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EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012
DIRECTORS' REPORT

The Directors present their annual report and financial statements for the year ended 31 December 2012

Principal activity and review of the business

The Company's principal actvity during the year continued to be the distnbution of electricity to domestic,
commercial and industnal customers through network ownership, management, operation, maintenance and
renewal [t will continue in this activity for the foreseeable future

Business Review

The profit for the year, before taxation, amounted to £183 9m (2011 £75 6m) and after taxation to £189 6m
(2011 £86 Om) Dividends of £55 0m were patd in the year (2011 £75 Om)

Significant investment in the electncity networks continued in the year The capttal expenditure programme
was focused on network replacement, reinforcement, expansion and driving improved network performance

The Company measures the achievement of its objectives through the use of quantitative assessments and
{where quantitative means are less relevant) through the use of qualitative assessments The principal key
performance indicators (‘KPIs") are set out below

2012 2011 Change
Fimancial key performance indicators fm £m %
Turnover 5222 464 7 12%
Earnings before interest, tax, deprectation and amortisation (EBITDA)' 3343 2790 20%
Capital expenditure net of customer contnbutions 2440 2513 -3%
Net debt 2 1,488 2 1,383 8 8%
Regulatory asset value (RAV) : 2,1800 20627 5%
Ratio of net debt to RAV 68% 67%
Non financial key performance indicators
Customer Minutes Lost per customer (CML) 480 497 -3%
Customer Interruptions per 100 customers (Cl) 56.0 64 1 -13%

1 EBITDA 15 a non-statutory measure, and 1s calculated by adding back amortisanon and depreciation to operating profit
2 Net debt s defined as borrowings (excluding denivatives) net of cash and cash equivalents

3 “RAV"1s defined as Ofgem Regulatory Asset Value plus allowable additions less regulatory depreciation

The UK Power Networks group ("the Group") manages its operations on a business segment basis For this
reason, the Company’s Directors believe that further key performance indicators for the Company are not
necessary or appropriate for an understanding of the development, performance or position of the business

Future developments

The Directors aim to deliver the rnight balance of customer service and shareholder return through efficient
investment in the Network within the boundarnes of the price control allowances set by the Regulator, the
Office of Gas and Electncity Markets (*Ofgem”) The current price control allowances were set under the fifth
electrniaity distnbution price control review (*DPCR5") and are effective from 1 Apnl 2011 to 31 March 2015
The Directors beleve the Company will continue to operate as a profitable, sustanable business under the
DPCRS price control allowances




EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012
DIRECTORS’ REPORT continued

Directors
Directors who held office duning the year and subsequently were as follows

Andrew John Hunter

Neill Douglas McGee

Hok Shan Chong

Edmond Tak Chuen Ip {resigned on 15 Qctober 2012)
Hing Lam Kam

Basil Scarsella

Charles Chaa Chung Tsal (Alternate director)

Kal Sum Tso (resigned on 8 February 2013)
Sut See Yuen

Mel Fan Ngan (Alternate director)

Duncan Nicholas Macrae

Lot Shun Chan (appointed on 10 September 2012)
Kee Ham Chan (Alternate director) {(appointed on 10 September 2012)
Chi Tin Wan {appointed on 8 February 2013)

None of the Directors had a service contract with the Company in the current or prior year

The Company has made gualifying third party indemnity provisions for the benefit of its directors which were
made during the year and remain in force at the date of this report

Financial nsk management

The Group develops and implements nsk management policies and procedures and promotes a robust
control environment at all levels of the organisation Further details of the principal nsks and nsk
management activities are included within the UK Power Networks Holdings Limited accounts

The Company I1s exposed to financial risk through its financial assets and habihties The key financial nisk i1s
that the proceeds from financial assets are not sufficient to fund the ocbligations ansing from habilihes as they
fall due The most mportant components of financial nsk are interest rate nsk, currency risk, credit risk,
hquidity nsk, cash flow nsk and price nsk Due to the nature of the Company’s business and the assets and
habilities contained within the Company's balance sheet the only financial nisks the Directors consider
relevant to this Company are credit nsk, hquidity nisk, mterest rate nsk and price nsk

Credit and liquidity risk

The Company finances its operation by a mixture of cash generated from operations, bank borrowings,
Group loans, long-term loans and commercial paper The Company has borrowings denominated in sterling
at fixed rates of interest

Liquidity risk 1s managed by spreading debt maturihies over a wide range of dates thereby ensuring that the
Company 1s not subject to excessive financing nsk in any one year Denvative instruments are used to
manage the nsks identified

The credit nsk on hquid funds and financial instruments 1s imited because the counterparties are reputable
banks and bullding societies The Company 1s required by the distribution licence to maintain an investment
grade rating and has secured a rating of BBB+ {or the equivalent) from Standard and Poor's, Moodys and
Fitch The Company is able to raise finance in external financial markets supported by cash flows generated
by the Regulatory Asset Value which determines the levels of allowed revenue that may be recovered




EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012
DIRECTORS’ REPORT continued

Interest rate risk

The Company’'s exposure to Interest rate fluctuations on its borrowings 1s managed by maintaining an
appropriate mix of fixed, index linked and floating rate debt Interest rate swaps are used to convert a portion
of fixed rate debt to floating rate in the long term but maintain a fixed rate for the duration of the five year
regulatory price control period When appropriate, swap instruments are employed to lock in UK Gilt rates in
anticipation of future financing fo reduce exposure to the vanability of future interest cash flows In addition
index linked swaps are used to create Retall Price Index (“RPI") exposure within interest costs which
haturally offsets the RPI| exposure of the Company's regulated income

The use of financial denvatives I1s governed by the Group’s policies approved by the Board of Directors,
which provide wniten principles on the use of financial derivatives to manage these risks The Group does
not use dernvative financial instruments for speculative purposes

