[image: image1.wmf][image: image1.wmf]

29th September 2010

Half Year Statement On Kellen Group Performance

This update outlines Kellen Group’s performance during the six months ended 30 June 2010

Principal Activities

The Group’s operating business and principal activities comprise:

· Phoenix Natural Gas (PNG) – the largest gas distribution business in Northern Ireland, being owner and operator of the licence for the gas distribution network in Greater Belfast and Larne.

· Phoenix Supply (PSL) – the market leader in gas supply in Northern Ireland providing natural gas to customers from the PNG distribution network.

· Phoenix Energy (PEL) – 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.

· Phoenix Energy Services (PES) – a specialist provider of downstream services into the Northern Ireland energy market including services to PNG and PSL as well as the provision of maintenance and appliance servicing to energy consumers.   

Strategy Update

The Group’s Strategy continues to be: 

· The expansion of its gas distribution network in Northern Ireland in line with its licence requirements through the development of the natural gas market and connection of new customers.  

· To operate its businesses efficiently within the relevant regulatory environment (i.e. PNG & PSL in Northern Ireland and PEL in Republic of Ireland) whilst providing service excellence to its customers.  

· To grow its non-regulated business’ in other markets such as through PES increasing the number of customers using its service.

Divisional Review

PHOENIX NATURAL GAS (PNG)

PNG, the distribution business, continues to invest in extending the network and expanding the utilisation of gas through the marketing of natural gas to prospective customers and, thereafter, through the connection of new customers to the gas network in its licence Area.  PNG is in the process of constructing 5.5km of new strategic network in the northern sector of its licence area.  This reinforcement will provide additional capacity throughout the distribution network in line with increasing forecasts of gas demand. 

The PNG network now extends to around 3,057km of intermediate, medium and low pressure gas-mains, which distributes natural gas to more than 279,500 potential customers. To date 134,500 (48%) properties have been connected to the gas network. 

The network has operated without major incident in the year to date with no physical interruption being required throughout the winter period. A new all-time peak day of 21.8GWH was experienced on 8th January 2010 (2009 peak day was 18.3GWH).  

PNG has agreed a further modification to its 40 year licence with the Northern Ireland Authority for Utility Regulation to support its continued development of the market.  This modification has removed the limit on the number of Pay as You Go (PAYG) meters that can be provided to customers. In addition it has agreed the detailed methodology for implementing the retrospective mechanism and the rolling capex incentive mechanism.  The principles for both these mechanisms were already agreed as part of the last price control review.

PHOENIX SUPPLY (PSL)

PSL, the Group’s main gas supply division currently supplies gas to the majority of customers in PNG’s licence area in Greater Belfast and Larne.

While the general economic climate remains challenging PSL has been able to reduce the impact of energy costs by maintaining its tariff throughout this period.  (PSL had previously reduced its published tariff by 22.1% in January 2009 and a further 19% on 1st October 2009 reflecting a reduction in wholesale gas costs).

The gas supply market in the Greater Belfast area has been open to competition since January 2007.  However, only in the past 12-months has competition intensified across all industrial and commercial sectors. PSL continues to maintain its position as market leader in NI and supplied over 90% of the total gas distributed in its licence area in the year to date.  

In the year to date the strong customer service credentials of PSL have been recognised by the company winning a Best Customer Focus award in the national Best Business Awards.  The company has also been shortlisted as a finalist in the Customer Focus category of the UK National Business Awards.

PHOENIX ENERGY SERVICES (PES)

PES has continued to expand its business in the first-half of 2010, both internally to PNG and PSL, in line with growth of the gas network and increasing customer base and to the wider energy market through the provision of ‘on demand’ service and maintenance products and services. 

The apprentice development scheme operated within PES continues to deliver high calibre safety focused engineers to the business at minimum cost which will be critical over the next number of years as economic conditions improve. The success of this new NVQ 6012 gas technical apprenticeship has been recognised nationally by the Institute of Gas Engineering Managers (IGEM) with the presentation to PES of the “Energy & Utility Skills” award at the national ceremony held in May in London.

PHOENIX ENERGY (PEL)

Phoenix Energy was established to expand the Group's retail activities to the Republic of Ireland (ROI) and initially target the large industrial and commercial sector of the market.

The company commenced supplying natural gas in ROI on 1st November 2009 and since then has secured one of the largest customers ever to switch from the incumbent supplier which represents around 20% of the non power generation volume in the sector above the regulated tariff level.

Phoenix Energy continues to grow and has added a number of well known Irish brands to its growing customer base.  During the year the successful penetration of this market and the growth achieved was recognised when the company won the Chartered Accountants Ulster Society Spirit of Enterprise Award.

The company operates under licence granted by the Commission for Energy Regulation and anticipates a further period of growth ahead.

Corporate Responsibility

The Group’s approach to Corporate Social Responsibility (CSR) remains unchanged.  The LIFE Program, which stands for Leadership in the Marketplace, Investing in our People, Fostering the community, and Environmental Responsibility, is an  integrated yet wide-ranging approach, which  continues to deliver consistent results and real benefits both internally for staff and externally to the local communities that we serve.  The past six months has seen the Group recognised for the sixth-year running with a national ‘Big Tick’ Award from Business In The Community. This year the Group was the only organisation in Northern Ireland to be awarded a Big Tick for ‘impact on society’.

The Energy for Children Trust, which was founded by the Group 5 years ago, continues to both extend its reach into the community and expand its fundraising activities; it is on target to raise  around £300,000 for worthwhile causes by end 2010. The Trust as so far helped improve the lives of around  3,000 disadvantaged children.

Conclusion 

The operating environment for the Group remains challenging, with the pressures of the recession continuing to impact on consumer spending. However the extremely cold winter has boosted demand for gas in 2010, whilst the maintenance of stable selling prices relative to other fuels has provided both a timely boost to potential consumers considering a switch to gas from other fuels and to existing customers experiencing pressures on household spending. 

The focus on the expansion of the network and customer base within the distribution business, balancing costs with incomes whilst servicing customers effectively within supply businesses and expanding of service offering in the energy services business continues to provide clear operational drivers into the future.

The emphasis of managing the Group’s regulatory environment, alongside the commercial realities of enhancing operating performance and financing of its activities coupled to the delivery of shareholder value through effective management of the business, continue to be a key focus for the management in 2010 and beyond.

The efforts of our staff, in the successful delivery of these goals in the first-half of 2010, remains key and we look forward to reporting further upon our achievements in the second-half of the year. 

We will update you with our annual results and report for 2010, which will be published in June 2011.      

-ENDS-     

