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Phoenix Natural Gas Finance PIc

Directors’ report and business review

The directors have pleasure in submitting their vairReport to the shareholders
together with the audited financial statementstha period ended 31 December
20009.

Principal activities and strategy

The company was incorporated on 7 October 2009azs gh a group finance
restructuring exercise. The company issued a borttie year in the amount of
£275m and provided the funds to fellow group conmgmrio satisfy existing
borrowings.

Going concern

The global financial crisis, market instability anghprecedented levels of
illiquidity have resulted in the company operatinga challenging environment.
The principal risks that the company faces, whiwh directors have considered in
the context of continuing as a going concern, asedbed below and on page 11.
The accounts continue to be prepared on a goingecorbasis, as the directors are
satisfied that the company has access to the ms®uequired to continue with
existing business.

Business review and outlook

The company does not trade and acts as a finamangpany for fellow group
undertakings. Consequently its performance is nredsin terms of meeting
interest payments and covenants attached to thet issnance. The directors have
no plans to change the operation of this company.

The loss after taxation for the period ended 31dbdzer 2009 was £89,694. Net
liabilities at the period end amounted to £39,6B4e directors do not recommend
the payment of a dividend.

Accounting policies are disclosed on pages 11 tofliBese financial statements.
These have been applied consistently to all permdsented in these financial
statements.

Risk management

The management of the business and the executitreafompany’s strategy are
subject to a number of risks as set out below.Heurtietails can be found in note
14.

Currency risk
All of the company’s assets and liabilities, alomgh interest payments and
administration expenses, are in sterling and als fwecompany is not exposed to
currency risk.

I nterest rate risk
The company is not exposed to interest rate righahits borrowings have a fixed
rate coupon.

Liquidity risk

The objective of liquidity management is to enstlve availability at all times, of
sufficient funds to ensure all obligations are nmigie company achieves this by
maintaining sufficient cash balances.



Phoenix Natural Gas Finance PIc

Directors’ report and business review

Credit risk

Credit risk is defined as the risk that a customiérbe unable or unwilling to meet
a commitment that it has entered into and thatg#ddcollateral does not fully
cover the company’s claims. As the company’s reddas relate to fellow group
undertakings the directors do not consider crésktto be significant.

Directors
The directors who held office during the period ever

P V Dixon (apptd 7 October 2009)

W F M McKinstry (apptd 7 October 2009)
I R Bell (apptd 7 October 2009)

A J Pollock (apptd 7 October 2009)

W F M McKinstry (apptd 7 October 2009) was compasggretary during the
period.

Political and charitable donations
The company made no political or charitable contidns during the period.

Capital Management

The company does not actively manage or reviewadfstal requirements as it is
not subject to externally imposed capital requirethe The company deems its
capital to consist of 50,000 £1 ordinary shares.

Disclosure of information to auditors

The directors who held office at the date of apptoef this directors’ report
confirm that, so far as they are each aware, tilsane relevant audit information of
which the company’s auditors are unaware; and em&ttor has taken all the
steps that they ought to have taken as a directorake themselves aware of any
relevant audit information and to establish thatdbmpany’s auditors are aware of
that information.

Auditors

KPMG were appointed auditors during the year andymant to Section 487 of the
Companies Act 2006, the auditors will be deemetiaaeappointed and KPMG
will therefore continue in office.

By order of the board

WFM McKinstry 23 June 2010
Director



Phoenix Natural Gas Finance Plc

Statement of directors’ responsibilities in respEdhe directors’ report and the
financial statements

The directors are responsible for preparing thectlors’ report and the financial
statements in accordance with applicable law agdiagions.

Company law requires the directors to prepare finstatements for each
financial period. Under that law the directors halected to prepare the financial
statements in accordance with IFRSs as adoptelaebiy .

The financial statements are required by law te gitrue and fair view of the state
of affairs of the company and of the profit or laéthe company for that period.