Price risk

The prices the Company is allowed to charge for its services are for the most part subject to regulatory
controls The profitability of the Company’'s operations 1s thus largely dependent upon the successful
management of costs incurred to deliver the services and maintain and expand the network in compliance
with its operating licence The Directors believe that the Company 1s in a position to operate profitably within
these constraints

Financial instruments
The Company holds or issues financial instruments for two main purposes

+ tofinance its operations, and
+ to manage the interest rate risks ansing from its sources of finance

The Company finances its operation by a mixture of retained profits, long-lerm loans and commercial paper
The Company has borrowings denominated in sterling at fixed rates of interest The main nsk arnsing from
the Company's financial instruments 1s interest rate nsk The Company’s policy for managing this nsk i1s as
above and 1s defined In statements authonsed by the Board of Directors and reviewed on an annual basis
Authonty for managing nsk consistent with this corporate policy may be delegated by the Board to, amongst
others, the Treasury department of the parent company, UK Power Networks Holdings Limited

Going concern

The Company operates the regulated electricity distribution networks in the East Angha / North London area
The revenue of the Company is regulated by Ofgem wia established price control mechanisms The
Company has considerable financial resources together with committed faciities

As at 31 December 2012 the Company had borrowings (excluding dernvatives) of £1,5059m (2011
£1,440 7m) of which £17 Om (2011 £250 Om) was short term The Company has access to a £210 Om
(2011 £212 0m) revolving credit facihty of which £120 Om {2011 £nil} was drawn at the balance sheet date
The business has the ability to access external debt markets supported by cash generated by operations as
a result of financial returns earned against the regulatory asset base The Company trades with high qualty
customers with strong financial standing and together with the regulatory contract this means that the
Company's cash flows are reasonably assured

The Company's forecasts and projections, taking into account reasonable possible changes in trading
performance, show that the Company should be able to operate within the level of its current facilites As a
result the Directors are satisfied that the Company has adequate resources to continue operating for the
foreseeable future and therefore continue to adopt the going concern basis n preparnng its financial
statements This conclusion 1s based on the avallability of faciities set out above, the relatively stable and
regulated nature of the business, the forecast long-term plan and the anticipated ability of the Group to be
able to rasse additional long-term debt in the future



EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

DIRECTORS’ REPORT continued

Creditors payment policy

The Company's current policy concerning the payment of its trade creditors and other suppliers 1s to

« agree the terms of payment with those creditors/suppliers when agreeing the terms of each transaction,

« ensure that those creditors/suppliers are made aware of the terms of payment by inclusion of the
relevant terms in contracts, and

- pay In accordance with its contractual and other legal obligations

The payment policy applies to all payments to creditors/suppliers for revenue and capital supples of goods
and services without exception At 31 December 2012, the Company had an average of 6 days (2011 nil
days) purchases outstanding n its trade creditors

Political and charitable contributions
The Company made no charntable or poktical contributions in either year

Disclosure of information to Auditor
Each of the persons who 1s a director at the date of approval of this annual report confirms that

« so far as the Director 1s aware, there I1s no relevant audit information of which the Company’s Auditor 15
unaware, and

« the Director has taken all the steps that they ought to have taken as a director in order to make
themselves aware of any relevant audit information and to estabhsh that the Company's Auditor 1s aware
of that information

This confirmation 1s given and should be nterpreted in accordance with the prowvisions of s418 of the
Companies Act 2006

Auditor

Deloitte LLP have expressed their willingness to continue in office as Auditor and a resolution to reappoint
them will be proposed at the forthcoming Annual General Meeting

Approved by the Board and signed on its behalf by

B Scarsella
Director
19 March 2013




EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

STATEMENT OF DIRECTORS’' RESPONSIBILITIES

The Directors are responsible for preparing the Annual Report and the financial statements in accordance
with applicable taw and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law
the Directors have elected to prepare the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law) Under company
law the Directors must not approve the financia! statements unless they are satisfied that they give a true
and fair view of the state of the affairs of the Company and of the profit and loss of the Company for the year
In preparing these financial statements, the Directors are required to

» select surtable accounting policies and then apply them consistently,
» make judgements and estimates that are reasonable and prudent,

- state whether applicable UK Accounting Standards have been followed, subject to any materal
departures disclosed and explained in the financial statements, and

= prepare the financial statements on the going concern basis unless it 1s inappropriate to presume that
the Company will confinue in business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Company's transactions and disclose with reasonable accuracy at any ime the financial position
of the Company and enable them to ensure that the financial statements comply with the Compames Act
2006 They are also responsible for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularnties

The Directors are responsible for the maintenance and integnty of the corporate and financial information
included on the Company's website Legislation in the United Kingdom governing the preparation and
dissemination of financial statements may differ from legislation in other junsdictions

The Directors confirm to the best of their knowledge that

- the financial statements, prepared in accordance with the applicable set of accounting standards give a
true and fair view of the assets and liabilities, financial position and profit of Eastern Power Networks plc
as at 31 December 2012, and

+ the Directors’ report includes a true and fair view of the development and performance of the business

and the financial position of Eastern Power Networks plc together with a description of its principal rnisks
and uncertainties

Signed on behalf of the Board of Directors of Eastern Power Networks plc on 19 March 2013

B Scarsella
Director
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31 DECEMBER 2012

INDEPENDENT AUDITOR’'S REPORT TO THE MEMBERS OF EASTERN POWER NETWORKS PLC

We have audited the financial statements of Eastern Power Networks plc for the year ended 31 December
2012 which comprise the Profit and Loss Account, the Balance Sheet, the Statement of Total Recognised
Gains and Losses and the related notes 1 to 22 The financia! reporting framewaork that has been applied in
therr preparation 1s applicable law and United Kingdom Accounting Standards (Umited Kingdom Generally
Accepted Accounting Practice)

