28th September 2009
Half Year Statement On Kellen Group Performance

This update outlines Kellen Group’s performance during the six months ended 30 June 2009

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 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 extension 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 maximise the efficiency of its regulated businesses, PNG & PSL, in Northern Ireland whilst providing service excellence to its customers  
· To grow its non-regulated business’ in other markets such as within PES through increasing number of customers using its service 

Two rating agencies (Moody’s and Fitch) are currently engaged by the Group in order to give a rating to Phoenix Natural Gas.

Divisional Report

PHOENIX NATURAL GAS
Phoenix Natural Gas, the distribution division, continues to invest in growing the network and extending 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 of Greater Belfast and Larne.  An extension, taking gas to a large new Co-Generation Plant (Gas CHP) at existing commercial customers’ premises near Lisburn, is almost complete with the customer expected to start flowing gas in early autumn.

The Phoenix network now extends to around 2,970km of intermediate, medium and low pressure gas-mains, which distributes natural gas to more than 268,000 potential customers throughout the Licence Area. Accumulated connections to this network in the 12 years since construction commenced have now reached 126,000 (at the end of June 2009) with growth in connections to the network for the year to date in line with expectations in all market sectors.

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 18.3GWH was experienced on 5th February 2009 (2007 peak day was 16.9GWH).  

Phoenix has agreed further modifications to its 40 year licence with Northern Ireland Authority for Utility Regulation to support its continued development of the market including the introduction of an incentive to grow owner occupied and small I&C customers. In addition it has agreed to the introduction of financial ‘ring fencing’ obligations which are broadly equivalent to those applicable to similar network operators in UK bringing Phoenix into line with other more mature utility companies.
PHOENIX SUPPLY

Phoenix Supply Limited, the Group’s gas supply division currently supplies gas to the majority of customers in Phoenix Natural Gas’ licence area in Greater Belfast and Larne.

While the general economic climate for all businesses remains challenging Phoenix Supply has been able to lessen the impact of energy costs to its customers by reducing its tariff prices by 22.1% in January 2009, as a result of the fall in the wholesale cost of gas. This price reduction made Phoenix Supply the first major gas supplier in the UK and Ireland to announce a significant price reduction in 2009.

Since this review, the wholesale cost of gas has continued to fall further resulting in Phoenix Supply announcing a further 19% price reduction in its published tariff prices in September 2009, to be effective from 1 October 2009. 
Whilst the gas supply market in the Greater Belfast area has been open to competition since January 2007, competition is mainly active within the Industrial and Commercial sector. Phoenix Supply continues to supply more than 99% of all customers with natural gas.  
Phoenix Supply is regulated under licence by NIAUR and as a result is subject to a price control. This price control includes, in the absence of active competition in the tariff sector (those using less than 25,000 therms per annum), the imposition of a maximum average price which Phoenix Supply can charge for the supply of gas. This maximum price is set so as to allow Phoenix Supply an allowable level of operating costs, a regulated level of profit margin from this sector of the market and to enable actual gas costs incurred to be passed through to customers. This results in any over or under recovery of such actual costs against forecast being passed through to customers in future tariff periods. 

PHOENIX ENERGY SERVICES

The Energy Services Division has continued to expand its business in the first-half of 2009, both internally to the Distribution and Supply Divisions’, 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.  
Phoenix Energy Services were recently presented with the Corgi Installer of the Year Award for Northern Ireland for the second year in succession together with runner up in Training Initiative of Year for the excellence of its training programmes for apprentices.
Corporate Responsibility

The Group’s approach to Corporate Social Responsibility (CSR) remains unchanged.  The values that underpin its activity in this key area of corporate activity continue to deliver consistent results and real benefits to the community we operate within and those we serve.  The past six months has seen the Group recognised for the fifth-year running with a National Big Tick Award from ‘Business In The Community’.
The Energy for Children Trust, which was founded by the Group 3 years ago, continues to both extend its reach into the community and expand its fundraising activities; it is on target to raise since its inception more than £250,000 for worthwhile causes by end 2009. The Trust is also expanding its donor base through the addition of member companies and organisations committing their fund-raising efforts for the Trust to distribute.

Conclusion

The operating environment for the Group remains challenging, with the pressures of the recession impacting on demand. On a positive note, the significant reduction in gas costs experienced in 2009 have enabled Phoenix to provide a timely boost to its consumers through a reduction in their gas bills. 
The focus on the expansion of the network and customer base within the Distribution Division, balancing costs with incomes whilst servicing customers effectively within the Supply Division and expanding of service offering in the Energy Services Division provides clear operational drivers for each of the separate divisions.

The emphasis of managing the regulatory environment, in which the Group operates, alongside the commercial realities of improved operating performance, financing of its activities and the delivery of shareholder value, continue to be a key focus for the Group in 2009 and beyond.

The efforts of our staff, in the delivery of these goals in the first-half of 2009, have been tremendous 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 2009, which will be published in June 2010.
-ENDS-     