In preparing the financial statements, the directoe required to:

o select suitable accounting policies and then athi@yn consistently;

¢ make judgements and estimates that are reasonabl@adent;

o state whether they have been prepared in accordatitéFRSs as adopted by
the EU; and

e prepare the financial statements on the going contasis unless it is

inappropriate to presume that the company will ioort in business.

The directors are responsible for keeping adecuateunting records that disclose
with reasonable accuracy at any time the finanpasition of the company and
enable them to ensure that its financial staten@migply with the Companies Act
2006. They have general responsibility for takingrssteps as are reasonably open
to them to safeguard the assets of the companyoamevent and detect fraud and
other irregularities.

The directors are responsible for the maintenanddrgegrity of the corporate and
financial information included in the company’s \séb. Legislation in the UK
governing the preparation and dissemination ofritie statements may differ
from legislation in other jurisdictions.

The directors are also responsible for preparirdirectors’ report that complies
with the Companies Act 2006.

On behalf of the Board

WFM McKinstry 23 June 2010
Director



Independent auditors’ report to the members of Rixd¢atural Gas Finance Plc

We have audited the financial statements of Phoéldiural Gas Finance Plc for the period ended
31 December 2009 which comprise the statement wipoehensive income, the statement of financial
position, the statement of changes in equity, taéesient of cash flows and the related notes. The
financial reporting framework that has been appinetheir preparation is applicable law and Intéiorzal
Financial Reporting Standards (IFRSs) as adoptatidizU.

This report is made solely to the company’s membkessa body, in accordance with Chapter 3 of Fart 1
of the Companies Act 2006. Our audit work has hesfertaken so that we might state to the company’s
members those matters we are required to stabteeto in an auditor’s report and for no other purpdse

the fullest extent permitted by law, we do not @tae assume responsibility to anyone other than th
company and the company’s members, as a bodyufoawdit work, for this report, or for the opinions
we have formed.

Respective responsibilities of directors and audits

As explained more fully in the directors’ resporiliies statement set out on page 4, the directoes
responsible for preparing the financial statemamtd for being satisfied that they give a true aand f
view.

Our responsibility is to audit the financial staterts in accordance with relevant legal and regojato
requirements and International Standards on Awg{fuK and Ireland).

Scope of the audit of the financial statements

An audit involves obtaining evidence about the am®uand disclosures in the financial statements
sufficient to give reasonable assurance that thentiial statements are free from material misstem
whether caused by fraud or error. This includesassessment of: whether the accounting policies are
appropriate to the circumstances and have beenistamty applied and adequately disclosed; the
reasonableness of significant accounting estimaigage by the directors; and the overall presentaifon
the financial statements. Further details of tlegpef an audit of financial statements are praVioie the
Auditing Practices Board’'s websitelatp://www.apb.org.uk/apb/scope

Opinion on financial statements

In our opinion the financial statements:

e (give a true and fair view of the state of the conym affairs as at 31 December 2009 and of its loss
for the period then ended;

o have been properly prepared in accordance with $F&Sadopted by the EU; and
o have been prepared in accordance with the requirsneé the Companies Act 2006.

Opinion on other matters prescribed by the Companis Act 2006

In our opinion the information given in the direoreport is consistent with the financial statetse



Independent auditors’ report to the members of Rixd¢atural Gas Finance Plc

Matters on which we are required to report by excepon

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

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

o the financial statements are not in agreement tivétaccounting records and returns; or
e certain disclosures of directors’ remuneration gpetby law are not made; or

¢ we have not received all the information and exgtims 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 2010



Phoenix Natural Gas Finance PIc

Statement of comprehensive income
Period ended 31 December 2009

Notes
Net operating expenses 2
Operating loss 3
Finance income 5
Finance expenses 5
Net financing expenses
Loss before income tax
Taxation 6

Loss for the period

Other comprehensive income

Total comprehensive income

2009
£000

(25)

(25)
2,505

(2,605)