This report i1s made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of
the Companies Act 2006 Our audit work has been undertaken so that we might state to the Company's
members those matters we are required to state to them in an auditor’s report and for no other purpose To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Company’s members as a body, for our audit work, for this report, or for the opimons we
have formed

Respective responsibilities of Directors and Auditor

As explained more fully in the Directors’ Responsibiliies Statement, the Direclors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and farr view Our
responsibility is to audit and express an opinion on the financial statements in accordance with applicable
law and International Standards on Auditing (UK and Ireland) Theose standards require us to comply with the
Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit iInvolves obtaining evidence about the amounts and disclosures in the financial statements sufficient
to give reasonable assurance that the financial statements are free from matenal misstatement, whether
caused by fraud or error  This includes an assessment of whether the accounting policies are appropnate to
the Company’'s crrcumstances and have been consistently applied and adequately disclosed, the
reasonableness of significant accounting estimates made by the Directors, and the overall presentation of
the financial statements In addition, we read all the financial and non-financial information in the annual
report to identify matenal inconsistencies with the audited financial statements If we become aware of any
apparent matenal misstatements or inconsistencies we consider the implications for our report

Opinion on financial statements

In our opinicn the financial statements

+ give a true and farr view of the state of the Company’s affairs as at 31 December 2012 and of its profit
for the year then ended,

+ have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and

. have been prepared In accordance with the requirements of the Companies Act 2006

Opinton on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 20086 requires us to

report to you if, in cur opinicn

« adequate accounting records have not been kept, or returns adequate for our audit have not been
received from branches not visited by us, or

« the financial statements are not in agreement with the accounting records and returns, or

. certain disclosures of Directors’ remuneration specified by law are not made, or

*  we have not received all the information and explanations we require for our audit

&T) L ANK
James Leigh FCA {Senior statutory auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditors
London, United Kingdom

19 March 2013




EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2012
2012 2011
Note £m £m
Turnover 2 5222 464 7
Cost of sales (22 9) (18 5)
Gross profit 499 3 446 2
Distnbution cosis (232.8) (230 8)
Administrative expenses (2 9) (29)
QOperating profit 3 2636 2125
Finance charges {net)
Interest receivable and similar income 5 5.8 48
Interest payable and similar charges 5 (66.2) {53 4)
Farr value losses on financial instruments 5 (19 3) (88 3)
(797) (136 9)
Profit on ordinary activities before taxation 1839 756
Tax on profit on ordinary activities 6 57 10 4
Profit for the financial year 17 1896 860

All results are denved from continuing operations in both the current and preceding year




STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

FOR THE YEAR ENDED 31 DECEMBER 2012

EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

2012 2011

Note £fm £m

Profit for the financial year 1896 860
Actuanal gain/(loss) on defined pension benefits 18 01 (32 6)
Deferred tax attributable to actuanal loss 19 - 82
Deferred tax rate change relating to histoncal actuanal losses 19 {1.7) (14)
Losses on cash flow hedges 17 - (18 3)
Deferred tax attributable to losses on cash flow hedges 17 - 46
Transfer to profit or loss on cashflow hedges 17 32 08
Deferred tax attnibutable to transfer to profit or loss 17 {0.7) (02)
Deferred tax rate change attributable to cash flow hedges 17 (0 3) -
Total recognised gans and losses relating to the year 100.2 47 1

The deferred tax rate change refers to the reduction in main stream corporation tax from 25% to 23% from 1

Apnl 2013 (2011 27% to 25% from 1 Apnl 2012)
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BALANCE SHEET
AT 31 DECEMBER 2012
2012 2011
Note £m £m
Fixed assets
Tangible assets 7 2,755.7 2,583 1
Current assets
Debtors
- amounts falling due within one year 8 90.5 676
- amounts falling due after more than one year 8 203 6 2100
Investments unlisted money market investments - 450
Cash at bank and in hand 177 19
311.8 3345
Creditors. amounts falling due within one year 9 (225.1) (477 5)
Net current assets/({liabilities) 867 (143 Q)
Total assets less current habilities 2,842.4 2,440 1
Creditors amounts faling due after more than one year 10 (1,586.3) (1,305 7)
Provision for habiliies 14 (252.8) (265 4)
Net assets excluding pension hability 1,003 3 8690
Pension hability 19 (59 7) (60 B)
Net assets including pension hability 043 6 808 4
Capital and reserves
Called up share capital 15 125.8 1258
Share premium account 17 56 56
Capital redemption reserve 17 106 106
Hedging reserve 17 (109) (13 1)
Profit and loss account 17 8125 6795
Shareholder's funds 943 6 808 4

The financial statements of Eastern Power Networks plc, registered number 2366906, were approved by the
Board of Directors and authorised for 1ssue on 19 March 2013
They were signed on its behalf by

B Scarsella

Director I
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NOTES TO THE FINANCIAL STATEMENTS

1. Accounting policies

The principal accounting policies are set out below They have all been applied consistently throughout the
year and the preceding year, except as detalled below

Basis of preparation

These financial statements have been prepared under the historical cost convention and in accordance with
applicable United Kingdom law and accounting standards, except that certain dervative financial instruments
are recorded at fair value and except as noted below in respect of tangible fixed assets

The Company 15 exempt from preparing a cash flow statement under the terms of FRS 1 ‘Cash flow
statements (revised 1996) as it 1S a member of a group, headed by UK Power Networks Holdings Limited
whose consolidated accounts include a cash flow statement and are publicly available

The Company i1s exempt from the disclosures required by FRS 29 ‘Financial Instruments Disclosures’ since
the Company 1s a subsidiary of UK Power Networks Holdings Limited which prepares consolidated accounts
under UK GAAP that comply with the requirements of FRS 29

