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Chief Executive Officer’s Statement

Key Events

At 31 March 2010, Electrrcity North West Limited (“ENW”) completed its second full year as the sole operating
company within a group of compames (the “NWEN J Group™) of which the ultimate parent 1s North West Electricity
Networks (Jersey) Limited (“NWEN J”) The past year has seen the completion of a number of sigmficant challenges
which have laid the foundation for the company and the Group for the next 5 years and beyond The following key events
and activities have occurred 1n the financial year ended 31 March 2010

s A sigmficant amount of tme and resource has been spent, negotiating and concluding the fifth Distribution Price
Control Review (“DPCR5”), which took effect from 1 April 2010 Ofgem’s final proposals were published
December 2009 and accepted by ENW on 6 January 2010 DPCRS envisages an expenditure programme between 1
Apnil 2010 and 31 March 2015 of £1 1bn' funded by year-on-year price increases throughout the period of 8 5%
above underlymng increases n the Retail Price Index (RPI} Ofgem proposals were enacted through changes to
ENW'’s Electricity Distribution Licence (the “Licence”)

e The Group completed a sigmficant refinancing process on 21 July 2009 The transaction centred around the need to
refinance a £465m bridging loan {the “bridge™) held at North West Electricity Networks Limited (“NWEN"), ENW’s
parent The bridge was due for repayment in December 2010 Durning the year, the Group has refinanced the bridge
through the 1ssuance of Notes and listed them on the London Stock Exchange

s The business has been affected by the impact of reduced consumption levels, pressures of falling RPI, adverse
pension scheme valuations and adverse fair value movements of financial instruments

s The Executive team have also continued to invest efforts in defining ENWs corporate strategy, vision, values and
goals

The financial year ended 31 March 2010 has been another year of challenge for the company We remain absolutely
focused on delivering for our customers with what 1s now a clear roadmap and firm foundation for the future

Operations

ENW owns the Electricity distribution network 1n the North West of England and 1s accountable for the obligations
contamed in the Licence

Under the Asset Services Agreement (ASA), ENW engage Umited Utthties Electricity Services Linmited (“UUES™), a
subsidiary of Umited Utilities plc, to manage delivery of all operations and maintenance, capital investments, connections
and customer service  ENW s responsible for the strategic management of the distribution network

ENW work with UUES to ensure

+ Maintenance and development of a rehiable and safe network,

» Compliance with hicence requirements and other regulatory and legal obligations,

s Achievement of customer service, quality of supply and other service standards, and
s Delivery of efficiencies and financial targets

The ASA commenced on 7 Apnl 2007 and is an § year contract for the provision of electricity distribution network
services The ASA effectively includes a break clause at 31 March 2010 due to the necessity to agree a revised structure
of charges as a result of the DPCRS settlement Negotiations are currently ongomg with UUES to reach an agreed
outcome This matter has been further disclosed on page 11 of the Business Review under principal nsks and
uncertainties

' Electnicity Distnibution Pnice Control Review Final Proposals — Allowed revenue financial sssues (Red 147/09) published by Ofgem
7 December 2009
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Chief Executive Officer’s Statement (Continued)

Performance

Revenue has declined by 5 4 per cent to £323 4m (31 March 2009 £341 8m), reflecting a sigmificant decline in unit sales
during the year in both industrial and domestic consumption Operating profit also decreased by 14 1 per cent to £155 9m
in 2010 (31 March 2009 £181 5m), primarily reflecting the decrease in revenue and an increased deprecation charge 1n
the year due to the commissioning of a number of significant projects in line with the five year delivery plan

The financial year ended 31 March 2010 signalled the completion of the Fourth Distmbution Price Control Review
(DPCR4) period within which, ENW has focused on maintaining the ntegrity, security and safety of its electricity
cistribution network During the year the business replaced or refurbished 159 (31 March 2009 128) kilometres of
overhead hines and replaced or installed 253 (31 March 2009 378) kilometres of underground cables It also replaced or
refurbished 495 (31 March 2009 472) swiichgear umts and replaced or installed 475 (31 March 2009 568) transformers

Electneity supplies were available for 99 99% (31 March 2009 99 99%) of the time during the financial year ended 31
March 2010, mamtaining the business’s high level of performance in managing the network to maintain constant supplies
for consumers Under the regulatory interruptions incentive scheme, ENW has been set network performance targets for
the number and duration of customer supply interruptions

The average number of interruptions per 100 consumers per annum was 50 55* (31 March 2009 48 40), out-performing
the regulatory target for the year of 57 10 (31 March 2009 57 10) The average number of minutes for which consumers
were without supply was 49 87 minutes* (31 March 2009 50 90), beating the regulatory target for the year of $3 Q0
minutes (31 March 2009 54 70) (Figures denoted by * are draft subject to Ofgem audit and exclude severe storms and
other exclusions in accordance with Ofgem rules)

Corporate Strategy

ENW continues 1ts strategic focus on enhancing the value of the busmess through investment, and improving the
efficiency and quality of service We are on track to deliver better performance for our stakeholders during the year to 31
March 2011

Commercial strategy 15 discussed in more detail in the Business Review on page 8
Stakeholders

We are committed to histening and responding to the needs of our different stakeholders employees, customers, investors,
regulators and our commercial partners Understanding their requirements and then managing and reporting our
performance 1s central to how we run our business The comerstone of this approach 1s our employees and [ would like to
thank them for their continuing commitment and hard work

The board places great importance on the quality, accuracy and rehability of information on both financial and non-
financial matters that we provide to our regulators Such information 1s subject to mgorous nternal checks, review and
sign off before 1t 1s submitted

The Future

The ENW Senior Leadeg:»hlp team are commutted to building on the foundations of what has been a challenging financial
year and continuing to,1€4d the strategy for the long term development of the asset base

By S

Steve Johnson
Chief Executive Officer

Ehe Chiefl Executive Officers Statement and other sections of Annual Report and Consohidaled Financial Statements contan forward leoking
statements that are subject to lactors assoctated with, amongst other matiers, the econom:c and business circumstances occurring within the
regton and country 1n which the Group operates It1s beheved that the expectanons reflected 1o these statements are reasonable but they may
be affected by a wide range of vanables which could cause actual results to differ materally from those anticipated at the date of the Annual
Report
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Business Review
Nature of the Business
Business overview

ENW (“the Company™) 1s a private lmited company registered in England and Wales The principal activity of the
Company and of the ENW Group (“the Group”) 1s the distribution of electncity in the North West of England. ENW 1s
the only operating Company within this Group and as such, reference to ‘the Company’ reporting the following business
review and directors report 1s effectively referring to the operational activity of ENW Group

Business description

The electricity industry in the UK consists of four distinct components generation, transimssion, distribution and supply
(see figure 1 — UK electricity market components) The majority of electricity distibution services are provided by
regional distribution companies, each with 11s own service area These are based on the UK electricity distmbution
companies in England, Scotland and Wales (Figure 2) The electricity market 1s regulated by the Gas and Electricity
Markets Authority (the Authonty), which govemns and acts through the Office of Gas and Electricity Markets (*Ofgem”)
In the electricity market, supphers contract with generators (for wholesale power) and with transmission and distribution
network businesses (for delivery services), in order that they can provide energy to final consumers

Figure 1 UK electricity market components Figure 2 UK electricity distribution companies
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Business Review (continued)
Electricaty Distribution Summary

The Company owns the mamn electricity distribution network in North West England which carries electricity from the
National Grid along power lines to consumers’ premises on behalf of the electricity supply compames who are ENW’s
main commercial customers Annual revenue 1s currently driven, in part, by the volume of electricity distributed The
income derived from the distribution business therefore depends currently, in part, on changes in the demand for
electricity by consumers 1n North West England, and also from generators who are connecied to ENW’s network
Demand for electricity 1s affected by such factors as growth and movements in population, social trends, economic and
business growth or decline, changes in the mix of energy sources used by consumers, weather conditions and energy
effictency measures The electricity distribution business 1s a regulated business in which the revenue from charges,
which a company may collect 1n any year, 1s capped by the electricity regulator (as described in more detail below)
Accordingly, profit derived from the distribution business of ENW also depends upon efficiency, achieved by reducing
and controlling costs, and providing high standards of service

Key non-financial performance measures for the business relate to qualty of supply Electricity supplhes were available
for 9999% (31 March 2009 99 99%) of the time durning the financial year ended 31 March 2010, sustaining the
busmness’s high level of performance 1n managing the network to maintain constant supplies for consumers Under the
regulatory Interruptions Incentive Scheme, ENW has been set network performance targets for the number and duration
of customer supply mterruptions Although we have still outperformed regulatory targets, performance 1n the past year
has been adversely affected by a few high impact events on the 132kV and 33kV networks The average number of
interruptions per 100 consumers per annum was 50 55* (31 March 2009 48 40), out-performing the regulatory target for
the year of 57 10 (31 March 2009 57 10) The average number of minutes for which consumers were without supply was
49 87 minutes* (31 March 2009 50 90), beating the regulatory target for the year of 53 00 minutes (31 March 2009
54 70) (Figures denoted by * are draft subject to Ofgem audit and exclude severe storms and other exclusions 1n
accordance with Ofgem rules)