(100)

(125)

35

(90)

(90)



Phoenix Natural Gas Finance PIc

Statement of financial position
At 31 December 2009

Notes 2009
£000

Current assets
Current taxation -
Trade and other receivables 7 269,900
Cash and cash equivalents 13 50
Total current assets 269,950
Total assets 269,950
Non current liabilities
Interest bearing borrowings 8 (267,200)
Current liabilities
Trade and other payables 9 (2,790)
Total liabilities (269,990)
Net liabilities (40)
Equity
Share capital 10 50
Retained earnings (90)
Total equity (40)

These financial statements were approved by thedbwiadirectors on 23 June 2010 and signed on its
behalf by:

WFM McKinstry
Director

Company registration number: NI 600904

The notes on pages 11 to 19 form part of thesedinhstatements.



Phoenix Natural Gas Finance PIc

Statement of changes in equity
Period ended 31 December 2009

Share Retained
capital earnings
£000 £'000
At 7 October 2009 50 -
Total comprehensive loss for the period - (90)
At 31 December 2009 50 (90)

Total
equity
£'000

50



Phoenix Natural Gas Finance Plc

Statement of cash flows
Period ended 31 December 2009

Notes

Cash flows from operating activities
Loss for the year

Adjustments for:

Net finance costs

Income tax expense

Change in trade and other payables

Change in trade and other receivables
Net cash outflow from operating activities

Cash flows from investing activities

Loans provided to parent undertaking
Net cash from investing activities

Cash flows from financing activities
Bond issue receipts
Issue of shares

Net cash from financing activities

Net increase in cash and cash equivalents

Opening cash and cash equivalents

Closing cash and cash equivalents 13

10

2009
£:000
(90)
100
(35)
(25)
373

(360)

(12)

(267,000)

(267,000)

267,012
50

267,062

50

50



Phoenix Natural Gas Finance Plc

Notes
(forming part of the financial statements)

General information

Phoenix Natural Gas Finance Plc (“the companyfomiciled in the United Kingdom and its registered
office is 197 Airport Road West, Belfast. The compdias been set up as a finance vehicle for the
restructuring of the group.

1 Accounting policies

Accounting convention

The financial statements have been prepared inr@amcoe with International Financial Reporting
Standards and International Accounting Standardfle@tively, ‘IFRS’) issued by the International
Accounting Standards Board ('IASB’) as endorsedhigyEuropean Union (‘EU’).

The company’s activities are subject to certaiksrias set on pages 2 and 3. The global finandgscr
and the deteriorating economic environment haveeased the intensity of these risks. The directors
have reviewed the company's business and finangah for 2010 and considered the critical
assumptions underpinning same.

The accounts continue to be prepared on a goingetorbasis, as the directors are satisfied that the
company has access to the resources to continbeexigting business. The accounting policies set ou
below have, unless otherwise stated, been apptiesistently to all periods presented in these fir@n
statements.

Accounting estimates and judgements

The preparation of financial statements requiremnagament to make judgements, estimates and
assumptions that affect the application of policaesl reported amounts of certain assets, lialsijitie
revenues and expenses and disclosures of contirgesdts and liabilities. The estimates and
assumptions are based on historical experiencevandus other factors that are believed to be
reasonable under the circumstances. Since managsnmedgement involved making estimates
concerning the likelihood of future events, theuattesults could differ from those estimates.

Revisions to accounting estimates are recogniseéberperiod in which the estimate is revised and in
any future period affected. The estimate that hasgaificant effect on the financial statements and
estimate with a significant risk of material adjpsnt in the next period is the area of impairment o
financial assets. A description of the policy irsttegard is set out in the accounting policiepwel

Incometax, including deferred income tax

Income tax on the profit and loss for the periognpdses current and deferred tax. Income tax is
recognised in the income statement except to thenexhat it relates to items recognised direatly i
equity, in which case it is recognised in equity.