FRS 25 “Financial instruments disclosure and presentation” and FRS 26 “Financial instruments recognition
and measurement” have been applied in the recognition of interest swaps novated to the Company on 26
January 2011 The application of FRS 25 and FRS 26 affects the Company balance sheet principally in
respect of derivative financial instruments which are recognised in the balance sheet at their fair value as
financial assets or habiities The carrying values of borrowings held by the Company which are designated
within an effective fair value hedge relationship are also adjusted to reflect movements associated with the
hedged risks The accounting policy 1s descnibed more fully in the dernvative financial instruments policy
below

Going concern

The financial statements have been prepared on the going concern basis The grounds for adopting this
basis are discussed in the Directors’ report on page 4

Tangible fixed assets

Tangible fixed assets are stated at cost, net of depreciation and provision for mparment The carrying
values of tangible fixed assets are reviewed for imparment when events or changes in circumstances
indicate the carrying value may not be recoverable

Depreciation 1s provided on all tangible fixed assets other than freehold land, at rates calculated to wnite off
the cost, less estimated residual value based on prices prevaiing at the date of acquisiion, of each asset
evenly over its expected useful ife, as follows

Overhead and underground lines 45 to 60 years

Other network plant and buildings - 20 to 60 years
Fixtures and equipment - 5 years
Vehicles - 5to 10 years

Assets in the course of construction are carried at cost, less any recognised impairment loss Depreciation of
these assets, on the same basis as other assets, commences when the assets are ready for their intended
use

1
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31 DECEMBER 2012
NOTES TO THE FINANCIAL STATEMENTS continued

1. Accounting poticies continued

Tangible fixed assets continued

Customer contrnbutions In respect of capital expenditure are credited to a fixed asset account and are
released to the profit and loss account over the expected useful lives of the relevant assets by equal annual
instalments The unamortised amount of such contributions 1s shown as a deduction from fixed assets This
1s a departure from the Compantes Act 2006, which requires fixed assets to be included at therr purchase
price or production cost and hence the contribution would be presented as deferred income However,
contnbutions relate directly to the cost of fixed assets used in the distnbution network and 1t 1s the opinion of
the Directors that the treatment adopted 1s necessary to give a true and far view The value of the
contnibutions 1s shown in Note 7

Finance costs

Finance costs of debt are recognised in the profit and loss account over the term of such instruments, at a
constant rate on the carrying amount

Finance costs which are directly attrnbutable to the construction of tangible fixed assets are capitalised as
part of the cost of these assets The commencement of capitalisation begins when both finance costs and
expenditure for the assets are being incurred and activities that are necessary to get the asset ready for use
are in progress Capitalisation ceases when substantially all the activities that are necessary to get the asset
ready for use are complete

Taxation

Current tax, including UK corporation tax, is provided at amounts expected to be paid (or recovered) using
the tax rates and laws that have been enacted or substantively enacted by the balance sheet date

Deferred tax 1s recognised 1n respect of all tming differences that have onginated but not reversed at the
balance sheet date where transactions or events that result in an obligation to pay more or a right to pay less
tax in the future have occurred at the balance sheet date, with the following exceptions

= provision Is made for gains on disposal of fixed assets that have been rolled over into replacement
assets only where, at the balance sheet date, there 1s a commitment to dispose of the replacement
assets with no likely subsequent rollover or available capital losses,

« provision 1s made for gains on re-valued fixed assets only where there 1s a commitment to dispose of
the re-valued assets and the attributable gain can neither be rolled over nor eliminated by capital
losses, and

» deferred tax assels are recognised only to the exlent that the Directors consider that it 1s more likely
than not that there will be suitable taxable profits from which the future reversal of the underlying
timing difference can be deducted

Deferred tax 1s measured on an undiscounted basis

Investments
Current asset investments are stated at the lower of cost and net realisable value

Financial instruments

Financial assets and financial habilihes are recognised in the Company’s balance sheet when the Company
becomes a party to the contractual provisions of the instrument

12
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NOTES TO THE FINANCIAL STATEMENTS continued

1. Accounting policies continued

Financial Instruments continued

Financial assets

Trade debftors

Trade debtors are imitially recogmsed at fair value The carrying amount 1s reduced through the use of an
allowance account Appropnate allowances for estimated irecoverable amounts are recogmsed where the
estimated cash flows are less than the carrying amount Subsequent recovenes of amounts previously
written off are credited against the allowance account Changes in the carrying amount of the allowance
account are recognised In profit or loss

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand deposits, and other short-term highly hquid
mvestments that are readily convertible to a known amount of cash and are subject to an insignificant nsk of
changes in value

Financial habilities

Financial iabilities are classified as either financial habilies ‘at fair value through profit or loss (FVTPL) or
‘other financial hiabilities’

Financial habilities at FVTPL
Financial labilities are classified as at FVTPL where the financial iability 1s either held for trading or it 1s
designated as at FVTPL

A financial hability 1s classified as held for trading If
« It has been incurred prnncipally for the purpose of disposal in the near future, or
« It 1s a part of an identified portfolio of financial instruments that the Company manages together and
has a recent actual pattern of short-term profit-taking, or
« itis a denvative that 1s not designated and effective as a hedging instrument

A financial hability other than a financial hability held for trading may be designated as at FVTPL upon initial
recognition If
» such designation eliminates or significantly reduces a measurement or recognitton inconsistency that
would otherwise arise, or
« the financial lability forms part of a group of financial assets or financial iabilities or both, which 1s
managed and its performance 1s evaluated on a fair value basis, In accordance with the Company’s
documented nsk management or investment strategy, and information about the Company 18
provided internally on that basis, or
+ It forms part of a contract containing cne or more embedded denvatives, and FRS 26 ‘Financial
Instruments Recognition and Measurement’ permits the entire combined contract (asset or hiability)
to be designated as at FVTPL