Regulation
Economic Regulation

The electncity industry in Great Britain 1s regulated under the Electricity Act 1989 (the ‘Electricity Act’), the Utilities Act
2000 (the ‘Uulities Act’), the Energy Act 2004, the Energy Act 2008 and the Energy Act 2010 (‘the Energy Acts’) The
Electricity Act, as amended, requires all companies distributing electricity to be hcensed unless they are covered by an
exemption Economic regulation pursuant to these licences 1s the responsibility of the Gas and Electricity Markets
Authonty (GEMA) who act through an executive office, Ofgem Ofgem also exercises powers on behalf of GEMA under
UK competition legislation, most significantly the Competition Act 1998 and the Enterprise Act 2002

In 2001, n accordance with the requirements of the Utilities Act 2000, the hcence for the distribution and supply of
electricity which was granted in 1989 was modified to exclude the supply of electnicity The licences continue n force for
an indefinite period, subject to potential termination rights as set out below ENW holds an electricity distribution licence
that authorises 1t to distribute electricity anywhere 1n Great Britain  Under that hcence, ENW distributes electricity across
its distribution system covering an area i North West England compnsing around 2 4mullion (31 March 2009
2 4mtllion) consumer premmises Restrictions included within the electricity distribution licence include

+ anon-discrimmation obligation,

e restrictions on the payment of dividends The board of directors must provide a certificate of cemphance before
dectaring dividends, affirming they are satisfied that the business 1s complying with relevant licence oblhigations
including that 1t has sufficient resources and that the making of the distnbution will not cause 1t to be 1n material
breach of any of the obligations in the future,

e restrictions on dealing with associated companies The consent of Ofgem is required before lending any funds to an
associated company and all transactions with associated companies must be on an arms length basis, without cross
subsidy,

e nng-fencing of financial and management resources of the licensed business, Regulatory Asset Valuation (RAV)
gearing, and

» restriction on the disposal of any asset forming part of the distnbution system
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Business Review (continued)
Econonuc Regulation (continued)

Licence conchtions can be modified by Ofgem erther with the agreement of the licensee (or, in the case of standard
conditions, with the agreement of the requisite proportion of licensees) or following reference to the Competition
Commuission for a decision on public interest grounds The hicence can be terrmnated on 25 years’ notice given by the
Secretary of State

Ofgem regulates electricity distribution charges by capping the average charges that a company can impose 1n any year
Ofgem conducts a pertodic review and sets price caps every five years This price cap 1s set by reference to mflation as
measured by the retail price index 1n the UK plus an adjustment factor known as ‘X’ which 1s specific te each company
The size of a company’s X factor (which can be positive, negative or zero) and the change at the start of a price control
period to the opening revenue value (defined as Py change) reflect the scale of 1s capital investment programme, 1ts cost
of capital and its operational and environmental obligations, together with scope for it to improve 1ts efficiency  The most
recent periodic review was completed at the end of 2009 and covers the period from | April 2010 to 31 March 2015 For
the 2010-15 review period, ENW has been allowed a real (excluding nflation) Py price increase of 8 5 per cent in
2010/11 followed by consistent 8 5% increase in real prices each year thereafter (1 e the X factor = 8 5%)

Price cap regulation as operated n the UK 1s performance based Compames are incentivised to be efficient, both in
terms of their operating costs and in the implementation of their capital expenditure programme The benefit of any
efficiency savings achieved through effective management 1s retained by the compames for a period of up to five years,
after which time the benefit 1s passed to customers via the price setting process The cost of any under performance due
to poor management 1S borne by the companies An incentive scheme was ntroduced by Ofgem 1n Apnil 2002 which
provided greater focus on three specific service areas number of interruptions to customers’ supphes, length of those
interruptions, and quahty of the telephone response to customers Ofgem has reviewed its approach to mcentive schemes
in each price control review, including the form of the scheme, targets and associated costs It has been agreed that the
distnibution network operators’ performance 1n those areas will continue to be incentivised until the end of the next price
control pertod (31 March 2015) Under the scheme, ENW 15 subject to annual rewards and penalties depending upon its
performance against pre-specified targets Both rewards and penalttes under the incentive scheme are capped at 3 0 per
cent of annual revenues

Under the terms of their licences, electncity distribution network operators (*‘DNOs’) must produce and implement
common charging methodologies for both connection to and use of ther distributton systems The methodologies are
required to set out the principles and methods by which charges will be calculated The methodologies must be approved
by Ofgem

Electricity metering services

In 2007 Ofgem consulted on licence modifications that were ntended to clarify the obligations on DNQs with respect to
electricity metering services after the price controls on the provision of new and replacement meters and meter operation
services expired on 31 March 2007 The effect of the modifications was to make clear that from 1 Apnil 2007, the
regulatory price cap would be retained only for the rental of electricity meters installed prior to 31 March 2007 Other
metering services would no longer form part of the definitton of a distribution business and DNOs that wished to provide
new or replacement meters or meter operation services must do so through a separate subsidiary As a result of this
change, ENW ceased the provision of meter operation services from 30 June 2007 ENW conlinues to earn revenue for
the rental of our legacy stock of installed metering assets This revenue 15 governed by a separate price control from the
control of distribution system charging
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Business Review (continued)
Environmental regulation
Under grounding of overhead lines

All electricity companies have a general duty under the Electricity Act to have regard to the desirability of environmental
preservation and conservation and the protection of Sites of Special Scientific Interest when they formulate proposals for
development ENW may be required to carry out an environmental assessment when it intends to lay cables, construct
overhead hnes or carry out any other development 1n connection with its licensed activities In response to discussions
with environmental organisations in ENW’s operating area, and with the backing of Ofgem, the Company has embarked
on a programme of replacing overhead hines with underground cables at selected sites in Designated Areas (National
Parks and Areas of Outstanding Natural Beauty) based on visual amemity considerations For the fourth Distribution
Price Control Review (DPCR4) period (2005-2010), Ofgem has allowed companies to *log-up’ the efficiently incurred
costs of undertaking this work, in ENW’s case to 2 maximum of £5m over the period The first of these schemes was
completed 1n October 2006 and ENW have undertaken schemes in six of the seven ehgible areas with a total of £4m
mvested Ofgem have agreed to the contuation of the scheme mto DPCRS (2010-2015) at a simular level

High voltage assisted cables

ENW, in common with all other UK electricity companies, owns and operates pressure assisted high voltage cables
These operate at voltages of 33kV and 132kV  These cables are either filled with nitrogen gas or a hight o1l ENW
operates both types, having 543 kilometres (31 March 2009 553 kilometres} of the latter type of cable In the main, the
o1l 15 biodegradable, although some older cables are pressurised with a variety of oil that 1s not The potennal for loss
mnto the environment of the o1l, due to leaks or third party damage, 15 recognised nationally by all electricity companies
and the Environment Agency (EA) and 15 an 1ssu¢ concerning waste disposal and pollution law  In order to mitigate the
effects of any losses, EN'W 1s party to a national code of practice agreement with the EA participating in regular meetings
to discuss matters of mutual interest on fluid loss mitigation  Over the last seven years, the company has worked to
mintmise losses nto the environment and has reduced annual loss to around 16 0 m® (31 March 2009 24 5 m’) in 2010
from a high of 74 m® in the year ended 31 March 2002

Sulphur hexafluoride (SFg) management

SFe 15 a gas with excellent electrical insulation and other properties, which has led to its widespread use n electrical
switchgear However, there 15 concern regarding the SF¢ that escapes into the atmosphere as SF¢ 15 a potent greenhouse
gas, with a greenhouse warming potential of 22,200 times that of carbon dioxide Current legislation relating to the use of
SF gases does not require specific reductions within the electrical distnibutton industry, although there are general
requirements under the Kyoto protocol and EU Chmate Change Convention directives to look to reduce and curb
emiussions of all greenhouse gases, including SF,

ENW's greenhouse gas management strategy 1s to accurately monitor, record and control levels of leakage, 1o replace
equipment at higher leakage rate sites, develop future targets and more importantly safeguard electrnicity supplies The
company 1s working with the electricity industry and manufacturers to continue developing vacuumn and sohid insulation
for switchgear, and so work towards eventual climination of SF, switchgear

