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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
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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



Phoenix Natural Gas Limited

Directors’ Report and Financial Statements
Year ended 31 December 2010

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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25

26

27

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.
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