Financial habilities at FVTPL are stated at fair value, with any resultant gain or loss recogmsed in profit or
loss The net gain or loss recognised in profit or loss incorporates any interest paid on the financial lability

Other financial iabilihes

Other financial labilities, including borrowings, are imtially measured at fair value, net of transaction costs
Other financial liabilites are subsequently measured at amortised cost using the effective interest method,
with interest expense recognised on an effective yield basis The effectwe interest method 1s a method of
calculating the amortised cost of a financial labiity and of allocating interest expense over the relevant
period The effective interest rate 1s the rate that exactly discounts estmated future cash payments through
the expected Iife of the financial hability, or, where appropnate, a shorter period

De-recognition of financial habifities

The Company derecognses financial habilites when, and only when, the Company's obligations are
discharged, cancelled or they expire

13
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NOTES TO THE FINANCIAL STATEMENTS continued

1. Accounting policies continued

Dernivative financial instruments

The Company uses denvative financial instruments to reduce exposure to interest rate and inflation rate
movements The Company does not hold or 1ssue derivative financral instruments for speculative purposes

Interest rate and infiation rate swaps are entered into for the purpose of matching or eliminating nisk from
potential movements In interest and inflation rates associated with the borrowing requirements of the
Company Amounts payable or recevable in respect of the interest and inflation rate swaps are recognised
within net interest payable in the profit and loss account over the life of the financial instrument

Denvatives are imtally recognised at fair value at the date a denvative contract 1s entered into and are
subsequently remeasured to their fair value at each balance sheet date The resulting gain or loss 1s
recognised n the profit and loss account iImmediately unless the dernivative 1s designated and effective as a
hedging instrument, in which event the timing of the recognition in the profit and loss account depends on the
nature of the hedge relationship The Company designates certain dervatives as either hedges of the far
value of recognised assets or habilities or firm commitments (fair value hedges) or hedges of highly probable
forecast transactions (cash flow hedges)

A derivative with a positive fair value I1s recognised as a financial asset whereas a derivative with a negative
fair value 1s recognised as a financial hability A derivative 1s presented as a non-current asset or a non-
current hability if the remaining maturity of the instrument 1s more than 12 months and 1t I1s not expected to be
realised or settied within 12 months Other derivatives are presented as current assets or current habilities

Hedge accounting

At the inception of the hedge relationship, the Company documents the relationship between the hedging
instrument and the hedged item, along with its nsk management objectives and its strategy for undertaking
various hedge transactions Furthermore, at the inception of the hedge and on an ongoing basis, the
Company documents whether the hedging instrument s highly effective in offsetting changes in farr values or
cash flows of the hedged item

The ‘Financial instruments’ note below sets out details of the fair values of the derivative instruments used
for hedging purposes

Movements in the hedging reserve In equity are detailed in the reserves note below

Fair value hedges

Changes n the fair value of dervatives that are designated and qualify as far value hedges are recorded In
the profit and loss account immediately, together with any changes in the fair value of the hedged item that
are attnbutable to the hedged rnisk The change in the fair value of the hedging instrument and the change in
the hedged item attnbutable to the hedged nisk are recogmised in the ine of the income statement relating to
the hedged item

Farr value hedge accounting 1s discontinued when the Company revokes the hedging relationship, the
hedging instrument expires or 1s sold, terminated, or exercised, or no longer qualfies for hedge accounting
The far value adjustment to the carrying amount of the hedged item ansing from the hedged nsk is
amortised to the profit and loss account from that date
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EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012
NOTES TO THE FINANCIAL STATEMENTS continued

1. Accounting policies continued

Hedge accounting continued

Cash flow hedges

The effective portion of changes in the far value of denvatives that are designated and qualify as cash flow
hedges are deferred through the Statement of Total Recognised Gans and Losses The gain or loss relating
to the ineffective portion 1s recognised immediately in the profit and loss account, and is included in the
‘finance charges’ line

Amounts previously recognised In the Statement of Total Recognised Gains and Losses are reclassified to
the profit and loss account in the periods when the hedged item 1s recognised 1n the profit and loss account,
in the same line of the profit and loss account as the recognised hedged item

Cash flow hedge accounting 1s discontinued when the Company revokes the hedging relationship, the
hedging instrument expires or 1s sold, termmated, or exercised, or no longer qualfies for hedge accounting
Any gain or loss recognised in the Statement of Total Recognised Gains and Losses at that time remains
there and s recogmised when the forecast transaction 1s ultimately recognised n the profit and toss account
When a forecast transaction is no longer expected to occur, the gain or loss accumulated in the Statement of
Total Recognised Gains and Losses 1s recognised immediately in the profit and loss account

Pensions

The Company has obligations under two funded defined benefit pension arrangements as part of the UK
Power Networks group, and the Company accounts for these schemes in accordance with FRS 17
‘Retirement Benefits’, (‘FRS17")

The amounts charged to the profit and loss account are the current service costs and gains and losses on
seltlements and curtalments Past service costs are recognised immediately in the profit and loss account if
the benefits have vested If the benefits have not vested immediately the cosls are recognised over the
penod until vesting occurs The interest cost and the expected return on the assets are shown as a net
amount of other finance costs or credits adjacent to interest Actuanal gains and losses are recognised
immediately in the statement of total recognised gains and losses

The defined benefit scheme 1s funded, with the assets of the scheme held separately from those of the
Group, in a separate trustee administered fund Pension scheme assets are measured at fair value and
labilities are measured on an actuaral basis using the projected unit method and discounted at a rate
equivalent to the current rate of return on a high quality corporate bond or equivalent currency and term to
the scheme habilittes The actuanal valuations are obtained at least tnennmially and are updated at each
balance sheet date The resuling defined benefit asset or hability, net of the related deferred tax, 15
presented separately after other net assets on the face of the balance sheet