The frequency and amount of ENW losses are recorded on a database with results submitted on a yearly basis to Ofgem
and the EA as part of the statutery reporting process The total sum of losses comprise of “actual losses” derived from the
amount of SF4 gas used to refill the equipment during maintenance operations and “assumed yearly losses” estimated as a
percentage of the total inventory held, this percentage agreed with the EA is currently 1%

The total mass of SF¢ controlled by ENW n 2009/10 was 20,867kg (31 March 2009 19,089kg), the annual leakage of
SFg, as recorded at 1 April 2010 and reported to the EA, equated to 702kg (31 March 2009 585kg), or 3 36% (31 March
2009 3 06%) of the nventory of which 526kg were actual losses and around 91% of this loss was attributable to the
agemng Whitegate Substation m East Manchester which has now been replaced

To further mimimuse losses due to samphng activities, sampling ntervals are restricted to a frequency of once every 4
years for each respective Gas Insulated Switchgear (GIS) plant Addinonally, refurbishment maintenance operations are
not undertaken te prolong the Iife of the GIS equipment Therefore, items of GIS plant reaching the end of thewr
operational hfe are removed from site by specialist contractors and are sent back to the manufacturers to ensure that the
SF, 15 disposed of correctly by a hcensed waste company
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Business Review (continued)
Distributed generation and demand patterns

Apart from the very largest offshore projects, low-carbon generation sources from renewables and combined-heat-and
power (CHP) are typically of an approprtate scale to connect to distribution networks New generators may sometimes
require new connections, network remforcement or changes in the use of existing network

Serving generator customers 15 currently a small business component However 1t 15 set to grow 1n the future In July
2009, the Department of Energy and Clunate Change published its Low Carbon Transition Plan and Renewable Energy
Strategy A key consequence for distribution networks 1s the introduction by the Department of Energy and Climate
Change from 1% April 2010 of a framework of feed-in tariffs for renewable electricity generators < § MW and for small
CHP Other parallel developments include amendments to the Renewables Obhigations for generators not supported by
feed-in tanffs, easing of planning restrictions for small generators, amendments to building regulations, and the
confinuation of on-site renewables targets set by local planning authorities for new developments

Since 2003, ENW has been annually reviewing its forecasts of generator connections at all scales — from large projects
through intermediate scale developments to micro-generation

In the period from 1 Apri 2005 to 31 March 2010, 476 MW of generation was connected n parallel to the ENW
distribution network (to 31 March 2009 271 MW) 205 MW of generation has connected in parallel to the network n the
year | April 2009 to 31 March 2010, including 180 MW associated with the Robin Rigg (Solway Firth) offshore wind
project At 31 March 2010, total generation connected to date to the network was nearly 12 GW afier known
disconnections Forecasting future generation connections 1s subject to considerable uncertainty, but a further 1 GW of
generation 15 expected to connect in the next five years A significant shift 1s expected from the dominance of a small
number of large projects to a much larger number of small renewable and CHP schemes distributed over a wider area

The growth n distributed generation consists of a mixture of export-led projects (large wind and biomass) for which new
network 1s generally required and demand-offset projects at locations of new and existing electricity demand In recent
years, rising electricity prices and then declining economic activity have led to a reduction n electnicity demand
Together with schemes to encourage carbon emissions reduction related to energy use, such as CERT (Carbon Emissions
Reduction Target — on energy suppliers to reduce domestic emissions) and the CRC beginnming 1in April 2010 (Carbon
Reduction Commutment — on larger energy users), there could be a reduction of units distributed in the medium-term
However the financial risk to ENW 1s reduced as from 1% April 2010, price-control allowed revenue is no longer directly
linked to units distributed

Despite reductions in energy distributed over recent years, peak electricity demand has not fallen in the same way Peak
demand 1s the dniver of network capacity and costs Local demand growth 15 likely to continue 1n areas of development
¢ g housing growth and urban centres as suggested by the North West Regional Spatial Strategy and the forthcoming
integrated North West Reglonal Strategy 1n the longer term, other factors such as growth in the use of eleciric vehicles
and connection of heat pumps are likely to contribute significantly to demand
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Business Review (continued)
Commercial
Operating Model

ENW engage UUES to manage delivery of all operations and maintenance, capital investments, connections and
customner service  All such activities are implemented through United Utilities Electricity Services (UUES) under the
Asset Services Agreement (ASA) UUES 15 a subsidiary of United Utihities Plc (UU Plc)

ENW holds the Distnibution Licence and 1s the owner of the regulated assets The Asset Owner (ENW) / Asset Service
Provider (UUES) model allows ENW to focus on the long term asset management and strategic development of the
network to meet future demands whilst requiring UUES to focus on delivery of network and customer services ENW s
responsible for complying with the Licence conditions The key ENW functions are

s regulation and haison with the electricity regulator, Ofgem,

* comphance with environmental and customer service requirements,

*  asset strategy and planning for the development of the electricity network,

»  setting tariffs and managing Distribution Use of System {DUoS) sales ledger, and

* managing its balance sheet in order to obtain an efficient cost of capital and asset financing

Under the ASA, UUES provides all services necessary to

»  Operate, mamntain and repair the hicensed electricity distribution network,

»  Manage and deliver the capital investment projects for the renewal and extenston of the network, and
*  Provide connections, diversions and other such works required by customers in the North West
Asset Services Agreement (ASA)

In Apnil 2007 ENW entered into an 8 year Asset Services Agreement (ASA) with UUES for the provision of electricity
distribution network services The ASA establishes a partnership with aligned goals between ENW and UUES

The ASA sets out “Target Costs” for the operations and maintenance services that UUES will provide For capital
delivery, the ASA allows that Target Costs will be set according to the programme of work and projects agreed between
ENW and UUES UUES eamns a management fee based on the target costs

Furthermore, UUES 15 incentivised to seek continuous improvement and deliver efficiencies  Under the “pain/gain
mechanmism™ in the ASA, the economic benefits of any savings (and the economic costs of any overruns) will be shared
between ENW and UUES The ASA also specifies a suite of key performance indicators which are aligned with ENW’s
regulatory targets and include specific customer satisfaction requirements, quality of service targets, environment and
health and safety targets UUES has a specified base performance level for each key performance indicator with shding
scale bonus/shortfall payments to the extent that performance 1s above or below this level

The ASA effectively includes a break clause at 31 March 2010 due to the necessity to agree a revised structure of charges
as a result of the DPCRS settlement Negotiations continue with UUES to reach an agreed outcome The nisk associated
with the ASA renegotiation 1s discussed further in the principal nisks and uncertainties section on page 11

Resources

Employee Engagement

Good employee engagement remains a priority for ENW as does the need to attract and retain high quality, expenienced
staff The focus for ENW continues to be maintaining a culture which encourages all employees to assist in shaping the
organisational strategy by involving participant employees in 1ts development There has been work completed on role
evaluation, reward strategy and career development, paving the way for investment in our people
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Business Review (continued)

Health and safety

ENW remains committed to mamtaimng high standards of health and safety in every area of the business and 1s n full
alignment with the themes articulated in the HSE's new 5 year health and safety strategy “Powering Improvement”
Since the establishment of the Asset Services Agreement, ENW 1s no longer directly responsible for the health and safety
of UUES’s employees, which now resides entirely with UUES  Key performance indicators are n place within the ENW
business and through the Asset Services Agreement and progress 1s monitored regularly at all levels throughout the
business As a utihty business, the risk profile remains broad with major and minor construction projects and contractor
management playing a key part ENW works closely with both UUES and the electricity industry through the Energy
Networks Association Health and Safety Groups to ensure focus and priority 1s mamtained in this vital area  ENW as the
Asset Owner has a mainly office based organisation and 15 appropriately considered a low risk environment, as there have
been no reportable accidents The reporting uses the accident figures for UUES who had 10 Lost Time accidents (31
March 2009 11) 1n the year to 31 March 2010, 6 (31 March 2009 5) of which were reportable under the Reporting of
Injuries, Diseases and Dangerous Occurrences Regulations (“RIDDOR"), which 1s broadly consistent with the previous
year

Tramng and development

ENW encourages employees to work to their full potential and 15 commutted to improving 1ts employees’ skills through
traiming and development and nurturtng a culture in which employees feel valued There has been a particular focus for
the business going forward coupled with a strong focus on a high performing organisation culture and career
development, supported by the recent provision of Career Development Workshops for managers and employees and the
implementation of succession planning on an organisation-wide basis

Dignmity and equality

ENW respects the dignity and rnights of every employee and supports them in performing various roles n society In
addition, ENW challenges prejudice and stereotyping and welcomes diversity in its workforce There 15 a culture of
openness and the encouragement of involvement of all employees 1n the business 1s a key activity for the leadership team

