUNTS 2010 ANNUAL REPORT & ACCOUNTS 2010

KG/ KELLEN GROUP

NOTES (CONTINUED) NOTES (CONTINUED)

12. TANGIBLE FIXED ASSETS (COMPANY)
As permitted by Section 408 of the Companies Act 2006, the parent company’s profit and loss account has not been included

K/ KELLEN GROUP

in these financial statements. The parent company’s profit for the financial period was £1,443k. Office  Furniture &  Distribution
equipment fixtures system Total
. TANGIBLE FIXED ASSETS (GROUP) Cost E'm E'm E'm E'm
0s
. . . At 1 January 2010 0.0 0.0 0.0 0.0
. Office Furn!ture &  Distribution Additions 0.0 0.0 00 0.0
equipment fixtures system Disposals 0.0 0.0 0.0 0.0
£'m £'m £'m
Cost At 31 December 2010 0.0 0.0 0.0 0.0
At 1 January 2010 1.9 3.1 223.3 -
Additions 0.1 0.1 12.7 L el el
DiSpOSEIlS 0.0 0.0 0.0 At 1 January 2010 0.0 0.0 0.0 0.0
Charge for the year 0.0 0.0 0.0 0.0
At 31 December 2010 2.0 3.2 236.0 Disposals 0.0 0.0 0.0 0.0
Depreciation At 31 December 2010 0.0 0.0 0.0 0.0
At 1 January 2010
Charge for the year Net book value
Disposals At 31 December 2009 0.0 0.0 0.0 0.0
At 31 December 2010 At 31 December 2010 0.0 0.0 0.0 0.0
Net book value
At 31 December 2009 13. INTANGIBLE FIXED ASSETS (GROUP)
At 31 December 2010
Licence Total
£'m £'m
Cost
At 1 January 2010 127.3 127.3
Additions 0.0 0.0
Disposals 0.0 0.0
At 31 December 2010 127.3 127.3
Amortisation
At 1 January 2010 15.1 15.1
Charge for the year 3.2 3.2
Disposals 0.0 0.0
At 31 December 2010 18.3 18.3
Net book value
At 31 December 2009 112.2 112.2
At 31 December 2010 109.0 109.0

S31ON ANV SINIWILVLS TVIONVNIL € NOILO3S

53



KG KELLEN GROUP ANNUAL REPORT & ACCOUNTS 2010 ANNUAL REPORT & ACCOUNTS 2010 K/ KELLEN GROUP

NOTES (CONTINUED) NOTES (CONTINUED)

SECTION 3 : FINANCIAL STATEMENTS AND NOTES

. FIXED ASSET INVESTMENTS 15. STOCKS
Company Group Company
2010 2009 2009 Group Company Group Company
Shares in subsidiary undertakings ’ £'m £'m £'m 2010 2010 2009 2009
Cost at 1 January . 67.2 0.0 76.4 £€m £m £€m £€m
Preference shares redeemed i 00 00 9.2 Stock of spares and meters 1.2 0.0 0.9 0.0
Cost at 31 December . 67.2 0.0 67.2 1.2 0.0 0.9 0.0
Net Book Value . 67.2 0.0 67.2
During 2009 Kellen Acquisitions Limited, a direct subsidiary of Kellen Investments Limited, redeemed 9.2m preference 16. DEBTORS
shares of £1 each as part of the refinancing of the Group. Group Company Group Company
2010 2010 2009 2009
The Company has ordinary share investments in the following companies at 31 Dec 2010 £€m £€m £m £€m
Amounts falling due within one year
Company name Holding Holding Country of Activity Trade 13.8 0.0 12.4 0.0
% incorporation Amounts owed by subsidiary undertaking 0.0 24.1 0.0 24.1
Kellen Acquisitions Ltd Direct 100% Great Britain note (iv) gther q di 653 38 52? 22
Phoenix Energy Holdings Ltd Indirect 100% Great Britain note (iv) repayments and accrued income : : i :
Phoenix Distribution Holdings Ltd Indirect 100% Great Britain note (iv) 84.1 311 67.8 28.4
Phoenix Energy Limited Indirect 100% Republic of Ireland note (v)
Phoenix Natural Gas Ltd Indirect 100% Northern Ireland note (i) Amounts falling due after one year
Phoenix Supply Ltd Indirect 100% Northern Ireland note {ii) Amounts owed by subsidiary undertaking 0.0 0.0 0.0 0.0
Phoenix Energy Services Ltd Indirect 100% Northern Ireland note {iii) Other 0.0 0.0 0.0 0.0
Phoenix Natural Gas Finance plc Indirect 100% Northern Ireland note (vi) 0.0 0.0 0.0 0.0

Belfast Natural Gas Ltd Indirect 100% Northern Ireland Dormant
Phoenix Gas Ltd Indirect 100% Northern Ireland Dormant
Phoenix Power Ltd Indirect 100% Northern Ireland Dormant

L
L
L
Belfast Energy Ltd Indirect 100% Northern Ireland Dormant
L
(
(
PNG Storage Ltd Indirect 100% Northern Ireland Dormant

Note (i}  Phoenix Natural Gas Ltd distributes natural gas to the Greater Belfast area.

Note (ii) Phoenix Supply Ltd supplies natural gas to customers in the Greater Belfast area.

Note (iii) Phoenix Energy Services Ltd provides services to Phoenix Natural Gas Ltd and Phoenix Supply Ltd as well as
boiler and appliance maintenance services to energy consumers.

Note (iv)] Kellen Acquisitions Ltd, Phoenix Energy Holdings Ltd and Phoenix Distribution Holdings Ltd are intermediate
holding companies.

Note [v]  Phoenix Energy Ltd supplies natural gas to customers under licence in the Republic of Ireland.

Note (vi) Phoenix Natural Gas Finance plc holds a bond listed on the LSE.

All other companies are dormant within the meaning of the Companies Act 2006.
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. CREDITORS 18. PROVISIONS FOR LIABILITIES AND CHARGES
Company Company
2010 2009 Group Company Group Company
£'m ’ £'m 2010 2010 2009 2009
Amounts falling due within one year £'m £'m £'m £'m
Trade . 0.0 . 0.0 Deferred taxation
Payments in advance 0.0 0.0 Accelerated capital allowances (16.8) 0.0 (16.6) 0.0
Amounts owed to subsidiary undertaking . 24.1 . 23.5 Short term timing differences 1.0 0.0 1.0 0.0
Other creditors 0.0 . 0.0 (15.8) 0.0 (15.6) 0.0
Accruals and deferred income 0.8 0.1 - - - -
24.9 23.6 Deferred tax liability
At 1 January 2010 (15.6) 0.0 (19.3) 0.0
Amounts falling due after one year (Charged)/credited to profit and loss account (0.2) 0.0 3.7 0.0
Bank loans : : : : At 31 December 2010 (15.8) 0.0 (15.6) 0.0
Bond . .
) . 19. DEFERRED INCOME
Amounts falling due after one year: analysis Group Company
gmokulnts falling due between one and two years ERD grant received £m £m
anx toans : : i i At 1 January 2010 215 0.0
Credit to profit and loss account 0.0 0.0
. . At 31 December 2010 2.5 0.0
Amounts falling due between two and five years
Bank loans . . . .
20. CALLED UP SHARE CAPITAL
A calli tter fi 2010 2009
Bmodunts alling due after five years Allotted and fully paid: £ £
s ESSSEEEEReS ' Y Ordinary shares of £1 each 49,752,706 49,752,705
A Ordinary shares of £1 each 20,076,752 20,076,752
There were no committed undrawn bank facilities. Ordinary shares each carry one vote. A ordinary shares are non voting.
The Group's borrowings are denominated in sterling. During 2009 the Company redeemed 10,157,605 ordinary shares of £1 each as part of the refinancing of

The Bonds issued by its subsidiary, Phoenix Natural Gas Finance plc,. are guaranteed by Phoenix the group.

Natural Gas (PNG) and Phoenix Distribution Holdings (PDHL) whilst the bank debt facilities entered into
by PNG are also guaranteed by PDHL. The PDHL guarantees are supported by security over PDHL's
assets, principally shares in PNG and an assignment of undertakings from the investors in Kellen
Investments Limited (KIL) to PDHL supported by their shares in KIL.

The bond issued is repayable in 2017 and carries a fixed coupon rate of 5.5% per annum payable
quarterly. The £268.3m repayable after 5 years is stated after deducting issue costs of £8m and the
addition of amortised loan issue costs of £1.3m.
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. RECONCILIATION OF MOVEMENTS IN RESERVES

Company Company

2010 2009

£'m ' £'m

Revenue reserves brought forward 2.2 (3.4)

(Loss]/profit for the financial year 1.4 5.6

Revenue reserves carried forward 3.6 2.2

. RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS’ FUNDS

Group Company Company

2010 2010 2009

£'m £'m ’ £'m

Opening shareholders’ funds 33.8 72.0 76.6
Equity share capital redeemed 0.0 0.0 (10.2)
(Loss)/profit for the financial year (0.0) 1.4 5.6

Closing shareholders’ funds 33.8 73.4 72.0

. RECONCILIATION OF OPERATING PROFIT TO NET CASH INFLOW FROM OPERATING ACTIVITIES

Group Group

2010 2009

£'m £'m

Operating profit 17.9 20.6
Release of ERDF Grant 0.0 (0.1)
Depreciation 5.8 5.4
Goodwill amortisation 3.2 3.2
(Increase) in stocks (0.3) (0.1)
(Increasel/decrease in debtors (16.3) 9.6
Increase/(decrease) in creditors 22.7 (6.3)

Net cash flow from operating activities 33.0 32.3

ANNUAL REPORT & ACCOUNTS 2010 K/ KELLEN GROUP

NOTES (CONTINUED)

24. RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET DEBT

25.

Group Group
2010 2009
£'m £'m
Decrease in cash in period (2.6) (5.3)
Increase in loan from Parent 0.0 38.5
Issue of bond 0.0 (267.0)
Decrease in bank loan 5.0 210.5
Movement in net debt resulting from cashflows 2.4 (23.3)
Non cash adjustment - amortisation of bond issue costs (1.1) (0.2)
Non cash adjustment - collateralised cash security 24.0 (28.0)
Movement in net debt during the year 25.3 (51.5)
Opening net debt (258.7) (207.2)
Closing net debt (233.4) (258.7)
Analysed as follows
Bank loans > 1 year 0.0 (5.0)
Bond (268.3) (267.2)
Loan from parent 0.0 0.0
Cash at bank and in hand* 34.9 13.3
Closing net debt (233.4) (258.7)

*Cash at bank and in hand does not include £4.0m which is held in collateral as it does not meet the
definition of cash within FRS1 (Cash Flow Statements)

PENSION COMMITMENTS

The group operates two pension schemes:

a. Group Personal Pension Scheme A - this is a defined contribution scheme set up to accommodate
members transferring from the Water Companies’ Pension Scheme. Enhanced employer contributions
are made so as to align forecast benefits with those that would otherwise have accrued under the
defined benefit Water Companies’ Pension scheme. Separate life assurance is provided and paid by the

company for all of these employees.
b. Group Personal Pension Scheme B - this is a defined contribution scheme which the company
contributes directly towards. Separate life assurance is provided and paid by the company for all of

these employees.

The total contributions to the above schemes during the year were £0.6m (2009: £0.6m).
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

. CAPITAL COMMITMENTS Directors
Company Group Company G P Greener - Chairman
2010 2009 2009 P V Dixon - Group Chief Executive Officer
Capital expenditure ) ’ S Em E'm W F M McKinstry - Group Finance Director
Contracted but not provided for : 0.0 4.6 0.0 _
e L Levi
G Loughran
. CONTINGENT LIABILITIES S Kassam
At 31 December 2010 the Group and Company had no contingent liabilities (31 December 2009: £Nil]. At N O Steinmeyer
the year end bank and cash balances totalling £4.0m were collateralised in respect of ongoing contractual
obligations. Secretary

Taylor Wessing Secretaries Limited

. FINANCIAL COMMITMENTS

At 31 December 2010 the Group and Company had annual commitments under non-cancellable operating AULEILENE
leases expiring as follows: KPMG
17/25 College Square East
Group Company Group Company Belfast
2010 2010 2009 2009 BT1 4DH
£'m £'m £'m £'m
Motor Vehicles
Within one year 0.1 0.0 0.1 0.0 Bankers
Within two to five years 0.4 0.0 0.4 0.0 Barclays Capital
After five years 0.0 0.0 0.0 0.0 5 The North Colonnade
T BESTEEEEEEETTE T o5 oo Canary Wharf
Property London
Within one year 0.0 0.0 0.0 0.0 E14 4BB
Within two to five years 0.5 0.0 0.5 0.0
After five years 0.0 0.0 0.0 0.0 The Royal Bank of Scotland plc
0.5 0.0 0.5 0.0 135 Bishopsgate
London
EC2M 3UR
.RELATED PARTY DISCLOSURES
As at 31 December 2010 the company owed its immediate parent and controlling company, Carmel Capital Registered office
[l Sarl, £nil (2009: £nil). Interest payable on the loan note during the year was £nil (2009: £3.9m). 5 New Street Square
Advantage has been taken of the exemption contained in FRS 8 not to disclose transactions or balances London
with entities which form part of the consolidated Group. EC4A 3TW

Kellen Investments Limited

. ULTIMATE CONTROLLING PARTY Fegiciared i Snglle i 2ol s s

Company Registration Number: 05366077

The immediate parent company and controlling company is Carmel Capital Il Sarl, a company incorporated

in Luxemburg, with registered office address 41 Boulevard du Prince Henri, L-1724 Luxembourg. Group
accounts are not prepared at this level.

The directors regard TFCP Holdings Limited, a company registered in Guernsey, to be the ultimate parent
company and controlling party.

S31ON ANV SINIWILVLS TVIONVNIL € NOILO3S



K/ KELLEN GROUP

Kellen Investments Limited

197 Airport Road West
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Telephone: 08454 55 55 55
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Web: www.phoenixgroupni.com
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KELLEN GROUP HISTORY

Launch of Phoenix Natural Gas by British
Gas plc in September. At the time of its
launch, the Phoenix development was one
of the largest ‘greenfield’ private sector-
led integrated gas transmission, distribution
and supply investments in the world. This
first year saw a licence being granted,
construction commencing and the first
customer connected.

Purchase of a 24.5% stake in Phoenix
by Keyspan. February marked an Anglo-
American link-up, with the owners of The
Brooklyn Union Gas Company.

Purchase of a 24.5% stake in Phoenix by ESH plc.
East Surrey Holdings (ESH] plc (@ GB based
water and gas utility) took a 24.5% in Phoenix
reducing the BG holding to 51%.

Established Phoenix Energy Services Limited
as a provider of downstream services into the
Northern Ireland energy market.

Purchase of remaining 75.5% stake by ESH plc.
ESH raised the finance to complete a buy-out
of other partners, becoming sole owner of
Phoenix.

Purchase of ESH plc by Terra Firma. Through
its Kellen vehicle, Terra Firma secured the
purchase of East Surrey Holdings plc by the
end of 2005.

Sale of Sutton and East Surrey Water (SESW)
plus subsidiaries. In spring, the sale of the
SESW to Deutsche Bank was completed.
In summer that same year, ESP (East
Surrey Pipelines) was sold to ABN AMRO
Infrastructure.

Separation of Phoenix Supply Division. In
line with the requirements of the Second EU
Gas Directive 2003/55/EC, Phoenix legally
separated its gas trading and supply division
from its transmission and distribution
business on 1st January 2007.

Separation of Phoenix Natural Gas. On
Ist January 2008 Phoenix completed the
separation of its distribution division from
that of transmission.

Sale of Transmission Division. Phoenix
completed the sale of its transmission assets
to Northern Ireland Energy Holdings (NIEH]
on 31st March 2008.

Issue of £275m of Bonds due 2017 at rate of
5.5% by Phoenix Natural Gas Finance plc,
guaranteed by Phoenix Natural Gas Limited
and Phoenix Distribution Holdings Limited,
with the proceeds being used as part of a
restructuring process to refinance Group
activities. These Bonds received a rating of
Baa?2 by Moody's and BBB+ by Fitch.

Phoenix extends its supply operations into
the Republic of Ireland as its new subsidiary
Phoenix Energy Limited commences trading.
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THE KELLEN GROUP

The Kellen Group, trading under the Phoenix banner, is the pre-eminent natural gas
business in Northern Ireland. Since 1996 Phoenix has been successful in introducing
natural gas to a new market and establishing a strong and vibrant supporting industry.
In the process, Phoenix has gained a strong international reputation for its innovative,
commercial infrastructural development in a ‘greenfield’” environment. Coupled with its
significant operational achievements, Phoenix has also been recognised for its outstanding
performance within the arena of safety and corporate social responsibility culminating in
the award of its second British Safety Council ‘Sword of Honour’ in recognition of world-
class health, safety and environmental practices. In addition, the Group received Business
in the Community’s ‘Big Tick Award’ for a seventh consecutive year, celebrating excellence
in the delivery of leading edge corporate social responsibility programmes. This award
underlines its commitment to both its staff and the community it serves.

FINANCIAL HIGHLIGHTS

e Increase in Group turnover of £16.5m (14.9%), from
£111.0m in 2010 to £127.5m in 2011. This has been
driven both by an increase in the volume of gas
supplied across our supply businesses together
with the application of increased selling prices to
customers as a result of a higher forecast cost of gas.

e Group Operating profit of £20.1m, an increase of £2.2m
from £17.9m in 2010. This has been driven mainly by
an increase in profits generated in the regulated part

N

of our supply business in the year. This has resulted
in an over recovery of gas costs in the year which will
be returned to customers in future years as part of
principles of its regulated price control.

e An operating cash-flow of £26.7m was generated in
2011 compared to £33.0m in the previous year.

OPERATIONAL HIGHLIGHTS

e Transported 117.3 million therms of gas to users in 2011
through its gas distribution network in Northern Ireland,
10.7 million therms less than 2010 with throughput
significantly affected year on year by warmer average
temperatures.

e Invested a further £12.3m in 2011, extending the gas
network by a further 57 kilometres and connecting an
additional 9,719 customers. This brings the total network
coverage to 3,148 kilometres and customer connections
to circa 148,000.

The Group’s Health, Safety and Environmental
performance (HSE) was once again recognised as being
| of only 10 organisations throughout Northern Ireland
to be awarded Platinum accreditation through the Arena
Network Annual Environmental Awards.

The BGroup was accredited with a ‘Big Tick Award’
from Business in the Community for excellence in its
Corporate Social Responsibility (CSR) activity in Greater
Belfast. This was the seventh consecutive year that the
Group had received such acclaim.
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KELLEN GROUP AT A GLANCE

A PHOENIX

DISTRIBUTION ~== NATURAL GAS

Owner and operator of the licence for the distribution network
in the Greater Belfast and Larne areas of Northern Ireland.
The distribution business is responsible for the development
of the pipeline network. It also provides a 24/7 operational and
transportation service platform to gas suppliers under the rules
of the company’s network code.

The Phoenix network currently extends to 3,148 kilometres of
intermediate, medium and low pressure mains, which distribute
natural gas throughout the licence area, representing around
50% of the population of Northern Ireland. Phoenix Natural Gas
manages the construction and operation of the network and is
also responsible for the development of the market in Greater
Belfast; already some 148,000 customers have been connected
to the natural gas network in the 15 years since natural gas first
became available in Northern Ireland.

The business is regulated under licence by the Northern Ireland
Authority for Utility Regulation (NIAUR).

4 PHOENIX

Phoenix Supply is the market leader in gas supply in Northern
Ireland delivering natural gas to customers using the Phoenix
Natural Gas distribution network. The supply business competes
directly with other gas suppliers in its licence area, which mirrors
the Group's distribution business in Greater Belfast and Larne.
At the end of 2011 the company supplied 91% of all customers
connected with gas. In addition, Phoenix Supply trades gas on the
wholesale market and provides billing services for its expanding
customer base, together with that of its affiliate, Phoenix Energy,
from its offices in Belfast.

SUPPLY NI

The business is regulated under licence by the Northern Ireland
Authority for Utility Regulation (NIAUR).

Group Turnover (Emillion)

2011 QD 1275
2010 G 1!

Operating Profit (Emillion)

201 (D 201
2010 QD 179

Cash Flow from Operations (Emillion)

2011 QD 2.7
2010 QD 0

SUPPLY ROI

H PHOENIX

Phoenix Energy commenced supplying natural gas in the Republic
of Ireland towards the end of 2009, expanding the service offering
of Phoenix Supply Limited across the island of Ireland. Based on
the combined volumes of Phoenix Supply Limited and Phoenix
Energy Limited, Phoenix has become the second largest supplier
of natural gas to homes and businesses on the island of Ireland.

The company operates in a separate regulatory environment
within the Republic of Ireland under a licence issued by the
Commission for Energy Regulation (CER] in Dublin.

APHOENIX

~=®2=— ENERGY SERVICES

ENERGY SERVICES

A specialist provider of downstream services into the Northern
Ireland energy market, Energy Services' remit includes the
provision of a 24/7 emergency response to Phoenix Natural Gas,
together with metering and meter reading services across the
natural gas industry in Greater Belfast and Larne. In addition, the
company delivers a range of other services to energy users on a
demand and contract basis.

Group Turnover by Division

Energy (PEL)

Operating Profit by Division

\

@

Energy (PEL)
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CHAIRMAN'S STATEMENT

During 2011, the Group operated through four main revenue-generating divisions. All four
divisions have delivered trading results ahead of expectations, despite the challenging

market conditions.

Demand for gas during the year was impacted by the
warmer than average weather. This, alongside homes and
businesses looking to continue to reduce their consumption
due to environmental initiatives and economic pressures,
saw volumes subdued. In contrast, turnover has benefitted
from a rise in wholesale energy prices in 2011, with as a
result, gas prices increasing significantly to reflect these
higher costs during the year.

The Group continues to maintain a strong focus on
delivering the efficiency and cost savings required to meet
the regulatory price control targets placed upon both
it's gas distribution and supply businesses in Northern
Ireland. Our relatively low operating costs has maintained
our competitive edge against other fuels and assisted
our trading business in the Republic of Ireland to grow
ahead of expectations. Phoenix Natural Gas (PNG], our
gas distribution business in Northern Ireland, successfully
refinanced its bank facilities during the year. The Group is
in a strong position to continue developing its businesses
in 2012.

In August 2011, PNG received a determination from
NIAUR with respect to its periodic price control for the
two year period beginning on 1 January 2012. Whilst
this determination assessed allowable operating and
capital costs broadly in line with expectations, NIAUR
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unexpectedly included measures to modify PNG's licence to
retrospectively remove value from the company’s regulated
asset base, previously agreed with the company as part of
negotiations to move to a 40 year ‘RAV based’ licence in 2006.
As a result the Board has rejected the determination and
proposed licence modifications and subsequently NIAUR
have referred the matter to the Competition Commission to
adjudicate upon. An outcome to this process is expected to
be concluded by the end of September 2012.

Phoenix Supply Limited (PSL) received its new price control
towards the end of 2011, this being broadly in line with the
principles contained within its previous control which ended
on 31 December 2011.

Despite the distractions from NIAUR's actions and
the economic pressures facing our customers, PNG
has performed well operationally, with new customer
connections up on 2010 levels. With all of our operating
subsidiaries firmly established, the Board believes that the
long-term prospects remain good and with demand for
natural gas forecast to continue to increase in Phoenix’s
current licence area and beyond, the Group is in a strong
position to make the most of its future growth opportunities.

Despite increased competition in the Irish energy market
Phoenix remains the second largest natural gas supplier
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(excluding power generation volumes] on the island of
Ireland; second only to the state-owned monopoly, Bord Gas
Eireann (BGE). The expansion of the Group's activities into
the Republic of Ireland has proven to be a successful step in
realising further growth potential.

On 16th May 2012, the Group announced that it had
reached agreement with SSE plc [Airtricity] to sell its
supply businesses in both NI and ROl subject to the
necessary approvals. The activities undertaken by our gas
supply businesses involve the buying of gas and billing
customers for its use; these have been a separate stand-
alone operation within the Phoenix Group for several years.
This growth clearly prompted SSE plc (Airtricity), one of the
biggest energy suppliers in the UK and Ireland, to extend
its current activities in Northern Ireland and the Republic
through the acquisition of Phoenix’s gas supply businesses.

Board members are keenly aware of their responsibilities
as directors of a Group which delivers essential utility
services on a 24/7 basis and which is of such strategic
importance to Northern Ireland’s economy and its people.
We remain fully committed to ensuring high standards of
performance and monitoring in relation to our stewardship
of our responsibilities and in minimising the risk
to the public from our extensive operations and
construction activity. In this respect | am pleased
to report that the Group was recognised for
its positive contribution to the environment
by Business in the Community. Our ongoing
strategic operational procedures in the areas of
environmental performance and occupational
health and safety continue to meet ISO
14001 and 18001 accreditations.

As a Group, Kellen remain committed
to growth and development of our core
distribution and service businesses
across the island of Ireland into
the future. Phoenix Natural Gas

is Northern Ireland’s leading
gas distribution provider with
continued responsibility for
the marketing of natural gas
across the Province.

Despite the uncertainty arising
from the current regulatory
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dispute associated with our distribution business, the Board
are fully committed to support the Competition Commission
process with which PNG is engaged and welcomes the
possibility of a more stable and transparent regulatory
regime that such a process might provide.

We look beyond the current impasse with confidence and
with a grateful acknowledgment of all our people who have
made the past twelve months so successful despite the
challenges we have faced.

Dr George Greener CBE
Chairman
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CHIEF EXECUTIVE'S REVIEW

| am pleased to report that the Kellen Group delivered an operating profit of £20.17m in 2011.
The underlying value of the Group was greatly enhanced by a strong operating performance
across our businesses together with sustained development of our gas network and growth
of our customer base. Despite the weakening economic conditions, we continued to grow by
ensuring that our product offering met the needs of our growing potential customer base.
Our 2011 performance was ahead of expectations in most areas across the Group. This
underlines the robustness of our business plan and strength of our management and staff.
I remain confident that, despite the regulatory and economic challenges, the Group is well
placed to deliver on its plan and thereby to build upon past success.

£
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THE MARKET

Despite the warmer than average temperatures and
subdued economic activity, gas costs rose during the year
in line with the rising price of oil - this was due in part to
political instability in the Middle East and fears about
nuclear power arising in Japan. This resulted in our supply
business having to significantly increase its tariff selling
price at the beginning of May 2011.

Natural gas remains a relatively new option in the Greater
Belfast energy market, having only become available since
1996 to a growing potential customer base. Given the
progressive nature of the development of the network
across that period, gas on average has been available at
the doorstep of approximately 292,000 homes and
businesses for up to eleven years.

Kellen, under the Phoenix brand, holds licences for the
distribution and supply of natural gas in the Greater
Belfast area and more recently within the Republic of
Ireland. The Phoenix Group operates through four
separate businesses: Phoenix Natural Gas Limited (PNG),
Phoenix Supply Limited (PSL), Phoenix Energy Services
Limited (PES) in Northern Ireland and Phoenix Energy
Limited (PEL] in the Republic of Ireland. All of these
businesses, in the context of the market they operate, are
significant in their own right with circa 375 staff employed
directly, or through operating and alliance partnerships.
Phoenix is the largest natural gas distributor and supplier
in Northern Ireland and the second largest in the island of
Ireland. The growth to date has all been organically driven.

PNG’s primary objective is to make natural gas available
to around 90% of all households and businesses in the
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Greater Belfast area by 2016, connecting circa 60% of
these potential customers to the gas network by this date.
This entails ensuring that new properties and
developments are built with gas heating incorporated and
that existing properties are converted to gas, either when
existing heating equipment needs to be replaced or as a
result of marketing aimed at accelerating customer
conversion. The principal challenge for natural gas is to
displace oil as the main energy source for homes and
businesses. Qil is still the dominant fuel for domestic
heating and an embedded ‘oil culture’ remains very
strong across Northern Ireland given that the natural gas
market has only recently been developed and indeed
there is limited availability of natural gas outside the PNG
licence area. Oil prices remained volatile and high
throughout 2011, reminding those homeowners and
businesses who have not yet converted to natural gas of
the high cost of oil, both in terms of the commodity price
and the low efficiency of typical indigenous oil boilers.
However cost is not the only driver, as many people
making the decision to change to gas, do so in recognition
of its convenience, reliability and efficiency. These
considerations, together with the cost of conversion,
remain key factors in the speed of switchover to gas.

THE BUSINESS

The Group continues to build on its success to date and
2011 was yet another year of solid growth. The four
operating businesses within the Group have robust plans
to maximise their potential and they remain on course to
deliver their key objectives.

PNG continues to expand its network coverage and
connections to homes and businesses. The supply
divisions (PSL and PEL]) continue to enhance their service
offering to customers and deliver gas at highly competitive
but sustainable rates, underpinned by key market
fundamentals in relation to costs. Meanwhile PES
continues to grow its share of the downstream after-sales
market with repeat business and new product offerings
underpinning the growth of this business, alongside its
key role in supporting the metering, maintenance and
emergency response activities to its sister companies.

During the year, PNG invested a further 12.3m in
extending its network by a further 57 kilometres to
establish gas in new developing areas such as Comber

K/ KELLEN GROUP

and to
enable the
connection of
new customers to
gas across the network for

the first time. The Group continues to seek new
opportunities to expand PNG's current licence areas in
relation to both its distribution and supply activities.

Gas on gas competition in the Greater Belfast intensified
in 2011. New suppliers are actively investing in
encouraging customers to switch across all sectors of the
market, particularly domestic and small commercial
sectors. Currently PSL's cost base, potential margin and
tariff price are all subject to a price control. As the only
regulated gas supplier PSL still retains a significant
market share, however, as its market share falls the need
for a regulated market also changes. As at the end of 2011
around 9% of customers have switched from PSL to other
suppliers with 91% of all gas users in Greater Belfast now
being supplied by PSL.