Provisions

Provisions are recognised when the Company has a present obligation (legal or constructive) as a result of a
past event, it 1s probable that an outflow of resources embodying economic benefits will be required to settle
the obligation and a relable estmate can be made of the amount of the obligation If the effect of the time
value of money 1s matenal, provisions are determined by discounting the expected future cash flows at a pre-
tax rate that reflects current market assessments of the time value of money and, where appropriate, the
nsks specific to the liability

The Company has received certain claims against the Company for work performed to date The Company
takes legal advice as to the hkelhood of success of clams and actions and no provision 1s made where the
Directors consider, based on that advice that the action 1s unlikely to succeed or a sufficiently reliable
estimate of the potential obligation cannot be made
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EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

NOTES TO THE FINANCIAL STATEMENTS continued

2. Turnover

Turnover, which 1s stated net of value added tax, anses entirely in the United Kingdom and 1s attnbutable to
continuing activiies of electncty distribution and the invoice value of other goods and services provided
which the Directors consider represent a single class of business This includes an estimate of the sales
value of units suppled to customers between the date of the last meter reading and the year end

3 Operating profit

2012 2011
This 1s stated after (crediting)/charging £m £m
Depreciation of owned assets 707 665
({Profit)/loss on disposal of fixed assets 01) a1
2012 2011
Amounts payable to Auditor £000 £000
Fees payable to Company Auditor for the audit of the Company's
annual accounts 35.0 330
Total audit fees 35.0 330
Other services pursuant to legislation
- Regulatory accounts 243 233
Total non-audit fees 243 233
59.3 56 3

The Company had no employees in either the current or the prior year

4 Directors' emoluments

The Directors are not employed directly by the Company and did not receive any remuneration for services
to the Company during the year or the preceding year
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EASTERN POWER NETWORKS PLC
ANNUAL REPCRT AND FINANCIAL STATEMENTS
31 DECEMBER 2012
NOTES TO THE FINANCIAL STATEMENTS continued

5 Finance charges (net)

2012 201
£m £m
Interest receivable and simifar iIncome
On loans to Group undertakings 5.6 40
Other interest recevable 02 08
5.8 48
Interest payable and similar charges
Net interest cost on pension scheme (note 19) (2.5) (13)
On loans from Group undertakings (1.4) (0 4)
On loans repayable within five years (4.3) (177
On loans repayable after five years (62.0) (37 0)
Other finance charges (1.5) (3 8)
(71.7) (60 2)
Finance costs capitalised 5.5 68
{66.2) (53 4)
Fair value gains/{losses) on financial instruments
Initial recognition of swap instruments at 26 January 2011 - (25 8)
Gains/(losses) since inihal recognition
Fair value gains/{losses) on index linked swaps 341 (68 2)
Fair value (losses)/gains on interest rate swaps not qualifying for
hedge accounting (19.1) 63
Gains on interest rate swaps in designated fair value hedge relationships 17.2 555
Losses ansing on adjustment for the hedged items in designated fair
value hedge accounting relationships (17.3) (55 3)
Transfer to profit and loss on cash flow hedges {3.2) (0 8)
(19.3) (88 3)
Total finance charges (net) (79 7) (136 9)

Finance costs have been capitalised on the bas:s of a capitalisation rate of 5 9% (2011 6 2%), which 1s the
welghted average of rates applicable to the Company’s general borrowings outstanding during the year The
cumulative interest capitalised amounts to £24 8m (2011 £19 3m)

The swap instruments were novated to the Company on 26 January 2011 from the parent UK Power

Networks Holdings Limited which entered into these contracts when acquinng the Company from EDF
Energy plc in October 2010
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NOTES TO THE FINANCIAL STATEMENTS continued

6. Tax on profit on ordinary activities

{a) Analysis of tax charge in the year

EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

2012 2011
UK current tax £m £m
UK corporation tax charge on profit for the year 121 102
Adjustment in respect of prior year {07) (4 4)
Total current tax charge {note (b)) 14 58
UK deferred tax
Ongination and reversal of iming differences 14.9 22
Adjustment in respect of prior year (11.7) 32
Effect of tax rate change on opening balance (20 3) (21 86)
Total deferred tax credit for the year (17.1) (16 2)
Total tax credit on profit on ordinary activities (57) (10 4)
(b) Factors affecting tax charge for the year
The tax assessed for the year 1s lower than the standard rate of corporation tax in the UK
The differences are explained below 2012 2011

£m £m

Profit on ordinary activities before tax 183.9 756
Tax on profit on ordinary activities at standard UK rate of corporation tax of
24 5% (2011 26 5%) 45.1 20 0
Effect of
Adjustment in respect of prior year (0.7) (4 4)
Disallowed expenses and non-taxable income 0.1 -
Captal allowances in excess of depreciation (12.3) (16 4)
Movement in short-term timing differences (3.6) 140
Utiisation of tax losses (17.2) (7 4)
Current tax charge for the year 11.4 58




EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

NOTES TO THE FINANCIAL STATEMENTS continued
6. Tax on profit on ordinary activities continued

The tax credited to the profit and loss account of £56 7m (2011 £10 4m) compnses a charge in relation to
corporation tax and a credit in respect of deferred tax The deferred tax credit has ansen due to the deferred
tax hability being recalculated to take account of the reduction in the mainstream rate of corporation tax
alongside a prior year adjustment that relates to increased future tax allowances on capital investment as
agreed by the industry with HMRC The effective rate of corporation tax 1s reduced by the availability of
losses from other UK associated companies