Employees with disabiities

ENW 1s committed to fulfilling 1ts obligations in accordance with the Disability Discrimination Act 1995 and best
practice As an equal opportunities employer, ENW gives equal consideration to applicants with disabilities o its
employment criteria and will modify equipment and working practices wherever 1t 1s safe and practical to do so, both for
new employees and for those employees that are disabled during the course of theirr employment Additionally, ENW 1s
commutted to providing full support and appropriate training for employees who become disabled durning the course of
their employment so that they can continue to work in a position appropriate to their experience and abilities

Operational assets
As at 31 March 2010, ENW’s facilities included 12,990 kilometres (31 March 2009 13,038 kilometres) of overhead

lines, 43,944 kilometres (31 March 2009 43,794 kilometres) of underground cables (operating at 132 kilovolts, 33
kilovolts, 25 kilovolts, 11 kilovolts, 6 6 kilovolts and 400/230 volts), 18,465 (31 March 2009 18,242) ground mounted
substations and 16,943 (31 March 2009 16,283) pole mounted transformers (Asset counts subject to confirmation as part
of Regulatory Reporting process) ENW holds wayleaves which entitle 1t to run lines and cables through and across
private land and in some circumstances these can be terminated by the landowner or occupier upon notice pursuant to the
Electricity Act However, ENW has statutory rights to seek the compulsory retention of a wayleave 1f termination 15
sought by the landowner/occupier ENW does not anticipate that any significant relocation of these facilittes will be
required, although any relocation of a major portion of these facilities would have a matenial adverse effect on its business
and financial position Ground mounted substations are situated on properties either owned by ENW or held under lease
Pole mounted transformers are generally held under wayleave agreements ENW anticipates that it will be able to
negotiate lease renewals on satisfactory terms or relocate equipment so that the non-renewal of any such leases would not
have a material adverse effect upon ENW

Non-operating assets and facilities

In addition to the assets described above, the Company owns a small number of non-operational properties consisting
primarily of offices, depots and warehouses It 1s anticipated that the Company will be able 1o negotiate renewals of any
expining leases, or relocate the relevant facilities, without having a matenal adverse impact on the Company
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Business Review (conninued)
Principal Risks and Uncertainties

The Board considers the following risks to be the principal ones that might affect the Company’s performance and results
but cautions that the risks listed 1n this section do not address all the factors that could cause results to differ materially
There may be additional risks that the Company does not currently know of, or that are deemed immatenial based on
erther information currently available or the Company’s current assessment of the risk ENW operates a Risk
Management and Internal Contro! system to evaluate and manage risks as described immediately below

Internal control

The Group’s Boards and Audit Risk and Treasury Committees (“AR&TC”) are responsible for the Company’s system of
internal controls and for reviewing its effectiveness At NWEN J an AR&TC operates for the Group Furthermore ENW,
ENW Capital Finance plc (“ENW CF”) and ENW Finance plc (“ENW F”) also operate an AR&TC which are
independent of the Group commitiee Each year management reviews ail controls mcluding financial, operational and
compliance controls and risk management procedures The internal control system 1s designed to manage, rather than to
ehminate, the risk of failure to achieve the Company’s business objectives and can only provide reasonable, and not
absolute, assurance against material misstatement or loss The key features of the internal control system are

e a control environment with clearly defined organisation structures operating within a framework of policies and
procedures covering every aspect of the business,

e comprehensive business planning, risk assessment and financial reporting procedures, including the annual
preparation of detailed operational budgets for the year ahead and projections for subsequent years,

*» a monthly board review of financial and non-financial performance to assess progress towards objectives,

e regular monntoring of nisks and control systems throughout the year, supported by a nsks and 1ssues central recording
mechanism,

o use of external professional advisors who provide independent scrutiny of internal control systems and risk
management procedures 1n accordance with engagement scope,

* an annual risk assessment exercise mvolving self-assessment by management of all business risks 1n terms of impact,
likelihood and control strength and an objective challenge of that assessment This process 1s facilitated by quarterly
ENW Board workshops and an annual Group Risk Workshop,

» health and safety performance reviews carned out by safety professionals in addhtion to the normal health and safety
risk assessment and management processes carried out internally within the business,

» centrahsed treasury function operating within defined himits, underpinned by a robust treasury policy and subject to
regular reporting requirements, penodic audit reviews and oversight by the AR&TC,

e established procedures, set out in an mternal control manual, for planning, approving and monitoring major capital
expenditure projects which includes short and long-term

- project budget, risk evaluation, detailed appraisal and review procedures, and

- defined authority levels and post-investment performance reviews,

formal briefings are provided annually to staff on contents and requirements of the internal control manual, as well as
updates being communicated to staff during the year as they anse

In addition, ENW undertakes financial, process and quality audits of both its own and UUES’s internal control systems
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Business Review (contmued)

Principal Risks and Uncertamties (continued)
Potential disruption to IT and Telecommunication Services

ENW has estabhshed an IT Refresh Programme (ITRP) to engage a new supplier to design, build and operate a refreshed
IT estate and provide enhanced ongoing service provision to facilitate full separation from United Utilities There s a
potential risk of disruption to normal business activities whilst this programme 1s executed

The ITRP 15 currently running an OJEU (Official Journal of the European Union)} compliant procurement process to
select and engage a suppher with relevant industry knowledge and expertence to deliver the transition project and
ongoing support and mamtenance services  The risk to business activity during this sigmificant programme of work will
be controlled by taking the following actions

e Build a new ENW CIO (Chief Information Officer) function with experienced managers that can define and deliver
the programmes of work to time, cost and specification

e Establish an experienced team comprising current suppliers, new supphers and in-house resources to develop and
execute detailed transition plans, effective design reviews and robust testing regimes

e Develop and execute inclusive communications plans to ensure a high level of engagement with the business
communtty

e Implement an efficient and effective ongomg support and maintenance facility with the new supplier that 1s
compliant with the industry standard methodology, ITIL version 3 (Information Technology Information Library)

Refinancing

North West Electricity Networks (Jersey) Limited 1s the holding company of a group of companies (the “NWEN(J)
Group”) established specifically for the purpose of purchasing ENW on 19 December 2007 The purchase was financed
by a combination of equity and bank acquisition finance, the latter including a £465m bndgmng loan (the “bridge™), a
£95m capex facility and a £75m revolving credit facility to North West Electricity Networks Limited (“NWEN”), ENW’s
parent These facilities, not falling due for repayment until December 2010, were refinanced 1n July 2009 The £465m
bridge was repaid by two 1ssues of notes listed on the London Stock Exchange One 1ssue was by ENW Capital Finance
plc (ENW CF) of £300m 6 75% 2015 notes and the other by ENW Finance plc (ENW F) of £200m 6 125% 2021 notes
The £95m capex facility was replaced with a £130m capex facility, maturing June 2012 and the £75m revolving credit
facility at NWEN was replaced with a £75m revolving credit facihty at ENW, maturmg June 2012

The Group and the Company are financed largely by long term external funding, and this together with the present cash
positton and committed un-drawn facil:ties provides the appropriate liquidity platform te allow the Company and Group
to meet their operational and financial commitments for the foreseeable future

Capital, operations and maintenance services

ENW engage United Utilities Electricity Services Litnited (UUES) to manage delivery of all operations and maintenance,
capital investments, connections and customer service All such activities are implemented through UUES under the
Asset Services Agreement (ASA) The ASA s an 8 year agreement which commenced i April 2007 and will expire at
the end of March 2015 A fundamental element of the ASA 1s with regard to the specific basis prescribed for the setting
of *“Target Costs” for the operations and maintenance services that UUES will provide For capital delivery, the ASA
allows that Target Costs will be set according to the programme of work and projecis agreed between ENW and UUES
The ASA commenced within the fourth Distnbution Price Control Review Period (DPCR4) and was underpinned by this
Ofgem price determination to the period ended 31 March 2010

The ASA effectively includes a break clause which could be exercised by UUES if, followng the receipt and acceptance
by ENW of the DPCRS final proposals, agreement could not be reached on the revised target costs for operations and
maintenance for the period 1 April 2010 to 3t March 2015 Negotiations continue between both parties

If agreement cannot be reached between the parties, the ASA provides for terrmination, the activities to revert back to
ENW and employees to TUPE (Transfer of Undertakings (Protection of Employment) Regulations)) back at the same
time under Employment Law In this scenario, agreement would need to be reached on the consideration of UUES’s trade
and assets valuation

Under either of the above forecast scenarios, the Directors are confident that a satisfactory outcome can be achieved for
the company
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Business Review (continued)
Principal Risks and Uncertainties (confinued)

Reductions i Retail Price Index (RPI) will reduce revenues and RAV, adversely impacting profitability and
Regulatory Asset Value (RAV)

Reductions 1n the Retail Price Index (RPI) impact the company 1n a number of ways, most notably in revenues and RAV