THE FUTURE

The difficult economic climate currently presents major
challenges to PNG's ability to grow its connected
customer base and thereby maximise utilisation of its gas
distribution network. PNG has already connected 51% of

n
m
o
=
=)
z
N
o}
c
@
=z
m
(93
»n
o
m
=
m
=




=
O
>
]
o
0
0
L
=
%)
)
o
N
=
=]
'—
o
L
n

KG/ KELLEN GROUP

all the connectable homes and businesses to its network.
Despite the challenges its plan remains to connect c.60%
of properties by 2016. This requires on average PNG to
connect a further 8,000 properties per year for the next
five years - it is worth noting that this is below the level of
connections it has achieved in each of the last five years.

PNG's periodic price control consultation concluded in
2011. Unlike past price controls this was a mini-price
control for a two year period, at the request of
NIAUR in order to align natural gas price

control regimes across Northern

Ireland. However late in the process WL —

NIAUR'’s unexpectedly proposed
to amend PNG's TRV
retrospectively via a licence
modification. PNG does not
accept the proposed g
licence modification and \ \
as such has asked NIAUR |

to dis-apply its ,
determination. NIAUR //
have as a result referred v el i
the matter to the

Competition Commission.

There is a clearly defined J
process when such /!
disagreements arise and on this [
basis a clear outcome is expected

at the end of September 2012. PSL
completed their supply price control
process with NIAUR during 2011 - this runs for a

further 5-year period commencing on 1 January 2012,
and the company is currently operating within the
principles of this control.

The gas market outside of Belfast in the so called ‘ten
towns’, currently being solely developed by Bord Gas
Eireann’s subsidiary, firmus energy, is open to competition
in October 2012. This will provide further opportunities for
the Group's supply companies to compete fully across the
island of Ireland. This provides the opportunity to offset
potential losses of load expected by our supply business
in Greater Belfast, as a result of competition, with loads
gained both in the Republic of Ireland and elsewhere in
Northern Ireland as the market outside opens fully in the
forthcoming years.

ANNUAL REPORT & ACCOUNTS 2011

On 16th May 2012, the Group announced that it had
reached agreement with SSE plc (Airtricity) to sell its
supply businesses in both NI and ROl with the sale
subject to the necessary approvals completing on 22nd
June 2012.

Kellen Group will continue to focus on investing and

growing its core business, Phoenix Natural Gas, which

operates the Greater Belfast natural gas network and is

responsible for making gas available to around

half the population of Northern Ireland.

Phoenix remains one of the largest

Fl private sector investors in

Northern Ireland, connecting

over 8,000 homes and

businesses to its natural
gas network every year.

Phoenix established the
natural gas industry in
Northern Ireland in 1996
and due to its success
there are now over
300,000 homes and
businesses that have
access to cheaper, cleaner
fuel. The scale of the gas
network has attracted three
other gas suppliers to the
Greater Belfast area. This growth
has now prompted SSE plc (Airtricity),
one of the biggest energy suppliers in the UK
and Ireland, to extend its current activities in Northern
Ireland and the Republic through the acquisition of
Phoenix's gas supply businesses.

Our long term ambition is to grow our distribution
business. Our past successes were built by our
outstanding people and their ‘can do" mentality. The
same will be true of those working on our future direction
with great attention to detail and a willingness to adopt to
change.

Peter Dixon
Group Chief Executive
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CORPORATE SOCIAL RESPONSIBILITY

Kellen Group’s award-winning integrated Corporate Social Responsibility programme
is called LIFE and stands for Leadership in the marketplace, Investing in our people,
Fostering our community and Environmental responsibility. LIFE was developed to provide
an overarching framework for the range of ongoing initiatives carried out by the Group
that positively impact our marketplace, workplace, environment and community. We are
delighted to have, for the seventh year running, received national recognition for our
efforts by collecting a Business In The Community ‘Big Tick” award for CSR excellence.
Phoenix is amongst a small number of companies within the UK to have won the Big Tick
award on so many occasions.

LEADERSHIP IN THE MARKETPLACE

During 2011 the Group has continued to improve upon, Belycaition Quirescl
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INVESTING IN OUR PEOPLE

The Group continues to invest in its most important asset
- its people. Increasingly, there is evidence that Phoenix’s
reputation as a socially responsible organisation is helping
to attract job candidates who recognise Phoenix as a
company with a strong focus on people and developing
them. Furthermore Phoenix's staff turnover, which is
already low, fell by a further 7% in the past year keeping
HR recruitment spend relatively low. Staff satisfaction
surveys suggest that CSR activities are a key reason for
people staying with Phoenix. According to recent surveys
98% of staff believe the Group’s monthly Phoenix Fifteen
information sessions organised for staff are an “excellent”
part of Phoenix LIFE.

Grou
2 Another key staff initiative involves volunteers working

evaluate and show leadership in every area of Phoenix
LIFE. The Group continues to be a strong supporter
and corporate member of Business In The Community,
sitting on its Northern Ireland board and chairing its

environmental arm - Arena Network.

Phoenix has a long history of supporting young people
and providing them with as much help as possible
in meeting their goals and ambitions. One of the key
relationships Phoenix has developed in the last year
has been with Cinemagic.

Cinemagic is an award-winning organisation that uses
the power of film and all forms of moving image to
entertain, educate, motivate and inspire young people.
Designed for and by young people, Cinemagic caters
for those aged 4 to 25 who have just about every level
of interest in film, whether wanting to watch and
enjoy, create their own work or take things a stage
further and find out more about a career in the film
or television industry. Phoenix is currently supporting
a variety of projects in partnership with Cinemagic in
the Greater Belfast area.

The most recent initiative, known as the ‘Reel Issues
for Youth project’, successfully brought the power of
film, guest speakers and debate to a number of local
schools.

Impressed with the ongoing partnership between
Phoenix and Cinemagic, Arts & Business NI provided
further funding for a bespoke film project to focus
on what Phoenix does to promote STEM subjects.
Science, Technology, Engineering and Maths (STEM]
are disciplines that the Government has highlighted
as being key to the nation’s future economic success.
Phoenix has always been a strong supporter of the
STEM agenda and were a key contributor in the
setting up of Northern Ireland’s first ever gas sector
skills qualification at Belfast Metropolitan College.

also

has long-
standing
relationships with

many schools as well as
with Queen’s University and the University of Ulster.

Since the development of a local STEM strategy
in 2010, there has been a an increasing level of
collaboration between industry and the Northern
Ireland Executive aimed at encouraging more people
to study these subjects and choose careers in these
important areas of the economy. Private sector
organisations like Phoenix have been at the forefront
of this promotion. The Phoenix/Cinemagic
STEM film was created by a talented group
of young people and largely includes
interviews with members of Phoenix

staff as well as footage taken at gas
installations and at engineering .:_:J;A
site works. The edited footage £
has already received much
attention from a number
of stakeholders and it
was shown at the NI
Assembly's 'STEM -
One Year On’ event
that was attended by
Government Ministers,
including the Minister
for Employment and
Learning and the
Minister for Education.

with pupils of primary school age right up to students

who are involved in further education at universities and
colleges. One of the most recent initiatives has seen
members of staff agree to mentor two groups of eight
year old children from two different schools as part of
Business In The Community’s national ‘Time to Read” and
‘Time to Count’ programmes. This involves a commitment
to attend the local schools once a week for a full year
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playing a key role in helping to improve the literacy and
numeracy levels of children by reading books with them
and developing learning based scenarios.

Feedback from Phoenix staff indicates that they view their
time spent volunteering as beneficial - even beyond the
sense of fulfilment that they gain from the experience.
82% of staff have indicated that

volunteering has enhanced

i, a number of their job-

- related skills. In
2011 over 170
Phoenix staff

participatedin
one or more
voluntary
activities,
amounting
to more than
2,500 hours.

In the past year
Phoenix has also
partnered with Queen’s

University Belfast, which led
to the establishment of Riddel Hall - a £15 million
purpose built Postgraduate and Executive Education
Centre. Phoenix are one of fifty Founder’'s Club members,
all of whom have the opportunity to work with the
Centre’s management experts from across the world
in order to shape the content of what is delivered at
the Centre. Phoenix management now have access to
relevant business tutorials, programmes and training in

a number of different areas.
FOSTERING OUR COMMUNITY

Phoenix has established a track-record of
supporting young people and providing

them with as much help as possible in AW —

meeting their potential goals in life.
Over the past year we have continued
with our commitment to support the
Ulster Rugby Academy, which is
known as the Phoenix Ulster Rugby
Academy. It is designed to nurture,
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develop and prepare the next generation of Ulster and
Ireland rugby stars and it has been doing this with great
success. In the past three years, with Phoenix’s support,
30 academy trainees have gone on to secure professional
rugby contracts - many of them now full international
players. The success of the Academy makes it one of the
best of its kind in European rugby.

However in terms of our community work it is Phoenix and
the wider gas industry’'s Energy for Children Charitable
Trust that continues to have the greatest impact in terms
of changing young people’s lives in Northern Ireland for
the better.

The Trust was founded with the objective to break
new ground and reach deeper into the heart of local
communities in order to help improve the lives of
disadvantaged children. Focusing on individuals and
groups who may have slipped through the net of the
more established charity network, Phoenix provides all

administrative and operational

support so that every

penny raised goes to 4 n .
| 3
needy causes. To =

date the Trust P g » el
ate the Trus e e
has helped over /f —¥
5,000 individual

|
children

»

P

s, ‘ éf?@"/
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throughout

Greater Belfast
and beyond.
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ENVIRONMENTAL RESPONSIBILITY

Around 2.6 million tonnes of carbon dioxide (CO2)
has already been prevented from entering the local
atmosphere by consumers switching to gas in the
Phoenix Natural Gas area, with continued savings of
around 250,000 tonnes of CO2 per annum (the equivalent
of removing around 80,000 cars from Northern Ireland’s
roads each year).

Phoenix energy advisors have in the last year on average
visited 200 homes every week to provide essential
energy awareness and savings advice tailored to each
individual home (over 10,000 homes a year). Through
these audits Phoenix encourages people to switch

to what is a lower carbon fuel, to use more energy
efficient appliances, to protect their homes from

heat loss, to add insulation measures and thereby

to reduce overall energy consumption.

To add to this energy advice work Phoenix showed

real leadership last year by, in the absence of
government funds, setting up a wide-ranging
and privately funded boiler scrappage scheme for
householders who needed that little bit of extra help in
order to alleviate their dependency on inefficient boilers
and get connected to natural gas and in many cases
move out of fuel poverty. The scheme saw the local gas

K/ KELLEN GROUP

industry contribute £400 cash back for

any consumers wishing to upgrade from

an old inefficient domestic oil boiler
= over a certain age to a high efficiency

A-rated natural gas boiler.

Phoenix continues to actively promote
environmentalawareness both internally

’ and externally, through its in-house
environmental team, involvement with

local award schemes and through publicity
campaigns. In 2011 Phoenix was assessed to

be in the platinum quintile by ARENA Network

in terms of environmental performance, meaning
that the Group scored 80%+ in their environmental

benchmarking survey.

Phoenix’s investment in CSR is a long-term one, put
in place strategically to benefit both the organisation
and the local communities that we serve. The financial
resources attributed to Phoenix LIFE are far outweighed
by the voluntary effort, commitment and time given by
staff to maximise the impact of all initiatives pursued.

M3IA3Y SSANISNE * € NOILJ3S
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DIVISIONAL REVIEW

DISTRIBUTION

Phoenix Natural Gas (PNG) is the owner and operator of 3,148km of distribution network
within its licence area, in the Greater Belfast and Larne areas of Northern Ireland, and has
already made gas available to 292,000 premises and connected circa 148,000 customers to
its network. The business is regulated under licence by the Northern Ireland Authority for

during the 2011 peak day of -1.9

degrees centigrade.

PNG, on behalf of the Group, was

recognised for its contribution to

Utility Regulation (NIAUR).

The business is partially funded by £275m of 5.5% bonds
issued in 2009 and repayable in 2017 by its subsidiary
Phoenix Natural Gas Finance plc, guaranteed by both
Phoenix Natural Gas Limited and its intermediate holding
company Phoenix Distribution Holdings Limited. These
bonds were rated BBB+ by Fitch and Baa2 by Moody's. In
addition the company took the opportunity to re-finance its
£60m bank facilities, during the year, in order finance its
future capital expenditure and working capital requirements

over the next three years.
GROWTH AND INVESTMENT

Distribution income of £39.2m in 2011 was £0.3m lower than
that in 2010, generated mainly through the application of
published conveyance charges to all gas distribution system
users based on the volume of gas conveyed in the year.
Charges are set annually in advance of the year (inclusive of
an estimate of any surplus/deficit from the previous year) in
order to recover the maximum allowed income for each year
as detailed within PNG's five year Price Control ending on

31st December 2011, as previously determined by NIAUR.

PNG's allowable regulated income is profiled to 2046 so as
to provide a flat real price per therm to customers in line
with expected growth in the business across that period
and deliver a return on allowable costs of 7.5% real to 2016
with return beyond 2016 being subject to review by NIAUR
as part of future price controls. In addition any differences
between allowable regulated income and actual income
is carried forward as a 'Z" balance at the end of each year
and allowable regulated income adjusted as appropriate in

subsequent years.

Actual income generated was lower than the regulatory

‘determined’ level for 2011 however this reflected the return

of a proportion of over-recovered income (7] to customers
from previous years. Consequently the level of "Z' brought
forward into 2011 of £5.0m has reduced to £2.4m by the end
of the year. The balance remaining will be carried forward
and returned to all system users through lower conveyance

charges in subsequent years.

117.3 million therms [mt) of natural gas was transported
through the network, 10.7mt less than 2010. Volumes
are estimated to have been lower than forecast by 7.2mt
because average temperatures across the year were 0.4
degrees centigrade warmer than the five year average, most
notably in the final quarter. This compares to 2010 when
volumes were an estimated 14.4mt higher than forecast as
a result of temperatures being exceptionally cold relative to

historic averages.

Demand in the large industrial & commercial sector
(those burning more than 25,000 therms per annum)
fell by 2.4mt, largely due to reduced consumption in
temperature sensitive sites. Otherwise demand continues
to be influenced by the economic pressures on business
customers and the continued focus on energy efficiency
and environmental initiatives. Elsewhere, throughput in the
domestic and smaller industrial & commercial sectors fell
by 8.3mt, with lower demand driven by warmer weather
relative to 2010 offset to some extent b a 7% a increase in
the number of customers connected to the network and

some load growth within existing users.

Operating profits of £14.0m were £1.7m lower than in 2010
as a result of a slight reduction in distribution income
together with an expected increase in operating costs,
which is reflective of the growth in the size of the network.

Actual operating costs in PNG are monitored closely in real

terms against the levels determined by NIAUR during the
price control reviews. Whilst the implication of growth in the
business is that costs will increase each year, this has been
partially offset in 2011 by the business delivering ongoing

efficiency improvements.

PNG invested a further £12.3m in capital expenditure during
2011, constructing 57km of new network and connecting
9,719 new customers. By year-end, PNG had 3,148km
of network in operation, making gas available to 291,855
premises in its licence area, with a total of 148,474 (51%)

already connected.
OPERATIONS AND REGULATION

The company met all published standards of customer
service, as measured independently by the Consumer
Council for Northern Ireland (CCNI) and the NIAUR. In
the key areas of connecting new customers and attending
“Public Reported Escapes”, targets were exceeded.

During 2011, the distribution network continued to operate
without major incident. No interruptions have occurred to
the distribution of gas due to capacity constraints on the
PNG network throughout the years 2006 to 2011.

A ‘peak day’ for demand of 19.9 GWH was recorded on 20th
January 2011, which compares to the 2010 ‘peak day’ of 24.4
GWH. However it should be noted that in 2010 throughput on
this peak day was driven by exceptionally low temperatures

(-10.1 degrees centigrade) compared to the temperatures

the environment by being awarded 1st
quintile accreditation in the prestigious
Arena Network Annual Environmental Awards,

which means that the Group's performance

/ Is recognised as exemplary when benchmarked

against other organisations throughout Northern Ireland.
PNG’s ongoing operational procedures in the areas of
environmental performance and occupational health
and safety were re-affirmed by successfully retaining
accreditations of both SO 14001 and 18001.

During 2011 the company progressed with its price control
review with NIAUR, which is required in order to determine
the allowable capital, operating expenditure and income for
the period 2012 to 2013 inclusive. In August 2011 NIAUR
issued its draft proposals which, as well as indicating
their view on allowable costs, also unexpectedly included
a proposal to retrospectively remove a proportion of the
company’'s regulated asset base referred to within its
licence as Total Regulatory Value (TRV). NIAUR proposed
that although the two parties had reached a comprehensive
value sharing agreement for the benefit of customers in
2006 and subsequently included as part of 2007 licence
amendments, they were now looking to share further value
with customers through a retrospective reopening of the
Agreement and a retrospective adjustment to the TRV
which was codified within the Licence in 2007. The company
responded to NIAUR's statutory public consultation of its
draft position by registering its strong opposition to such
proposals, clearly laying its rationale for taking such a
position and confirming that it would be unable to accept
such proposals if issued as a final determination. In
January 2012 NIAUR issued its final price control review
determination and also a proposed licence modification to
implement the adjustment to the TRV. On the 6th February
2012 the company rejected the price control review

determination and the TRV licence modification issued by
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the NIAUR. As no agreement could be reached between
the company and NIAUR over the Price Control proposals
NIAUR made a reference to the Competition Commission
on the 28th March 2012. The Competition Commission has
a period of six months (which could be extended if required
by a further six months) to issue its decision in respect to
the Price Control determination that should apply to the

company.
GAS ON GAS COMPETITION

PNG has been instrumental in ensuring the necessary
systems and processes are in place to ensure that
competition for the supply of natural gas to customers
across all market sectors in Greater Belfast is now in place,
with the project to facilitate competition within the ‘Pay As
you Go" metering sector coming on-stream as planned in
August 2011.

Currently six suppliers hold licences for the supply of
natural gas in Phoenix Licence area however only four
actually supplied gas to customers during 2011, with only
firmus energy and Phoenix Supply Limited actually engaged
in competition within the domestic tariff market

at present.
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PNG has developed its market into four distinct sectors
(NIHE, New Build, Owner Occupied and I&C) each with its

own dynamic.

The Northern Ireland Housing Executive (NIHE] is the body
responsible for all of Northern Ireland’s public housing. Over
the last sixteen years PNG has been involved in assisting
NIHE to develop heating replacement programs which were
aligned to the development of the natural gas infrastructure.
With a high proportion of available NIHE properties having
already connected to natural gas, the number of new
connections in this sector is expected to reduce somewhat

in forthcoming years from historic levels.

Within the new build housing market, gas is now invariably
the fuel of choice and therefore PNG’'s activity is highly
dependent on the state of the housing market. 2011 saw
a continued slowdown in activity, both in terms of house
sales as well as new housing schemes starting up, with the
majority of schemes that were completed being developed
on the back of public sector funding by Housing Associations.
Whilst a large number of private sector developers have
ceased trading in recent years, PNG has seen a more hopeful
build-up in 2011 of reworked planning applications coming
forward for design. Some of these are due to commence
in 2012 with developers approaching these construction
projects on a much more conservative basis than in the past
to reduce cash flow implications. PNG is well positioned to
provide natural gas to all new housing projects in Greater
Belfast during 2012 and beyond, once the market conditions

become more favourable.

In the owner occupied sector PNG has met its licence
obligations in respect to its’ network development plan’
and therefore further investment in established private
residential areas is likely to be more limited going forward.
Connections in 2011 have significantly benefitted from the
accumulated effect of a number of factors such as: the cold
weather at the end of 2010 which forced many customers
into replacing their existing boilers and converting to
gas in early 2011; the sustained high cost of oil relative
to gas particularly in the first half of 2011, the increase

in gas marketing activities both directly by PNG and also

K/ KELLEN GROUP

indirectly from new gas suppliers entering the market
thereby stimulating demand throughout the past year. In
addition weak house sales has provided an added stimulus
to the home improvement market, with upgrading of central
heating systems recognised as providing both immediate
lifestyle and other benefits as well as adding value to a home

in the longer term.

Cumulative Connections
1996 - 2016

In 2012 PNG plans to invest in a further 55km of new
distribution network to bring the opportunity of natural gas
to a further 5,400 potential new customers across all sectors
as well as extending our network in the south east of our

licence area to Millisle.

PNG has established a wide network of gas related
businesses such as manufacturers, distributors, merchants,
retailers, and installers, throughout its licence area. This
network focuses on meeting the needs of new gas users and
developing incentives and offers to encourage customers
to switch to natural gas. Through our ongoing relationship
with Government agencies, PNG will maximise consumer
opportunities provided by Government funded schemes,
such as ‘Warm Homes’, “Cosy Homes", “Healthy Homes",
“Snug Plus” - which are designed to lift households out
of fuel poverty by supplying a modern and efficient natural
gas heating system. PNG continues to lobby the Northern
Ireland Assembly to introduce a government funded ‘Boiler
Scrappage’ scheme similar to the scheme which has been

made available within other parts of UK.
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DIVISIONAL REVIEW

SUPPLY (NI)

Phoenix Supply Limited (PSL) is the largest natural gas supplier in Northern Ireland
supplying c91% of all customers connected to the Phoenix Natural Gas (PNG) network in

ANNUAL REPORT & ACCOUNTS 2011

Greater Belfast and Larne with natural gas at the end of 2011.

OPERATING PERFORMANCE

Turnover for the year of £106.4 million was £5.3 million
higher than in 2010 due to increasing gas prices.
The increase in turnover was despite a reduction in
consumption both as a result of warmer weather and
also a reduction in the volume of gas supplied relative
to other suppliers.

From 1st May 2011 published selling prices in the tariff
sector were increased by 39.1% as a result of a forecast
rise in gas costs for the tariff year to March 2012. Within
the large industrial and commercial sector, pricing
arrangements are more directly linked to the wholesale
gas market actually incurred each month, therefore
selling prices directly reflect the increase in actual

monthly wholesale gas costs applicable to this sector.

The rise in turnover as a result of higher selling prices
was partially offset by a lower volume of gas supplied to
customers during the year. This was driven largely by
the impact on customer consumption of much warmer
weather relative to 2010. Otherwise the reduction in
throughput associated with customers transferring
to other gas suppliers was partially offset by new
customers connecting to the PNG network and thereby

being supplied by PSL for the first time.

Operating profits of £4.5 million were £3.9 million above
the level reported in 2010. This was due in part to lower
gas costs being delivered relative to assumptions within
the revised tariff especially as the year progressed.
Ultimately this has resulted in an increase in the level of

gas costs savings generated within the regulated tariff

sector brought forward into 2012, which under the terms
of PSL’s price control mechanism, will be returned to

customers in future years.

Under the terms of PSL's regulatory supply price
control, all gas cost savings are required to be returned
to customers at the subsequent tariff review. This
principle provides significant protection to customers
as demonstrated by the scale of the price reduction
applied by PSL on 1Tst April 2012, in contrast to the
response by other suppliers across the UK where no
such arrangement is in place.

GROWTH AND DEVELOPMENT

The company continued to benefit from the growth
of new connections to the PNG network during the
year with 9,719 new customers being supplied by PSL
following their connection for the first time. Despite the
intensification of competition from other gas suppliers,
PSL still supplied c83% of the total gas volume supplied
to customers within the PNG distribution licence area
in 2011.

PSL continues to invest in training and efficiency
measures in order to deliver a level of service which
exceeds customer expectations. Throughout the year
the company continued to promote the Energy Care
Scheme which delivers a range of additional benefits
to vulnerable customers, underpinning the strong
customer focused ethos of the business. There are now
arecord number of customers registered on this scheme
and participation from customers compares favourably

to similar schemes across the energy industry.

A PHOENIX
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MARKET OVERVIEW AND OUTLOOK

WHOLESALE GAS MARKET OVERVIEW

The wholesale gas market in the United Kingdom (UK])
continues to be influenced by global factors. This is
due to the decline of indigenous natural gas reserves
and increasing reliance on natural gas imports,
particularly Liquefied Natural Gas (LNG].

Natural gas prices rose sharply at the end of the
first quarter after an earthquake and tsunami struck
Japan on 11th March 2011 resulting in a devastating
reduction in the country’s nuclear power generation
capacity. This led to fears that demand for LNG in
Japan would increase causing UK gas prices to rise.
Prices for the following winter period had increased to
almost 75 pence per therm by mid-March compared

to 60 pence per therm a month earlier.

After having increased in response to the Japanese
earthquake natural gas prices remained at this higher
level for much of the year. Throughout the summer
prices for gas to be delivered in the forthcoming
winter period traded in a relatively

tight range broadly

between 69 - 73

K/ KELLEN GROUP

pence per therm. Prices were supported as traders
were concerned over the level of future LNG deliveries
to the UK. Visibility in respect of the number of LNG
cargos reaching UK LNG import facilities is limited

which adds to a sense of nervousness in the market.

However, as the winter period commenced weather
was milder than normal and record levels of LNG
reached the UK which provided a healthy supply/
demand balance. This reduced the need to withdraw
gas from storage in the early part of the winter period
and resulted in storage levels at the end of 2011 being
close to 90% full compared to around half that level a
year earlier. As a consequence, natural gas prices in
the UK fell quite sharply.

Since the year end wholesale gas costs have continued
to decrease largely as a result of plentiful supplies of
natural gas in the UK and lower demand as a result
of higher than seasonal normal temperatures. As a
direct result of this decrease in wholesale gas costs,
PSL decreased its tariff prices by

8.5% with effect from 1st

April 2012.
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GAS ON GAS COMPETITION

PSL is expected to continue to face competition
from other gas suppliers during 2012. Given the fact
that until the beginning of 2011, PSL supplied c99%
of all customers with gas, the company has really
only experienced active competition within the wider
domestic market for the first time in 2011.

The company will continue to focus on providing
customer service which exceeds customer
expectations which is the foundation of its
customer retention strategy. However, whilst

it retains a significant market share, PSL will
continue to be subject to regulatory controls

on its tariff prices.

In 2011 PSL operated under the terms of a supply
price control which covered the period 1st January
2009 to 31st December 2011. During the year, after

)

/ . period.
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detailed discussions, the Northern Ireland Authority
for Utility Regulation issued a determination on a
supply price control covering the period from 1st
January 2012 to 31st December 2016. This price
control, which largely follows the principles in

" the previous control, sets a framework for

the treatment of PSL’s costs over this new

PSL is the market leader in gas supply

in Northern Ireland. During the year the
company provided, on a daily and weekly
basis, key wholesale gas market information

to its key industrial and commercial
customers. PSL's dedicated gas purchasing
team, based in Belfast, continues to provide
bespoke gas purchasing solutions and advice
to customers in the industrial and commercial

market sector.

The gas retail market in the so called Ten Towns’
outside the PNG network in Greater Belfast and Larne
is expected to open up to competition for the large
industrial and commercial sector from 1st October 2012.
The Ten Towns' include Antrim, Armagh, Ballymena,
Ballymoney, Banbridge, Coleraine, Craigavon, Limavady,
Londonderry and Newry. To date this market has been
supplied solely by Firmus Energy. The company looks
forward to this market opening during 2012 and expects
that this will provide an area of growth into the future.

However whilst market opening
provides an opportunity
for large industrial
and commercial
customers to choose
another supplier,
those customers
consuming less
than 25,000 therms
per annum will not
be able to choose
their supplier until 1

April 2015.
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DIVISIONAL REVIEW

SUPPLY (ROI)

This was the second full year of trading for Phoenix Energy Limited (PEL), after the company
commenced supplying natural gas in the Republic of Ireland (ROI) towards the end of 2009.
In 2011, when combined with supply activities in Northern Ireland, Phoenix’ gas supply
divisions further consolidated their position as the second largest on the island of Ireland,
excluding gas volumes supplied to power generators.

OPERATING PERFORMANCE Customers continued to switch to PEL throughout the
] . . year as the company consolidated its position in the
Turnover in 2011 of £14.1 million was £8.7 million . )
. _ gas supply market in the ROl. PEL's customer base
above 2010 levels, representing an 161% increase . .
i ] ; now extends across manufacturing, pharmaceutical,
over the prior year. The increase in turnover

agrifood, hospitality and public sectors and
arose both as a result of our success _ _ _
includes one of the largest industrial

in acquiring new customers i
- I— thereb users ever to switch from the

roughout the year there i .
: : . / / incumbent supplier, BG
increasing throughput

by 78% (20.1mt]

and also from a

). Energy, [owned by Bord
k Gas Eireann) in ROI.

~ The company

generated an
6 operating

rise in average
. . 4 \
selling prices J ;

relative to the

previous year, & profit of
as a result £0.15 million
of a higher during the
wholesale year which
cost of represents a
gas being £0.08 million

passed on to increase in

customers. performance
compared
to 2010. The

increase in

The company
supplies
customers in the S .
. . margin is driven
large industrial and . . .
. ; primarily by margin
commercial sectors in

the ROl on an individual
contract basis with pricing

arrangements directly linked to

on increased throughput
and also the fact that the
company has progressed from its

initial start-up phase.
the wholesale gas market and relevant

published conveyance charges. Therefore, average While the company operates under a licence granted by
selling prices across the year directly reflect monthly the Commission for Energy Regulation (CER), it is not

movements in the wholesale gas market. subject to price regulation, allowing PEL to compete
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directly with other
licensed gas suppliers in
the ROL.

GROWTH AND DEVELOPMENT

The success of PEL is testament to the outstanding
service offered to its customers and to competitively
priced and flexible gas supply contracts on offer. PEL
provides one of the most comprehensive range of
flexible gas purchasing options in the Irish marketplace
including fixed and variable pricing options. The
company also provides innovative and bespoke capacity
management products tailored to individual customer

requirements, procurement strategies and risk appetite.