Tax rate changes

The 2012 Budget on 21 March 2012 announced that the UK corporation tax rate will reduce to 22% by 2014
The reduction in the rate from 26% to 24% (effective from 1 Apnl 2012) was substantively enacted on 26
March 2012 and resulted in an average corporation tax rate for the year of 24 5% The reduction to 23%
(effective from 1 Apnl 2013) was enacted on 3 July 2012 Remeasurement of the opening deferred tax
balance at 23% reduced the deferred tax charge in the current year by £20 3m The reduction to 22% had
notl been substantively enacted in Law at the balance sheet date and therefore 1s not relevant to these
financial statements
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NOTES TO THE FINANCIAL STATEMENTS continued

7 Tangible fixed assets

EASTERN POWER NETWORKS PLC
ANNUAL REPORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

Network Fixtures
land & and Customers'
Network  buldings equipment Vehicles contributtons Total
£m £m £m £m £m £m

Cost
At1 January 2012 4,716 0 234 60 4 18 5 (1,2032)  3,6151
Additions 2838 21 156 06 (58 1) 24490
Disposals (187) - - - - {18.7)
At 31 December 2012 4,981.1 25.5 76.0 19.1 {1,261 3) 3,840 4
Depreciation
At 1 January 2012 1,326 1 16 317 88 (3362)  1,032.0
Charge for the year 912 04 66 22 (297) 707
Disposals (18 0) - - - - (18 0)
At 31 December 2012 1,399 3 20 383 11.0 (365.9) 1,084 7
Net book value
At 31 December 2012 35818 235 377 8.1 (895 4) 2,755.7
At 31 December 2011 3,389 9 218 287 97 (8670) 2,583 1

Network assets include land at £20 3m (2011 £20 2m) Non Network land and bulldings comprises freehold

bulldings only

Included within Network assets at 31 December 2012 are assets in the course of construction of £70 4m
(2011 £1415 5m) Approxamately £83 1m of the prior year assets under construction were completed dunng

2012 (2011 £24 7m)
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NOTES TO THE FINANCIAL STATEMENTS continued

8 Debtors
2012 201
£m £m
Amounts falling due within one year
Trade debtors 70.2 58 4
Amounts owed by Group undertakings 10.4
Prepayments and accrued income 9.9 92
90.5 67 6
Amounts falling due after more than one year
Amount owed by Group undertaking 145.5 145 5
Dervatives (note 12) 581 64 5
203.6 2100
2941 2776

Amounts owed by Group undertakings due after more than one year represent a lpan to the parent company
UK Power Networks Holdings Limited which 1s repayable in June 2016 and incurs interest at 3 85% per
annum

9 Creditors amounts falling due within one year

2012 2011
£m £m
Borrowings (note 11) 17.0 2500
Amounts owed to Group undertakings 69.9 930
Corporation tax 5.1 73
Trade Creditors 0.4 -
Other creditors 3.9 41
Qther taxation and social secunty 24.7 207
Accruals and deferred iIncome 104.1 102 4
2251 477 5

10 Creditors amounts falling due after more than one year
2012 20M
Em £m
Borrowings (note 11) 1,488.9 1,190 7
Dervatives (note 12) 97.4 1150

1,586.3 1.3057
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NOTES TO THE FINANCIAL STATEMENTS continued

11. Borrowings

2012 2011
£m £m
Amounts falling due within one year

Amounts due to Group undertakings 17.0 500
£200m 8 75% Bond due March 2012 - 2000
170 2500

Amounts falling due after more than one year
Revolving credit facility 120.0 -
£400m 4 75% Bond due September 2021 404.7 244 2
£350m 5 75% Bond due March 2024 349.2 349 2
£200m 8 50% Bond due March 2025 198.6 198 4
£350m 6 00% Bond due November 2036 3438 343 6
Fair value adjustment relating to far value interest rate swap hedges 72 6 553
1,488 9 1,190 7
1,505 9 1,440 7

Amounts due to Group undertakings comprise a foan from a fellow subsidiary carying interest at 1 31% per
annum and repayable in March 2013

Funds drawn under the revolving credit facility bear interest at 1 2% per annum This 1s part of a £210 Om
faciity provided by a syndicate of banks which i1s available until February 2017

The carrying value of the bonds i1s net of unamortised 1ssue costs of £8 4m (2011 £14 7m} and includes an
unamertised premium on the 4 75% bond of £4 7m (2011 £nil) These balances together with the interest
expense are allocated to the profit and loss account over the term of the debt

In March 2012 the Company raised an additional £150 Om through a tap 1ssue on the existing 4 75%
£250 Om bond facility matuning in September 2021 The resulting £400 O0m nominal value carrnes a net
premuum of £4 7m as a result of a favourable shift in market prices at the time of the tap 1ssue

Fair value adjustments increasing the carrying amount of the bonds by £17 3m {2011 £55 3m) were booked
through the profit and loss account duning the year These relate to the fair value movement in interest rate
swaps designated as fair value hedges The cumulative fair value adjustment on the bonds at 31 December
2012 of £72 6m (2011 £55 3m) 1s presented on a separate ine in the table above

No security has been given over the assets of the Company in respect of external debt or amounts owed to
Group undertakings
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12. Derivative financial instruments

2012 20M
£m Em
Denivative financial assets
Interest rate swaps designated as effective farr value hedges 37.2 200
Interest rate swaps that are not designated in hedge accounting relationships 20.9 445
58.1 645
Derivative financial izbilities
Index linked swaps (68 2) (84 3)
Interest rate swaps that are not designated in hedge accounting relationships {29 2) (307)
{97 4) {115 0)
{39.3) (50 5)

The Company exited a number of swap arrangements on 20 November 2012 Proceeds arnising from the
termination of ‘in the money’ interest rate swaps contributed toward the settlement of ‘out of the money’ RPI
index hnked swap positions