Ofgem resiricts the increase in average prices ENW can charge to customers in any year by reference to the average RPI
growth between July and December of the previous year

The 1mpact of RPI on revenues in 2011 1s known as the revenue inflation factor and 1s now fixed and will not change
regardless of further movements in RP1 Future reductions in RPI may result i revenue growth being restricted beyond
2011

Target costs in the ASA are agreed based on the difference n the average RPI for the year from the assumed ASA RPI
level of 2 75% Reductions in RPI below 2 75% will reduce target costs, which 1n 2011 as the revenue inflation factor 1s
fixed, will be reflected in profitability in the annual ASA ‘true up’ adjustment

Financial covenant tests embedded in the Company’s borrowings are dependent upon the Company’s RAV, which 1s
indexed using the movement 1n the average of March 2009 and Aprd 2010 RP1

Reductions in RPI will reduce RAV, resuiting in increased gearing This restricts the Company’s ability to borrow to fund
its operations even if debt levels remain unchanged

Risk that ENW?’s charging policies are judged to be anti-competifive

As competition 1n the provision of connections to distribution systems and 1n the ownership of new electricity networks 1s
in the early stages of development there 1s a risk that ENW’s charging statements, deemed appropriate in a monopoly
environment, are viewed by some affected parties as being out of step with the development of the new market, leading to
a potential for challenge under Competition Law

As a concurrent regulator with the Office of Fair Trading (“*OFT""), Ofgem has powers under the Competition Act 1998 to
Investigate suspected anti-competitive activity and take action for breaches of the prohibitions mn the legislation 1n respect
of the gas and the electricity sector in Great Britain These powers include the power to impose fines of up to 10 per cent
of worldwide Company wide turnover for the business year precedmg the finding of the infringement Any agreement
which infringes the Competition Act 1998 may be void and unenforceable Breaches of the Competition Act 1998 may
also give rise to claims for damages from third parties

On 20 January 2009, Ofgem announced that, pursuant to its powers under Section 18 of the Competition Act 1998, 1t had
opened an nvestigation nto allegations of abuse of a dommant position by ENW The allegations relate to the terms
imposed by ENW on independent distribution network operators (“IDNOs”) connecting to ENW's pre-existing network,
and whether these terms foreclose the market to competitors in the area in which ENW 1s the incumbent DNO

In respect of the specific allegations against ENW, ENW submutted to Ofgem on 18 March 2009 a detailed response to
the complaint which concluded that, in ENW’s opimon, there were insufficient grounds for Ofgem to continue with its
investigation Ofgem has not replied on the substance of this submission but has formally requested information from
ENW 1n relation to 1it, which ENW has supplied
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Principal Risks and Uncertainties (continued)

Risk that ENW is found 1o be in breach of its Licence obligations or other statutory or regulatory obligations

Breach of a licence conditton can attract fines of up to ten percent of the licensed company’s annual turnover n the year
preceding the date on which Ofgem gives notice of its proposal to impose a penalty Ofgem has published a statement of
the policy that 1t intends to apply to the imposition of any penalty and the determination of its amount Any such penalty
can be appealed, on procedural grounds only, to the High Court In practice, many regulatory 1ssues ansing between
hcensees and Ofgem are settled without the need to resort to formal proceedings However, where Ofgem 1s satisfied that
a licensee 15 1n breach of the terms of its licence, it has powers to secure compliance by means of an enforcement order If
a hcensee does not comply with the order, as well as potentially giving rise to third party action, compliance can be
enforced by the courts and Ofgem may revoke the licence

ENW has a well established procedure for ensuring licence compliance All business processes are designed to be
inherently complsant with all relevant licence ocbligations In addition ENW has established a Table of Accountabilities
for licence compliance The Table details the obligations under the standard licence conditions that we must adhere to, the
responstble Board member and senior managers responsible for the relevant strategy and implementation and the specific
processes for monttoring the licence conditions The Table 15 updated annually and has been streamlined this year to
reflect the changes arising out of DPCRS5 and organisation and personnel changes within ENW since the Table was last
revised Compliance with the Table of Accountabilities 1s an infegral part of the annual ENW Audit plan

On 28 January 2010, Ofgem nstigated an investigation of potential breaches of Standard Licence Condition 4D, Standard
Licence Condition 12,” and Standard Licence Condmion 30 of the electricity distribution hicence, specifically the
obligation to provide connection quotations within 3 months of a request for a quotation and requested information from
ENW to assist with the investigation via a notice pursuant to Section 28 of the Electricity Act 1989

Ofgem acknowledge that ENW had already provided information on this matter on an informal basis, and asked for
further information n order to obtain greater clarity on the 1ssues mvolved

ENW recogrise that there were a number of breaches and potential breaches over the period between 1 April 2007 and
February 2009 The majority of the breaches/potential breaches took place in 2007/08 and were 1dentified as part of
internal reviews The breaches/potential breaches were not the result of resource constraints and improvements to the
dehvery of quotations have been implemented over the period covered by Ofgem’s Section 28 notice These have been
introduced as part of an overarching approach to improve processes to deliver enhanced customer service and to reduce
operating costs

As a result of these steps, ENW are confident that the risk of future breaches has been fully addressed There have been
no breaches of the three month absolute deadline provided for by SLC12 since February 2009

In ENW’s opmmion the specific breaches of the licence alleged are at worst extremely minor infringements representing
only twenty failures in 2007/08 (out of 7,091 quotations), seven failures in 2008/09 {out of 7,836 quotations), and zero in
2009/10 (from 6,162 connections untit 31 January 2010) Only two of these instances fall within the period covered by
Ofgem’s power to levy fines for breaches of the Licence and given Ofgem’s policy of proportionality 1n respect of fines
for Licence breach and the mitigating circumstances surrounding this case, ENW do not believe any sanction 1s warranted
and as such no provision has been made n the financial statements at 31 March 2010

Fatlure to deliver operational performance or cost savings implicit in the regulatory review could adversely affect
profitabiity

Operating cost savings to be achieved during the next five-year regulatory pertod covered by DPCRS are implicit in the
regulatory review To assist with the achievement of these operating cost savings, a Target Cost based contract 1s in place
with the Asset Service Provider (UUES) If the operating cost savings are not achieved by the Asset Service Provider,
then ENW’s profitability would suffer Similarly, if operational performance were to deteriorate, this may be reflected in
less favourable outcomes from future price control reviews and ENW’s profitability would suffer In mitigation, ENW
has the right to audit UUES’ performance and financial systems

% Frem | June 2008, afier a review of the licence. the obligations in Standard Licence Condition 4D were set out n a revised form n
Standard Licence Condition 12
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Business Review (conninued)
Principal Risks and Uncertainties (continued)
Failure to delver the capital investment programmes could adversely affect profitability

ENW requires significant capital expenditure for additions to, or replacement of, plant and equipment for its facihties and
networks The price controls set by Ofgem take nto account the level of capital expenditure expected to be incurred
during the relevant five-year price review period and the associated funding costs Historically, ENW has financed this
expenditure from cashflow from operations and from debt financing There can be no assurance that cashflow from
operations will not decline, or that additional debt financing or other sources of capital will be available to meet these
requirements

DPCRS mcrease in workload velumes (particalarly with regard to overhead lines)

ENW has agreed its detailed capital investment plans for the period 2010-2015 with the regulator, Ofgem, as part of the
current distribution price control review The plans include a significant increase n the volume of activity particularly
with respect to the refurbishment and renewal of overhead lines from both an operational and safety perspective Fanlure
to deliver the capital plans may lead in some circumstances to non-compliance with safety legislation and ENW policies
ENW 15 working closely with UUES to develop implementation plans to ensure sufficient contractor resources are
procured, work content of projects are designed in a timely manner and IT and governance processes are in place A
project team will be set up to coordinate the necessary preparatory activities and prepare for increased resource
requirements

Environmental regulanions could increase ENW's costs and adversely affect profitabiitty

Various environmental protection and health and safety laws and regulations govern the electricity distribution business
These laws and regulations establish, amongst other things, standards for quality of electricity supply, which affect
ENW'’s operations In additton, ENW 15 required to obtain various environmental permissions from regulatory agencies
for 1ts operations ENW endeavours to comply with all regulatory standards and environmental consents Should ENW
fail to comply, 1t would face fines imposed by the courts or otherwise face sanctions by the regulator

Service interruptions could adversely affect profitability

In addition to the capital mnvestment programmes, ENW controls and operates the electricity distribution network and
undertakes maintenance of the associated assets with the objective of providing a continuous service Historically, there
have been mterruptions to the supply of services owing to the effects of severe weather events, such as the incidents in
January 2005 affecting Cumbria and Lancashire, when a storm and severe flood in Carlisle severely damaged the
electricity network supply to 250,000 customers, and to a lesser extent the widespread flooding of parts of Cockermouth,
Cumbria in November 2009 However, the majority of interruptions relate to minor 1ssues that are rectified promptly