Competition in the ROl is more established than in
NI with a total of eight licensed natural gas suppliers
active in the market. PEL's initial entry into the market

was to compete in the above regulated tariff formula

During the year the

company achieved

recognition for its impressive growth

and development by being awarded a Global Business

Excellence Award for Outstanding Fast-Growth.
OUTLOOK

The scope for the further growth of PEL is significant
as the natural gas market in the ROl is over four
times larger than in NI. PEL expects to record further
growth in 2012 and the company has established a
platform, brand and team to continue to deliver strong
growth by winning new customers across the industrial
and commercial sectors in which it operates and by

consolidating its position in the Irish market.

(RTF] sector, which contains the largest industrial y r['/ A
i -"

and commercial users in Ireland. During 2011
PEL supplied around 23% market share in
this sector, with BG Energy supplying the

remainder.

PEL has also grown its market share
within the RTF sector and this market is
expected to grow further during 2012.

ANNUAL REPORT & ACCOUNTS 2011
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DIVISIONAL REVIEW

ENERGY SERVICES

Phoenix Energy Services (PES]) is the leading provider of natural gas boiler and appliance
servicing, emergency response, gas metering and meter reading services in Northern
Ireland. From a business start-up position in 2001, the company now undertakes more than
50,000 service engineering and 276,000 meter reading visits annually, using a professional

team of Gas Safe Registered engineers and other multi-skilled staff.

BUSINESS REVIEW

Turnover of £3.7m in PES was £0.2m higher than in 2010,
in line with the continued expansion of the business, both
internally to PNG and PSL and externally through growth
in services to home owners and businesses. It should
further be noted that activity levels in 2010 had benefitted
from extremely cold weather,
which increased the level
of emergency response
and maintenance
activities whereas

weather was
much milder
than normal
in 2011.

Operating

profits were

£0.1Tm lower

than 2010
levels at £0.5m.

Phoenix Energy
Services is now a
well established brand
in Northern Ireland’s
growing natural gas market. Along

with the proven capability of delivering a world-class
emergency service to gas consumers, the business
also provides professional support to the Group's
distribution and supply businesses through a range of
other business-critical activities, including gas asset

installation, maintenance and meter reading.

The achievements of the company of the gas
apprenticeship scheme over the past year have been

recognised within the industry with the presentation of
the PMST “Apprentice of the Year “ award.

247 Emergency Response Service

PES continues to deliver a professional downstream
emergency response service to the core distribution
division, ahead of agreed industry standards. This
area of operations currently accounts for 31% of the
service engineering visits undertaken, with activity
growing alongside the expanding natural gas

infrastructure in Northern Ireland.

Asset Installation and Maintenance

This arm of the business delivers a range
of meter installation and maintenance
services to the distribution division
and constitutes a further 50%  of
downstream service engineering activity.
While minimising unnecessary activity in
this area will obviously be a focus for the
distribution business, activities will grow
in line with the increasing customer base,
competition in the supply market and the changing

age profile of the network.

Customer Support Services

PES provides a one-stop-shop for boiler and appliance
maintenance, repair, landlord inspection, commercial
planned maintenance and boiler insurance breakdown
protection. This work constitutes 19% of the downstream
service engineering activity and continued to deliver
significant revenue into the business in 2011 despite

the general economic downturn. This workload reflects
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continued success in this developing market and is the
result of building customer loyalty through excellent
service delivery and the innovative marketing of products
such as the boiler insurance breakdown package
“Phoenix ServiceCare”. A series of focused marketing
campaigns has also delivered growth in the boiler service

area.
Meter Reading and Related Activities

Meter reading activities continued to focus, in 2011, on
increasing productivity through better use of technology.
A total of 276,000 reads were completed in support of the
billing programme of its main meter reading customer,
Phoenix Supply.

MARKET OVERVIEW AND OUTLOOK

Trading conditions remain buoyant in the customer
support services sector, due to ongoing targeted
marketing supported by continued repeat business

despite the challenging economic conditions. Customer

ANNUAL REPORT & ACCOUNTS 2011

awareness of increased energy efficiency across all areas
of the economy has been a strong driver for proactive
maintenance of all appliances. With volatility in the cost
of fuel and other domestic expenditure, the benefits of
fixed price boiler insurance packages such as ‘Phoenix
ServiceCare’ remain attractive.

Emergency services and asset maintenance activities will
continue to grow in tandem with the expanding natural
gas market in Northern Ireland. The increasing age of
installed plant and equipment will also be an ongoing
source of work in this safety critical area. Meter reading
services will continue to focus on increasing productivity
in order to support the efficiency targets placed upon the

regulated supply business.

Overall, the future growth prospects of PES are looking
extremely healthy, thanks to anticipated further growth
of the Northern Ireland gas infrastructure and consumer
market

ANNUAL REPORT
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BOARD OF DIRECTORS

DR GEORGE GREENER CBE
CHAIRMAN

George Greener brings to Kellen significant and varied experience at directorship level, most
recently as Chairman of the National Health Service in London. Before joining the Kellen Board,
he was Senior Independent Director of Reckitt Benckiser plc, as well as Chairman of the British
Waterways Board, The Big Food Group plc, Swallow Hotels plc, Allied Dunbar Assurance plc, Eagle
Star Holdings plc and Threadneedle Asset Management plc. In addition, George held the posts of
Chief Executive Officer of BAT Financial Services and Director of BAT Industries plc. George has
also served as Group Chief Executive Officer of Hillsdown Holdings plc.

SAMI KASSAM
NON EXECUTIVE DIRECTOR

Sami is a Director at TFCP. Sami brings with him significant transaction experience, having been
on the investment team at TFCP since 2006. Whilst at TFCP, Sami has been primarily focused on
the energy and infrastructure space, with recent notable transactions including the refinancing of
Infinis, the take private of Novera Energy and the acquisition of Consolidated Pastoral Company.
Prior to joining TFCP, Sami worked as an Investment Banker within Citigroup’s M&A team.

LORENZO LEVI
NON EXECUTIVE DIRECTOR

Lorenzo is an Operational Managing Director at TFCP. He has had a wide-ranging career
encompassing sales management and corporate development for companies such as IBM and
Nortel Networks, to strategy for management consultants, Bain & Co. He now puts these skills
and expertise to good use at Terra Firma. In addition to due diligence work on transactions,
Lorenzo also handles post-acquisition operational challenges which differ greatly. At Terra
Firma, in the cinema investment his role includes driving acquisitions across Europe, while his
work in the aircraft leasing business has included managing the integration of the two acquired
companies.

LORCAN WOODS
NON EXECUTIVE DIRECTOR

Lorcan joined Terra Firma in London as Finance Director, Portfolio Businesses with current
board responsibility for Everpower Wind Holdings and Phoenix Natural Gas. He was brought up
in N.Ireland joining Unilever as a graduate trainee and working in a variety of finance roles for 21
years in Foods and Personal Care. His final two roles were as Finance Director, Unilever Mexico
and Vice President, M&A where he led a number of transactions including the disposal of Bertolli
Olive Oil and the acquisition of the Sara Lee Personal Care business.

ANNUAL REPORT & ACCOUNTS 2011 K/ KELLEN GROUP

SIR GERRY LOUGHRAN KCB
NON EXECUTIVE DIRECTOR

As Chairman of Phoenix Energy Holdings, Sir Gerry Loughran brings a wealth of experience and
expertise in the public and private sectors. He has served as Permanent Secretary of the Industry
Department (Department of Economic Development]) in Northern Ireland and subsequently was
appointed Head of the Northern Ireland Civil Service and Secretary to the Northern Ireland
Executive. In this role he led 29,000 members of the Northern Ireland Civil Service until his
retirement from the Service in 2002. Since then he has held a number of appointments in the
private sector. He is currently Chairman of Blackstaff Press, Director of Allied Irish Banks (UK]
PLC, the Baird Group and Forward Emphasis International. He also serves on several Boards in
the education and training sectors.

PETER DIXON
GROUP CHIEF EXECUTIVE

Peter has spent his entire career in the gas industry, acquiring over 34 years' experience. He
started out as an Engineerin 1976 with North West Gas and went on to play a key role in the break-
up of what was then the old British Gas. Peter joined Phoenix Natural Gas as Commercial Director
in February 1997. He was appointed Chief Executive in July 2000. He is currently Chairman of the
Energy for Children Charitable Trust, as well as Chairman of Arena Network - the environmental
arm of Business in the Community of which he is also a Board member. In 2008 he was appointed a
Belfast Harbour Commissioner and he is also a Board member of the Winston Churchill Memorial
Trust.

MICHAEL MCKINSTRY
GROUP FINANCE DIRECTOR

Michael has been with Phoenix from its earliest days, joining the fledgling company in 1996 as
Finance Director. He took his place on the Group Board in January 2006 following the acquisition of
Phoenix by Kellen. Because Michael has been at the financial helm of Phoenix throughout its history,
overseeing the various changes to its ownership, corporate, financial and regulatory structures,
as well as developing its strategies, he has a comprehensive knowledge and understanding of the
business. Prior to joining Phoenix, Michael gained extensive financial management experience
across a broad range of business sectors, starting in heavy engineering with GEC, in the textiles
industry with Ulster Weavers and in the energy industry with Premier Power following its purchase
by British Gas.
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FINANCIAL REVIEW

ANNUAL REPORT & ACCOUNTS 2011

2011 was another year of strong performance, with all operating businesses within the
Group exceeding expectations despite the challenging economic conditions. Despite the
warmer weather, the rising cost of its natural gas and financial constraints on consumer
spending, the business was able to outperform by highlighting the good value of its offering
relative to its competitors, continuing to achieve operating efficiencies and maintaining a

tight control over its costs.

Operating performance within Phoenix Natural Gas
[PNG], the gas distribution business, has been positive
with relative value offering that natural gas provides over
other energy sources being magnified in 2011 and helping
to boost connections in the year. In addition PNG took the
opportunity in the summer to re-finance its bank debt for

a further three years at preferential terms

Our gas supply operations in both NI & ROl have
continued to perform well in highly competitive markets -
the focus on management of gas trading risks, enhancing
customer offering and where applicable operating within
the terms of its licence and respective price controls
continue to serve these businesses well.

Our energy service

business continues
to deliver the
efficiencies
required to
support the
regulated
businesses
within the Group
and also seeks
to add value
- to consumer
offering where

appropriate.

TURNOVER

Group turnover of £127.5m in 2011 is £16.5m higher than
in 2010.

TURNOVER £

2011 2010
Distribution (PNG) 39.2m 39.5m
Supply (PSL) 106.4m 101.1m
Energy Limited (PEL) 14.1m 5.4m
Energy Services (PES] 3.7m 3.5m
Intra Group Sales (35.9m) (38.5m)
Total 127.5m 111.0m

Distribution income in Phoenix Natural Gas (PNG] has
fallen by £0.3m to £39.2m, with lower gas throughput
year on year being offset by an 8% increase in average

distribution charges.

Distribution prices are set in advance of each year on
the basis of forecasts of gas throughput and RPI for both
the year in question and the preceding year. As a result
actual income generated will be higher or lower than
the maximum allowed level as a consequence of the
utilisation of such forecasting estimates. The difference
arising (either surplus or deficit) is thereby accumulated
at the end of the year as a 'Z balance’, to be adjusted in
charges in future years - in this manner NIAUR regulate

rate of return allowed to Phoenix.

Whilst distribution income was £2.9m lower than allowed
levels within its price control in 2011 (2010: £1.7m
higher than the level allowed], a balance of £2.4m of

over-recovered income still remains to be returned to
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customers at end of 2011. This arose as a result of the
surplus brought forward into 2011 being greater than
expected when prices were set and thereby more than
offsetting any reduction in income in 2011 as a result of

warmer weather.

2010 Inc/(Dec)

Allowable Income 41.8m

Under/Over Recovery  (2.9m)

Other Income 0.3m

Distribution Turnover  39.2m

Income in Phoenix Supply [PSL) has risen by £5.3m (5%)
despite a 14% fall in throughput compared to the previous
year. This was driven mainly by higher average selling
prices agreed with the NIAUR at the beginning of May
2011, which was implemented as a result of an expected

rise in gas costs.

Income in Phoenix Energy (PEL) has risen by £8.7m during
the year driven both by a 78% increase in throughput and
a 46% increase in average selling prices, as a result of the

impact of higher average cost of gas in the year.

K/ KELLEN GROUP

Phoenix Energy Services' (PES] income has risen by
£0.2m primarily as a result of an increase in activity

provided to its core distribution business in the year.

Further detail behind movements in turnover is provided
within the divisional reports on pages [14 to 24], but a

summary is outlined in the previous page:
OPERATING PROFIT

Group operating profit increased by £2.2m to £20.1m in
2011 predominantly as a result of an higher operating

profits generated in PSL.

OPERATING PROFIT £
2011 2010

Distribution (PNG)

Supply (PSL]

Energy Limited (PEL)

Energy Services (PES)

Other

Total
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Operating profit within PNG of £14.0m (2010: £15.7m] is
primarily driven by the income levels allowed for within
its current 5-year price control issued by NIAUR less the

respective costs involved in operating the business.

It should be noted that PNG's operating profits were
reduced by £4.6m relative to 2010 by a movement in the
over-recovered Z (surplus of actual income over allowed
income). The value of Z carried forward at the end of 2011
to be returned to customers in discounted charges in the

future amounted to £2.4m.

Operating profit within PSL in 2011 of £4.5m (2010:
£0.6m) has benefitted from an increase in the level of
gas cost savings generated in the year, to be returned to
tariff customers in lower prices in future years. This is
in line with the terms of its regulated tariff price control,
whereby any differences in actual gas costs incurred
compared to the forecast of such cost included in its tariff
setting assumptions are carried forward and adjusted in

future tariff reviews.

PSL is subject to a price control with regard to the prices
it charges to its tariff customers (domestic & small
commerciall. In addition to the pass through treatment of
gas costs, PSL's tariff prices are capped so as to provide
for an allowable level of operating cost and a profit

margin of 1.5% on turnover.

Whilst the contract market has been open to competition
from other gas suppliers for some time, the tariff market
opened up on a phased basis from November 2010 with
full competition across all tariff market sectors being in
place from August 2011. Therefore PSL is now competing
directly with other suppliers for customers in all sectors
of the market in it's gas supply area (which mirrors that
of PNGJ. By the end of 2011, 9% of it's customers had

switched to other gas suppliers.

As a result of a fall in gas costs experienced in the latter
part of 2011 compared to that assumed when increasing
its tariff prices on 1 May 2011, PSL has taken forward
into 2012 a greater level of savings than forecast. This

ANNUAL REPORT & ACCOUNTS 2011

together with an updated view of future gas costs has
resulted in PSL reducing its tariff prices by 8.5% post
year-end on 1 April 2012.

PEL generated a profit of £0.1m in the year as it continues
to develop its customer base in its gas supply market in

ROI following on from starting to trade at the end of 2009.

Operating profit within PES has decreased by £0.1m as
a result of a slight change in the mix of its workload
compared to the previous year. PES continues to be
reliant on workload from its main customer PNG, both as
a result of an increase in planned maintenance activities
but also from on-demand metering and emergency
response activities which can be influenced by weather

conditions.
OPERATING CASH FLOWS

During the year, net cash inflow of £26.7m was generated

from operations compared to £33.0m in the previous year.

A further £12.3m (2010: £12.9m) was re-invested in the
Group to fund expansion to the distribution network and
connect new customers, while £16.8m (2010: £17.7m)
was used to meet interest obligations and other financing
costs in respect to the Group's bank borrowings and bond

providers.

£10m was drawn by PNG under its revolving bank
facilities in the year to support financing requirements

across the Group.

The net result of these cash flow movements was that
cash held at bank or in hand at the end of 2011 has
increased by £7.6m from the balance at the end of the

previous year.
BANK BORROWINGS

The Group is principally involved in the development of
long-term infrastructure assets, owned by PNG, with
underlying income growing over time in line with growth

in connections.
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(PSL) (PEL)

Phoenix Natural Gas Limited

Phoenix Energy Services Limited Phoenix Distribution Holdings Limite
(PESL) (PDHL)
[ (PNG)

The Group’s principle source of debt finance has been
generated from the issue in 2009 of £275m of bonds by
Phoenix Natural Gas Finance plc, a 100% subsidiary of
PNG, of £275m which pay a coupon rate of 5.5. These
bonds are guaranteed by PNG and PDHL (the holding
company of PNG), were rated Baa2 by Moody’'s and BBB+
by Fitch and are repayable in 2017.

In addition PNG re-financed its bank facilities in August
2011 exclusively with The Royal Bank of Scotland plc for
a further 3 year term, reducing the value of its facilities
to £60m. These facilities are made up of a £30m revolving
credit facility to support continued investment in capital
expenditure within the distribution division, and a
£30m working capital facility to finance working capital
requirements within PNG. As part of this working capital
facility PNG can lend up to 5% of the value of PNG's
Total Regulated Value (TRV) to PSL in order to finance its

working facilities.

} D Holding Companies D Operating Subsidiary . Financing Vechicle

At the end of 2011, net debt increased to £234.5m
(excluding cash held as collateral] compared to £233.4m
at the end of 2010.

Bank balances at the end of 2011 increased by £9.9m to
£44.8m whilst the £10m was drawn under PNG’s 3-year
£60m bank facilities.

Included within bank balances is £1.7m of cash held
as collateral against outstanding guarantees, as part
of credit arrangements to suppliers and other service
providers under bank facilities. This is £2.3m lower than
cash collateralised in the previous year mainly as a result
of obligations to ESH loan note holders now being settled

in full.

In addition the balance outstanding to bondholders (net
of capitalised fees) increased by £1.0m to £269.3m at the

end of 2011 as a result of the amortisation of fees.

The debt facilities require the “financing group” (PDHL,
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PNG & PNGF] to comply with certain financial and non-
financial covenants. The covenants include a limit in
borrowings linked to the regulatory asset value of our
assets (TRV & DAV] and ratios linking earnings to net

interest paid.
BUSINESS GROWTH

The principles underpinning the growth of PNG are
defined within its current price control, currently the
five year price control for period 2007 to 2011, with
subsequent plans subject to review as part of the normal
price control process. Plans include: network extension
to make gas available to new industrial, commercial and
domestic developments, taking gas mains into areas
where customers have a strong propensity to convert
from their existing fuel to natural gas and meeting our
obligations to NIHE to where possible make gas available

to tenants in line with its refurbishment programme.

During the year, the Group invested a further £12.3m in
capital expenditure. Investments included construction
of 57km additional distribution mains and connection of a
further 9,719 new customers in 2011.

While the licence under which PNG operates requires
investment in a network to make gas available to a
minimum number of customers, PNG has reached the
point where its obligations with respect to this network
development plan which is contained within its licence
have been fulfilled. Therefore a growing proportion
of future investment will be directed at connecting
customers to the existing network. In support of this, PNG
continues to invest in an extensive sales and marketing
programme to all potential new customers and manages
customers up until the date they are connected and using
gas. PNG charges all gas suppliers, including PSL, on an
equal basis, for utilisation of its network in line with the

terms of its network code.
KELLEN ANNOUNCE SALE OF SUPPLY BUSINESSES

On 16th May 2012, Kellen Group announced that it had
entered into an agreement to sell 100% of the share
capital of both Phoenix Supply Limited and Phoenix Energy

ANNUAL REPORT & ACCOUNTS 2011

Limited, to SSE plc, through its subsidiaries Airtricity
(Energy Supply) Northern Ireland Limited & its Republic
of Ireland-registered subsidiary Airtricity Limited for

£19.1m excluding working capital adjustments.

With the necessary approval by the Irish Competition
Authority having been granted the sale was completed on
Friday 22nd June 2012.

As part of the sale, the existing loan arrangement
between Phoenix Natural Gas Limited and Phoenix Supply
Limited was repaid in full.

For details of the turnover and operating profit of Phoenix
Supply Limited and Phoenix Energy Limited see the
divisional review on pages 21 and 22 and the financial
review on pages 25 and 29. This will provide the users
of the financial statments with a indication of the future

financial effect of the disposal.
PRINCIPAL RISKS AND RISK MANAGEMENT

The Group’'s management structures, coupled with
appropriate policies and procedures on how the
respective businesses function, are designed to enable
the achievement of business objectives while controlling
the risks associated with the environment within which it

operates.

The key business risks and uncertainties affecting the
Group, together with the means by which we manage

them, are outlined below:
REGULATORY RISK

PNG, PSL and PEL operate under licences issued by
government. As a result, the Group devotes a considerable
amount of time to the management of regulatory matters
with both NIAUR and DETI (Department of Enterprise,
Trade and Investment] in Northern Ireland and CER
(Commission for Energy Regulation) in the Republic
of Ireland. Compliance with the ongoing requirements
of these licences, changes arising from the evolving
regulatory environment, (including those associated
with the agreement reached with NIAUR in November
2006), EU obligations, the full introduction of supply
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competition, and the implications of price controls, mean
that significant attention has been and will continue to
be dedicated to regulatory compliance. Indeed the Group

allocates a specialist resource to this task.

The Group manages the relationship with NIAUR, DETI
and CER at senior management level in each of the
regulated businesses, supported by a dedicated resource

within common services in PNG.
HEALTH & SAFETY RISK

As a provider of an essential service to the public, the
Group works in an environment where health and safety
must take top priority within the operating businesses.
At the heart of the Group's safety culture, the 'ASHES’
system ensures all employees understand the rigorous
policies and procedures in place to deliver a safe
operating environment. Through a dedicated manager
within PNG, by stringently controlling health and safety
performance from company board level through to field
operations, and with the strategic support of The British
Safety Council audits and ISO accreditations, the Group
is able to manage any health and safety risks that may

arise.
BUSINESS CONTINUITY RISK

The Group has measures in place to mitigate the
risks associated with managing the business

in the event of a gas supply emergency,

or any other occurrence which could

affect the ability of all or part of

the Group to function normally,

potentially affecting financial

performance.

As a rule, gas supply
emergency risks are
managed through
the contractual
relationships that exist
in the Transmission
Network Codesandthe

agreements between

K/ KELLEN GROUP

the Transmission System Operator and the Distribution
System Operator. In addition, general operational risks
are controlled through the establishment of prudent and
safe operational processes and through a structured
and highly focused approach to capital expenditure
in conjunction with robust maintenance procedures.
Regular emergency exercises involving all gas operators
and selected local essential service providers in Northern
Ireland are simulated to test and further develop
the processes in place. The Group also maintains a
comprehensive business continuity plan which includes
details of our IT recovery plan and is updated, reviewed

and tested on a regular basis.
GAS PRICE COMMODITY RISK

PSL & PEL are exposed to the wholesale cost of gas,
which they must acquire. To minimise exposure, hedging
instruments and forward exchange contracts are used to
try and match the price charged to customers with the

costs incurred by the Group.

In addition, in the tariff sector it is necessary to forecast

gas costs forward for the tariff year. Therefore PSL is

s m e
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exposed in the short term to the actual costs incurred
being different to the price being charged to customers.
PSL has agreed a mechanism with NIAUR within its price
control, so that differences between actual and forecast
are reflected in future tariff price reviews. PSL has a
dedicated gas trading manager who monitors the gas
cost daily and ensures, wherever possible, that supply
contracts are matched with purchase arrangements on
behalf of both PEL and PSL. A purchasing strategy is
agreed by the Group board which sets levels for buying
gas forward, especially across times when gas costs
are expected to be more volatile, with the balance of any

requirements being purchased on a within day basis.
FINANCIAL RISK MANAGEMENT

Group operations bring exposure to a variety of financial
risks, including the effects of changes in liquidity and
interest rates. The Group exercises strong financial
and management accounting controls through the
consolidation of all financial and treasury requirements
within the finance function within common services in
PNG.

Long-term business plans and shorter term budgets
and forecasts are tracked monthly against actual
performance at both a company and consolidated group
level in line with obligations under financing agreements,
thereby enabling financial requirements to be monitored
against the cash resources available to both the Group as

a whole and its constituent parts.

A mixture of long-term debt, raised through the issue
of fixed rate bonds, and short-term debt available
within our banking facility, are used to ensure that
there are sufficient resources available for operational
requirements. The Group does not use derivative financial

instruments for speculative purposes.

The Group has delegated the responsibility of monitoring
financial risk management to the Finance Committee,
a sub-committee of the Board. The policies set by this
committee are directly implemented by the finance

function.

ANNUAL REPORT & ACCOUNTS 2011

EXCHANGE RATE RISK

The Group operates through its subsidiary, PEL in the
Republic of Ireland and as such has to deal with exchange
rate risks associated with the purchase of goods and raw
materials in a currency which may be different to the

currency in which it receives its income.

Where such exposure exists, PEL limits the impact of
such exchange rate fluctuations by the use of hedging
instruments such as forward exchange rate contracts to

limit the effect on its performance.
CREDIT RISK

The Group’s principal current assets are bank balances,
cash, trade and other receivables. The amounts presented
in the balance sheet are net of allowances for doubtful
receivables. An allowance for impairment is made where
there is an identified loss event which, based on previous
experience, is evidence of a reduction in the recoverability

of these cash flows.

PNG is exposed to credit risk arising mainly from the
risk that gas suppliers are unable to pay distribution
charges as they fall due. The risk is partially mitigated
by the requirement for all suppliers to comply with credit
arrangements within the PNG Distribution Network Code
to evidence their ability to pay for distribution charges
when they fall due, thereby reducing the risk of payment
default by a supplier.

In 2011 85% of all distribution revenue was received from
the Group's own supply business PSL. In addition at
the end of 2011 99.9% of all annual distribution income
generated was provided on the basis of prepayment of

monthly charges by the supplier in advance of the month.

Revenues within PSL and PES have no significant
concentration of credit risk with a specific customer.
Credit exposure is spread over a large number of

individual customers.

Michael McKinstry
Group Finance Director
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DIRECTORS" REPORT

The directors present their report and the audited financial statements for the year ended

31 December 2011.

PRINCIPAL ACTIVITY

The principal activity of the Group is the development and
operation of the distribution gas networks together with

the supply of gas and other energy services.

The principal activity of the Company is that of an
intermediate holding company and is the highest EU

parent company for which Group accounts will be drawn

up.
BUSINESS AND FINANCIAL REVIEW

The Chairman’s statement, CEO Review and Financial
Review, together with the Divisional Reports, can be

viewed on pages 3 to 34.

These provide a comprehensive picture and analysis
of the Group's business and performance during the
year including the primary KPIs used by the Group in its

operations.

EMPLOYEES
EQUAL OPPORTUNITIES

The Group is committed to a proactive approach in
promoting equality of opportunity. Kellen Group ensures
that it operates fairly and equitably in its dealings with
employees and prospective staff members.

The Group is opposed to all forms of unlawful and unfair
discrimination, ensuring through all of its personnel
policies, practices and procedures that employment,
training and promotion opportunities within the Kellen
Group provide employment equality to all, irrespective of:

Gender, marital or family status
Religious belief or political opinion
Disability

Race or ethnic origin

Nationality

Sexual orientation

Age

DISABILITY

The Group has taken active steps to implement the
Disability Discrimination (Northern Ireland) Order 2006.
It is corporate policy to provide people with disabilities
equal opportunities for employment, training and career
development, having regard to aptitude and ability.
Any member of staff who becomes disabled during
employment is given assistance and retraining where

possible.
EMPLOYEE PARTICIPATION

Within the bounds of commercial confidentiality,
information is communicated to staff at every level
about matters that affect the progress of the Group and
are of interest and concern to them as employees. This

encourages staff participation in our performance.
POLICY AND PRACTICE ON PAYMENT OF CREDITORS

The Group is a registered supporter of the Better Payment
Practice Group's ‘Better Payment Practice Code’ to which
it subscribes when dealing with all suppliers. Copies of
the Better Payment Practice Group's code are available
from the Department of Trade & Industry. Trade creditors
at year end represented 20 days (2010:20 days] of
purchases. It is the Group's policy regarding all suppliers
to agree payment terms in advance of the supply of goods

and to adhere to these terms.
PRINCIPAL RISKS AND FINANCIAL RISK MANAGEMENT

This section is considered in detail within the Group

Finance Director’s review on pages 28 to 34.
RESULTS AND DIVIDENDS

The profit for the financial year is £2.7m (2010: loss of
£0.03m). No dividends were paid during the year.
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POLITICAL AND CHARITABLE DONATIONS

The Group made charitable donations amounting to
[£28,218] in 2011 (2010: £21,177). No donations for
political purposes were made during the year (2010: £Nil).

DIRECTORS AND THEIR INTERESTS

Details of the directors who served through 2011 are
provided below:

J Williamson - Resigned 29 March 2011

N Steinmeyer - Resigned 14 December 2011
L Woods - Appointed 14 December 2011
S Kassam

L Levi

PV Dixon

G P Greener

G Loughran

W F M McKinstry

DISCLOSURE OF INFORMATION TO AUDITORS

Directors who held office at the date of approval of this
Directors’ report confirm that, so far as they are each
aware, there is no relevant audit information of which
the Company’s auditors are unaware; and each director
has taken all the steps that they ought to have taken as a
director to make themselves aware of any relevant audit
information and to establish that the Group’s auditors are

aware of that information.

AUDITORS
Pursuant to Section 487 of the Companies Act 2006, the
auditors will be deemed to be reappointed and KPMG will

therefore continue in office.
By order of the Board
W F M McKinstry

Director
25th June 2012

K/ KELLEN GROUP
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CORPORATE GOVERNANCE REPORT

The Kellen Group’s corporate governance structure is set by the Board of directors of
Kellen Investments Limited. The Kellen Group is committed to the highest standards of
corporate governance as set out in the Combined Code on Corporate Governance.

The Board of directors of Kellen Investments Limited [the
“Kellen Board") believes that effective corporate governance is
a fundamental aspect of a well-run business and is committed
to achieving the highest standards of corporate governance,
corporate responsibility and risk management in directing and
controlling the business.

The following paragraphs describe the key governance
structures and internal controls operating within the group.
Through these mechanisms, the Kellen Group aims to
apply the highest standards of corporate governance and to
conform to the spirit of the ‘Combined Code'.