Current tax is the expected tax payable on theblaxacome for the period using tax rates enacted o
substantially enacted at the statement of finanuisition date and any adjustment to tax payable in
respect of previous periods.

Deferred income tax is provided, using the statéroéfinancial position liability method, on tem@oy
timing differences arising between the tax baseasskts and liabilities and their carrying amodoits
financial reporting purposes. Deferred income tsxdétermined using tax rates based on legislation
enacted or substantially enacted at the statenidirtamcial position date and expected to apply mvhe
the deferred tax asset is realised or the defeaetiability is settled. Deferred tax assets aeognised
where it is probable that future taxable profitdl e available against which the temporary differes

will be utilised.

11



Phoenix Natural Gas Finance Plc

Notes(continued)

1 Accounting policies

Incometax, including deferred income tax (continued)

Deferred and current tax assets and liabilitiescalg offset when they arise in the same tax repgrt
group and where there is both the legal right dedimtention to settle on a net basis or to redlige
asset and settle the liability simultaneously.

Income tax payable on profits, based on the aggkctax law in each jurisdiction, is recognisedaas
expense in the period in which the profits arislee Tax effects of income tax losses available &ryc
forward are recognised as an asset when it is ptebbat future taxable profits will be availablgainst
which these losses can be utilised.

Trade and other receivables
Trade and other receivables are stated at thdilessimpairment losses.

I mpairment
The company makes provisions for impairment ofrimal assets to reflect the losses inherent ineghos
assets at the statement of financial position date.

The carrying values of the company’s assets, dtien deferred tax and financial assets are reased
each statement of financial position date to deteenwhether there is any indication of impairmeft.
any such indication exists, the asset’s recoverafleunt is estimated.

Share capital

Issued financial instruments, or their componeats, classified as equity where there is no conigdct
obligation to transfer cash or other financial &s$e the holder. They confer on the holder a rtedid
interest in the assets of the company.

Cash and cash equivalents

Cash comprises cash on hand and demand deposgh. €gaivalents are short-term highly liquid
investments that are readily convertible to knowroants of cash and that are subject to an insaamifi
risk of changes in value.

I nterest-bearing borrowings

Interest-bearing borrowings are recognised ingtiat fair value less attributable transaction costs
Subsequent to initial recognition, interest-bearbgrowings are stated at amortised cost with any
difference between cost and redemption value begaggnised in profit or loss over the period of the
borrowings on an effective interest basis.

Finance income and expenses
Financing expenses comprise interest payable amwmgs calculated using the effective interese rat
method.

Interest income is recognised in profit or losst ascrues, using the effective interest method.

12



Phoenix Natural Gas Finance Plc

Notes(continued)

1

Accounting policies

New standards and interpretations not yet applied

The following EU IFRSs were available for early Bggtion but have not been applied by the group in
these financial statements. Their adoption is xpteeted to have a material effect on the financial
statements unless otherwise indicated:

e Revised IFRS 3 ‘Business Combinations’ (mandatarytifie year commencing on or after 1 July
2009).

e Amendments to IAS 27 ‘Consolidated and Separatarfeial Statements’ (mandatory for the year
commencing on or after 1 July 2009).

e |FRIC 12 ‘Service Concession Arrangements’ (Mandator EU adopters for years beginning on or
after 29 March 2009).

e [IFRIC 15 ‘Agreements for the Construction of Reatdfe’ (mandatory for year commencing on or
after 1 January 2010).

o [FRIC 16 ‘Hedges of a Net Investment in a Foreigrefation’ (mandatory for EU adopters for the
year commencing on or after 30 June 2009).

e Amendments to IAS 39 ‘Financial Instruments: Recddigm and Measurement: Eligible Hedged
Items’ (mandatory for year commencing on or aftdullyy 2009).

e Amendments to IAS 39 ‘Reclassification of Financrssets: Effective Date and Transition’
(mandatory for year commencing on or after 1 JOR9).