Nevertheless, the failure of a key asset could cause a more sigmificant interruption to the supply of services (in terms of
duration or number of customers affected), which may have an adverse effect on the ENW’s operating results or financial
position

Fadure of the Asset Service Provider or of the IT Services Provider to deliver coniract performance

As discussed, UUES has comprehensive contractual obligations and performance targets under the ASA relating to
capital dehvery, connections, operations and maintenance and fixed fee services Delivery of these obligations and
performance targets 1s critical to ENW performing under its legal and regulatory obligations and meeting 1ts forecast
profitability ENW and UUES have developed appropriate governance to momtor UUES performance led by a joint
committee, comprising senior management of both ENW and UUES This committee 1s supported by monthly service
area performance reviews and by monthly rnisk and health and safety forums

Both UUES and ENW are currently dependent for IT services upon a service contractor, (Vertex) engaged by United
Utilittes Water Plc (“UUW”") which has for many years provided the IT services upon which the UU Plc businesses are
rehant ENW 15 rebant upon UUW for the enforcement of the IT service provider’s contractual obligations Inadequate
performance by the IT service contractor coupled with meffective contractual enforcement by UUW could adversely
affect the ability of UUES to perform its obligations under the ASA and ENW’s ability 1o conduct its business
effectively
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Principal Risks and Uncertainties (continued)

Losses Incentive Mechanism may result in revenue reduciion

There 15 a risk that DPCRS revenues will be adjusted downwards 1n the third year of DPCR5 as a result of Ofgem's
finalisation of the DPCR4 losses rolling retention mechamsm  In the DPCR4 Proposals, Ofgem introduced a new
mechanism for the retentien of benefits for reducing distribution network losses Such benefits are to be retamned for a
fixed period of five years regardless of when the benefit (or penalty) 1s realised  This mechamism requires a true-up
calculation if losses performance against target 1s greater i the early years of DPCR4 than later years as Distributton
Network Operators (DNOs) are unable to retain the incentive benefits of reduced losses if they are not sustained Typical
fluctuations in industry billing settlements data influences the calculation of losses and falling volumes of units
distributed depress losses performance aganst target  Currently the predicted adjustment to DPCRS revenues 1s a £7m
reduction (2007/08 prices) in 2012/13, which has been included within the business forecasts

Losses levels will not be known precisely until data runs from the industry settlements system are available in
2012 ENW have sought to improve losses in the final year of DPCR4 by ensuring that the maximum amount of
unrecorded umts due to theft and unbilled MPANs are included in settlement data

Pension scheme obligations may require the Company to make additional contributions to the schemes which would
reduce cash flows

The Company participates in both defined benefit (*“DB”) - closed to new members, and defined contribution (“DC”)
penston schemes The principal scheme 1s a defined benefit scheme and the assets of the scheme are held 1n trust funds
independent of Company finances See note 18 for further information

The Company’s proportion of the schemes was estimated to have a combined pre-tax deficit of £142 8m as at 31 March
2010 compared to a pre-tax deficit of £27 5m at 31 March 2009, as disclosed under IAS 19 ‘Employee Benefits’

The fund undertook a trienmial valuation as at 31 March 2008 which identified a funding deficit of £106 7m A deficit
repair plan has been agreed with the Trustees of the scheme and the Company will be required to make additional
payments to repair the funding deficit Current turbulence in the credit markets 1s likely to have a further impact on the
valuation, both through impacting value of the assets held and the financial assutnptions used Other assumptions
including mortality have also been updated, increasing the scheme deficit Any further increased future contributions will
have an impact on the Company’s cash flow Currently efficient pension contributtons and a proportion of the existing
scheme deficits are recoverable through the price controls established by Ofgem

On 23 June 2009 it was formally agreed with the Pension Scheme Trustees that ENW will make pension deficit repair
payments from the period from 1 July 2009 to 31 March 2020 As noted, efficient pension contributions are recoverable
from Ofgem and as such, the DPCRS settlement included an allowance of £73 6m’ for the period to 31 March 2015
which aligns to the contribution schedule agreed with the Trustees

? Electricity Distribution Price Control Review Final Proposals — Allowed revenue financial issues (Red  147/09) published by Ofgem
7 December 2009
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Business Review (contmued)
Treasury policy and financial instruments

There are a number of financing risks facing the company, the most significant of which are hiquidity, interest rate risk
and financal derivative valuations These risks facing the company are outhned 1n the treasury section on page 18 below

Long Term Strategy, Business objectives and Performance

The long term strategy of ENW 1s to consistently deliver value over the long term by managing the trade-off between
nisk, reward and reputation, embracing the final determination of the regulatory outcome for DPCRS and beyond

The key objectives of ENW are to

¢ Ensure the public safety and the safety of our employees,

e  Dehver improved customer service through more efficient processes, systems and higher first time resolution,
¢  Deliver sustainable operating and capital expenditure efficiencies,

e Consiruct a credible investment case that delivers value for money to customers, and achieves investors objectives
on sustainable returns on investment, and

e Enable its people to achieve their full potential

The fifth Distribution Price Control Review (DPCRS), took effect from | Apnil 2010 Ofgem’s final proposals were
published in December 2009 and accepted by ENW on & January 2010 DPCRS enwvisages an expenditure programme
between 1 April 2010 and 31 March 2015 of £1 1bn* funded by year-on-year price increases throughout the period of
8§ 5% above underlying increases n the Retail Price Index (RPI) Ofgem proposals are enacted through changes to
ENW’s Electricity Distribution Licence Long-term value will be secured by ensurmng the best, sustainable outcome from
the DPCRS5 contract and future price reviews m terms of funded Regulatory Asset Value (“RAV™) growth and
opportunities to out-perform allowed revenues

Short-term profit maximisation will be achieved by

o optmising the economic return within each regulatory period to meet the cash distnbution expectations of
shareholders,

o the efficient delivery of the key outcomes for customers 1n each regulatory period, and
s the efficient delivery of the capital programme, securing maximum RAV growth, n each regulatory period

Additional growth of the business through additional regulatory and non-regulatory income streams will be targeted, but
not to the detriment of either long-term value or short-term profit in the existing business

4 Llectnicity Distribution Price Control Review Final Proposals — Allowed revenue financial 1ssues (Red 147/09) pubhished by Ofgem
7 December 2009
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Business Review (continued)
Developing a high performance company

Our strategy 15 bult upon the key enabler of a ligh performance culture and the achievement of a long-term sustainable
operating model This requires significant transformational change of the business in the way 1t will enhance expenditure
planning and manage 1ts assets and workforce

The Company has 1dentified a number of measurements against which 1t assesses 1ts performance

¢ Customer minutes lost (‘CMLs") — for the five years to 31 March 2015 we are planning to achieve a performance of
52 8 minutes lost per customer per year, outperforming the Ofgem target of 55 6

o Customer mterruptions (‘Cls’) — for the five years to 31 March 2015 we are planning to achieve 49 4 customer
interruptions per 100 customers per year, outperforming the Ofgem targets of 529,527, 52 5, 52 4 and 52 2 for each
of the five years

s Overall customer satisfaction —~ we, in conjunction with our services provider UUES, are targeting 85% customer
satisfaction by the end of 2015

Good progress has already been made 1n meeting the efficiency challenges set by Ofgem and 87% (31 March 2009 82%)
of ENW’s customers (over the year April 2009 — March 2010), who had made an enquiry, were satisfied with the overall
service they received Successful delivery of the capital investment programme 1s vital and the partnership framework
approach that has been developed will help to optimise the Company’s performance The current strategy 15 to target
customer service and operational performance improvement Overall the Company’s progress means that 1t has a strong
platform from which to develop

Our progress on our strategic objectives 1s monitored by the board of directors by reference to key performance
indicators Performance 1in 2010 against these measures 1s set out i the table below, together with the pnor year
performance data

Key performance indicators
31 March 2010 31 March 2009

Financial

Revenue (£m} 323.4 3418
Operating profit (£Em), {2009 before restructuring credit of £0 8m) 155.9 180 7
Profit before tax (£m) 171 1423
RAV Gearing 56.49% 46 3%
Interest cover ¥ 4.2 times 4 times
Capital expenditure on property, plant and equipment (cashflow) (£m) 1739 1787
Non-financial

Average minutes for which customers were without supply © 49 87 509
Customer interruptions per 100 customers Y 50 55 4839
Overall customer satisfaction @ 87% 82%

Clectricity supply availability 99 99% 99 99%

(1) RAV Geaning 1s measured as borrowings at amortised cost net of cash and short-term deposits divided by the allowed Regulatory
Assct Value (RAV) of £1,343 8m (2009 £1,262 7m) based on March closing prices The RAV Gearing 1s on a Company basis which
1s consistent with Ofgem’s reporting requirements