BOARD CONSTITUTION AND PROCEDURES

The Kellen Board comprises seven members; a non-executive
Chairman, two executive directors and four non-executive
directors. Biographies of the Kellen Board members are
shown on pages 26 and 27.

The Chairman is responsible for the effective running of the
Kellen Board and for communications with all directors and
shareholders. He ensures the Kellen Board receives sufficient
information on financial trading and corporate issues prior to
board meetings.

The executive directors are responsible for day-to-day
operations and the development of strategic plans for
consideration by the Kellen Board as a whole.

The Kellen Board meets regularly during the year. During
2011, four main board meetings were held, plus a number
of specific meetings to deal with strategic developments
and particular authority issues. All members of the Kellen
Board receive detailed financial information and regular
presentations from executives on the business performance,
in addition to items for decision and minutes of board
committees, in advance of every meeting, whether they are
able to attend or not. This enables the directors to make
informed decisions on corporate and business issues under
consideration.

The principles for the corporate governance of the Group were
adopted by the Kellen Board on 9th December 2005. These
determine the internal policies by which the Group should
operate.

To ensure that key policy and strategic decisions are made by

Kellen Board, certain matters must be brought to Kellen Board
for approval, including but not limited to: final approval of the
annual accounts and budget, major acquisitions and disposals
and any changes to the Group’s financing arrangements and
financial policies. Where urgent decisions are required on
matters specifically reserved for the board between meetings,
there is a process in place to enable discussion and decision-
making. Directors also have access to the advice and services
of the Company Secretary.

Board Committees

The Kellen Board has established three committees,
each with clearly defined terms of reference, procedures,
responsibilities and powers.

AUDIT COMMITTEE

The Audit Committee is chaired by Lorcan Woods (previously
Nils Steinmeyer) and consists of three of the independent
non-executive directors. Each member brings relevant
financial experience at a senior executive level. The expertise
and experience of these members is summarised on pages
26 and 27.

Audit Committee members are expected to have an
understanding of the following areas:

e the principles of, contents of and developments in financial
reporting, including the applicable accounting standards
and statements of recommended practice, and in
particular, the appropriateness of the Group’s accounting
policies;

the Group's wider corporate policies and its financing;

systems of internal control and matters that require the
use of judgment in the presentation of accounts and
key figures, as well as the role of internal and external
auditors.

The Group Chief Executive, Group Finance Director and
external auditors are normally invited to attend the committee
meetings. The committee holds a minimum of two meetings
during the financial year at appropriate times in the audit
reporting cycle.

The committee oversees the relationship with the external
auditors, reviews their audit plan and discusses findings with
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them. In addition, the committee reviews the effectiveness of
the Group's internal controls and risk management systems
and also ensures there is proportionate and independent
investigation of any matter brought to their attention.

Further, this committee is required to assist the Kellen
Board to fulfil its responsibilities relating to external financial
reporting and associated announcements. During the year,
members reviewed, either as a committee, or as part of the
Board:

e interim and annual financial statements, including
requirements for financial reporting;

e Group trading statements and, where practicable, all
proposed announcements to be made by Kellen Group to
the extent that they contain material financial information;

e changes proposed to policies and practices;
¢ significant accounting issues;
e the risk management process.

The committee is also responsible for the development,
implementation and monitoring of Kellen Group’s policy
on external audit and reserves oversight responsibility for
monitoring independence, objectivity and compliance with
ethical and regulatory requirements. Additional functions
include: recommending the appointment and re-appointment
of the company’s external auditors and annually reviewing a
formal letter provided by the external auditors confirming their
independence and objectivity within the context of applicable
regulatory requirements and professional standards.

With regard to audits, the committee also reviews:

- the terms, areas of responsibility and scope as set out in
the external auditor’s engagement letter;

- the overall work plan for the forthcoming year, together
with the cost-effectiveness of the audit and the auditors’
remuneration and performance;

- any major issues which arose during the course of the
audit and their resolution;

- key accounting and audit judgements;

- the level of errors identified during the audit including
schedules of unadjusted errors and representation
letters;

- and lastly, the recommendations made to management by
the auditors and the Group response.

K/ KELLEN GROUP

REMUNERATION AND NOMINATIONS COMMITTEE

The Remuneration and Nominations Committee is chaired by
Lorenzo Levi and consists of three non-executive directors.
This committee meets at least once a year and at such other
times as the Kellen Board requires.

The committee’s specific duties and responsibilities are as
follows:

e establish the criteria to be used in selecting directors and
ensure the remuneration package is designed to attract,
motivate and retain staff of the highest calibre;

e approve the remuneration of the executive directors
and management to provide independent and objective
assessment of any benefits granted to directors and
management;

e ensure that the pension arrangements throughout the
Group are appropriate, well supervised and conform to
applicable law.

The committee also reviews the design of incentive and
performance related pay plans for approval by the Board,
together with remuneration policies as a whole and trends
across the Group.

FINANCE COMMITTEE

The Finance Committee is chaired by Lorcan Woods
(previously Nils Steinmeyer) and consists of three non-
executive directors. In addition, the Group Chief Executive and
the Group Finance Director are normally invited to attend the
meeting.

This committee is responsible for making recommendations
to the Kellen Board on financing and investment policy,
including the capital structure of the Group, management of
financial risks such as interest rates and foreign exchange,
management of credit risk, communication with financial
institutions, and the acquisition and divestment of material
corporate premises.

Further, the committee is also responsible for making
recommendations to the Kellen Board based on proposals
by the Group Chief Executive (beyond authority levels so
delegated) with regard to the creation or disposal of new
subsidiaries, the raising of external finance, approval or
divestments within the Group and the granting of securities,
guarantees and indemnities.

In certain specific circumstances, the Kellen Board has
delegated authority to the committee to make decisions in
these areas.
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STATEMENT OF DIRECTORS" RESPONSIBILITIES
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IN RESPECT OF THE ANNUAL REPORT AND
THE FINANCIAL STATEMENTS

STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN
RESPECT OF THE DIRECTORS’ REPORT AND THE
FINANCIAL STATEMENTS

The directors are responsible for preparing the Directors’
Report and the financial statements in accordance with

applicable law and regulations.

Company law requires the directors to prepare financial
statements for each financial year. Under that law they
have elected to prepare the financial statements in
accordance with UK Accounting Standards and applicable
law (UK Generally Accepted Accounting Practice).

Under company law the directors must not approve the
financial statements unless they are satisfied they give
a true and fair view of the state of affairs of the group
and the parent company and of the profit or loss of the

company for that period.

In preparing each of the group and parent company

financial statements, the directors are required to:

select suitable accounting policies and then apply

them consistently;

make judgments and estimates that are reasonable

and prudent;

state whether applicable UK Accounting Standards
have been followed, subject to any material departures

disclosed and explained in the financial statements;

prepare the financial statements on the going concern
basis unless it is inappropriate to presume that the

group and parent company will continue in business.

The directors are responsible for keeping adequate
accounting records that are sufficient to show and explain
the company’s transactions and disclose with reasonable
accuracy at any time the financial position of the parent
company and enable them to ensure that its financial
statements comply with the Companies Act 2006. They
have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of
the company and to prevent and detect fraud and other

irregularities.

The directors are responsible for the maintenance and
integrity of the corporate and financial information
included on the company’s website. Legislation in the
UK governing the preparation and dissemination of
financial statements may differ from legislation in other

jurisdictions.

W F M McKinstry
Director
25th June 2012
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INDEPENDENT AUDITORS REPORT TO THE
MEMBERS OF KELLEN INVESTMENTS LTD

We have audited the financial statements of Kellen
Investments Limited for the year ended 31 December
2011, which comprise the consolidated profit and loss
account, the consolidated statement of total recognised
gains and losses, the consolidated balance sheet, the
company balance sheet, the consolidated cashflow
statement and the related notes. The financial reporting
framework that has been applied in their preparation
is applicable law and UK Accounting Standards (UK
Generally Accepted Accounting Practice).

This report is made solely to the company’'s members,
as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. 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 AUDITOR

As explained more fully in the Directors” Responsibilities
Statement set out on page 40, the directors are responsible
for the preparation of the financial statements and for
being satisfied that they give a true and fair view. Our
responsibility is to audit, and express an opinion on, the
financial statements in accordance with applicable law
and International Standards on Auditing (UK and Ireland).
Those standards require us to comply with the Auditing
Practices Board's (APB's] Ethical Standards for Auditors.

SCOPE OF THE AUDIT OF THE FINANCIAL STATEMENTS

A description of the scope of an audit of financial
statements is provided on the APB’s website at www.frc.
org.uk/apb/scope/private.cfm.

OPINION ON FINANCIAL STATEMENTS
In our opinion the financial statements:

e give atrue and fair view of the state of the group’s and
of the parent company’s affairs as at 31 December
2011 and of the group’s profit for the year then ended;

e have been properly prepared in accordance with UK
Generally Accepted Accounting Practice; and

e have been prepared in accordance with the
requirements of the Companies Act 2006.

OPINION ON OTHER MATTER PRESCRIBED BY THE
COMPANIES ACT 2006

In our opinion the information given in the Directors’
Report for the financial year for which the financial
statements are prepared is consistent with the financial
statements.

MATTERS ON WHICH WE ARE REQUIRED TO REPORT
BY EXCEPTION

We have nothing to report in respect of the following
matters where the Companies Act 2006 requires us to
report to you if, in our opinion:

e adequate accounting records have not been kept by
the parent company, or returns adequate for our audit
have not been received from branches not visited by

us; or

e the parent company financial statements are not in
agreement with the accounting records and returns;
or

e certain disclosures of directors’ remuneration
specified by law are not made; or

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

Jon D’Arcy (Senior Statutory Auditor)

for and on behalf of KPMG, Statutory Auditor
Chartered Accountants

Stokes House

17-25 College Square East

Belfast

BT1 6DH

25th June 2012
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CONSOLIDATED PROFIT AND
LOSS ACCOUNT

Turnover
Cost of sales

Gross profit
Net operating expenses

Operating profit

Loss on sale of fixed assets

Interest payable and similar charges
Interest receivable and similar income

Profit/(loss) on ordinary activities before taxation
Taxation

Profit/(loss) for the financial year

A statement of movements on reserves is given in Note 21.

There is no material difference between the group’s results as reported and on a historical
cost basis. Accordingly, no note of historical cost profits and losses has been prepared.

All the results of the group derive from continuing operations.

The notes on pages 48 to 62 form part of these financial statements.

CONSOLIDATED STATEMENT OF TOTAL
RECOGNISED GAINS AND LOSSES

Profit/[Loss) for the financial year

Total recognised Profit since last report

The notes on pages 48 to 62 form part of these financial statements.
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CONSOLIDATED

BALANCE SHEET
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Note 2011 2010
£'m £'m
FIXED ASSETS
Tangible assets 1" 202.5 196.5
Intangible assets 13 105.8 109.0
308.3 305.5
CURRENT ASSETS
Stocks 15 1.2 1.2
Debtors: Amounts falling due within one year 16 72.7 76.5
Cash at bank and in hand 27 46.5 38.9
Total current assets 120.4 116.6
Creditors: Amounts falling due within one year 17 (94.1) (101.7)
Net current assets 26.3 14.9
Total assets less current liabilities 334.6 Ky{INA
Creditors: Amounts falling due after one year 17 (279.3) (268.3)
Provisions for liabilities and charges 18 (16.3) (15.8)
Deferred income 19 (2.5) (2.5)
Net assets 36.5 33.8
CAPITAL AND RESERVES
Called up share capital 20 69.8 69.8
Profit and loss account 21 (33.3) (36.0)
Shareholders’ funds 22 36.5 33.8

The financial statements were approved by the Board of Directors on 25 June 2012 and are signed on its behalf by:

W F M McKinstry
Director
25 June 2012

The notes on pages 48 to 62 form part of these financial statements.
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

I@/ KELLEN GROUP

COMPANY BALANCE SHEET

FIXED ASSETS
Tangible assets
Investments

CURRENT ASSETS
Debtors: Amounts falling due within one year
Cash at bank and in hand

Total current assets
Creditors: Amounts falling due within one year

Net current assets

Total assets less current liabilities

Creditors: Amounts falling due after one year

Net assets

CAPITAL AND RESERVES
Called up share capital
Profit and loss account

Shareholders’ funds

The financial statements were approved by the Board of Directors on 25 June 2012 and are signed on its behalf by:

W F M McKinstry
Director
25 June 2012

Company registration number: 05366077

The notes on pages 48 to 62 form part of these financial statements.

ANNUAL REPORT & ACCOUNTS 2011

ANNUAL REPORT & ACCOUNTS 2011

CONSOLIDATED CASH FLOW

STATEMENT

K/ KELLEN GROUP

Note 2011 2010
£'m £'m
NET CASH FLOW FROM OPERATING ACTIVITIES 23 26.7 33.0
RETURNS ON INVESTMENT AND SERVICING OF FINANCE
Interest paid (17.1) (17.9)
Interest received 0.3 0.2
(16.8) (17.7)
Taxation 0.0 0.0
CAPITAL EXPENDITURE AND FINANCIAL INVESTMENT
Purchase of tangible fixed assets (12.3]) (12.9)
(12.3) (12.9)
Net cash (out)/in flow before financing (2.4) 2.4
FINANCING
Receipt/(Repayment] of loan from /(to) bank 10.0 (5.0)
10.0 (5.0
Increase/(Decrease) in cash in period 24 7.6 (2.6)

The notes on pages 48 to 62 form part of these financial statements.
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

I@/ KELLEN GROUP

ANNUAL REPORT & ACCOUNTS 2011

NOTES FORMING PART OF THE
FINANCIAL STATEMENTS

. ACCOUNTING POLICIES

These financial statements are prepared on the going
concern basis under the historical cost convention and in
accordance with the Companies Act 2006 and applicable
accounting standards. The principal accounting policies
are set out below.

BASIS OF PREPARATION

The consolidated financial statements incorporate the
financial statements of Kellen Investments Limited,
Kellen Acquisitions Limited, Phoenix Energy Holdings
Limited, Phoenix Distribution Holdings Limited, Phoenix
Natural Gas Limited, Phoenix Supply Limited, Phoenix
Energy Services Limited, Phoenix Natural Gas Finance
plc and Phoenix Energy Limited for the year ended 31
December 2011.

All subsidiaries are accounted for using the acquisition
method of accounting and the profit and loss account
and statement of cash flows of the Group included the
results and cash flows of subsidiaries from the date of
acquisition to the period end. Al transactions between
the businesses of the Group have been eliminated in the
preparation of the consolidated financial statements.

GOING CONCERN

As highlighted in note 17 to the financial statements,
the Group is financed through bank debt loan facilities
and bond finance to support continued investment in its
infrastructure assets and to meet its general working
capital requirements. This debt facility is due for renewal
in August 2014 and the bond due for redemption in 2017.

The Group's forecasts and projections, taking account
of reasonable levels of possible changes in trading
performance, show that the Group is capable of operating
well within the level of its current facilities and also able to
meet all its covenant requirements until they mature.

As aresult of the above the directors consider it appropriate
to prepare the financial statements on a going concern
basis.

REVENUE RECOGNITION

Turnover represents the invoiced value of goods supplied
during the year excluding value added tax and intra group
sales.  Revenue includes an assessment of energy and
transportation services supplied to customers between
the date of the last meter reading and the year end.

Where revenue received or receivable exceeds the
maximum amount permitted by regulatory agreement
and adjustments will be made to future prices to reflect
this over recovery, no liability is recognised as such an
adjustment to future prices relates to the provision of
future services.

Similarly no asset is recognised where a regulatory
agreement permits adjustments to be made to future
prices in respect of an under recovery.

DEFERRED TAXATION
Deferred tax is recognised in respect of:

1) Materialtiming differences that have originated but not
reversed at the balance sheet date where transactions
or events that result in an obligation to pay more tax in
the future or a right to pay less tax in the future have
occurred at the balance sheet date, and

Tax losses not group relieved in the current period.
Timing differences are differences between the
company’s taxable profit and its results as stated in
the financial statements.

Deferred tax assets and liabilities recognised have not
been discounted.

INVESTMENTS
Investments held by the company in subsidiary
undertakings are stated at cost less amounts written off.

TANGIBLE FIXED ASSETS

The cost of tangible fixed assets is their purchase
cost, together with any incidental costs of acquisition.
Depreciation is calculated so as to write off the cost of
tangible fixed assets, less their estimated residual values,
on a straight line basis, beginning with the year following
expenditure, over the expected useful economic lives of
the assets concerned.

The economic lives used are as follows:

Years

Distribution mains 60
Distribution services 35
Distribution meters 20

Office equipment and fixtures & fittings

ANNUAL REPORT & ACCOUNTS 2011

NOTES (CONTINUED)

1. ACCOUNTING POLICIES (continued)

INTANGIBLE FIXED ASSETS

Intangible fixed assets comprise the value attributed to
the various licences acquired with Phoenix Natural Gas
Limited. These are being amortised over the distribution
licence recovery period of 40 years.

DEBTORS
Debtors are stated after provision has been made against
all debts considered doubtful of collection.

PENSIONS

The Group operates two defined contribution pension
schemes and costs are accounted for on the basis of
charging the pension costs over the period during which
the Group will benefit from the employee’s services.

INTEREST BEARING BORROWINGS

Immediately after issue, the debt is stated at the fair value
of the consideration received on the issue of the capital
instrument after deduction of finance costs. These costs
are allocated to the debt over the term of the debt at a
constant rate of the carrying amount.

STOCKS
Stock has been valued at the lower of cost and net
realisable value.

GOVERNMENT GRANTS

The European Regional Development Grant relates
specifically to capital expenditure on the high pressure
distribution pipeline and is treated as deferred income
which is then credited to the profit and loss account over
the related asset’s useful life.

OPERATING LEASES
Costs in respect of operating leases are charged on a
straight line basis over the lease term.

CLASSIFICATION OF FINANCIAL INSTRUMENTS ISSUED

BY THE GROUP

Financial instruments issued by the Group are treated as

equity (i.e. forming part of shareholders’ funds) only to the

extent that they meet the following two conditions:

a) they include no contractual obligations upon the
company (or Group as the case may be) to deliver
cash or other financial assets or to exchange financial
assets or financial liabilities with another party under
conditions that are potentially unfavourable to the

K/ KELLEN GROUP

company (or Group); and

b] where the instrument will or may be settled in the
company’s own equity instruments, it is either a
non-derivative that includes no obligation to deliver
a variable number of the company's own equity
instruments or is a derivative that will be settled by
the company exchanging a fixed amount of cash or
other financial assets for a fixed number of its own
equity instruments.

To the extent that this definition is not met, the proceeds
of issue are classified as a financial liability. Where
the instrument so classified takes a legal form of the
company’s own shares, the amounts presented in these
financial statements are called up share capital and
share premium account exclude amounts in relation to
those shares.

Where a financial instrument that contains both an
equity and a financial liability component exists these
components are separated and accounted for individually
under the above policy. The finance cost on the financial
liability component is correspondingly higher over the life
of the instrument.

Finance payments associated with financial liabilities are
dealt with as part of interest payable and similar charges.
Finance payments associated with financial instruments
that are classified as part of shareholder fund (see
dividends policy), are dealt with as appropriations in the

reconciliation of movements in shareholders’ funds.

CASH LONG TERM INCENTIVE PLAN

The Kellen Group operates a long term incentive plan
for certain key executives under which the amounts
receivable are dependent on the value of the Kellen
Acquisitions Limited (KAL) upon the sale of the KAL
Group. This plan is treated as cash settled share-based
in accordance with the provisions of FRS 20 Share-
based Payments and the cost of the expected payment is

recognised over the expected period of the plan.

DIVIDENDS ON SHARES PRESENTED WITHIN
SHAREHOLDERS' FUNDS
Dividends unpaid at the balance sheet date are only

recognised as a liability at that date to the extent that they
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NOTES (CONTINUED) NOTES (CONTINUED)

SECTION 3 : FINANCIAL STATEMENTS AND NOTES

. ACCOUNTING POLICIES (continued) 5. EMPLOYEE INFORMATION

The average number of persons employed by the Group [including executive directors) analysed by

are appropriately authorised and are no longer at the discretion of the company. Unpaid dividends that do

category during the period was as follows:
not meet these criteria are disclosed in the notes to the financial statements.

Group Group
.ANALYSIS OF TURNOVER 2011 2010
The Group's turnover, profits and net assets all relate to the business of gas distribution in Northern _ No No
Ireland and gas supply in both Northern Ireland and the Republic of Ireland together with the provision of Oper.at_|onal_ 125 122
. : . Administration 92 84
energy services predominantly for the gas industry.
217 206
Details of each of its separate business activities are provided with the Financial and Divisional Reviews
The aggregate staff costs of these persons were as follows:
on pages 14 to 34. Group Group
2011 2010
. NET OPERATING EXPENSES £'m £'m
Net operating expenses were all considered to be administrative expenses. Wages and salaries 6.7 6.1
Social security costs 0.8 0.7
th i t . .
_OPERATING PROFIT Other pension costs 0.6 0.6
This is stated after charging/(crediting): Group Group 8.1 7.4
2011 2010
£'m £'m
Deprelmatllon - olvvned stets 6.2 5.8 6. DIRECTORS’ REMUNERATION
Amortisation of intangible assets 3.2 3.2
, Group Group
European Regional Development Grant release 0.0 0.0 2011 2010
Operating lease rentals 0.9 1.0 £m £m
Auditors’ remuneration 0.1 0.1
Emoluments 1.0 0.9
The auditors’ remuneration in respect of the individual Company accounts amounted to £4k, (2010: £8Kk]. Amount receivable under long term incentive schemes 0.2 0.2
KPMG Belfast were paid £13k for non-audit related services to the Group during the year, (2010: £6k). Company pension contributions 0.1 0.1
1.3 1.2
Details in respect of the highest paid director are as follows:
Group Group
2011 2010
£'m £'m
Emoluments 0.5 0.5
Amount receivable under long term incentive schemes 0.2 0.2
Company pension contributions 0.0 0.0
0.7 0.7

Retirement benefits are accruing to one executive director under a group defined contributon scheme.

The Group operates a long term incentive plan for certain key executives under which the amounts
receivable are dependent on the value of the Kellen Acquisitions Limited (KAL) upon the sale of the KAL
Group. This plan is treated as cash settled share-based in accordance with the provisions of FRS 20 Share-
based Payments and the cost of the expected payment is recognised over the expected period of the plan.
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I@/ KELLEN GROUP

NOTES (CONTINUED)

7.INTEREST PAYABLE AND SIMILAR CHARGES

ANNUAL REPORT & ACCOUNTS 2011

Group Group
2011 2010
£'m £'m
Amounts payable on bank loans and overdrafts 16.5 17.2
Other 0.6 0.7
17.1 17.9

8.INTEREST RECEIVABLE AND SIMILAR INCOME
Group Group
2011 2010
£'m £'m
Bank interest 0.3 0.2
0.3 0.2

ANNUAL REPORT & ACCOUNTS 2011

NOTES (CONTINUED)

9. TAXATION

Current tax
UK corporation tax for the year
Adjustments relating to earlier years

K/ KELLEN GROUP

Total current tax . .

Deferred tax
Origination/reversal of timing differences
Effect in reduction in tax rate

Adjustments relating to earlier years . .

Total deferred tax charge

Total tax charge . .

The current tax charge for the period is less than (2010: less than) the standard rate of corporation tax i

the UK. The differences are explained below:

Current tax reconciliation

Profit/(Loss) on ordinary activities before tax . .

Current tax at 26.5% (2010: 28%)

Effects of:

Adjustment relating to earlier years
Expenses not deductible for tax purposes
Excess capital allowances

Deferred tax asset not recognised

Other permanent differences

Total current tax (credit)/charge . .

Factors affecting future tax charges:

Finance Act 2011 provided for the reduction in the main rate of corporation tax from 26% to 25% with effect

from 1 April 2012.

On 22 March 2012, the Government announced its intention to further reduce the main rate of corporation
tax to 24% with effect from 1 April 2012 with future reductions of 1% each year with the rate reducing to
22% by 1 April 2014. The reduction in the rate of corporation tax to 24% was enacted on 26 March 2012.

The deferred tax balances as at 31 December 2011 have been determined with reference to the enacted

corporation tax rate at that date of 25%.
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

. PROFIT FOR THE FINANCIAL YEAR

ANNUAL REPORT & ACCOUNTS 2011 ANNUAL REPORT & ACCOUNTS 2011

I@/ KELLEN GROUP

NOTES (CONTINUED) NOTES (CONTINUED)

12. TANGIBLE FIXED ASSETS (COMPANY)

As permitted by Section 408 of the Companies Act 2006, the parent company’s profit and loss account has not been included

K/ KELLEN GROUP

in these financial statements. The parent company’s profit for the financial period was £1,596k. Office Furniture & Distribution
equipment fixtures system Total
. TANGIBLE FIXED ASSETS (GROUP) Cost E'm E'm E'm E'm
o0s
. . . L At 1 January 2011 0.0 0.0 0.0 0.0
. Office Furn.lture & Distribution Transmlss!on Additions 00 00 00 0.0
equipment fixtures system pipeline Disposals 0.0 0.0 0.0 0.0
£'m £'m £'m £'m
Cost At 31 December 2011 0.0 0.0 0.0 0.0
At 1 January 2011 2.0 3.2 236.0 0.0 o
Additions 0.1 0.0 12.2 0.0 Depreciation
DiSpOS&lS UO 00 [02] UO At “ January 20” OO 00 OO 00
Charge for the year 0.0 0.0 0.0 0.0
At 31 December 2011 2.1 3.2 248.0 0.0 Disposals 00 0.0 0.0 0.0
Depreciation At 31 December 2011 0.0 0.0 0.0 0.0
At 1 January 2011 . . 41.2
Charge for the year . . 5.9 Net book value
Disposals ) ) (0.1) At 31 December 2010 0.0 0.0 0.0 0.0
At 31 December 2011 ] ) 47.0 At 31 December 2011 0.0 0.0 0.0 0.0
Net book value
At31 December 2010 13. INTANGIBLE FIXED ASSETS (GROUP)
At 31 December 2011
Licence Total
£'m £'m
Cost
At 1 January 2011 127.3 127.3
Additions 0.0 0.0
Disposals 0.0 0.0
At 31 December 2011 127.3 127.3
Amortisation
At 1 January 2011 18.3 18.3
Charge for the year 3.2 3.2
Disposals 0.0 0.0
At 31 December 2011 21.5 21.5
Net book value
At 31 December 2010 109.0 109.0
At 31 December 2011 105.8 105.8
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. FIXED ASSET INVESTMENTS 15. STOCKS
Company Company
20m 2010 Group Company Group Company
Shares in subsidiary undertakings ’ £'m ’ £'m 2011 2011 2010 2010
Cost at 1 January . 67.2 . 67.2 £m £m £m £m
Pref h . . . .
b“ Stock of spares and meters 1.2 0.0 1.2 0.0
Cost at 31 December . 67.2 . 67.2 1.2 0.0 12 0.0
Net Book Value . 67.2 . 67.2
The Company has ordinary share investments in the following companies at 31 Dec 2011 16. DEBTORS
Group Company Group Company
Company name Holding Holding Country of Activity 2011 2011 2010 pA
% incorporation £'m £'m £'m £'m
Kellen Acquisitions Ltd Direct 100% Great Britain note (iv) Amounts falling due within one year

: . . o . Trade 5.1 0.0 6.2 0.0
Phoenix Energy Holdings Ltd Indirect 100% Great Britain note (iv) . .

oS . ) L ) Amounts owed by subsidiary undertaking 0.0 24.3 0.0 241
Phoenix Distribution Holdings Ltd Indirect 100% Great Britain note (iv)

. o . . Other 3.7 0.0 2.4 0.0
Phoenix Energy Limited Indirect 100% Republic of Ireland note (v) P ; q qi 43.9 94 47.9 70
Phoenix Natural Gas Ltd Indirect 100% Northern Ireland note (i) repayments and accrued income : : i :
Phoenix Supply Ltd Indirect 100% Northern Ireland note (ii) 72.7 33.9 76.5 31.1
Phoenix Energy Services Ltd Indirect 100% Northern Ireland note (iii)

Phoenix Natural Gas Finance plc Indirect 100% Northern Ireland note (vi) Amounts falling due after one year

Belfast Energy Ltd Indirect 100% Northern Ireland Dormant Amounts owed by subsidiary undertaking 0.0 0.0 0.0 0.0
Belfast Natural Gas Ltd Indirect 100% Northern Ireland Dormant Other 0.0 0.0 0.0 0.0
Phoenix Gas Ltd Indirect 100% Northern Ireland Dormant 0.0 0.0 0.0 0.0
Phoenix Power Ltd Indirect 100% Northern Ireland Dormant

PNG Storage Ltd Indirect 100% Northern Ireland Dormant

Phoenix Energy Supply Ltd Indirect 100% Northern Ireland Dormant

Note (i}  Phoenix Natural Gas Ltd distributes natural gas to the Greater Belfast area.

Note (ii)  Phoenix Supply Ltd supplies natural gas to customers in the Greater Belfast area.

Note (iii] Phoenix Energy Services Ltd provides services to Phoenix Natural Gas Ltd and Phoenix Supply Ltd as well as
boiler and appliance maintenance services to energy consumers.

Note (iv) Kellen Acquisitions Ltd, Phoenix Energy Holdings Ltd and Phoenix Distribution Holdings Ltd are intermediate
holding companies.

Note (v) Phoenix Energy Ltd supplies natural gas to customers under licence in the Republic of Ireland.

Note (vi) Phoenix Natural Gas Finance plc holds a bond listed on the LSE.

All other companies are dormant within the meaning of the Companies Act 2006.

On T6th May 2012, Phoenix Energy Holdings Limited (PEHL) announced that it had entered into an agreement to sell 100%
of the share capital of Phoenix Supply Limited, its gas supply business in Northern Ireland and 100% of the share capital
of Phoenix Energy Limited, its separate gas supply company operating in the Republic of Ireland, to SSE plc, through its
subsidiaries Airtricity (Energy Supply) Northern Ireland Limited & its Republic of Ireland-registered subsidiary Airtricity
Limited for £19.1m.