e [IFRIC 17 ‘Distributions of Non-cash Assets to Owsgigmandatory for year commencing on or after
1 November 2009).

e [FRIC 18 ‘Transfer of Assets from Customers’ (maodga for year commencing on or after 1
November 2009).

e Amendments to IAS 32 ‘Financial Instruments: Préson — Classification of rights issue’
(mandatory for year commencing on or after 1 Falyr@@10).

e Amendments to IFRS 2 ‘Group Cash-Settled Sharecbpagments transactions’ (mandatory for
year commencing on or after 1 January 2010).

e Improvements to IFRSs (issued 16 April 2009) (adwptiates vary but certain improvements are
mandatory for the year commencing on or after § 40D9).

o Revised IAS 24 ‘Related Party Disclosure’ (mandatiar year commencing on or after 1 January
2011).

e |FRS 9 ‘Financial Instruments’ (mandatory for yeammencing on or after 1 January 2013).

e [FRIC 19 ‘Extinguishing Financial Liabilities wittEquity Instruments’ (mandatory for year
commencing on or after 1 July 2010).

e Amendments to IFRIC 14 IAS 19 ‘The limit on a defth benefit — assets, minimum funding
requirements and their interaction (mandatory Earycommencing on or after 1 January 2011).

Net operating expenses
2009
£'000

Professional fees 25

13



Phoenix Natural Gas Finance Plc

Notes(continued)

3

Net operating expenses

2009
£'000
Included within the loss on ordinary activities tref taxation
are as follows:
Auditors’ remuneration
- Audit fees for financial statements 5

The auditors’ remuneration of £5k for the finanatltement audit is borne by a fellow group company

Directors’ emoluments

The company had no employees during the period thia@ the executive directors, whose emoluments
were £Nil for the period. The directors of the gamy are employed and remunerated as employees of
Phoenix Natural Gas, a fellow subsidiary of Kellamestments Limited, in respect of their servioes t
the group as a whole. The directors considerttimamount of time spent in their capacity as tarsc

of Phoenix Natural Gas Finance Plc is not significa

Finance income and expense

2009

£'000
Interest income on loans to group undertakings 2,505
Finance income 2,505
Interest expense on bonds (2,605)
Finance expense (2,605)
Net finance expense recognised in profit or loss 1@q0)

14



Phoenix Natural Gas Finance Plc

Notes(continued)

6 Taxation

Recognised in the income statement

2009
£000
Current tax
UK corporation tax on loss for the period (35)
Adjustment in respect of prior periods -
(39)
Deferred tax
Origination and reversal of temporary differences -
Total credit in income statement (35)

Effective tax rate

The tax for the period is the same as the staralandge rate of corporation tax in the UK (28%) as
analysed below:

2009
£'000
Loss before tax (125)
Corporation tax in the UK of 28% (35)
Effects of:
Difference between current tax rate and deferredste on
timing differences -
Adjustment in respect of prior periods
Total tax credit for the period (35)

15



Phoenix Natural Gas Finance Plc

Notes(continued)

7 Current trade and other receivables

2009
£000
Amounts due from group undertakings 269,900
269,900
8 Interest bearing borrowings
2009
£000
Current liabilities
Bank loans -
Non-current liabilities
Bond 275,000
Less: transaction costs (8,000)
Add: amortisation of loan issue costs 200
267,200
Terms and debt repayment schedule
The group had the following bond in issue at yeat: e
London, regulated market ISIN XS0462854687
The terms and conditions of outstanding loans \asri®llows:
Nominal Year of Face Carrying
Currency interest rate maturity value amount
£000 £000
Bond GBP 5.5% 2017 275,000 267,200
Total interest-bearing
Borrowings 275,000 267,200

The bond is guaranteed by Phoenix Natural Gas ed{iPNG) and Phoenix Distribution Holdings
Limited (PDHL). Security is held over PDHL'’s assgbrincipally shares in PNG.