(2) Interest cover 15 the number of times the net underlying finance expense Is covered by operating profit from continuing operations
before restructuring costs Net underlying interest expense 1s calculated as the underlying cost of borrowings excluding any pension
adjustment and movements 1n the fair value of debt and denivatives but including the £22 2m (2009 £22 2m) interest on swaps and
debt under fair value option

(3) The minutes of supply lost per customer 1s an Ofgem measure calculated by taking the sum of the customer minutes lost for all
restoration stages for all incidents and dividing by the number of connected customers as at 30 September each year The 2010 figure
15 yel to be audited by Ofgem

(4) Customer interruptions per 100 customers is a standard measure of network reliability used by Ofgem and 1s calculated as (total
customers affected/total customers connected to the network) x 100 The 2010 figure has not been audited by Ofgem as at the date of
this report

(5) Overall customer satisfaction 1n relation to the response recerved from a fault enquiry 1s measured by an nternal overall customer
experience assessment mechanism It 1nvolves a series of interviews with customers Sample interviews are conducted monthly
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Fminancial Performance
Financial review

Revenue has declined by 5 4 per cent to £323 4m (31 March 2009 £341 8m), reflecting a sigmificant decline 1n unit sales
during the year in both industrial and domestic consumption combmed with the impact of customer settlements

Operating profit decreased by 14 1 per cent to £155 9m n 2010 (31 March 2009 £181 5m), primarily reflecting the
decrease in revenue and an increased deprecation charge n the year due to the commissioning of a number of significant
projects m lie with the five year delivery plan This 1s within the regulatory assumptions and reflects the re-phasing of
expenditure across the 2005-10 regulatory review period

The net finance expense for the year was £138 8m compared with £39 2m 1n 2009 The 31 March 2010 position reflects
adverse fair value movements of £26 3m on the bond held at fair value, £39 2m on the index-linked swaps and embedded
derwvatives (refer to page 19) and £23 9m on the close out in the year of the £250m nominal amortising nterest rate
swaps The 31 March 2009 amount includes a fair value gain of £13 6m on the bond held at fair value offset by an
adverse fair value movement of £35 4m on the index-linked swap

Dmvidends and dividend pohicy

In 2010, ENW’s dividends recognised in the year were £218 3m (2009 £69 5m) This figure represents an interim
payment of £197 3m paid n July 2009 as part of the refinancing activities and two further mterim payments of £11m and
£10m paid 1n December 2009 and January 2010 respectively The directors do not propose a final dividend for the year
ended 31 March 2010

The Company’s dividend policy 1s that the Company shall distribute the maximum amounts of available cash in each
Financial Year at semi-annual intervals, subject to any change 1n such policy approved by the Board Distributions are
hmited by the maximum amount permitted by applicable law 1n any financial year

Liquidity and Capital Resources

The Company’s primary source of hiquidity 1s cash generated from its ongoing busimess operations, and funding raised
through external borrowings The electricity regulator has established price controls to 2015 which will provide certainty
for a large majority of the Company’s revenues from ongoing operations, providing both a stable and a predictable source
of funds This drives much of the Treasury pelicy decisions undertaken by management

During the 2010 financial year, pressures in the money markets and UK economy have put pressure on the availability of
funding to many nstitutions ENW has himited exposure to such liquidity risk, due to the long-term nature of much of the
funding 1n place Nonetheless, management continues to monitor hiquidity closely

Treasury policy

ENW’s treasury function operates with the delegated authority of, and under policies approved by, the ENW Board The
treasury function does not act as a profit centre and does not undertake any speculative trading activity It seeks to ensure
that sufficient funding 15 available to meet foreseeable needs and to mamtamn reasonable headroom for contingencies
Long-term borrowings are structured to match earnings or are indexed to inflation and are subject to regulatory price
reviews every five years The exposure limits with counterparties are reviewed regularly The Company has adopted a
policy of only dealing with creditworthy counterparties as a means of mutigating the nisk of financial loss from defaults
The Company’s exposure and the credit ratings of 1ts counterparties are continuously monitored and the aggregate value
of transactions concluded 1s spread amongst approved counterparties

The principal risks which the Company 15 exposed to and which arise in the normal course of business include credit,
hiquidity and interest rate risks Derivatives are used to hedge exposure to fluctuations in mterest rates and inflation A
derivative 1s a financial mstrument, the value of which changes 1n response to some underlying variable (e g an interest
rate), that has an 1mitial net investment smaller than would be required for other instruments that have a sumilar response
to the variable, and that will be settled at a future date At present, the Company predominantly uses interest rate swaps to
hedge balance sheet exposures, and no formal hedge accounting 15 undertaken During the year the Company restructured
the index linked swap which 1s described further below
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Financial Performance (continued)
Financial instruments entered in the year

During the year, ENW restructured the index-hnked swap, with notional principal of £170m, by entering into 12 index-
linked swaps with notional principal totalling £200m Under these swaps ENW pays RPI adjusted fixed mterest and
recewves fixed 6 125% for the 12 years to 2021 and then receives floating LIBOR until maturity in 2038 The swaps have
an underlying 30 year term with a series of scheduled mandatory break clauses

These derivatives do no qualify for hedge accounting and all movements in fair value are reflected in the income
statement At 31 March 2010 the fair value of these instruments was £70 6m (liability) compared to the fair value of the
original swap at 31 March 2009 of £35 4m (hability) The increase in the liability fair value was primarily due to the
increased notional principal from £170m to £200m and the increased RPI adjusted fixed interest rate from 1 04% to
2 32% reflecting the extension of the mandatory break clauses

The swaps were entered to hedge the £200m 6 125% 2021 bond 1ssue by ENW Fmance plc Back-to-back swaps on
exactly matching terms were entered between ENW and ENW Finance plc to move the economic effect of the external
swaps to ENW Finance plc, the company 1ssuing the bonds These back-to-back swaps do not qualify for hedge
accounting and all movements m fair value are reflected in the income statement At 31 March 2010 the fair value of
these instruments was £70 6m (asset), exactly offsetting the fair value of the external swaps

ENW entered an inter-company loan agreement with ENW Finance plc through which the proceeds of the £200m 6 125%
2021 bond 1ssued by ENW Finance plc were on-lent to ENW, on terms matching those of the external bond and any
associated hedging, 1 e the back-to-back swaps This has created an embedded derivative within the inter-company loan
Under IAS 39 ‘Financial Instruments Recognition and Measurement’ an embedded derivative must be bifurcated from
the host contract and accounted for as 1f 1t were a standalone derivative and recognised separately on the balance sheet at
fair value with movements n that fair value reflected through the income statement The embedded denivative does not
qualify for hedge accounting At 31 March 2010 the fair value of the embedded derivative was £54 2Zm (hability)

ENW also entered an inter-company loan agreement with North West Electricity Networks Limited This 1s accounted for
at amortised cost At 31 March 2010 the balance owed by ENW to North West Electricity Networks Limited was £70 4m

During the year ENW entered a £75m revolving credit facihty and a £135m bank facibty At 31 March 2010 these
facilities remained undrawn, but utihsation of £15 8m aganst the £75m revolving credit facihty relating to letters of
credit reduced the amount available to be drawn Drawings under these facilities will be accounted for at amortised cost

Debt financing

The Company’s borrowings net of cash and short-term deposits of £827 2m at 31 March 2010, compared with £584 6m at
31 March 2009, included bonds with long-term maturittes of £633 2m at 31 March 2010, compared with £611 3m at 31
March 2009 Thesesbonds have nominal value of £450m at 8 875 per cent that mature 1n 2026 and £100m of 1 4746 per
cent index linked bonds maturing 1n 2046 Also included are long-term inter-company loans of £268 7m at 31 March
2010 (2009 £nil) Of these loans, £198 3m matures 1n 2021 and £70 4m 1n 2015

Shorter-term hquidity

Short-term hquidity requirements are met from the Company’s normal operating cashflow Further hqudity 1s provided
by cash and short-term deposit balances Cash and shori-term deposit balances were £72 Om at 31 March 2010, compared
with £36 7m at 31 March 2009 At the year end the Company had £199 2m (2009 £30m) of undrawn comnutted bank
facilities with maturity dates of longer than twelve months and £25m (2009 £nil) of undrawn committed bank facilities
with maturity dates of less than twelve months Utilisation of undrawn facilities will be with reference of RAV gearing
restrictions for the NWEN J Group
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Longer-term liqudity