With the necessary approval being granted by the Irish Competition Authority, the sale was completed on 22nd June 2012.
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KG KELLEN GROUP ANNUAL REPORT & ACCOUNTS 2011

NOTES (CONTINUED)

. CREDITORS

Company Company
2011 2010
£'m ’ £'m

Amounts falling due within one year
Trade . 0.0 . 0.0
Payments in advance 0.0 0.0
Amounts owed to subsidiary undertaking . 26.0 . 24.1
Other creditors 0.0 0.0
Accruals and deferred income 0.1 0.8

26.1 24.9

Amounts falling due after one year
Bank loans

Bond . .

Amounts falling due after one year: analysis
Amounts falling due between one and two years

Bank loans . . . .

Amounts falling due between two and five years

Bank loans . . .

Amounts falling due after five years

Bond . .

There were no committed undrawn borrowing facilities.
The Group's borrowings are denominated in sterling.

The Bonds issued by its subsidiary, Phoenix Natural Gas Finance plc,. are guaranteed by Phoenix
Natural Gas [PNG) and Phoenix Distribution Holdings (PDHL) whilst the bank debt facilities entered into
by PNG are also guaranteed by PDHL. The PDHL guarantees are supported by security over PDHL's
assets, principally shares in PNG and an assignment of undertakings from the investors in Kellen
Investments Limited (KIL) to PDHL supported by their shares in KIL.

The bond issued is repayable in 2017 and carries a fixed coupon rate of 5.5% per annum payable
quarterly. The £269.3m repayable after 5 years is stated after deducting issue costs of £8m and the
addition of amortised loan issue costs of £2.3m.

ANNUAL REPORT & ACCOUNTS 2011 K/ KELLEN GROUP

NOTES (CONTINUED)

18. PROVISIONS FOR LIABILITIES AND CHARGES

19.

20.

Group Company Group Company
2011 2011 2010 2010
£'m £'m £'m £'m
Deferred taxation
Accelerated capital allowances (17.4) 0.0 (16.8]) 0.0
Short term timing differences 1.1 0.0 1.0 0.0
(16.3) 0.0 (15.8) 0.0
Deferred tax liability
At 1 January 2011 (15.8) 0.0 (15.6) 0.0
(Charged)/credited to profit and loss account (0.5) 0.0 (0.2) 0.0
At 31 December 2011 (16.3) 0.0 (15.8) 0.0
DEFERRED INCOME
Group Company
ERD grant received £'m £'m
At 1 January 2011 215 0.0
Credit to profit and loss account 0.0 0.0
At 31 December 2011 2.5 0.0
CALLED UP SHARE CAPITAL
2011 2010
Allotted and fully paid: £ £
Ordinary shares of £1 each 49,752,705 49,752,705
A Ordinary shares of £1 each 20,076,752 20,076,752

Ordinary shares each carry one vote. A ordinary shares are non voting.
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NOTES (CONTINUED) NOTES (CONTINUED)

SECTION 3 : FINANCIAL STATEMENTS AND NOTES

. RECONCILIATION OF MOVEMENTS IN RESERVES 24. RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET DEBT
Company Company Group Group
2011 2010 2011 2010
£'m ' £m £'m £'m
Revenue reserves brought forward 3.6 2.2 [Decrease]/mcrease !n cash in period 7.6 (2.6)
Decrease/lincrease) in loan from Parent 0.0 0.0
Loss/[profit] for the financial year . 1.6 . 1.4 Increase in bond debt 0.0 00
Revenue reserves carried forward 5.2 3.6 (Increasel)/Decrease in bank loan (10.0) 5.0
Movement in net debt resulting from cashflows (2.4) 2.4
Non cash adjustment - amortisation of bond issue costs (1.0) (1.1)
Non cash adjustment - collateralised cash security 2.3 24.0
. RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS Movement in net debt during the year (1.1) 253
Opening net debt (233.4) (258.7)
Group  Company Company Closing net debt (234.5) (233.4)
2011 2011 2010
£'m £'m ’ £'m
Opening shareholders’ funds 33.8 73.4 72.0 Analysed as follows
Profit/(loss) for the financial year 2.7 1.6 . 1.4 Bank loans > 1 year (10.0] 0.0
- Bond (269.3) (268.3)
Closing shareholders’ funds 36.5 75.0 73.4 Loan from parent 0.0 0.0
Cash at bank and in hand* 44.8 34.9
Closing net debt (234.5) (233.4)
. RECONCILIATION OF OPERATING PROFIT TO NET CASH INFLOW FROM OPERATING ACTIVITIES *Cash at bank and in hand does not include £1.7m (2010: £4.0m) which is held in collateral and does not

meet the definition of cash within FRS1 (Cash Flow Statements)
Group Group

2011 2010
£'m £'m
Operating profit/(loss) 20.1 17.9 Za A2 eel AU _
Release of ERDF Grant 0.0 00 The group operates two pension schemes:
Depreciation 6.2 5.8
Goodwill amortisation 3.2 3.2 a. Group Personal Pension Scheme A - this is a defined contribution scheme set up to accommodate

(Increasel/decrease in stocks 0.0 (0.3) members transferring from the Water Companies’ Pension Scheme. Enhanced employer contributions
Decrease/lincrease) in debtors 3.8 (16.3)

' _ ) are made so as to align forecast benefits with those that would otherwise have accrued under the
Decrease/lincrease) in creditors (6.6) 22.7

defined benefit Water Companies’ Pension scheme. Separate life assurance is provided and paid by the

Net cash flow from operating activities 26.7 33.0

company for all of these employees.
b. Group Personal Pension Scheme B - this is a defined contribution scheme which the company
contributes directly towards. Separate life assurance is provided and paid by the company for all of

these employees.

The total contributions to the above schemes during the year were £0.6m (2010: £0.6m).
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I@/ KELLEN GROUP

NOTES (CONTINUED)

. CAPITAL COMMITMENTS

Company Company
2011 2010
Capital expenditure ’ £'m ’ £'m

Contracted but not provided for : 0.0 . 0.0

. CONTINGENT LIABILITIES

At 31 December 2011 the Group and company had no contingent liabilities (31 December 2010: £Nil]. At the
year end bank and cash balances totalling £1.7m (2010: £4.0m) were collateralised in respect of ongoing
contractual obligations.

. FINANCIAL COMMITMENTS

At 31 December 2011 the Group and company had annual commitments under non cancellable operating
leases expiring as follows:

Group Company Group Company
2011 2011 2010 2010
£'m £'m £'m £'m

Motor Vehicles
Within one year 0.1 0.0 0.1 0.0
Within two to five years 0.4 0.0 0.4 0.0
After five years 0.0 0.0 0.0 0.0

0.5 0.0 0.5 0.0

Property

Within one year 0.0 0.0 0.0 0.0
Within two to five years 0.5 0.0 0.5 0.0
After five years 0.0 0.0 0.0 0.0

0.5 0.0 0.5 0.0

. RELATED PARTY DISCLOSURES

As at 31 December 2011 the company owed its immediate parent and controlling company, Carmel
Capital Il Sarl, £nil (2010: €nil). Interest payable on the loan note during the year was £nil (2010: £nil).
Advantage has been taken of the exemption contained in FRS 8 not to disclose transactions or balances

with entities which form part of the consolidated Group.

.ULTIMATE CONTROLLING PARTY

The immediate parent company and controlling company is Carmel Capital Il Sarl, a company incorporated
in Luxemburg, with registered office address 41 Boulevard du Prince Henri, L-1724 Luxembourg. Group
accounts are not prepared at this level.

The directors regard TFCP Capital Investments Limited to be the ultimate parent company and Guy Hands

to be the ultimate controlling party.

. COMPARATIVE AMOUNTS

Comparative amounts have been regrouped and reclassified where considered necessary in order to

enable comparison with the current year.
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At the time of its launch, the Phoenix
development was one of the largest ‘greenfield’
private sector-led integrated gas transmission,
distribution and supply investments in the world.
This first year saw a licence being granted,
construction commencing and the first customer
connected.

February marked an Anglo-American link-up, with
the owners of The Brooklyn Union Gas Company.

East
Surrey Holdings (ESH) plc (a GB based water and
gas utility) took a 24.5% in Phoenix reducing the BG
holding to 51%.

as a
provider of downstream services into the Northern
Ireland energy market.

ESH
raised the finance to complete a buy-out of other
partners, becoming sole owner of Phoenix.

Through its
Kellen vehicle, Terra Firma secured the purchase of
East Surrey Holdings plc by the end of 2005.

In spring, the sale of the SESW to
Deutsche Bank was completed. In summer that
same year, ESP (East Surrey Pipelines) was sold to
ABN AMRO Infrastructure.

In line with
the requirements of the Second EU Gas Directive
2003/55/EC, Phoenix legally separated its gas
trading and supply division from its transmission
and distribution business on 1st January 2007.

On 1st January
2008 Phoenix completed the separation of its
distribution division from that of transmission.

Phoenix completed
the sale of its transmission assets to Northern
Ireland Energy Holdings (NIEH) on 31st March 2008.

guaranteed
by Phoenix Natural Gas Limited and Phoenix
Distribution Holdings Limited, with the proceeds
being used as part of a restructuring process to
refinance Group activities. These Bonds received a
rating of Baa2 by Moody’'s and BBB+ by Fitch.

into the
Republic of Ireland as its new subsidiary Phoenix
Energy Limited commences trading.

Phoenix completed
the sale of 100% of the share capital of both Phoenix
Supply Limited, its gas supply business in Northern
Ireland and Phoenix Energy Limited, its supply
business in Republic of Ireland to Airtricity/SSE plc
on 22nd June 2012.
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THE KELLEN GROUP

The Kellen Group, trading under the Phoenix banner, is the pre-eminent natural gas
business in Northern Ireland. Since 1996 Phoenix has been successful in introducing
natural gas to a new market and establishing a strong and vibrant supporting industry.
In the process, Phoenix has gained a strong international reputation for its innovative,
commercial infrastructure development in a ‘greenfield” environment. Following the
successful introduction of competition in gas supply in Greater Belfast, Phoenix has now
divested itself of its gas supply activities however as owner of the distribution asset in
Greater Belfast, Phoenix retains responsibility for the growth and development of the
market to its optimum size. Alongside its significant operational achievements since its
formation, Phoenix has also been recognised for its outstanding performance within the
arena of both safety and corporate social responsibility culminating in the award of its
second British Safety Council ‘Sword of Honour’ in recognition of world-class health, safety
and environmental practices. In addition, the Group received Business in the Community’s
‘Big Tick Award’ for an eighth consecutive year, celebrating excellence in the delivery
of leading edge corporate social responsibility programmes. This award underlines its
commitment to both its staff and the community it serves.

FINANCIAL HIGHLIGHTS

Decrease in Group turnover of £42.3m to £118.1m in
2012, however turnover has been impacted adversely
by sale of the supply businesses midway through the
year. If you adjust these figures to remove the impact
of the discontinued businesses, Group turnover
actually increased by £6.0m (15%) from £39.9m in

Wi

2011 to £45.9m in 2012. This has been driven both by a
10% increase in the volume of gas transported through
the distribution network together with the application
of inflationary increases to distribution charges in the
period.

Increase in Group operating profit of £0.1Tm to £20.2m
in 2012, despite the performance of supply businesses
only being consolidated for half of the year. If you adjust
to remove the impact of the discontinued businesses,
Group operating profit increased by £1.5m in 2012 from
£15.5m to £17.0m. The increase in income is partially
offset by higher operating costs associated with
maintaining and servicing the larger customer base
over time together with exceptional costs associated to
the Northern Ireland Authority for Utility Regulation’s
(NIAUR's] referral of the Group’s distribution business
[PNG] to the UK Competition Commission in the year.

The CC determined that NIAUR's proposal in its
Price Control Determination to adjust retrospectively
PNG's opening asset value (TRV) by c£80m was not
in the public interest, although it concluded that a
smaller adjustment of £13.6m was to be made. This
adjustment has no impact on financial statements as
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assets are carried at a cost lower than the TRV. The
Commission also determined that £1.35m of the costs
incurred by PNG in the process should be allowed
and thereby recovered from customers as part of
distribution charges in the future.

An operating cash-flow of £31.6m was generated in
2012 compared to £26.7m in the previous year.

The Group successfully completed the sale of both
Phoenix Supply Limited, its gas supply business in
Northern Ireland and Phoenix Energy Limited, its
supply business in Republic of Ireland to Airtricity/SSE

plc on 22nd June 2012 generating a profit of £15.9m.

Transported 128.7 million therms of gas to users in
2012 through its gas distribution network in Northern
Ireland, 11.4 million therms more than 2011 with
year on year average temperatures slightly colder
than 2011.

-
! ,'

Invested a further £12.6m in 2012, extending the gas
network by a further 44 kilometres and connecting
an additional 10,523 customers. This brings the total
network coverage to 3,192 kilometres and customer
connections to circa 159,000.

The Group's Health, Safety and Environmental
performance (HSE) was once again recognised as
being amongst the highest in Northern Ireland with
the Group being awarded 1st quintile accreditation
in the prestigious Arena Network Annual
Environmental Awards.

The Group was accredited with a 'Big Tick Award’
from Business in the Community for excellence in its
Corporate Social Responsibility (CSR] activity across
Northern Ireland. This was the eighth consecutive year
that the Group had received such acclaim

ANNUAL REPORT & ACCOUNTS 2012
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KELLEN GROUP AT A GLANCE

A PHOENIX

—~===_ NATURAL GAS

DISTRIBUTION

Owner and operator of the licence for the distribution
network in the Greater Belfast and Larne areas of
Northern Ireland. The distribution business is responsible
for the development of the pipeline network. It also
provides a 24/7 operational and transportation service
platform to gas suppliers under the rules of the company’s
network code.

The Phoenix network currently extends to 3,192 kilometres
of intermediate, medium and low pressure mains, which
distribute natural gas throughout the licence area,
representing around 40% of the population of Northern
Ireland. Phoenix Natural Gas manages the construction
and operation of the network and is also responsible
for the development of the market in Greater Belfast
including the marketing of natural gas to new gas
consumers and the related management and support
associated with the customer up until point of connection;
already some 159,000 customers have been connected to
the natural gas network in the 16 years since natural gas
first became available in Northern Ireland.

The business is regulated under licence by the Northern
Ireland Authority for Utility Regulation (NIAUR).

A PHOENIX

~—=®>= ENERGY SERVICES

ENERGY SERVICES

A specialist provider of downstream services into the
Northern Ireland energy market, Energy Services’ remit
includes the provision of a 24/7 emergency response
to Phoenix Natural Gas, together with other metering
services activity across the natural gas industry in Greater
Belfast and Larne. In addition, the company delivers a
range of other services to energy users on a demand and
contract basis.

Group Turnover (Emillion)

2012 QN 115
2011 G ¢

Operating Profit (Emillion)

2012 QD 20.2
201 (D 0.1

Cash Flow from Operations (Emillion)

2012 QD 3.6
201 D 267

A PHOENIX

SUPPLY NI & ROI 0 NATURAL GAS SUPPLY

On 16th May 2012, the Group announced that it had
reached agreement with Airtricity/SSE plc to sell 100%
of the share capital of both Phoenix Supply Limited and
Phoenix Energy Limited for £19.1m. Following on from
the receipt of the necessary approval from the Irish
Competition Authority the sale was completed on 22nd
June 2012 generating a profit on consolidation of £15.9m.

As part of the sale, the loan arrangement between
Phoenix Natural Gas Limited and Phoenix Supply Limited
was repaid in full.

e Phoenix Supply (PSL] is the market leader in gas
supply in Northern Ireland providing natural gas to
customers from the PNG distribution network.

e Phoenix Energy (PEL) is a gas supply company
operating in the Republic of Ireland which commenced
trading in the latter part of 2009 and was established
to expand the Group’s retail activities across the island
of Ireland.

Subsequent to the sale Phoenix Supply Limited has been
re-named Airtricity Gas Supply (NI] Limited and Phoenix
Energy Limited has been re-named Airtricity Gas Limited.

Group Turnover by Division

\ . Distribution (PNG)
Supply (PSL)

Operating Profit by Division

\ . Distribution (PNG)
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KELLEN GROUP

The Group is now focused on its gas distribution business, Phoenix Natural Gas, and its
gas service activities, Phoenix Energy Services, following the sale of its two gas supply
businesses, Phoenix Supply Limited and Phoenix Energy Limited, to Airtricity/SSEplc.

Despite unfavourable market conditions, the weight of the
burden imposed on the Group as a result of PNG's price
control being referred by the NIAUR to the Competition
Commission and the sale of the supply divisions, | am
pleased to report that all operating businesses, including
the supply businesses up to the point of their sale, delivered
results ahead of planned expectations. Demand for gas
exceeded forecasts and growth through new connections
and network expansion was strong.

The Group continues to focus successfully on delivering the
efficiencies and cost savings required to meet its regulatory
control targets. Qur gas distribution business in Northern
Ireland, PNG, met all its obligations under the terms of its
bonds. The Group, with its focus now firmly on distribution,
is strongly positioned to expand its network, bid for new
distribution licences as they become available and increase
the take-up of connections in its existing licence area
through further market development.

In August 2011, PNG received a consultation paper from
the NIAUR concerning its periodic price control for the
two year period beginning 1st January 2012. As has been
extensively reported, NIAUR unexpectedly included a
proposal to remove retrospectively c.£80m from PNG's
regulated asset base. The NIAUR's proposal was confirmed
in a determination received by PNG in January 2012. PNG
believed that this proposed action was wrong, would not be

in the public interest and would be damaging to
both PNG and to the continued

development of the I__?,AWL

natural gas industry throughout Northern lreland,
preventing consumers in the longer term from making
considerable savings to their fuel bills by switching to
natural gas. PNG therefore rejected NIAUR's price control
determination with its proposed licence modification.
NIAUR referred the matter to the Competition Commission
for determination.

The Competition Commission agreed that NIAUR's proposal
was not in the public interest and that only two minor
adjustments amounting to £13.6 million of PNG's Regulated
Asset Value [TRV) should be made. The involvement of the
Competition Commission in the process and the quality of
its final determination should provide the basis for a more
stable regulatory environment in Northern Ireland, which
will be of great benefit to consumers and investors alike.

Despite the distraction of the Competition Commission
process, PNG performed well operationally with new
customer connections substantially above 2011 levels. The
long term prospects remain good and demand for natural
gas is forecast to continue to increase in PNG's current
licensed area and beyond. We look forward to exploring
opportunities in new distribution licence areas such as East
Down and the West of Northern Ireland, the outcome of
harmonisation of the gas sector in the island of Ireland and
the possible disposal of assets by Bord Gais Eirean (BGE].

The members of our Board are very much aware of
their responsibilities as directors of
-. a Group which delivers

ANNUAL REPORT & ACCOUNTS 2012

essential utility services on a 24/7 basis and which are of
such strategic importance to the economy of Northern
Ireland and its people. We remain fully committed to
ensuring high standards of performance and in minimising
the risk to the public from our extensive operations and
construction activity as benefits are delivered.

| am pleased to report that the Group was once

again recognised for its positive contribution to the

environment by Business in the Community. Our
procedures in the areas of environmental performance
and occupational health and safety continue to meet
IS14001 and 18001 accreditations.

The Kellen Group remains committed to the growth
and development of its core distribution and service
businesses with Phoenix Natural Gas

as Northern Ireland’s leading

gas distribution provider with

responsibility for marketing

natural gas across the Province.

We gratefully acknowledge

the contributions from all our

people who dealt so effectively

with the many challenges

to make the past twelve

months such a success.

Dr George Greener CBE
Chairman

K/ KELLEN GROUP
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SECTION 2 : BUSINESS REVIEW

CHIEF EXECUTIVE'S REVIEW

| am pleased to report that the Kellen Group delivered an operating profit of £20.2m in 2012
together with a consolidated profit on sale of supply businesses of £15.9m. The underlying
value of the Group was greatly enhanced by a strong operating performance across our
continuing businesses together with sustained development of our gas network and growth of
our customer connection base. In addition the results reflect continued strong performance
of our supply businesses up until the date of sale to Airtricity/SSE plc in June 2012.

Despite the continued poor economic conditions, we
continue to deliver strong connection growth by ensuring
that our service offering meet the needs of our growing
potential customer base. Our 2012 performance was
ahead of expectations in all areas across the Group. This
underlines the robustness of our business plan and
strength of our management and staff. We remain
confident that, despite the economic challenges, the
Group, now predominantly a distribution business, is well
placed to deliver on its growth plan and thereby to build
upon past success.

THE MARKET

Despite the subdued economic activity, gas volumes for
the year were ahead of expectations. Delivered heating oil
prices into Northern Ireland remained higher than gas
tariffs throughout the year.

Natural gas still remains a relatively new energy option in
the Northern lIreland market, having only become
available since 1996 to a growing potential customer base;
based mainly in the Greater Belfast area. Given the
progressive ‘roll-out’” nature of the new network across
that period, gas on average has been available at the
doorstep of approximately 296,000 homes and businesses
for up to twelve years. This compares to over 40-years for
GB, where natural gas is the fuel of choice.

Following the sale of the supply businesses Kellen, under
the Phoenix brand, now only holds a licence for the
distribution of natural gas in the Greater Belfast area. The
Kellen Group now consists of the following trading
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companies: Phoenix Natural Gas Limited (PNG], and
Phoenix Energy Services Limited (PES) who operate in
Northern Ireland only. In the context of the market they
operate, both companies are significant in their own right
with circa 320 staff employed directly, or through
operating and alliance partnerships. Phoenix is the
largest natural gas distributor in Northern Ireland.
Phoenix has had unbroken growth for over 16 years. The
growth to date has all been organically driven.

PNG's rolling 40-year conveyance Licence sets out clearly
that a target of making natural gas available to around
81% of all households and businesses in the Greater
Belfast area must be delivered by 2016. As of 2012 PNG
has made natural gas available to circa 90% of properties;
and as such has significantly exceeded its regulatory
requirements. In addition, PNG set its own target of
connecting circa 60% of these potential customers to the
gas network by this date. This entails ensuring that new
properties and developments are built with gas heating
incorporated and that existing properties are converted to
gas, either when existing heating equipment needs to be
replaced or as a result of marketing aimed at accelerating
customer conversion. The principal challenge for natural
gas is to displace oil as the main energy source for homes
and businesses. For PNG to meet its penetration target it
aims to connect circa 180,000 properties by 2016, as at

K/ KELLEN GROUP

2012 PNG has accelerated its connection rate to around
159,000. At the current rate of connection it is on target to
achieve this goal.

THE BUSINESS

Following the sale of its supply businesses, the Group has
consolidated its activity around its asset management and
distribution and market development activity relating to
PNG. 2012 was, despite the distraction of the Competition
Commission Inquiry and supply business sale, yet another
year of solid growth across all the operating companies.

In relation to the Competition Commission (CC) inquiry,
the CC found NIAUR's retrospective proposals not to be in
the public interest. PNG believed it was necessary to seek
adjudication at the CC in this instance and whilst a
significant amount of time was necessarily involved in
supporting such a process, the clear principles of good
regulatory practice set out in the CC’s final determination
gave us the confidence to continue to look for opportunities
to grow and expand and it is important that these
principles are reflected in NIAUR's decision-making going
forward.

PNG continues to expand its network coverage and
connections to homes and businesses. Meanwhile PES
continues to grow its share of the downstream after-sales
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SECTION 2 : BUSINESS REVIEW

market with repeat business and new product offerings DETI is also progressing plans to extend the availability of consideration of the consultation responses, the NIAUR modifications, which seem to the Competition Commission
underpinning the growth of this business, alongside its natural gas to consumers in other parts of Northern is expected to notify the Competition Commission of its requisite for implementing its findings.

key role in supporting the metering, maintenance and Ireland where it is economically viable to provide new gas proposed licence modifications and of its reasons for

emergency response activities to its sister companies. infrastructure. This includes areas such as East Down making the modifications by the summer. The Competition The distribution of natural gas outside of Belfast in the so

where gas loads have already been identified and are Commission then has four weeks in which, if necessary, called ‘ten towns’, is currently being developed by BGE's

During the year, PNG invested a further £12.6m in readily connectable to the PNG network. to direct the NIAUR not to make some or all of the subsidiary, firmus energy. Itis expected that as part of the

extending its network by a further 44 kilometres to proposed modifications, Irish Government's asset disposal programme firmus will

establish gas in developing areas such as Comber and and to propose be sold. PNG has already publicly stated that it would be

Millisle and to enable the connection of new customers to different interested in bidding for these assets. The sale process
is anticipated to start in mid-2013. In addition, PNG has

confirmed to NIAUR that in line with their timescales, it

PNG made its GD14 price control to the NIAUR in

gas across the network for the first time. The Group
December 2012. Following on from its December 2012

continues to seek new opportunities to expand PNG's

. ) . T . consultation paper, the NIAUR published details of the
current licence areas in relation to distribution activities. approach i ir?tefwds to adopt forpthe 5D14 price control willl 5id o & lleemee edension i Eask Dewm in the st

In this respect development work, in this area, moved on
in March 2013.

quarter of 2014 following the planned completion of the

at pace throughout the year. This culminated in the DETI GD14 price control.

The NIAUR gave notice of the licence modifications

it proposes to make for the purpose of

Minister welcoming the announcement that the Northern b = y e L= ‘"“‘-—-.._______________ ’x
Ireland’s Executive had committed to part-fund the new . ; "
=

Kellen Group will continue to focus on investing and
growing its core business, Phoenix Natural Gas,
which operates the Greater Belfast natural gas

gas transmission extension that will facilitate natural gas
to be piped to homes and business in the West of the
Province. The Minister said

implementing the Competition Commission’s
PNGL12 determination to PNG in February

2013 and invited comments. Following network and is responsible for making gas available

“I am very pleased that Executive Ministers have stated w0 allmest nelly thie perguleition e Nertineit et

their support for my proposals to extend the provision of
natural gas to the main towns in the west, including
Dungannon, Coalisland, Cookstown, Magherafelt,
Omagh, Strabane, and to Enniskillen and Derrylin in
County Fermanagh. This is a good news story and

a positive commitment by the Executive, backed

by financial resource of some £32.5million.

Natural gas is the cleanest burning fossil

fuel. By extending the gas network, it is my

intention to see some 34,000 additional

business and domestic consumers in the

West benefitting from the current lower ‘ !
cost, convenience, and efficiency which ’ A ‘ F e - ’ ) 20

Phoenix remains one of the largest private sector
investors in Northern Ireland, connecting over
8,000 homes and businesses, on average, to its
natural gas network every year.

Phoenix established the natural gas industry in
Northern Ireland in 1996 and due to its success
there are now over 320,000 homes and businesses
that have access to a cheaper, cleaner fuel. The
scale of the gas network has attracted a number of
gas suppliers to the Greater Belfast area where an
open and competitive market has developed.

natural gas provides. New natural gas . L g A, " ) .:"\.. Our long term ambition is to grow our distribution
provision will help to lower manufacturing ‘ » L as e AT, 4 business, extend gas as far as possible across Northern
s L .
; ; ' \ i Ireland and in doing consolidate the market in the North.
and production costs for businesses, thus i : o

improving their competitiveness, and will _ » f - . > Our past successes were built by our outstanding people

also help to reduce the level of fuel poverty i and their ‘can do” mentality. The same will be true of those
affecting some domestic consumers. The

Utility Regulator will be consulting in early \ 5
2013 on licensing issues for gas provision in
the West, and plans to have gas licenses
awarded around the end of the year”.

" " working on our future direction with great attention to
detail and a willingness to adapt to change.

Peter Dixon
Group Chief Executive
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KELLEN GROUP

The Group has continued to improve upon, evaluate and
show leadership in every area of its CSR plans. The Group
also continued to be a strong supporter and corporate
member of Business In The Community, sitting on its
Northern Ireland Board and chairing its environmental
arm - ARENA Network.

Itwasin November 2012 that Business
In The Community UK announced
that the Group had now won
their organisation’s Big Tick
award more times than any
other business throughout
the United Kingdom. This
achievement received
wide recognition and
saw the First Minister of
Northern Ireland, Peter
Robinson, meet with senior
executives from the Group
to pass on his congratulations
(pictured).

John Heaslip, Chief Executive,
Business in the Community Northern
Ireland, reflected:

“Our national Awards for Excellence are the most
credible and influential awards celebrating responsible
business in action. They look behind the headlines for
hard evidence of positive impact. Achieving the required
standard is not easy, so Phoenix’s achievement is
incredible.”

This national accolade is very much testament to the
ongoing hard work of all staff within the Group. Since
founding the natural gas industry in Northern Ireland
in 1996 Phoenix has always placed CSR programmes at
the heart of all of its activities. The continued recognition
from Business In The Community and others for our
ongoing positive impact further highlights to
staff that the Group’s approach continues
to make a difference and it inspires
everyone involved to do even more
throughout the community in
the future.

The Group continues
to invest in its most
important asset - its
people. Feedback from
staff indicates that they
view their time spent
volunteering as beneficial
- even beyond the sense of
fulfilment that they gain from
the experience. 84% of staff
have indicated through research that
volunteering has enhanced a number of their
Job-related skills. In 2012 over 160 staff participated in
one or more voluntary activities amounting to more than
2,000 hours.

Increasingly, there is evidence that Phoenix’s reputation
as a socially responsible organisation is helping to attract
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customers

as well as

job candidates who
recognise the business

as being one with a

strong focus on its

people and in supporting

their development.
Furthermore, Phoenix’s

staff turnover fell by 9%

in the past year, with staff
satisfaction surveys suggesting
that CSR activities are a key
reason for people staying at Phoenix.