16



Phoenix Natural Gas Finance Plc

Notes(continued)

9 Trade and other payables

2009
£'000
Accruals 2,790
10 Share capital

2009
£'000

Authorised, allotted, called up and fully paid
50,000 ordinary shares of £1 each 50

50,000 ordinary shares of £1 each were issuedomnporation.

11  Commitments

There were no outstanding capital commitments &&dember 2009.

12 Related party transactions

Transactions, arrangements and agreements involvindirectors and others

Key management personnel are those persons cositterhave the authority and responsibility for
planning, directing and controlling the activitie§ the company, directly or indirectly. Management
consider that the only key management personnehardirectors, who take advice from finance.

All directors’ emoluments and key management persbsalaries are paid by Phoenix Natural Gas
Limited directly and are not recharged to the comypas the amount is not deemed to be significasit. A
a result, the company has not been required téodiscompensation paid to key management personnel.

Parent and group undertakings
The table below provides the balances that the eompas with its parent and other group undertaking
along with the transactions included in the incataement:

2009
Parent Group
company undertakings
£000 £000
Statement of comprehensive income
Interest receivable 2,505 -
Statement of financial position
Amounts due from group undertakings 269,900 -

17



Phoenix Natural Gas Finance Plc

Notes(continued)

13 Cash and cash equivalents

2009
£'000
Bank balances 50
Cash and cash equivalents 50

14  Financial instruments

The fair values of the financial assets and liibgi together with the carrying amounts showrnen t
statement of financial position, are as follows:

2009
Carrying Fair
Amount value
£000 £000

Assets
Trade and other receivables 269,900 269,900
Cash and cash equivalents 50 50
Liabilities
Trade and other payables (2,790) (2,790)
Loans and borrowings (267,200) (275,000)

Trade and other receivables

The fair value of trade and other receivables vetisnated using discounted cash flows applying eithe
market rates, where practicable, or rates currerftgred by other financial institutions for plaggwith
similar characteristics.

Cash and cash equivalents
Cash and cash equivalents consist of bank balamitleghe parent company with their carrying value
being equal to their fair value.

Trade and other payables
The fair value of all trade and other payablessisneated using discounted cash flows applying eithe
market rates, where applicable, or interest rate®ntly offered by the group.

Loans and borrowings

The fair value of loans and borrowings is estimaisithg discounted cash flows applying interestsrate
implicit in the underlying financial instrument.

18



Phoenix Natural Gas Finance Plc

Notes(continued)

14

15

Financial instruments(continued)

Liquidity risk
The following are the contractual maturities offintial liabilities, including estimated interest
payments:

28 February 2010

Carrying Contractual 6mths 6-12 mths  1-2 years yBd's More than
amount  cash flows or less 5 years
£'000 £000 £'000 £'000 £000 £'000 £000
Secured bank loans 267,200 380,875 7,562 7,563 2851 45,375 305,250
Trade and other payables 2,790 2,790 2,790 - - -
269,990 383,665 10,352 7,563 15,125 45,375 305,250

Interest rate risk

At the reporting date the interest profile of tlwenpany’s interest bearing financial instruments:was

Carrying
amount
£'000
Fixed rate instruments
Financial liabilities (267,200)
Financial assets 269,900
Liabilities
Trade and other payables (2,790)

Fair value sensitivity analysis for fixed rate instuments

The company does not account for any fixed ranioml assets and liabilities at fair value throtigh
profit and loss account, and the company does esigdate derivatives (interest rate swaps) as hgdgi
instruments under a fair value hedge accountingemotherefore a change in interest rates at the
reporting date would not affect profit.

Parent company
The immediate parent company and controlling patyhoenix Natural Gas Limited, a company
registered in Northern Ireland. The smallest amgdst group in which the financial statements @f th

company are consolidated is Kellen Investments tleidhia company registered in the United Kingdom.
The accounts for Kellen Investments Limited arelalsée from Companies House, Cardiff.
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