The Company's term debt was £903 2m at 31 March 2010, compared with £611 3m at 31 March 2009 Amounts
repayable after more than five years comprise bank and other loans Fixed interest rates for amounts after more than five
years are at 8 875 per cent on £522 4m (2009 £498 9m) £110 8m of index linked debt was held at 31 March 2010 (2009
£112 4m) at an 1nterest rate of 1 4746% plus retail price index (RPI), £198 3m (2009 £nl) at 6 125% plus or minus an
adjustment for the impact of any interest rate hedging

Interest rate management

The Company has in place a formal risk management structure, which includes the use of risk limits, reporting and
monitoring requirements, mandates, and other control procedures I 1s currently the responsibitity of the Board to set and
approve the risk management procedures and controls

The Company manages interest rate exposure by seeking to match financing costs as closely as possible with the revenues
generated by 11s assets  The Company’s exposure to interest rate fluctuattons 15 pertodically managed in the medium-term
through the use of interest rate swaps

The Company’s use of derivative instruments relates directly to underlying indebtedness, including pre-hedging future
bond 1ssues, no speculative or trading transactions are undertaken The proportion of borrowings at effective fixed rates
of interest for a period greater than one year 1s set in conjunction with the level of floating rate borrowings and projected
regulatory revenues that are exposed to inflationary adjustments (index hnked) EN'W has no exposure to foreign currency
exchange rate movements Interest rate management and funding policies are set by the Board

IAS 39 ‘Financial Instruments Recogmition and Measurement” himits the use of hedge accounting, thereby increasing the
potential volatility of the income statement

During the year volatility to the income statement has been experienced, in particular from the fair value movement
arising on the bond held at fair value, the index-linked swaps, back-to-back swaps and embedded denivative and on close-
out of the amortising swaps This has led to a fair value losses of £96 7m, excluding cash settlement on close-out of
amortising swaps, being recognised in the income statement for the year (31 March 2009 £8 7m fair value gain) Of this,
£41 9m relates to the close-out of the amortising swaps and £54 8m to the remaining insiruments which will unwind over
the remaming life of those nstruments As noted above these movements have no cashflow impact

Due to the nature of the revenue streams which ENW eamns being linked to inflation, management has sought to match a
proportion of the cost of funding the business using a combwnation of an nflation linked bond and fixed rate debt with
overlaying index-linked swaps By seeking to match the cost of funding to revenue streams, the risk of movements n
nflation levels 1s mitigated Nonetheless, there will mevitably not be a perfect match between the mn and out flows The
Company therefore retains some exposure to movements 1n mflation rates

Summary

The Board has reviewed the 31 March 2010 Budget and the requirements of licence condition 30 (“availability of
resources”) and considers that the Company has sufficient liquidity to meet the anticipated financial and operating
commitments for the next 12 months In total at 31 March 2010, unutilised commutted facilities of £224 2m (31 March
2010 £30 Om), together with £72 Om (31 March 2009 £36 7Tm) of cash and short-term deposits provide substantial
liquidity for the Company
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Critical Accounting Policies

The Company prepares 1ts consohdated financial statements 1n accordance with accounting principles consistent with
International Financial Reporting Standards (‘IFRS’) as adopted for use in the European Umon mcluding International
Accounting Standards (‘IAS’) and interpretations issued by the Intermational Financial Reporting Interpretation
Committee (‘IFRIC’) As such, the Company 1s required to make certain estimates, judgements and assumptions that 1t
believes are reasonable based upon the information available These estimates and assumptions affect the reported
amounts of assets and liabilities at the date of the financial staterneats and the reported amounts of revenue and expenses
during the years presented

On an ongoing basis, the Company evaluates 1ts estimates using historical experience, consultation with experts and other
methods considered reasonable in the particular circumstances Actual results may differ sigmificantly from the estimates,
the effect of which 1s recognised 1n the year in which the facts that give rise to the revision become known

The Company’s accounting policies are detailed 1n the notes to the consolidated financial statements
Research and Development

The Company undertakes research primarily to provide improved standards of service to customers, together with
continuing 1mprovements 1n business efficiency Research and development within the Company’s electricity network
aims to deliver financial, supply quality, environmental and safety improvements to customers and is supported under the
Innovation Funding Incentive introduced by Ofgem The Company 1s a member of a number of collaborative research
programmes which addresses common 1ssues that face the electricity industry The Company also undertakes specific
projects with these and other research and development providers, manufacturers and with universities Research and
development expenditure (IF1) by the Company was £1 3m 1n the year ended 31 March 2010 (2009 £1 4m) Research
costs are written off to the income statement as incurred

Events after the Balance Sheet Date
There have been no significant events after the balance sheet date
Cautionary Statement Regarding Forward Looking Statements

Certain statements included or incorporated by reference within the annual repert may constitute ‘forward looking
statements’ Forward looking statements are based on expectations, forecasts and assumptions by our management and
invalve a number of risks, uncertainties and other factors that could cause actual results to differ materially from those
stated

This report contains certain statements with respect to the financial condition, results of operations and business of the
Company Some of these statements are not facts, including those about the Board's beliefs and expectations Words
such as ‘expects’, ‘anticipates’, ‘iatends’, ‘plans’, ‘believes’, ‘seeks’, ‘estimates’, ‘potential’, ‘reasonably possible’,
“targets’ and variations of these words and similar expressions reflect inherent risks and uncertainty Such statements are
based on current plans, estimates and projections, and therefore investors should not rely on them Further, the company
undertakes no cbligation to update publicly any of them n light of new information or future events and they are relevant
only as at the date made The company cautions nvestors that a number of important factors could cause actual results to
differ materially from those anticipated or implied in any forward looking statements These factors include (1) the effect
of, and changes 1n, regulation and government policy, (11) the effects of compention and price pressures, () the ability of
the company to achieve cost savings and operational synergies, (1v) the ability of the company to service its future
operations and capital requirements, (v) the timely development and acceptance of new products and services by the
Company, (vi} the effect of technological changes, and (vi) the company’s success in managing the risks of the
foregoing There may be additional nisks that the Company does not currently know of, or that are deemed immaterial
based on either information currently available or the group’s current assessment of the nsk The Company’s business,
financial condition or results of operations could be materially affected by any of these risks

The directors of Electricity North West Limited advise that all the information supplied i the Chief Executive Officer’s
Statement on pages | and 2 and the Business Review on pages 3 to 21 form part of the Directors’ Report as incorporated
by reference Any hability for the information s restricted to the extent prescnibed in the Compames Act 2006
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Directors’ Report

The directors present their report and the audited financial statements of Electricity North West Limited (the ‘Company’)
for the year ended 31 March 2010

Profit and dividends

Revenue decreased by 5 4 per cent to £323 4m (31 March 2009 £341 8m), reflecting significantly reduced consumption
levels due to the economic downturn and the impact of customer settlements Operating profit decreased 14 1 per cent to
£1559m at 31 March 2010 (31 March 2009 £181 5m), primarily reflecting the decrease in revenue and increased
depreciation cost  Profit before tax decreased by 88 per cent to £17 Im (31 March 2009 £142 3m) primartly due to the
impact of debt and financial instruments as disclosed 1n note 6 to the Financial Statements

In 2010, ENW’s dividends recognised in the year were £218 3m (2009 £69 Sm) This figure represents an interim
payment of £§97 3m paid in July 2009 which was a on¢ off payment, part of the refinancing activities and two further
interim payments of £11m and £10m paid in December 2009 and January 2010 respectively The directors do not propose
a final dividend for the year ended 31 March 2010

Business review and principal activities

The chief executive officer’s statement on pages 1 and 2 and the Business Review on pages 3 to 21 report on the
Company’s activities during the year and on hkely future developments In addition the business review has been
compiled to inform the Company’s shareholders and help them assess how the directors have performed their duty to
promote the success of the company under the Companies Act 2006 A summary of key performance indicators can be
found in the business review The directors, in preparing the business review, have not sought to comply with the ASB’s
2006 Reporting Statement on operating and financial reviews  All the mmformation supphed in the Chief Executive
officer’s statement and the Business Review form part of the Directors’ Report as mcorporated by reference Any
hability 1s restricted to the extent prescribed in the Companies Act 2006

Principal risks and uncertainties
Principal risks and uncertanties are chscussed as part of the business review
Research and development

The Company 1s commiited to developing innovative, cost-effective and practical solutions for providing high quality
services and standards to our customers, and for the benefit of the wider community and the development of the busmess
It seeks to take as part of this process maximum advantage of wide-ranging expertise, abilities and facilities within the
Company

Employees

Employees are key to achieving the business strategy and enhancing shareholder value and as such the Company remains
committed to mamtaining high standards of health and safety 1n every area of its business

The Company 1s committed to improving its employees’ skills through training and development and nurturing a culture
in which employees feel valued The Company encourages employees to work to their full potential and respects the
dignity and rights of every employee and supports them in performing various roles in society The Company also
challenges prejudice and s