Another key staff initiative involves volunteers

working with pupils of primary school age right up to
students who are involved in further education at universities
and colleges. One of the most recent initiatives has seen
members of staff agree to mentor two groups of eight year
old children from two different schools as part of the Time
to Read” and Time to Count’ programmes. This involves a
commitment to attend the local schools once a week for a
full year playing a key role in helping to improve the literacy
and numeracy levels of children by reading books with them
and developing learning based scenarios.

In the past year Phoenix has also partnered with Queen’s
University Belfast, helping to support the establishment
of Riddel Hall - a £15 million purpose built postgraduate
and executive education centre. Phoenix are one of
fifty founders of the establishment, all of whom have
the opportunity to work with the Centre’s management
experts from across the world in order to shape the

K/ KELLEN GROUP

content of what is delivered. Phoenix now have access to
relevant business tutorials, programmes and training in a
number of different areas.

2012 also saw training and skill development provided
to over 2,000 local independent gas installers/
engineers, which aided opportunities for

growth for individual businesses and

business start-up for others who

then generated a total turnover

for the year in excess of

£30 million. Phoenix acts

as an incubator to these

local small independent

companies.

FOSTERING OUR
COMMUNITY

Phoenix has established a

track record of supporting

young people and providing

them with as much help

as possible in meeting their

potential goals. Over the past

year we have continued with our

commitment to support the Ulster Rugby

Academy. It is designed to nurture, develop and

prepare the next generation of professional sportsmen

and it has been doing this with great success. In the

past four years, over 30 academy trainees have gone on

to secure professional rugby contracts — many of them

now being full international players. The success of the

Academy makes it one of the best of its kind in European

rugby and it continues to inspire local young people to
reach their full potential.

In the last 12 months we have also developed a strong
partnership with the Gaelic Athletics Association (GAAJ,
setting up the Phoenix GAA Elite Academy. The Academy
aims to recognise, develop and focus on the top 90 young
players in the Province who have been assessed to be
amongst the very best at club, school and county level in
both Gaelic Football and Hurling. Another key objective
of the Academy is to encourage the young players to look
after their health and wellbeing alongside developing their
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underpin this recognition were tested again in 2012
by a detailed ARENA Network survey which saw
Phoenix accredited by ARENA Network as being
of ‘Quintile One" standard - amongst the best in

skills in Gaelic Games. Areas such as nutrition, fitness Science, Technology, Engineering and Maths (STEM] are

testing, functional movement analysis, diet and flexibility disciplines that the Government has highlighted as being,

are all assessed. key to the nation’s future economic success. Phoenix

has always been a strong supporter of the STEM agenda

With regard to the Arts, Phoenix continues to develop its Nerham lrelamnd.

_ _ and were a key contributor in the setting up of Northern
partnerships with the Belfast Grand Opera House and Ireland’s first ever gas sector skills qualification at Belfast

Cinemagic. Cinemagic is an award-winning organisation Environmentally around 3 million tonnes of carbon

Metropolitan College. Phoenix is also represented on

that uses the power of film and all forms of moving dioxide (CO2) have already been prevented from

the DEL Minister's Expert Panel in relation to further

image to entertain, educate . - _ _ entering the local atmosphere as a result of the
' ' education, youth training and apprenticeships.

motivate and inspire young conversion to natural gas from other fuels, with

people. Designed for Phoenix has also extended its long-term partnership continued savings of around 250,000 tonnes of CO2

and by young people, with the Belfast Grand Opera House, bolstering its per annum (or the equivalent of removing approximately

Cinemagic caters support with two new elements. To encourage more 60,000 cars off Northern Ireland’s roads every year).

for those aged 4 families to get involved with the Arts an agreement was Phoenix have also promoted the installation of the latest

to 25 who have high efficiency technologies and through its teams of

reached to sponsor the Opera House's 'Family Season

just about every of Theatre’ and to introduce a Christmas ‘Charity highly trained Energy Advisors have established natural

level of interest Pantomime Premiere’. This latter event saw Phoenix and gas as the energy source to replace more polluting fuels

in film, whether the Opera House together create a unique event with a like oil and coal. In the last year Phoenix has connected

wanting to premiere performance of the pantomime for hundreds of an additional 10,523 properties to its natural gas network.
watch and disadvantaged children. N

: Inaddition the Group has spoken to over 100,000 customers
enjoy, create . . . - .
. in 2012, including visits from our Energy Advisors to
their own work or ; ) )
take things further _ homes and businesses to provide essential energy
and find Sut o The strong Health, Safety and Environmental culture awareness and saving advice tailored to each individual

_ throughout Phoenix has been recognised by two British property. Over this time Phoenix's energy efficiency

_ about a lca.1reer in the Safety Council Swords of Honour; the processes that focused marketing
film or television industry. )
o . campaigns were
Phoenix is currently supporting _
. . . . . . . communicated
a variety of projects in partnership with Cinemagic
to around

320,000
homes in

throughout Northern Ireland. ‘
rougnhou orthern Iretan ‘5 ,a

The most recent Cinemagic initiative, involves a group ;?
of Queen’s University film students writing, producing, -
filming and editing a short film on the importance of }
CSR. As part of the project the students are getting

to work with leaders in their field, both in the local

film industry and business world. In 2013 Phoenix

plan to publicise the completed film widely,

whilst Cinemagic have confirmed it will be

screened to the public as part of the upcoming

Cinemagic Festival in the autumn.

Impressed with the ongoing partnership
between Phoenix and Cinemagic, Arts &
Business NI also provided further funding

for a bespoke film project to focus on what

Phoenix does to promote STEM subjects.

K/ KELLEN GROUP

Northern Ireland. The Group estimates that its staff has
helped around 5,000 homes out of fuel poverty in the last
year alone.

ENGAGEMENT

Phoenix’s ongoing engagement programme with a wide
range of stakeholders on LIFE continues on a daily basis.
This includes pro-actively briefing local politicians and
other key stakeholders specifically on the importance of
CSR in Northern Ireland and using LIFE as a case study

of how it can be done to great benefit.

New channels through which to communicate Phoenix
LIFE initiatives have also been established, including a
Phoenix Twitter account and a bespoke Phoenix You Tube
channel. These social media channels are a promotional
tool; they give advice, highlight grants and most
importantly showcase Phoenix LIFE. 2012 saw sustained
levels of growth in terms of engagement and the
popularity of these CSR platforms. Their popularity and
increased impact are evaluated in terms of interactions,

followers and views.

Phoenix’s investment in CSR is a long-term one, put
in place strategically to benefit both the organisation
and the local communities that we serve. The financial
resources attributed to Phoenix LIFE are far outweighed
by the voluntary effort, commitment and time given by
staff to maximise the impact of all initiatives pursued.
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KELLEN GROUP

Energy for Children Charitable Trust
- Case Study

Although Phoenix's CSR programme,
LIFE, is wide-ranging in its approach (see
pages 10 to 13), itis the children’s Charitable
Trust that is perhaps having the biggest impact
on those children other charities or support
agencies can't reach and for whom even limited
support makes a huge difference to their quality of life
and well being.

Set up as a formally constituted charity to facilitate the
charitable interests of the local natural gas industry,
the Energy for Children Charitable Trust was formed by
Phoenix in 2005. Since then it has continued to break
new ground and reach deeper into the heart of local
communities throughout Northern Ireland in order to
really make a difference to disadvantaged children’s lives.

The Trust is governed by trustees made up of
representatives from Phoenix and local people linked to
the communities that our industry serves. It focuses on
supporting those needy causes that are slipping through

the net of the more established charity network, and

is founded on the principle that ‘all monies raised go
directly to local children and young people’. Behind the

scenes Phoenix provides all administrative support
and funding for the work of the front-line staff
that facilitate the funding bids. Although the
Trust was founded initially by the natural
gas industry, it is now supported
by a variety of different sectors
and organisations locally as it
continues to grow.

Fundraising is primarily
undertaken by Phoenix
staff and members of the
wider Northern Ireland gas
industry, this includes:
merchants, installers,
retailers, distributors,
contractors, trade

suppliers and training organisations. The Charity is
relatively unique in that those who are responsible for
raising the money are also those who identify the potential
causes it will go towards helping. The wider gas industry,
who are working in homes, businesses and communities
every day, are well placed to identify individuals who are
in real need.

The Trust also transcends Northern Ireland’s traditional

religious divide and often it is inner-city areas that

K/ KELLEN GROUP

need the most help. The Trust works alongside public
representatives in order to find those most in need and
then target where its help can be most effective.

Having been set up by Phoenix around eight years ago,
it is a creditable achievement that so far the Energy for
Children Charitable Trust has helped to transform the
lives of well over 6,000 local disadvantaged children, with
many more set to benefit from this good cause in the
future.
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KELLEN GROUP

The business is partially financed by £275m of 5.5% bonds
issued in 2009 and repayable in 2017 through its subsidiary
Phoenix Natural Gas Finance plc., guaranteed by both
Phoenix Natural Gas Limited and its intermediate holding
company Phoenix Distribution Holdings Limited. These
bonds are rated BBB+ by Fitch and BaaZ by Moody's. In
addition in 2009 the company entered into £80m bank
facilities for a 3-year period in order to finance its future
capital expenditure and working capital requirements.
These facilities have been subsequently refinanced in 2011
reducing the value of the facilities to £60m with a maturity
of 2014.

PNG Income of of £45.1m in 2012 was £5.9m higher than
that in 2011, generated mainly through the application of
published conveyance charges to all gas distribution system
users, based on the volume of gas conveyed in the year.
Charges are set annually in advance of the year (inclusive of
an estimate of any surplus/deficit from the previous year] in
order to recover the maximum allowed income for each year,

as determined by NIAUR as part of the price control process.

PNG's allowable regulated income is profiled to 2046 so as
to provide a flat real price per therm to customers in line
with expected growth in the business across that period and
deliver a return on estimated costs of 7.5% real to 2016, with
return beyond 2016 being subject to review as part of future
price controls. In addition because PNG operate with an
‘income cap’, any differences between allowable regulated
income and actual income charged each year is carried
forward in a correction mechanism, referred to as a 'Z’ with
allowable regulated income corrected by a compensating

amount in subsequent years.

A PHOENIX

~=%2= NATURAL GAS

In respect to allowed income for 2012, this was determined
as part of the PNGL12 Price Control process which was the
subject of the Competition Commission [CC) referral in 2012.
In the absence of a ‘determined” allowed income at the time
distribution charges were due to be published (September
2011) for 2012, PNG agreed with the NIAUR to apply an
inflationary uplift to previous years income and assume no
over recovery brought forward. In practice, based on the
outcome of the CC process, allowed income was determined
at £47.0m for 2012, £2.3m higher than the actual income
that was actually charged in the year. However, with an
over-recovery brought forward into 2012 ('Z') amounting to
£2.4m, the net impact at the end of 2012 is that only a small
£0.1m "Z" over recovery remains. This will be carried forward
and returned to all system users through slightly lower

conveyance charges in subsequent years.

128.7 million therms (mt] of natural gas was transported
through the network, 11.4mt more than 2012. Volumes
are estimated to have been only marginally impacted by
weather in the year (by the equivalent of 0.4mt] with average
temperatures marginally colder than the five year average.
This compares to 2011 when volumes were estimated to be
7.2mt lower as a result of temperatures being 0.4° C warmer

relative to historic averages.

2011 Inc/(Dec)

Transported Volumes 128.7mt  117.3mt  11.4mt
Temperature Correction  0.4mt 7.2mt 7.6mt

Estimated Underlying
Throughput 1283mt  124.5mt  3.8mt

ANNUAL REPORT & ACCOUNTS 2012

Demand in
the large
industrial &

commercial

sector (those

burning more

than 25,000

therms per

annum) increased

by an estimated

1.9mt in the year, with

consumption benefitting

at heating related sites by the

relatively colder weather in 2012

when compared to 2011. Otherwise

demand has been impacted by changes in

production levels, utilisation of gas for Combined Heat
and Power purposes and the continued focus on energy
efficiency and environmental initiatives focused on reducing

consumption.

Throughput in the domestic and smaller industrial &
commercial sectors increased by 9.5mt compared to
2011, with higher consumption impacted by temperatures
returning to average in 2012, in comparison to the previous
year when weather was much warmer than average. In
addition 2012 consumption benefitted by an estimated 4mt
through a 7% increase in the number of users connected to

the network.

Operating profits of £15.9m were £1.9m higher than in 2011
with the £5.9m increase in distribution income being offset
in part by a £4.0m increase in operating costs, driven mainly
by the adviser costs and regulatory licence fees associated
to the Competition Commission process. It should be noted
that the £1.35m of adviser costs awarded to PNG by the
Commission, the increased licence fees associated to the
CC process incurred by NIAUR and the costs of the CC
itself will be passed through to customers in future prices.
Otherwise cost increases have been driven by marketing
& incentive costs associated to higher levels of new

connections and growth in maintenance and emergency

K/ KELLEN GROUP

response costs

associated with

larger and a

slightly older

network. Actual

operating costs

in PNG are

monitored closely

in real terms

against the levels

determined by NIAUR

during the price control

reviews. Whilst the implication

of growth in the business is that
costs tend to increase each year, this
has been partially offset in 2012 by the business

delivering ongoing efficiency improvements.

PNG invested a further £12.6m in capital expenditure during
2012, constructing 44km of new network and connecting
10,523 new customers. By year-end, PNG had 3,192km
of network in operation, making gas available to 296,364
premises in its licensed area, with a total of 158,997 (54%)

already connected.
OPERATIONS

PNG met all published standards of customer service,
as measured independently by the Consumer Council for
Northern Ireland (CCNI) and the NIAUR. In the key areas of
connecting new customers and attending public reported

escapes, targets were exceeded.

During 2012, the distribution network continued to operate
without major incident. No interruptions have occurred to
the distribution of gas due to capacity constraints on the
PNG network throughout the years 2006 to 2012.

Prior to the winter of 2012 four of Northern Ireland’s
strategic infrastructure providers, BT, Northern Ireland
Electricity, Northern Ireland Water and PNG agreed
a ‘mutual aid" protocol which will ensure that during

exceptional events these critical infrastructure providers
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will work together to share assets and resources to aid
quick restoration of service for the greater good of the
Northern Ireland population and economy. The initiative was
very much welcomed as a practical approach to prepare for
emergencies by both the Minister responsible for energy

and the Minister responsible for roads.
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A ‘peak day’ for demand in the year of 19.9 GWH was
recorded on 11th December 2012, which is consistent with
the 2011 ‘peak day’ which was also 19.9 GWH. However
it should be noted that relative mean temperature on the
peak day in 2012 was 1.8°C, compared with -1.9°C on the
2011 peak day. The all-time peak day occurred in 2010
of 24.4 GWH however this was driven by exceptionally low

temperatures (-10.1°C).

PNG, on behalf of the Group, was recognised for its
contribution to the environment by being awarded 1st
quintile accreditation in the prestigious Arena
Network Annual Environmental Awards, which

means that the Group’s performance

is classified as being exemplary

when benchmarked against other

organisations throughout

Northern Ireland. PNG's

ongoing operational

procedures in the areas
of environmental
performance and
occupational health
and safety were
re-affirmed by
successfully
retaining
accreditations
o v ‘ of both 150
k. 14001 and
= 13001

..
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REGULATION

As a regulated distribution business, PNG Is subject to
periodic (normally 5-yearly) price controls undertaken by
its regulatory authority (NIAUR). PNG rejected the latest
price control determination issued by NIAUR together with
the related licence modifications proposed. As a result the
matter was referred to the Competition Commission for
review during 2012 and a full timeline of this process is

provided below:
Regulatory Price Control (PNGL12) - Timeline of events

The PNGL12 price control was instigated by NIAUR as a
‘mini” two-year review covering the period 2012 and 2013, in
order to align PNG's price control periods with that of firmus

energy from 2014 onwards.

Sep-10  PNG submitted its actualisation submission
covering the three years from 2007 to 2009 to
NIAUR.

Nov-10  PNG made its PNGL12 price control submission
to NIAUR; and detailed discussions between
NIAUR and PNG started to enable NIAUR to
determine the allowed revenue for the period
2012 to 2013.

Aug-11 NIAUR published its draft proposals for
consultation which, as well as indicating their
view on allowable costs, unexpectedly included
a proposal to retrospectively reduce by c.£80m
PNG's regulated asset base referred to within its

licence as Total Regulatory Value (TRV].

Oct-11 PNG registered its strong opposition to NIAUR's
August 2011 draft proposals, clearly stating
its rationale and confirming that it would be
unable to accept the final determination, if this
contained the retrospective reduction to the TRV
as proposed by NIAUR.

Jan-12 NIAUR published its final PNG12 price control
determination and proposed a separate licence
modification to implement the retrospective
adjustment to the TRV.

K/ KELLEN GROUP

Feb-12  On 6th February 2012 PNG issued a disapplication
notice rejecting NIAUR's final PNGL12 price
controldeterminationand NIAUR's related licence
modification to implement the retrospective
adjustment to the TRV.

Mar-12  On 28th March 2012 NIAUR made a reference
under Article 15 of the Gas (Northern Ireland)
Order 1996 to the Competition Commission.
The Competition Commission had a period of
six months (a two month extension was later

granted) to issue its final determination.

Nov-12  On 28th November 2012 the Competition
Commission issued its final determination. The
Competition Commission concluded that the
NIAUR's c.£80m adjustment was not in the public
interest and that only two small adjustments to
PNG's TRV (£13.6 million in total] should be made.
The Competition Commission’s involvement in
this process and its final determination should
provide the basis for a more stable regulatory
environment for Northern Ireland, which will

benefit consumers and investors alike.

Feb-13 NIAUR published its notice of the proposed
modifications to the conditions of PNG's licence to
give effect to the conclusions of the Competition
Commission. NIAUR also published a draft copy
of the Replacement Determination Notice it

proposes to issue to PNG.

Mar-13 PNG submitted its response to NIAUR's February
2013 proposals.

Regulatory Price Control (GD14)

A subsequent price control (GD14) was instigated by NIAUR in
2012, as a five-year review covering the period 2014 to 2018.

PNG made its GD14 price control submission to NIAUR
in December 2012; and detailed information requests and
discussions between NIAUR and PNG have commenced to

determine the allowed revenue for the GD14 review.

M3IA3Y SSANISNE * € NOILJ3S
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NIAUR issued a consultation paper in December 2012 on
the scope of the GD14 review. In March 2013 NIAUR issued

an update on its overall approach. The key milestones are: PNG has connected on average around 10,000 homes and

businesses each year to natural gas since forming the

industry in Northern Ireland in 1996. Its challenge has been

Key Milestones of GD14

to make natural gas available to around half the population

Key Points Proposed Date and to establish natural gas as the fuel of choice for

households, businesses, housing associations, developers

Stakeholder engagement April - June 2013

and architects.
Publication of draft price July 2013
control determination for
consultation

A recent report by Lord Whitty, which was commissioned
by the NI Consumer Council, highlighted difficulties with

Stakeholder engagement the current energy mix in Northern Ireland and the report

during consultation period

July - September 2013
argued strongly for the need for heating oil to be replaced by

Clorure of public consultation  September 2013 natural gas and for energy efficiency measures to be better

promoted.

Price conrol final November/December 2013

determination published Other reports have highlighted the fact that there is a strong
' correlation between the number of homes in Northern
NIAUR have also stated in its March paper that it is minded Ireland using heating oil and the incidence of fuel poverty.
to shorten the duration of GD14, to a 3-year control period. In recent years this has been publicly recognised by local
This would mean that GD14 would run from 2014 - 2016. The

final decision will be made as part of the final determination

politicians and agencies, with greater support becoming
evident for the need to displace dependency on more

and any comments will be considered before then. expensive and less environmentally friendly fuels

like heating oil by making natural gas

available to more households.

PNG has been instrumental in the successful delivery of This aspiration is reflected in the

gas supply competition across all market sectors in Greater Northern Ireland Executive's

Belfast & Larne thereby ensuring that the necessary target to make natural

systems and processes, enabling customers to switch from gas available to around

one supplier to another in response to the supply offering 70 per cent of the

available, are in palace. population.

Currently seven suppliers hold licences for the supply of
natural gas in the PNG Licensed area with four actually
supplying gas to customers during 2012. Currently firmus
energy and Airtricity (Energy Supply) NI (formerly Phoenix
Supply) are the only suppliers actively competing within the
domestic tariff market. Another supplier is progressing with
the implemention of the required systems and processes
in order to be in the position to supply to industrial and

commercial customers from the second quarter of 2013.

ANNUAL REPORT & ACCOUNTS 2012

GROWING SUPPORT

PNG and the wider local gas industry have campaigned for
the introduction of a boiler scrappage scheme since January
2010 when such a UK boiler scheme was launched by the
Government that included England, Scotland and Wales, but

excluded Northern Ireland.

Since then PNG has successfully operated a relatively
small privately funded boiler scrappage scheme of its own
which has been consistently oversubscribed. Following
the success of this pilot, and with the support of the local
gas industry, a government funded boiler scheme was
eventually launched regionally by the Department for Social
Development in September 2012. This scheme has secured
government backing for at least 3 more years and a further
application has been made to the Northern Ireland Executive

for additional funding.

A renewables focused Green New Deal was
not supported by the Northern Ireland
Executive for economic reasons,
and it was cited that the boiler
replacement scheme

will aim to
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deliver on many of the goals that the former proposal
hoped to achieve, including: reducing the amount of energy
properties are using, cutting energy bills and lowering
domestic carbon emissions with A-rated high efficiency
boilers that are around 90% per cent efficient. To put this
into context, many homes are still using old costly boilers
that can be as low as 60% efficient. In these cases for every
£1,000 a householder spends on fuel, around £400 of that

spend is being lost straight away.

In the first six months since the government grant was
launched around 30,000 customers have registered their
interest in participating in this scheme and this has in turn
helped to create a wider awareness in Northern Ireland of

the importance of energy efficiency in the home.
HELPING TACKLE FUEL POVERTY

Northern Ireland has been identified as having one of

the highest levels of fuel poverty in the UK.

PNG continues to play its part in helping
to identify those who need some

additional help and support.

PNG provides continued
energy efficiency training to
all ‘customer facing’ staff.
These staff must hold a
minimum qualification that
allows them to provide
advice to householders on
how to reduce their energy
consumption. An energy audit

is completed as part of the

visit to every home and from this

evaluation PNG representatives are

able to provide key information to help

with energy efficiency requirements and
suggested improvements.

Discussions surrounding levels of spend as well as household
income allows PNG to signpost householders to a wide range

of schemes provided by the government; where they may
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be eligible

for further

assistance. In

many cases PNG

are able to highlight the

government’'s Warm Homes

Scheme, where the homeowner may

qualify for a new heating system funded entirely

through a grant.

PNG continue to be instrumental in helping to identify
consumers who qualify for a natural gas heating installation
through a wider range of schemes, where funding provided
by Government is collectively in the region of around £30

million per year.

PNG have continued to attract visits from senior gas industry
officials from around the world who are undertaking
or who are about to undertake the development of gas

infrastructure on a commercial basis.

In 2012 a delegation of leading gas industry representatives
from Serbia, including the Serbian Utility Regulator, visited

PNG as part of a best practice visit to learn more about

the unique
development

of the Northern
Ireland gas industry.

The underground natural gas

network throughout Greater Belfast

remains one of the most modern of its kind

in the world, built using the latest and most innovative

engineering technologies. In recognition of its world-

class expertise PNG has also previously attracted similar

delegations from countries as far afield as: India, Brazil,

Argentina, China and Israel. Such visits remain important

for PNG staff development as engineers and executives are

able to be challenged by, and share best practice with, other
industry experts.

Within the new build housing sector, natural gas is now
almost exclusively the fuel of choice and therefore PNG's
connections activity is highly dependent in this area on the
state of the general housing market. 2012 saw a continued

slowdown in activity in this particular market, both in terms

of house sales and new housing schemes starting up,

with the majority of schemes that were completed being
developed on the back of public sector funding by Housing
Associations. Recent planning and build activity did however
notably continue to improve throughout 2012 and PNG are
currently working on plans to develop over 10,000 properties
that have received planning permission and are in various

stages of being brought to the market.

developers who have experimented with renewable
technologies and have used these technologies as
marketing tools to promote and ultimately sell

their properties.

During 2012 PNG completed the changing over
of heating systems from biomass to natural
gas at Northern Ireland’s first eco-village in

Lisburn, County Antrim.

In the marketing literature homeowners at the

eco-village were promised they would see majo

ANNUAL REPORT & ACCOUNTS 2012

savings but it soon turned out that the company providing
the biomass heating would serve notice to the residents that

the renewables system would have to be shut down.

These property owners were faced with the prospect of high
energy bills, a winter without heating or hot water and a
developerin administration. PNG worked in conjunction with
each of the property owners and local politicians, and after
a short period of discussion 100% of the properties owners
agreed that they wanted to convert their homes to natural
gas. There were 200 homes in the original scheme and an
additional 200 homes that were to be added. PNG was able
to use its experience of innovative and leading edge solutions
to make natural gas available to every property in the eco-
village development. There were many operational and legal
difficulties with this project that needed to be addressed and
overcome, and gaining the support and co-operation from
both public representatives and the householders meant
natural gas was introduced to the eco-village and is
now playing its part alongside other remaining

renewable technologies.
IMPROVING CUSTOMER SERVICE

Throughout 2012 PNG and the
local industry continued to
maintain and improve upon
its high levels of customer
service. The growth of PNG has
established a wide network of
gas related businesses such

as manufacturers, distributers, C | A'[h )
merchants, retailers, training

centres and installers

throughout its licence area. PNG

acts as an incubator to these
networks, which are essential to
the overall development of the wider
industry and ensure that leading
technologies are installed in homes,

businesses and in the public sector.

PNG has also formally established the Northern
Ireland Natural Gas Association [NINGA), providing it

K/ KELLEN GROUP

with its own identity, website and training capabilities. There
are now a significant number of companies and individuals
that regularly attend NINGA training events and this helps to
underpin the strong customer focused ethos and reputation
that Phoenix sets out to attain.

There is of course an amount of inevitable disruption
involved in digging up roads, digging driveways, removing
radiators, oil tanks and boilers. Despite this, independent
market research continues to indicate that around 98% of
customers would recommend getting natural gas installed.
Customer expectations continue to be exceeded, and this is
a testament to the hard work and investment by PNG and

others in the local industry.
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Turnover of £3.6m in PES in 2012 was £0.1Tm lower than
in 2011 however income was impacted by around £0.3m
by the transfer of meter reading services from PES to
PSL prior to sale on 22nd June 2012. Therefore income
in the ongoing business actually increased by £0.2m,
in line with the continued expansion of the business,
both internally to PNG and externally through growth in

services to home owners and businesses.

Operating profits were £0.1Tm lower than 2011 levels at
£0.4m with the business choosing to maintain prices at
previous year levels despite the inflationary pressure on

costs.

Phoenix Energy Services is now a well established brand
in Northern Ireland’s growing natural gas market. Along
with the proven capability of delivering a world-class
emergency service to gas consumers, the business also
provides professional support to the Group's distribution
business through a range of other business-critical
activities, including gas meter installation, maintenance

and meter inspection services.

The achievements of the company through its support
of the gas apprenticeship scheme during 2012 have
again been recognised within the industry with the
presentation of PMST “Apprentice of the Year * awards

in two separate categories.

A PHOENIX

~=®2> ENERGY SERVICES

PES continues to deliver a professional downstream
emergency response service to the core distribution
division, ahead of agreed industry standards. This area
of operations currently accounts for 31% of the service
engineering visits undertaken, with activity growing
alongside the expanding natural gas infrastructure in
Northern Ireland. All Emergency Service Engineers
continue to receive annual refresher training and are
also audited by accredited "A2" supervisors throughout
the year to ensure that gas competency and customer
service levels are being maintained at all times. All
Technician level engineers are fully trained in IGE/GL8
carbon monoxide investigation processes. This is a
specialist service that is offered to all gas suppliers in

the License area.

This section of the business delivers a range of meter
installation and maintenance services to the distribution
division and constitutes a further 51% of downstream
service engineering activity. While minimising
unnecessary activity in this area will obviously be a
focus for the distribution business, activities will grow
in line with the increasing customer base, competition
in the supply market and the changing age profile of the
network. The flexibility offered by a disciplined multi-
skilled engineering team means that work requests
from the distribution business or gas suppliers can
be responded to quickly and efficiently. This delivers a
seamless service for customers and helps to enhance

the natural gas experience.
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CUSTOMER SUPPORT SERVICES

PES provides a one-stop-shop for boiler and appliance
maintenance, repair, landlord inspection, commercial
planned maintenance and boiler insurance breakdown
protection. This work constitutes 18% of the downstream
service engineering activity and continued to deliver
significant revenue into the business in 2012 despite
the general economic downturn. This workload
reflects continued success in this developing market
and is the result of building customer loyalty through
excellent service delivery and the innovative marketing
of products such as the boiler insurance breakdown
package “Phoenix ServiceCare”. Additional opportunities
have been arising as the age profile of the domestic
boiler increases in the Northern Ireland market
particularly with system cleaning, boiler repair and
replacement. A series of focused marketing campaigns
has also delivered growth in the boiler service area
while on-going media campaigns by the HSE(NI) have
highlighted the importance of appliance maintenance

which has strengthened the PES approach.

K/ KELLEN GROUP

MARKET OVERVIEW AND OUTLOOK

The focus on standards of service in the delivery of
emergency service workload and asset maintenance will
remain the key drivers for PES in 2013.Trading conditions
remain buoyant in the customer support services
sector, due to ongoing targeted marketing supported
by continued repeat business despite the challenging
economic conditions. Customer awareness of increased
energy efficiency across all areas of the economy has
been a strong driver for proactive maintenance of all
appliances. With volatility in the cost of fuel and other
domestic expenditure, the benefits of fixed price boiler
insurance packages such as ‘Phoenix ServiceCare’

remain attractive.

Emergency services and asset maintenance activities
will continue to grow in tandem with the expanding
natural gas market in Northern Ireland. The increasing
age of installed plant and equipment will also be an

ongoing source of work in this safety critical area.

Overall, the future growth prospects of PES are looking
extremely healthy, thanks to anticipated further growth
of the Northern Ireland gas infrastructure and consumer

market.
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George Greener brings to Kellen significant and varied experience at directorship level, most
recently as Chairman of the National Health Service in London. Before joining the Kellen Board,
he was Senior Independent Director of Reckitt Benckiser plc, as well as Chairman of the British
Waterways Board, The Big Food Group plc, Swallow Hotels plc, Allied Dunbar Assurance plc, Eagle
Star Holdings plc and Threadneedle Asset Management plc. In addition, George held the posts of
Chief Executive Officer of BAT Financial Services and Director of BAT Industries plc. George has
also served as Group Chief Executive Officer of Hillsdown Holdings plc.

Sami is a Director at TFCP. Sami brings with him significant transaction experience, having been
on the investment team at TFCP since 2006. Whilst at TFCP, Sami has been primarily focused on

the energy and infrastructure space, with recent notable transactions including the refinancing of

Infinis, the take private of Novera Energy and the acquisition of Consolidated Pastoral Company.
Prior to joining TFCP, Sami worked as an Investment Banker within Citigroup’s M&A team.

Lorenzo is an Operational Managing Director at TFCP. He has had a wide-ranging career
encompassing sales management and corporate development for companies such as IBM and
Nortel Networks, to strategy for management consultants, Bain & Co. He now puts these skills
and expertise to good use at Terra Firma. In addition to due diligence work on transactions,
Lorenzo also handles post-acquisition operational challenges which differ greatly. At Terra
Firma, in the cinema investment his role includes driving acquisitions across Europe, while his
work in the aircraft leasing business has included managing the integration of the two acquired
companies.

Lorcan joined Terra Firma in London as Finance Director, Portfolio Businesses with current
board responsibility for Everpower Wind Holdings and Phoenix Natural Gas. He was brought up
in N.Ireland joining Unilever as a graduate trainee and working in a variety of finance roles for 21
years in Foods and Personal Care. His final two roles were as Finance Director, Unilever Mexico
and Vice President, M&A where he led a number of transactions including the disposal of Bertolli
Olive Oil and the acquisition of the Sara Lee Personal Care business.

ANNUAL REPORT & ACCOUNTS 2012 K/ KELLEN GROUP

SIR GERRY LOUGHRAN KCB
NON EXECUTIVE DIRECTOR

As Chairman of Phoenix Energy Holdings, Sir Gerry Loughran brings a wealth of experience and
expertise in the public and private sectors. He has served as Permanent Secretary of the Industry
Department (Department of Economic Development]) in Northern Ireland and subsequently was
appointed Head of the Northern Ireland Civil Service and Secretary to the Northern Ireland
Executive. In this role he led 29,000 members of the Northern Ireland Civil Service until his
retirement from the Service in 2002. Since then he has held a number of appointments in the
private sector. He is currently Chairman of Blackstaff Press, Director of Allied Irish Banks (UK]
PLC, the Baird Group and Forward Emphasis International. He also serves on several Boards in
the education and training sectors.

PETER DIXON
GROUP CHIEF EXECUTIVE

Peter has spent his entire career in the gas industry, acquiring over 34 years' experience. He
started out as an Engineerin 1976 with North West Gas and went on to play a key role in the break-
up of what was then the old British Gas. Peter joined Phoenix Natural Gas as Commercial Director
in February 1997. He was appointed Chief Executive in July 2000. He is currently Chairman of the
Energy for Children Charitable Trust, as well as Chairman of Arena Network - the environmental
arm of Business in the Community of which he is also a Board member. In 2008 he was appointed
a Belfast Harbour Commissioner and he is also a Board member of the Winston Churchill
Memorial Trust.

MICHAEL MCKINSTRY
GROUP FINANCE DIRECTOR

Michael has been with Phoenix from its earliest days, joining the fledgling company in 1996 as
Finance Director. He took his place on the Group Board in January 2006 following the acquisition of
Phoenix by Kellen. Because Michael has been at the financial helm of Phoenix throughout its history,
overseeing the various changes to its ownership, corporate, financial and regulatory structures,
as well as developing its strategies, he has a comprehensive knowledge and understanding of the
business. Prior to joining Phoenix, Michael gained extensive financial management experience
across a broad range of business sectors, starting in heavy engineering with GEC, in the textiles
industry with Ulster Weavers and in the energy industry with Premier Power following its purchase
by British Gas.
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This was another momentus year in the history of the Kellen Group with the sale of the
supply businesses to SSE plc and the Competition Commission referral during 2012 rightly

receiving a large amount of the attention.

Aside from this however underlying operating performance within PNG (the asset owner
and gas distribution business) was extremely strong. Despite the focus on the relatively high
costs of energy and financial constraints on consumer spending arising from the difficult
economic climate, the business performed extremely well with volumes of gas flowing
through the network and new connections being well ahead of expectations in the year - this
highlights the good value for money that gas offers relative to other forms of energy.

The Competition Commission (CC) inquiry rightly
necessitated a significant level of additional resources
to be engaged by PNG to support the process, therefore
it was pleasing to be awarded the recovery (in future
charges] of ¢.£1.35m of these external costs by the
Commission at the conclusion of the process. Therefore

whilst actual operating costs

were obviously impacted
by the costs associated
to the CC process
in 2012, underlying
costs remain in line
with target levels
after taking account
of adjustable price
{ control items
,Jl such as market
development costs

' associated with
the higher levels of
connections achieved in
the year.

Our energy service business continues to strive to
deliver the efficiencies required to support the regulated
maintenance and emergency service activities provided
by PNG, as well as seeking to add value to the consumer
offering where appropriate through the provision of other
associated services to energy consumers.

Our gas supply operations in both NI & ROl performed
well prior to sale, with profit achieved ahead of budget
levels in a highly competitive market.

SALE OF SUPPLY BUSINESSES

On 22nd June 2012, Kellen Group completed the sale
of 100% of the share capital of both Phoenix Supply
Limited and Phoenix Energy Limited, to SSE plc, through
its subsidiaries Airtricity (Energy Supply) Northern
Ireland Limited & its Republic of Ireland-registered
subsidiary Airtricity Limited for £19.1m excluding working
capital adjustments. This generated a profit within the

consolidated accounts of £15.9m in 2012.

As part of the sale, the existing loan arrangement
between Phoenix Natural Gas Limited and Phoenix Supply
Limited was repaid in full.

Following on from the sale, the Group undertook a
restructuring leading to an dividend distribution of
£46.0m being made by Kellen Investments Limited.

ANNUAL REPORT & ACCOUNTS 2012

TURNOVER

Group turnover on a continuing business basis of £45.9m
in 2012 was £6.0m higher than in 2011. In addition £72.2m
of income was generated by the supply businesses prior
to their sale in June 2012.

TURNOVER £ TURNOVER £
CONTINUED DISCONTINUED
2012 2011 2012 2011

Distribution (PNG) 45.17m

Supply (PSL) -

Energy Limited (PEL] -

Energy Services [PES)  3.6m

Intra Group Sales (2.8m)

Total 45.9m

Distribution income in Phoenix Natural Gas (PNG] rose
by 15% to £45.1m compared to 2011 levels, with gas
throughput accounting for 10% of the increase and
the remainder arising from an increase in average

distribution charges.

K/ KELLEN GROUP

Distribution prices are normally set in advance of each
year in order to recover the allowed income for the
year as determined within the latest price control by
forecasting the gas throughput and RPI for both the year
in question and the remainder of the preceding year. As
a result actual income generated will be higher or lower
than the maximum allowed level as a consequence of the
utilisation of such forecasting estimates. The difference
arising (either surplus or deficit) is thereby accumulated
at the end of the year as a 'Z balance’, to be adjusted in
charges in future years - in this manner NIAUR regulate

the rate of return allowed to Phoenix.

In the absence of a final price control at the time of setting
2012 charges, distribution tariffs were simply uplifted by
inflation, in the knowledge that there was likely to be a
surplus of income brought forward into the year and the
‘7" mechanism was in place to deal with any over/under
recovery that may arise in any case when the actual

allowed income was known.

In 2012 distribution income generated by PNG was
£2.3m lower than the ‘allowed levels’, based on the
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determination by the Competition Commission, for 2012
(2011: £2.9m lower than the level allowed). Therefore on
the basis that 'Z" brought forward into 2012 was £2.4m, a
balance of £0.1m of over-recovered income remains to be

returned to customers at end of 2012.

2012 2011 Inc/(Dec)
Allowable Income 47.0m  41.8m 5.2m
Under/Over Recovery (2.3m] (2.9m) 0.6m
Other Income 0.4m 0.3m 0.Tm

Distribution Turnover 45.1Tm  39.5m 5.9m

Turnover in Phoenix Supply (PSL) of £60.9m reflects the
income generated for the period up to date of sale in
June 2012. It was 43% lower than the full year of income
generated in 2011 however turnover on a like for like basis
up to date of sale was ahead of budget and ahead of the
prior year, with throughput benefitting from growth in new
connections, offsetting any loss of customers to other

suppliers and prices rising to offset the higher cost of gas.

Turnover in Phoenix Energy (PEL) of £11.3m also only

reflects the income generated up until sale in June
2012. It was just 20% lower than the full year income
generated in 2011 however prior to the date of sale,
turnover in PEL was well ahead of both prior year and
budget comparatives, driven by the continued growth in
this business prior to its sale and higher cost of gas being

passed onto customers.

Phoenix Energy Services' (PES) income has fallen by
£0.Tm compared to 2011 primarily as a result transfer of
meter reading services to PSL prior to its sale with the

resultant loss in turnover of c£0.2m.

Further detail behind movements in turnover is provided
within the divisional reports on pages 16 to 25, but a

summary is outlined earlier in this report.

OPERATING PROFIT

Group operating profit increased by £0.1m to £20.2m
in 2012, however if you exclude the impact of the
discontinued activity, operating profit actually increased
by £1.5m to £17.0m.

OPERATING OPERATING
PROFIT £ PROFIT £

CONTINUED DISCONTINUED

2012 2011 2012 2011

Distribution (PNG) 15.9m
Supply (PSL) -
Energy Limited (PEL) -
Energy Services (PES) 0.4m  0.5m

Consolidation adjustment
(intangible amortisation) 0.7m  1.0m - -

Total 170m 155m  32m  4.6m

Operating profit within PNG of £15.9m (2011: £14.0m) is
primarily driven in 2012 by a rise in allowed income as
determined by the CC for the 2-year period 2012 to 2013,
less the respective increase in costs involved in operating

the business.

It should be noted that PNG's operating profits in 2012
(and also in 2011) were reduced by £2.3m [reduction
of £2.9m in 2011) as a result of an over-recovery of Z
(surplus of actual income over allowed income] brought
forward from prior years. The value of Z carried forward at
the end of 2012 to be returned to customers in discounted
charges in the future amounted to £0.1m (compared to
£2.4m at the end of 2011).

In addition it should be noted that while PNG's operating
costs in 2012 were abnormally affected by the costs of
external advisers employed to support the CC process, the
company will be allowed to recover c.£1.35m of such costs
in the future as part of its allowable income. In addition
the costs incurred by NIAUR and the CC themselves in
respect to this process levied on the company through

licence fees will also be retrospectively allowed.

ANNUAL REPORT & ACCOUNTS 2012

Operating profit within PSL in 2012 of £2.9m (2011: £4.5m)
relates to the period up until sale on 22nd June 2012.

In the period prior to sale PSL continued to operate in
line with the principles under its price control where the
delivered cost of gas is passed through to customers by
adjusting future tariff to reflect any difference between
actual and forecast costs assumed. Accordingly, PSL
reduced its tariff selling prices by 8.5% on 1st April 2012
reflecting the historic savings achieved on gas costs by
the company compared to forecasts assumed in its tariff
assumptions and also the assumptions at that time of
forecast cost of gas for the following 12 months.

PEL generated an operating profit of £0.3m (2011:
£0.1m) in the period up until sale on 22nd June 2012 as it
continued to develop its customer base in its gas supply
market in ROl following on from starting to trade at the
end of 2009.

Operating profit within PES was impacted slightly in 2012
by the transfer of meter reading activity to PSL prior to
sale however otherwise turnover rose on the back of
increase in maintenance and emergency service activity
in the year. PES continues to be reliant on workload from
its main customer PNG, both as a result of an increase in
planned maintenance activities but also from on-demand
metering and emergency response activities which can be

influenced by weather conditions.
OPERATING CASH FLOWS

During the year, net cash inflow of £31.6m was generated

from operations compared to £26.7m in the previous year.

A further £12.6m (2011: £12.3m) was re-invested in the
Group to fund expansion to the distribution network and
connect new customers, while £16.8m (2011: £17.1m)
was used to meet interest obligations and other financing
costs in respect to the Group’s bank borrowings and bond
providers.

K/ KELLEN GROUP

£19.4m was received by the Group as a result of the sale
of the supply businesses to Airtricity/SSE plc (net of cash
disposed of within the subsidiaries)

Further to the completion of the sale in June 2012, Kellen
undertook a group restructuring in order to upstream
the cash received from the sale together with other cash
retained in the Group in support of potential working
capital requirements of supply businesses and thereby
distributed a dividend £46.0m.

£5.0m was repaid by PNG under its revolving bank
facilities in the year with the repayment of the loan by
PSL prior to completion of sale of supply offsetting the
cashflow requirements in PNG during the year.

The net result of these cash flow movements was that
cash held at bank or in hand at the end of 2012 has
decreased by £29.2m from the balance at the end of the

previous year.
BANK BORROWINGS

The Group is principally involved in the development of
long-term infrastructure assets, owned by PNG, with
underlying income growing over time in line with growth

in connections.

The Group's principle source of debt finance has been
generated from the issue in 2009 of £275m of bonds by
Phoenix Natural Gas Finance plc, a 100% subsidiary of
PNG, which pay a coupon rate of 5.5. These bonds are
guaranteed by PNG and PDHL (the holding company of
PNG), are rated Baa2 by Moody's and BBB+ by Fitch and
are repayable in 2017.

In addition PNG has three year bank facilities available to
it through The Royal Bank of Scotland plc which are due
for maturity in August 2014. These facilities are made up
of a £30m revolving credit facility to support continued
investment in capital expenditure within the distribution
division, and a £30m working capital facility to finance
working capital requirements within PNG. As part of this
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KELLEN GROUP

working capital facility PNG could lend up to 5% of the
value of PNG's Total Regulated Value (TRV] to PSL in
order to finance its working facilities. Following on from
the sale of PSL this is obviously no longer required. As
part of sale process any borrowing by PSL from PNG was

repaid in full.

At the end of 2012, net debt increased to £258.1m
compared to £232.8m at the end of 2011.

Bank balances at the end of 2012 decreased by £29.2m
to £17.3m whilst £5.0m was drawn under PNG's 3-year
£60m bank facilities.

There is no longer any cash held as collateral against
outstanding guarantees as these arrangements related

to the supply businesses.

In addition the balance outstanding to bondholders (net
of capitalised fees) increased by £1.1m to £270.4m at the

end of 2012 as a result of the amortisation of fees.

The debt facilities require the “financing group” (PDHL,
PNG & PNGF] to comply with certain financial and non-
financial covenants. The covenants include a limit in
borrowings linked to the regulatory asset value of our
assets (TRV & DAV] and ratios linking earnings to net
interest paid.

BUSINESS GROWTH

The principles underpinning the growth of PNG are
defined within the principles of the PNGL12 price control.
Plans include: network extension to make gas available to
new industrial, commercial and domestic developments,
taking gas mains into areas where customers have a
strong propensity to convert from their existing fuel to

natural gas and meeting our obligations to NIHE to where

possible make gas available to tenants in line with its

refurbishment programme.

During the year, the Group invested a further £12.6m in
capital expenditure. Investments included construction of
44km additional distribution mains and connection of a

further 10,523 new customers in 2012.

While the licence under which PNG operates requires
investment in a network to make gas available to a
minimum number of customers, PNG has reached the
point where its obligations with respect to this network
development plan which is contained within its licence
have been fulfilled. Therefore a growing proportion
of future investment will be directed at connecting
customers to the existing network. In support of this, PNG
continues to invest in an extensive sales and marketing
programme to all potential new customers and manages
customers up until the date they are connected
and using gas. PNG charges all gas
suppliers, on an equal basis, for =
utilisation of its network in =
line with the terms of

its network code.
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PRINCIPAL RISKS AND RISK MANAGEMENT

The Group’'s management structures, coupled with
appropriate policies and procedures on how the
respective businesses function, are designed to enable
the achievement of business objectives while controlling
the risks associated with the environment within which it

operates.

The key business risks and uncertainties affecting the
Group, together with the means by which we manage

them, are outlined below:
REGULATORY RISK

PNG operates under licences issued by government.
As a result, the Group devotes a considerable amount
of time to the management of regulatory matters with
both NIAUR and DETI (Department of Enterprise,
Trade and Investment] in Northern

Ireland. Compliance with the

ongoing requirements of

these licences, changes

arising from the

K/ KELLEN GROUP

evolving regulatory environment, (including those
associated with the agreement reached with NIAUR in
November 2006), EU obligations, the full introduction of
supply competition, and the implications of price controls,
mean that significant attention has been and will continue
to be dedicated to regulatory compliance. Indeed the

Group allocates a specialist resource to this task.

PNG manages the relationship with NIAUR and DETI at
senior management level within the company supported

by dedicated resource allocated to this key area of activity.
HEALTH & SAFETY RISK

As a provider of an essential service to the public, the
Group works in an environment where health and safety
must take top priority within the operating businesses.
At the heart of the Group’s safety culture, the ‘ASHES’
system ensures all employees understand the rigorous
policies and procedures in place to deliver a safe
operating environment. Through a dedicated manager
within PNG, by stringently controlling health and safety
performance from company board level through to field
operations, and with the strategic support of The British
Safety Council audits and I1SO accreditations, the Group is

able to manage any health and safety risks that may arise.
BUSINESS CONTINUITY RISK

The Group has measures in place to mitigate the risks
associated with managing the business in the event of
a gas supply emergency, or any other occurrence which
could affect the ability of all or part of the Group to function

normally, potentially affecting financial performance.

As a rule, gas supply emergency risks are managed
through the contractual relationships that exist in the

Transmission Network Codes and the agreements
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KELLEN GROUP

between the Transmission System Operator and the
Distribution System Operator. In addition, general
operationalrisks are controlled through the establishment
of prudent and safe operational processes and through
a structured and highly focused approach to capital
expenditure in conjunction with robust maintenance
procedures. Regular emergency exercises involving
all gas operators and selected local essential service
providers in Northern Ireland are simulated to test and
further develop the processes in place. The Group also
maintains a comprehensive business continuity plan
which includes details of our IT recovery plan and is

updated, reviewed and tested on a regular basis.
FINANCIAL RISK MANAGEMENT

Group operations bring exposure to a variety of financial
risks, including the effects of changes in liquidity and
interest rates. The Group exercises strong financial
and management accounting controls through the
consolidation of all financial and treasury requirements
within the finance function within common services in
PNG.

Long-term business plans and shorter term budgets
and forecasts are tracked monthly against actual
performance at both a company and consolidated group
level in line with obligations under financing agreements,
thereby enabling financial requirements to be monitored
against the cash resources available to both the Group as

a whole and its constituent parts.

A mixture of long-term debt, raised through the issue
of fixed rate bonds, and short-term debt available
within our banking facility, are used to ensure that
there are sufficient resources available for operational
requirements. The Group does not use derivative financial

instruments for speculative purposes.

The Group has delegated the responsibility of monitoring
financial risk management to the Finance Committee,
a sub-committee of the Board. The policies set by this
committee are directly implemented by the finance

function.
CREDIT RISK

The Group's principal current assets are bank balances,
cash, trade and other receivables. The amounts presented
in the balance sheet are net of allowances for doubtful
receivables. An allowance for impairment is made where
there is an identified loss event which, based on previous
experience, is evidence of a reduction in the recoverability

of these cash flows.

PNG is exposed to credit risk arising mainly from the
risk that gas suppliers are unable to pay distribution
charges as they fall due. The risk is partially mitigated
by the requirement for all suppliers to comply with credit
arrangements within the PNG Distribution Network Code
to evidence their ability to pay for distribution charges
when they fall due, thereby reducing the risk of payment
default by a supplier.

At the end of 2012, 100% of all distribution income is
concentrated with a small number of customers [gas
suppliers). c30% of distribution income is currently
provided on the basis of prepayment of monthly charges
by the gas supplier in advance of the month, whilst the
credit requirements provided for the remainder are
managed in line with the arrangements associated with
the Network Code.
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BUSINESS AWARDS

BIG TICK
2012

THE
SINESS N
f—_\éumu\“

W/ BelfastMedia
Group.

~
_

The Chartered
Institute of Marketing

Nt
ENYIRONMENT

ENEREY
ANARDS

Big Tick Award
for Corporate Social Reponsibility
2012

Arena Network
Quintile One Award
2012

Belfast Media Group
Community & Consumer Impact Award
2012

The Chartered Institute of Marketing
Silver Award for Best Sales Campaign
2011

PMST
Best First Year Apprentice (Gas)
2012

PMST
Best Third Year Apprentice (Gas)
2012

Energy Supplier
Customer Service Award
2012
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The principal activity of the Group is the development and
operation of the distribution gas networks together with
the supply of gas (up until the date of disposal of supply
businesses mid-way through the year) and other energy

services.

The principal activity of the Company is that of an
intermediate holding company and is the highest EU

parent company for which Group accounts will be drawn

up.

The Chairman’s statement, CEO Review and Financial
Review, together with the Divisional Reports, can be

viewed on pages 4 to 34.

These provide a comprehensive picture and analysis
of the Group’s business and performance during the
year including the primary KPIs used by the Group in its
operations.

The Group is committed to a proactive approach in
promoting equality of opportunity. Kellen Group ensures
that it operates fairly and equitably in its dealings with

employees and prospective staff members.

The Group is opposed to all forms of unlawful and unfair
discrimination, ensuring through all of its personnel
policies, practices and procedures that employment,
training and promotion opportunities within the Kellen

Group provide employment equality to all, irrespective of:

Gender, marital or family status
Religious belief or political opinion
Disability

Race or ethnic origin

Nationality

Sexual orientation

Age

The Group has taken active steps to implement the
Disability Discrimination (Northern Ireland) Order 2006.
It is corporate policy to provide people with disabilities
equal opportunities for employment, training and career
development, having regard to aptitude and ability.
Any member of staff who becomes disabled during
employment is given assistance and retraining where

possible.

Within the bounds of commercial confidentiality,
information is communicated to staff at every level
about matters that affect the progress of the Group and
are of interest and concern to them as employees. This

encourages staff participation in our performance.

The Group is a registered supporter of the Better Payment
Practice Group's ‘Better Payment Practice Code’ to which
it subscribes when dealing with all suppliers. Copies of
the Better Payment Practice Group's code are available
from the Department of Trade & Industry. Trade creditors
at year end represented 21 days (2011:20 days] of
purchases. It is the Group's policy regarding all suppliers
to agree payment terms in advance of the supply of goods

and to adhere to these terms.

This section is considered in detail within the Group

Finance Director’s review on pages 28 to 34.

The profit for the financial year is £19.2m (2011: £2.7m).
No dividends were paid during the year.

ANNUAL REPORT & ACCOUNTS 2012

POLITICAL AND CHARITABLE DONATIONS

The Group made charitable donations amounting to
£26,833 in 2012 (2011: £28,218). No donations for political

purposes were made during the year (2011: £Nil).

DIRECTORS AND THEIR INTERESTS

Details of the directors who served through 2012 are
provided below:

L Woods

S Kassam

L Levi

PV Dixon

G P Greener

G Loughran

W F M McKinstry

DISCLOSURE OF INFORMATION TO AUDITORS

Directors who held office at the date of approval of this
Directors’ report confirm that, so far as they are each
aware, there is no relevant audit information of which
the Company’s auditors are unaware; and each director
has taken all the steps that they ought to have taken as a
director to make themselves aware of any relevant audit
information and to establish that the Group's auditors are

aware of that information.

AUDITORS
Pursuant to Section 487 of the Companies Act 2006, the
auditors will be deemed to be reappointed and KPMG will

therefore continue in office.
By order of the Board
W F M McKinstry

Director
13th June 2013

K/ KELLEN GROUP
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The Board of directors of Kellen Investments Limited [the
“Kellen Board") believes that effective corporate governance is
a fundamental aspect of a well-run business and is committed
to achieving the highest standards of corporate governance,
corporate responsibility and risk management in directing and
controlling the business.

The following paragraphs describe the key governance
structures and internal controls operating within the group.
Through these mechanisms, the Kellen Group aims to
apply the highest standards of corporate governance and to
conform to the spirit of the ‘Combined Code'.

The Kellen Board comprises seven members; a non-executive
Chairman, two executive directors and four non-executive
directors. Biographies of the Kellen Board members are
shown on pages 26 and 27.

The Chairman is responsible for the effective running of the
Kellen Board and for communications with all directors and
shareholders. He ensures the Kellen Board receives sufficient
information on financial trading and corporate issues prior to
board meetings.

The executive directors are responsible for day-to-day
operations and the development of strategic plans for
consideration by the Kellen Board as a whole.

The Kellen Board meets regularly during the year. During
2012, four main board meetings were held, plus a number
of specific meetings to deal with strategic developments
and particular authority issues. All members of the Kellen
Board receive detailed financial information and regular
presentations from executives on the business performance,
in addition to items for decision and minutes of board
committees, in advance of every meeting, whether they are
able to attend or not. This enables the directors to make
informed decisions on corporate and business issues under
consideration.

The principles for the corporate governance of the Group were
adopted by the Kellen Board on 9th December 2005. These
determine the internal policies by which the Group should
operate.

To ensure that key policy and strategic decisions are made by

Kellen Board, certain matters must be brought to Kellen Board
for approval, including but not limited to: final approval of the
annual accounts and budget, major acquisitions and disposals
and any changes to the Group’s financing arrangements and
financial policies. Where urgent decisions are required on
matters specifically reserved for the board between meetings,
there is a process in place to enable discussion and decision-
making. Directors also have access to the advice and services
of the Company Secretary.

The Kellen Board has established three committees,
each with clearly defined terms of reference, procedures,
responsibilities and powers.

The Audit Committee is chaired by Lorcan Woods and consists
of three of the independent non-executive directors. Each
member brings relevant financial experience at a senior
executive level. The expertise and experience of these
members is summarised on pages 26 and 27.

Audit Committee members are expected to have an
understanding of the following areas:

e the principles of, contents of and developments in financial
reporting, including the applicable accounting standards
and statements of recommended practice, and in
particular, the appropriateness of the Group’s accounting
policies;

the Group’s wider corporate policies and its financing;

systems of internal control and matters that require the
use of judgment in the presentation of accounts and
key figures, as well as the role of internal and external
auditors.

The Group Chief Executive, Group Finance Director and
external auditors are normally invited to attend the committee
meetings. The committee holds a minimum of two meetings
during the financial year at appropriate times in the audit
reporting cycle.

The committee oversees the relationship with the external
auditors, reviews their audit plan and discusses findings with
them. In addition, the committee reviews the effectiveness of
the Group’s internal controls and risk management systems

ANNUAL REPORT & ACCOUNTS 2012

and also ensures there is proportionate and independent
investigation of any matter brought to their attention.

Further, this committee is required to assist the Kellen
Board to fulfil its responsibilities relating to external financial
reporting and associated announcements. During the year,
members reviewed, either as a committee, or as part of the
Board:

e interim and annual financial statements, including
requirements for financial reporting;

e Group trading statements and, where practicable, all
proposed announcements to be made by Kellen Group to
the extent that they contain material financial information;

e changes proposed to policies and practices;
e significant accounting issues;
e the risk management process.

The committee is also responsible for the development,
implementation and monitoring of Kellen Group’s policy
on external audit and reserves oversight responsibility for
monitoring independence, objectivity and compliance with
ethical and regulatory requirements. Additional functions
include: recommending the appointment and re-appointment
of the company’s external auditors and annually reviewing a
formal letter provided by the external auditors confirming their
independence and objectivity within the context of applicable
regulatory requirements and professional standards.

With regard to audits, the committee also reviews:

- the terms, areas of responsibility and scope as set out in
the external auditor’s engagement letter;

- the overall work plan for the forthcoming year, together
with the cost-effectiveness of the audit and the auditors’
remuneration and performance;

- any major issues which arose during the course of the
audit and their resolution;

- key accounting and audit judgements;

- the level of errors identified during the audit including
schedules of unadjusted errors and representation
letters;

- and lastly, the recommendations made to management by
the auditors and the Group response.

K/ KELLEN GROUP

REMUNERATION AND NOMINATIONS COMMITTEE

The Remuneration and Nominations Committee is chaired by
Lorenzo Levi and consists of three non-executive directors.
This committee meets at least once a year and at such other
times as the Kellen Board requires.

The committee’s specific duties and responsibilities are as
follows:

e establish the criteria to be used in selecting directors and
ensure the remuneration package is designed to attract,
motivate and retain staff of the highest calibre;

e approve the remuneration of the executive directors
and management to provide independent and objective
assessment of any benefits granted to directors and
management;

e ensure that the pension arrangements throughout the
Group are appropriate, well supervised and conform to
applicable law.

The committee also reviews the design of incentive and
performance related pay plans for approval by the Board,
together with remuneration policies as a whole and trends
across the Group.

FINANCE COMMITTEE

The Finance Committee is chaired by Lorcan Woods and
consists of three non-executive directors. In addition, the
Group Chief Executive and the Group Finance Director are
normally invited to attend the meeting.

This committee is responsible for making recommendations
to the Kellen Board on financing and investment policy,
including the capital structure of the Group, management of
financial risks such as interest rates and foreign exchange,
management of credit risk, communication with financial
institutions, and the acquisition and divestment of material
corporate premises.

Further, the committee is also responsible for making
recommendations to the Kellen Board based on proposals
by the Group Chief Executive (beyond authority levels so
delegated) with regard to the creation or disposal of new
subsidiaries, the raising of external finance, approval or
divestments within the Group and the granting of securities,
guarantees and indemnities.

In certain specific circumstances, the Kellen Board has
delegated authority to the committee to make decisions in
these areas.
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KELLEN GROUP

The directors are responsible for preparing the Directors’
Report and the financial statements in accordance with

applicable law and regulations.

Company law requires the directors to prepare financial
statements for each financial year. Under that law they
have elected to prepare the financial statements in
accordance with UK Accounting Standards and applicable
law (UK Generally Accepted Accounting Practice).

Under company law the directors must not approve the
financial statements unless they are satisfied they give
a true and fair view of the state of affairs of the group
and the parent company and of the profit or loss of the

company for that period.

In preparing each of the group and parent company

financial statements, the directors are required to:

e select suitable accounting policies and then apply

them consistently;

e make judgments and estimates that are reasonable

and prudent;

e state whether applicable UK Accounting Standards
have been followed, subject to any material departures

disclosed and explained in the financial statements;

e prepare the financial statements on the going concern
basis unless it is inappropriate to presume that the

group and parent company will continue in business.

The directors are responsible for keeping adequate
accounting records that are sufficient to show and explain
the company’s transactions and disclose with reasonable
accuracy at any time the financial position of the parent
company and enable them to ensure that its financial
statements comply with the Companies Act 2006. They
have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of
the company and to prevent and detect fraud and other

irregularities.

The directors are responsible for the maintenance and
integrity of the corporate and financial information
included on the company’s website. Legislation in the
UK governing the preparation and dissemination of
financial statements may differ from legislation in other
jurisdictions.
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K/ KELLEN GROUP

INDEPENDENT AUDITORS REPORT TO THE
MEMBERS OF KELLEN INVESTMENTS LTD

We have audited the financial statements of Kellen
Investments Limited for the year ended 31 December
2012, which comprise the consolidated profit and loss
account, the consolidated statement of total recognised
gains and losses, the consolidated balance sheet, the
company balance sheet, the consolidated cashflow
statement and the related notes. The financial reporting
framework that has been applied in their preparation
is applicable law and UK Accounting Standards (UK
Generally Accepted Accounting Practice).

This report is made solely to the company’'s members,
as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. 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 AUDITOR

As explained more fully in the Directors” Responsibilities
Statement set out on page 40, the directors are responsible
for the preparation of the financial statements and for
being satisfied that they give a true and fair view. Our
responsibility is to audit, and express an opinion on, the
financial statements in accordance with applicable law
and International Standards on Auditing (UK and Ireland).
Those standards require us to comply with the Auditing
Practices Board's (APB's] Ethical Standards for Auditors.

SCOPE OF THE AUDIT OF THE FINANCIAL STATEMENTS

An audit involves obtaining evidence about the amounts
and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements
are free from material misstatement, whether caused
by fraud or error. This includes an assessment of:
whether the accounting policies are appropriate to the
group and parent company’s circumstances and have
been consistently applied and adequately disclosed;
the reasonableness of significant accounting estimates
made by the directors; and the overall presentation of
the financial statements. In addition, we read all the
financial and non-financial information in the annual

report to identify material inconsistencies with the
audited financial statements. If we become aware of any
apparent material misstatements or inconsistencies we
consider the implications for our report.

OPINION ON FINANCIAL STATEMENTS
In our opinion the financial statements:

e give a true and fair view of the state of the group’s
and of the parent company's affairs as at 31
December 2012 and of the group’s profit for the year
then ended;

have been properly prepared in accordance with UK
Generally Accepted Accounting Practice; and

have been prepared in accordance with the
requirements of the Companies Act 2006.

OPINION ON OTHER MATTER PRESCRIBED BY THE
COMPANIES ACT 2006

In our opinion the information given in the Directors’ Report
for the financial year for which the financial statements are
prepared is consistent with the financial statements.

MATTERS ON WHICH WE ARE REQUIRED TO REPORT
BY EXCEPTION

We have nothing to report in respect of the following
matters where the Companies Act 2006 requires us to
report to you if, in our opinion:

e adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not been received from branches not visited by us; or

the parent company financial statements are not in
agreement with the accounting records and returns; or

certain disclosures of directors’ remuneration
specified by law are not made; or

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

Jon D’Arcy (Senior Statutory Auditor)

for and on behalf of KPMG, Statutory Auditor
Chartered Accountants, Stokes House,

17-25 College Square East, Belfast, BT1 6DH
13th June 2013
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

KELLEN GROUP

Turnover 45.9
Cost of sales (2.7)

Gross profit 43.2
Net operating expenses (26.2)

Operating profit 17.0
Profit/(loss) on sale of fixed assets 0.0
Interest payable and similar charges (16.6)
Interest receivable and similar income 0.2

Profit/[loss) on ordinary activities
before taxation 0.6
Taxation (0.9)

Profit/(loss) for the financial year (0.3)

A statement of movements on reserves is given in Note 21.

There is no material difference between the group’s results as reported and on a historical
cost basis. Accordingly, no note of historical cost profits and losses has been prepared.

The notes on pages 48 to 62 form part of these financial statements.

Profit/(Loss) for the financial year

Total recognised Profit since last report

The notes on pages 48 to 62 form part of these financial statements.
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K/ KELLEN GROUP

CONSOLIDATED BALANCE SHEET

Note 2012 2011
£'m £'m
FIXED ASSETS
Tangible assets 1" 208.5 202.5
Intangible assets 13 102.7 105.8
311.2 308.3
CURRENT ASSETS
Stocks 15 1.2 1.2
Debtors: Amounts falling due within one year 16 17.3 72.7
Cash at bank and in hand 27 17.3 46.5
Total current assets 35.8 120.4
Creditors: Amounts falling due within one year 17 (43.0) (94.1)
Net current (liabilities) assets (7.2) 26.3
Total assets less current liabilities 304.0 334.6
Creditors: Amounts falling due after one year 17 (275.4) (279.3)
Provisions for liabilities and charges 18 (16.5) (16.3)
Deferred income 19 (2.4) (2.5)
Net assets 9.7 36.5
CAPITAL AND RESERVES
Called up share capital 20 69.8 69.8
Profit and loss account 21 (60.1) (33.3)
Shareholders’ funds 22 9.7 36.5

The financial statements were approved by the Board of Directors on 13th June 2013 and are signed on its behalf by:

W F M McKinstry
Director
13th June 2013

The notes on pages 48 to 62 form part of these financial statements.
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

KELLEN GROUP

Tangible assets

Investments

Debtors: Amounts falling due within one year

Cash at bank and in hand . .

Total current assets

Creditors: Amounts falling due within one year

Net current assets

Total assets less current liabilities

Creditors: Amounts falling due after one year

Net assets

Called up share capital
Profit and loss account

Shareholders’ funds

The financial statements were approved by the Board of Directors on 13th June 2013 and are signed on its behalf by:

Company registration number: 05366077

The notes on pages 48 to 62 form part of these financial statements.
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CONSOLIDATED CASH FLOW

STATEMENT

K/ KELLEN GROUP
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Note 2012 2011
£'m £'m
NET CASH FLOW FROM OPERATING ACTIVITIES 23 31.6 26.7
RETURNS ON INVESTMENT AND SERVICING OF FINANCE
Interest paid (16.8) (17.1)
Interest received 0.2 0.3
Preference share dividends paid 0.0 0.0
Dividends received 0.0 0.0
(16.6) (16.8)
Taxation 0.0 0.0
CAPITAL EXPENDITURE AND FINANCIAL INVESTMENT
Purchase of tangible fixed assets (12.6) ()
(12.6) (12.3)
ACQUISITIONS AND DISPOSALS
Net cash disposed of with subsidiaries (2.6) 0.0
Sale of subsidiary undertaking 22.0 0.0
19.4 0.0
Ordinary share dividends paid (46.0) 0.0
Net cash (out)/in flow before financing (24.2) (2.4)
FINANCING
Redemption of equity shares 0.0 0.0
Repayment of loan from parent 0.0 0.0
Issue of bond (net of issue costs) 0.0 0.0
(Repayment)/Receipt of loan to bank (5.0) 10.0
(5.0) 10.0
(Decrease)/Increase in cash in period 24 (29.2) 7.6

The notes on pages 48 to 62 form part of these financial statements.
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

KELLEN GROUP

These financial statements are prepared on the going
concern basis under the historical cost convention and in
accordance with the Companies Act 2006 and applicable
accounting standards. The principal accounting policies
are set out below.

The consolidated financial statements incorporate the
financial statements of Kellen Investments Limited,
Kellen Acquisitions Limited, Phoenix Energy Holdings
Limited, Phoenix Distribution Holdings Limited, Phoenix
Natural Gas Limited, Phoenix Energy Services Limited
and Phoenix Natural Gas Finance plc for the year ended
31 December 2012 and Phoenix Supply Limited and
Phoenix Energy Limited up to the date of sale on 22nd
June 2012.

All subsidiaries are accounted for using the acquisition
method of accounting and the profit and loss account
and statement of cash flows of the Group included the
results and cash flows of subsidiaries from the date of
acquisition to the period end. All transactions between
the businesses of the Group have been eliminated in the
preparation of the consolidated financial statements.

As highlighted in note 17 to the financial statements,
the Group is financed through bank debt loan facilities
and bond finance to support continued investment in its
infrastructure assets and to meet its general working
capital requirements. This debt facility is due for renewal
in August 2014 and the bond due for redemption in 2017.

The Group's forecasts and projections, taking account
of reasonable levels of possible changes in trading
performance, show that the Group is capable of operating
well within the level of its current facilities and also able to
meet all its covenant requirements until they mature.

As aresult of the above the directors consider it appropriate
to prepare the financial statements on a going concern
basis.

Turnover represents the invoiced value of goods supplied
during the year excluding value added tax and intra group
sales. Revenue includes an assessment of energy and
transportation services supplied to customers between
the date of the last meter reading and the year end.

Where revenue received or receivable exceeds the
maximum amount permitted by regulatory agreement
and adjustments will be made to future prices to reflect
this over recovery, no liability is recognised as such an
adjustment to future prices relates to the provision of
future services.

Similarly no asset is recognised where a regulatory
agreement permits adjustments to be made to future
prices in respect of an under recovery.

Deferred tax is recognised in respect of:

1/ Material timing differences that have originated but not
reversed at the balance sheet date where transactions
or events that result in an obligation to pay more tax in
the future or a right to pay less tax in the future have
occurred at the balance sheet date, and

2/ Tax losses not group relieved in the current period.
Timing differences are differences between the
company’s taxable profit and its results as stated in
the financial statements.

Deferred tax assets and liabilities recognised have not
been discounted.

Investments held by the company in subsidiary
undertakings are stated at cost less amounts written off.

The cost of tangible fixed assets is their purchase
cost, together with any incidental costs of acquisition.
Depreciation is calculated so as to write off the cost of
tangible fixed assets, less their estimated residual values,
on a straight line basis, beginning with the year following
expenditure, over the expected useful economic lives of
the assets concerned.

The economic lives used are as follows:

Years

Distribution mains 60
Distribution services 35
Distribution meters 20

Office equipment and fixtures & fittings
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NOTES (CONTINUED)

1. ACCOUNTING POLICIES (continued)

INTANGIBLE FIXED ASSETS

Intangible fixed assets comprise the value attributed to
the various licences acquired with Phoenix Natural Gas
Limited. These are being amortised over the distribution
licence recovery period of 40 years.

DEBTORS
Debtors are stated after provision has been made against
all debts considered doubtful of collection.

PENSIONS

The Group operates two defined contribution pension
schemes and costs are accounted for on the basis of
charging the pension costs over the period during which
the Group will benefit from the employee’s services.

INTEREST BEARING BORROWINGS

Immediately after issue, the debt is stated at the fair value
of the consideration received on the issue of the capital
instrument after deduction of finance costs. These costs
are allocated to the debt over the term of the debt at a
constant rate of the carrying amount.

STOCKS
Stock has been valued at the lower of cost and net
realisable value.

GOVERNMENT GRANTS

The European Regional Development Grant relates
specifically to capital expenditure on the high pressure
distribution pipeline and is treated as deferred income
which is then credited to the profit and loss account over
the related asset’s useful life.

OPERATING LEASES
Costs in respect of operating leases are charged on a
straight line basis over the lease term.

CLASSIFICATION OF FINANCIAL INSTRUMENTS ISSUED

BY THE GROUP

Financial instruments issued by the Group are treated as

equity (i.e. forming part of shareholders’ funds) only to the

extent that they meet the following two conditions:

a) they include no contractual obligations upon the
company (or Group as the case may be) to deliver
cash or other financial assets or to exchange financial
assets or financial liabilities with another party under
conditions that are potentially unfavourable to the

K/ KELLEN GROUP

company (or Group); and

b] where the instrument will or may be settled in the
company’s own equity instruments, it is either a
non-derivative that includes no obligation to deliver
a variable number of the company's own equity
instruments or is a derivative that will be settled by
the company exchanging a fixed amount of cash or
other financial assets for a fixed number of its own
equity instruments.

To the extent that this definition is not met, the proceeds
of issue are classified as a financial liability. Where
the instrument so classified takes a legal form of the
company’s own shares, the amounts presented in these
financial statements are called up share capital and
share premium account exclude amounts in relation to
those shares.

Where a financial instrument that contains both an
equity and a financial liability component exists these
components are separated and accounted for individually
under the above policy. The finance cost on the financial
liability component is correspondingly higher over the life
of the instrument.

Finance payments associated with financial liabilities are
dealt with as part of interest payable and similar charges.
Finance payments associated with financial instruments
that are classified as part of shareholder fund (see
dividends policy), are dealt with as appropriations in the

reconciliation of movements in shareholders’ funds.

CASH LONG TERM INCENTIVE PLAN

The Kellen Group operates a long term incentive plan
for certain key executives under which the amounts
receivable are dependent on the value of the Kellen
Acquisitions Limited (KAL) upon the sale of the KAL
Group. This plan is treated as cash settled share-based
in accordance with the provisions of FRS 20 Share-based
Payments and the cost of the expected payment is

recognised over the expected period of the plan.

DIVIDENDS ON SHARES PRESENTED WITHIN
SHAREHOLDERS’ FUNDS

Dividends unpaid at the balance sheet date are only
recognised as a liability at that date to the extent that they
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SECTION 3 : FINANCIAL STATEMENTS AND NOTES

KELLEN GROUP

are appropriately authorised and are no longer at the discretion of the company.
Unpaid dividends that do not meet these criteria are disclosed in the notes to the financial

statements.

The Group’s turnover, profits and net assets all relate to the business of gas distribution in
Northern Ireland and gas supply in both Northern Ireland and the Republic of Ireland together
with the provision of energy services predominantly for the gas industry. Details of each of its
separate business activities are provided within the Financial and Divisional Reviews on pages
16 to 34.

Net operating expenses were all considered to be administrative expenses.

This is stated after charging/(crediting):

Depreciation - owned assets 6.5
Amortisation of intangible assets 3.1
European Regional Development Grant release (0.1)
Operating lease rentals 1.0

6.2
3.2
0.0
0.9

0.1

Auditors’ remuneration 0.1

The auditors’ remuneration in respect of the individual Company accounts amounted to £4k, (2011: £4Kk].

KPMG Belfast were paid £nil for non-audit related services to the Group during the year, (2011: £13Kk].

ANNUAL REPORT & ACCOUNTS 2012

NOTES (CONTINUED)

5. EMPLOYEE INFORMATION

K/ KELLEN GROUP

The average number of persons employed by the Group [including executive directors) analysed by

category during the period was as follows:

Group Group
2012 2011
No No
Operational 114 125
Administration 84 92
198 217

The aggregate staff costs of these persons were as follows:
Group Group
2012 2011
£'m £'m
Wages and salaries 6.8 6.7
Social security costs 0.8 0.8
Other pension costs 0.6 0.6
8.2 8.1

. DIRECTORS’ REMUNERATION

Group Group
2012 2011
£'m £'m
Emoluments 1.0 1.0
Amount receivable under long term incentive schemes 0.2 0.2
Company pension contributions 0.1 0.1
1.3 1.3

Details in respect of the highest paid director are as follows:
Group Group
2012 2011
£'m £'m
Emoluments 0.5 0.5
Amount receivable under long term incentive schemes 0.2 0.2
Company pension contributions 0.0 0.0
0.7 0.7

Retirement benefits are accruing to one executive director under a group defined contributon scheme.

The Group operates a long term incentive plan for certain key executives under which the amounts
receivable are dependent on the value of the Kellen Acquisitions Limited (KAL) upon the sale of the KAL
Group. This plan is treated as cash settled share-based in accordance with the provisions of FRS 20 Share-
based Payments and the cost of the expected payment is recognised over the expected period of the plan.
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9. TAXATION

Current tax

Amounts payable on bank loans and overdrafts 16.4 16.5 _
UK corporation tax for the year
Amounts payable on loan notes 0.0 0.0 Adjustments relating to earlier years
Other 0.4 0.6 Total current tax
16.8 17.1
Deferred tax
Origination/reversal of timing differences
Effect in reduction in tax rate
Adjustments relating to earlier years
Total deferred tax charge
Total tax charge
Bank interest 0.2 0.3
0.2 0.3 The current tax charge for the period is less than (2011: less than) the standard rate of corporation tax i

the UK. The differences are explained below:

Current tax reconciliation
Profit/(Loss) on ordinary activities before tax

Current tax at 24.5% (2011: 26.5%)
Effects of:

Non taxable profit on disposal

Expenses not deductible for tax purposes
Excess capital allowances

Deferred tax asset not recognised

Other permanent differences

Total current tax (credit)/charge

Factors that may affect future tax changes:

The UK Budget in 2012 announced that the UK corporation tax rate was to reduce to 21% over a period
of three years from 2012. The first reduction in the UK corporation tax rate from 28% to 27% [effective
from 1 April 2011) was substantively enacted in July 2010, and further reductions to 26% (effective from 1
April 2011) and 25% (effective from 1 April 2012) were substantively enacted in March 2011 and July 2011
respectively. The Finance Act 2012, which was substantively enacted on 17 July 2012, amended the main
rate of corporation tax to 24% effective from 1 April 2012 and to 23% effective from 1 April 2013. This will
reduce the group’s future current tax charge accordingly. UK deferred tax balances have been calculated
based on the rate of 23% substantively enacted at the reporting date.
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NOTES (CONTINUED)

SECTION 3 : FINANCIAL STATEMENTS AND NOTES

12. TANGIBLE FIXED ASSETS (COMPANY)

As permitted by Section 408 of the Companies Act 2006, the parent company’s profit and loss account has not been included

S31ON ANV SINIWILVLS TVIONVNIL € NOILO3S

in these financial statements. The parent company’s profit for the financial period was £45,421k. Office Furniture & Distribution
equipment fixtures system Total
£'m £'m £'m £'m
Cost
At 1 January 2012 0.0 0.0 0.0 0.0
Additions 0.0 0.0 0.0 0.0
Disposals 0.0 0.0 0.0 0.0
Cost At 31 December 2012 0.0 0.0 0.0 0.0
At 1 January 2012
Additions Depreciation
Disposals At 1 January 2012 0.0 0.0 0.0 0.0
Charge for the year 0.0 0.0 0.0 0.0
At 31 December 2012 Disposals 0.0 0.0 0.0 0.0
Depreciation At 31 December 2012 0.0 0.0 0.0 0.0
At 1 January 2012
Charge for the year Net book value
Disposals At 31 December 2011 0.0 0.0 0.0 0.0
At 31 December 2012 At 31 December 2012 0.0 0.0 0.0 0.0
Net book value
At31 December 2011 13. INTANGIBLE FIXED ASSETS (GROUP)
At 31 December 2012
Licence Total
£'m £'m
Cost
At 1 January 2012 127.3 127.3
Additions 0.0 0.0
Disposals 0.0 0.0
At 31 December 2012 127.3 127.3
Amortisation
At 1 January 2012 21.5 21.5
Charge for the year 3.1 3.1
Disposals 0.0 0.0
At 31 December 2012 24.6 24.6
Net book value
At 31 December 2011 105.8 105.8
At 31 December 2010 102.7 102.7
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NOTES (CONTINUED)

SECTION 3 : FINANCIAL STATEMENTS AND NOTES

15. STOCKS
Group Company Group Company
2012 2012 2011 2011
Cost at 1 January £€m €m £€m £m
Pref h . . .
b Stock of spares and meters 1.2 0.0 1.2 0.0
Cost at 31 December 12 0.0 12 0.0
Net Book Value
The Company has ordinary share investments in the following companies at 31 Dec 2012 16. DEBTORS
Group Company Group Company
2012 2012 2011 2011
£'m £'m £'m £'m
Kellen Acquisitions Limited Direct 100% Great Britain Note (iii) Amounts falling due within one year
q ’ Trade 0.2 0.0 5.1 0.0
Phoenix Energy Holdings Ltd Indirect 100% Great Britain Note (iii) Amounts owed by subsidiary undertaking 0.0 29 9 00 Vi, 3
Phoenix Distribution Holdings Ltd Indirect 100% Great Britain Note (iii) Other 0.0 0.0 3.7 0.0
Phoenix Natural Gas Ltd Indirect 100% Northern Ireland Note (i) Prepayments and accrued income R e S50 4
17.3 34.4 72.7 33.9

Phoenix Energy Services Ltd Indirect 100% Northern Ireland Note (i)
Phoenix Natural Gas Finance plc Indirect 100% Northern Ireland Note (vi)
Belfast Energy Ltd Indirect 100% Northern Ireland Dormant
Belfast Natural Gas Ltd Indirect 100% Northern Ireland Dormant
Phoenix Gas Ltd Indirect 100% Northern Ireland Dormant
Phoenix Power Ltd Indirect 100% Northern Ireland Dormant

PNG Storage Ltd Indirect 100% Northern Ireland Dormant

Note (i)  Phoenix Natural Gas Ltd distributes natural gas to the Greater Belfast area.

Note (ii) Phoenix Energy Services Ltd provides services to Phoenix Natural Gas Ltd. as well as boiler and appliance
maintenance services to energy consumers.

Note (iii) Kellen Acquisitions Ltd, Phoenix Energy Holdings Ltd and Phoenix Distribution Holdings Ltd. are intermediate
holding companies.

Note (iv] Phoenix Natural Gas Finance plc holds a bond listed on the LSE

All other companies are dormant within the meaning of the Companies Act 2006.

On 1é6th May 2012, Phoenix Energy Holdings Limited (PEHL) announced that it had entered into an agreement to sell 100%
of the share capital of Phoenix Supply Limited, its gas supply business in Northern Ireland and 100% of the share capital
of Phoenix Energy Limited, its separate gas supply company operating in the Republic of Ireland, to SSE plc, through its
subsidiaries Airtricity (Energy Supply) Northern Ireland Limited & its Republic of Ireland registered subsidiary Airtricity
Limited for £19.1m excluding working capital adjustments. This generated a profit within consolidated accounts of £15.9m
in 2012.

The sale was completed on 22 June 2012.
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18. PROVISIONS FOR LIABILITIES AND CHARGES

Group Company Group Company
2012 2012 2011 2011
Amounts falling due within one year £m £m £'m £'m
Trade : . . Deferred taxation
Payments in advance : . . : Accelerated capital allowances (17.3) 0.0 (17.4) 0.0
Amounts owed to subsidiary undertaking . . Short term timing differences 0.8 0.0 1.1 0.0
Other creditors (16.5) 0.0 (16.3) 0.0
Accruals and deferred income . .
Deferred tax liability
At 1 January 2012 (16.3) 0.0 (15.8) 0.0
Amounts falling due after one year (Charged)/credited to profit and loss account (0.2) 0.0 (0.5) 0.0
Bank loans : : : At 31 December 2012 (16.5) 0.0 (16.3) 0.0
Bond . .
. ) 19. DEFERRED INCOME
Amounts falling due after one year: analysis Group Company
Amounts falling due between one and two years ERD grant received £m £m
Bank loans : : : : At 1 January 2012 2.5 0.0
Credit to profit and loss account (0.1) 0.0
. . At 31 December 2012 2.4 0.0
Amounts falling due between two and five years
Bank loans . . .
Bond . . .
20. CALLED UP SHARE CAPITAL
2011 2010
. . Allotted and fully paid: £ £
Amounts falling due after five years : : : Ordinary shares of £1 each 497652906 | 49,752,705
A Ordinary shares of £1 each 20,076,752 20,076,752
There were no committed undrawn borrowing facilities. Ordinary shares each carry one vote. A ordinary shares are non voting.

The Group’s borrowings are denominated in sterling.

The Bonds issued by its subsidiary, Phoenix Natural Gas Finance plc, are guaranteed by Phoenix
Natural Gas [PNG] and Phoenix Distribution Holdings (PDHL) whilst the bank debt facilities entered into
by PNG are also guaranteed by PDHL. The PDHL guarantees are supported by security over PDHL's
assets, principally shares in PNG and an assignment of undertakings from the investors in Kellen
Investments Limited (KIL) to PDHL supported by their shares in KIL.

The bond issued is repayable in 2017 and carries a fixed coupon rate of 5.5% per annum payable
quarterly. The £270.4m repayable within 2 to 5 years is stated after deducting issue costs of £8.0m and
the addition of amortised loan issue costs of £3.4m.
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Revenue reserves brought forward
Profit for the financial year

0SC Dividend paid

Revenue reserves carried forward .

Opening shareholders’ funds
Profit/(loss) for the financial year
0SC dividends paid

Closing shareholders’ funds .

Operating profit/(loss)

Release of ERDF Grant
Depreciation

Goodwill amortisation
(Increasel/decrease in stocks
(Increasel/decrease in debtors
Increase/(decrease) in creditors

Effects of disposal of subsidiary undertaking:

Working capital 5.9
Cash and cash equivalents (2.6)
Surplus on disposal 15.9

Consideration (cash) 19.2

The disposal of subsidiaries contributed £13m to the net operating cash flows and paid £0.2m in respect

of returns on investment and servicing of finance.

24. RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET DEBT

25.

ANNUAL REPORT & ACCOUNTS 2012
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Group Group
2012 2011
£'m £'m
(Decreasel/increase in cash in period (29.2) 7.6
Decrease/lincrease) in loan from Parent 0.0 0.0
Increase in bond debt 0.0 0.0
Decrease/(Increase] in bank loan 5.0 (10.0)
Movement in net debt resulting from cashflows (24.2) (2.4)
Non cash adjustment - amortisation of bond issue costs (1.1) (1.0)
Non cash adjustment - collateralised cash security 1.7 2.3
Movement in net debt during the year (23.6) (1.1)
Opening net debt (234.5) (233.4)
Closing net debt (258.1) (234.5)
Analysed as follows
Bank loans > 1 year 0) (10.0)
Bond (270.4) (269.3)
Loan from parent 0.0 0.0
Cash at bank and in hand* 17.3 44.8
Closing net debt (258.1) (234.5)

*Cash at bank and in hand does not include £nil (2011: £1.7m) which is held in collateral and does not meet

the definition of cash within FRS1 (cash flow statements)

PENSION COMMITMENTS

The group operates two pension schemes:

a. Group Personal Pension Scheme A - this is a defined contribution scheme set up to accommodate

members transferring from the Water Companies’ Pension Scheme. Enhanced employer contributions

are made so as to align forecast benefits with those that would otherwise have accrued under the

defined benefit Water Companies’ Pension scheme. Separate life assurance is provided and paid by the

company for all of these employees.

b. Group Personal Pension Scheme B - this is a defined contribution scheme which the company

contributes directly towards. Separate life assurance is provided and paid by the company for all of

these employees.

The total contributions to the above schemes during the year were £0.6m (2011: £0.6m).
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Capital expenditure

Contracted but not provided for : . . .

At 31 December 2012 the Group and company had no contingent liabilities (31 December 2011: £Nil). A
the year end bank and cash balances totalling £nil (2011: £1.7m] were collateralised in respect of ongoing
contractual obligations.

At 31 December 2012 the Group and company had annual commitments under non-cancellable operating
leases expiring as follows:

Motor Vehicles

Within one year

Within two to five years

After five years . . . .

Property

Within one year

Within two to five years

After five years . . . .

As at 31 December 2012 the company owed its immediate parent and controlling company, Carmel Capital
Il Sarl, £nil (2011 £nil]. Interest payable on the loan note during the year was £nil (2011: £nil).
Advantage has been taken of the exemption contained in FRS 8 not to disclose transactions or balances

with entities which form part of the consolidated Group.

The immediate parent company and controlling company is Carmel Capital Il Sarl, a company incorporated
in Luxemburg, with registered office address 41 Boulevard du Prince Henri, L- 1724 Luxembourg. Group
accounts are not prepared at this level.

The directors regard TFCP Capital Investments Limited to be the ultimate parent company and Guy Hands

to be the ultimate controlling party.

Turnover and cost of sales have been adjusted to eliminate the effect of the elimination of intercompany

trading for discontinued activities in order to enable comparison with the current year.
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OTHER INFORMATION

Directors

G P Greener - Chairman

PV Dixon - Group Chief Executive Officer
W F M McKinstry - Group Finance Director

L Levi

G Loughran

S Kassam

L Woods

Secretary
Taylor Wessing Secretaries Limited

Auditors

KPMG

17/25 College Square East
Belfast

BT1 6DH

Bankers

The Royal Bank of Scotland plc
135 Bishopsgate

London

EC2M 3UR

Registered office

5 New Street Square
London

EC4A 3TW

Kellen Investments Limited
Registered in England and Wales
Company Registration Number: 05366077

K/ KELLEN GROUP

S31ON ANV SINIWILVLS TVIONVNIL € NOILO3S

63



K-/ KELLEN GROUP




K/ KELLEN GROUP

Kellen Investments Limited

197 Airport Road West

Belfast

BT3 9ED

Telephone: 08454 55 55 55

Fax: (028) 9055 5500

Email: info@phoenixgroupni.com

Web: www.phoenixgroupni.com
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