Cash settlement of the far value on 20 November 2012 amounted to £3 Om for interest rate swaps not
designated in hedge accounting relationships offset by £13 Om payable on the RPI index linked swaps
Together with interest recevable and transaction fees the net payment required to exit these contracts was
£24m

Further details of denvative financial instruments are provided in Note 13

13. Financial instruments

Risk management

The Company's funding, hquidity and exposure to interest rate nsk 1s managed by the immediate parent
company, UK Power Networks Holdings Limited Treasury operations are conducted within a framework of
policies and guidelines authonsed by the Board of UK Power Netwarks Holdings Limited

{a} Interest rate and currency risk

A number of swaps have been transacted to change the interest rate exposure of the Company to include an
appropnate mix of fixed, floating and RPI linked interest rates

The Company does not have any direct matenal exposure to foreign currencies
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13 Financial instruments continued

{b) Interest rate swap contracts

Under interest rate swap contracts, the Company agrees to exchange the difference between fixed and
floating rate interest calculated on agreed notional pnncipal amounts The fair value of interest rate swaps at
the reporting date I1s determined by discounting the future cash flows implicit in the swaps

The following tables and discussion detail the notional principal amounts, the fair values and remaiming terms
of interest rate swap contracts outstanding as at the reporting date

Fair value hedges

Average contract fixed Notional principal
interest rate value Fair value
2012 2011 2012 2011 2012 2011
% % £m £m £m £m
Qutstanding receive fixed/
pay floating contracts 72% 72% 3800 3800 372 200

The floating rate payable on the interest rate swaps 1s six month LIBOR plus a margin of between 2 1% and
4 8% The matunty dates of the swaps range between March 2024 and March 2025 Interest payable 1s
settled on a semi annual basis and interest receivable on an annual basis

The swaps exchange fixed rate interest for floating rate interest and were effective as farr value hedges
throughout the year in respect of bond interest rates Farr value gains during the year of £17 2m (2011
£55 5m) are offset by fair value losses of £17 3m (2011 £55 3m) adjusted to the carrying amount of the
bonds through the profit and loss account
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13. Financial Instruments continued

{b) Interest rate swap contracts continued
Interest rate swaps not designated in hedge accounting relationships

The Company 1s party to a number of interest rate swap contracts, not designated in hedge accounting
relationships, with fairr values amounting to assets of £20 9m (2011 £44 5m) and habilities of £29 2m (2011
£30 7m) The swap arrangements are as follows

I The farr value swap contracts described in the preceding section which exchange fixed for floating
rates of interest on a notional principal of £380 Om are overlaid by £200 O0m of additional swap
contracts which re-fix the floating rates of interest to fixed rates until the next regulatory price control
review (n March 2015 The resulting fixed rate 1s on average 0 8% lower than the underlying bond
coupon rate

Il A swap contract was entered into as a pre-hedge to the 1ssue of new bond debt in 2011, swapping 6
month Libor to a fixed rate of 2 99% The swap was designated as a cash flow hedge until the 1ssue
of the bonds 1n September 2011 at which point it was de-designated from the hedge relationship and
subsequent gains or losses recognised immediately in the profit or loss Whilst the instrument was
effective as a cash flow hedge, a loss of £18 3m was deferred to the cash flow hedge reserve This
loss 1s being amortised to the profit and loss account over the life of the swap instrument Dunng the
year £3 2m (2011 £0 8m) was released to the profit and loss from the cash flow hedge reserve

At the time of the bond 1ssue a mirror swap was transacted to offset the effect of the onginal swap by
swapping 1 73% fixed interest with 6 month Libor The ongoing net effect of both instruments 1s
1 26% fixed interest on a notional principal of £220 O0m until March 2017

(c) Index inked swap contracts not designated in hedge accounting relationships

The Company uses RPI hnked swap contracts to convert a portion of the fixed rate interest payable under
the bonds to an inflation linked rate Although designed as an economic hedge against the RPI exposure of
the Company's regulated income these instruments are not designated in formal hedge accounting
relationships The index linked swaps receive a combination of fixed and floating rate interest and pay RPI
Iinked interest on a notional value of £600 Om (2011 £570 O0m) On 20 November 2012 the Company pad
£13 Om to exit one contract with a notional value of £70m and matunng in March 2024 (note 12) Maturity
dates of the remaining contracts range from November 2036 to December 2041 At 31 December 2012 the
fair value of these instruments was £68 2m out of the money (2011 £84 3m)
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13. Financial Instruments continued

{d) Interest rate profile

Interest earned on cash deposits 1s predominantly through money market investments Money market
investments are short term 1n nature and taken out at fixed rates of interest for the duration of the investment

After taking into account the Company’s interest rate and index linked swaps, the interest rate profile of the
Company’s financial iabilities 1s as follows

Borrowings Fixed rate borrowings

Weighted Weighted

Floating Index Fixed average average

rate hnked rate Total fixed rate fixed period

£m £m £m £m % Years

As at 31 December 2012 1200 4956 890.3 1,505 9 6.1 79
As at 31 December 2011 - 418 4 1,022 3 1,440 7 61 72

The index linked rates range from 1 7% to 1 95% indexed by RPI over the period of the relevant instrument
The combined weighted average cost of floating, index linked and fixed rate borrowings for the year was
58% (2011 6 2%)

(e) Fair values

The farr values of financial instruments represent the amount at which the instrument could be exchanged in
a current transaction between willing parties, other than in a forced sale or iquidation

The Company’s borrowings recorded at amortised cost are shown below together with the farr value

Book value Fair value Book value Farr value

2012 2012 2011 201

Amounts payable £m £m £m £m
Within one year 170 17.0 2500 2533
In two to five years 120.0 1200 - -
In more than five years 1,368 9 1,596 7 1,190 7 1,350 4
1,505.9 1,7337 14407 1,6037

The farr value of the bonds has been determined by reference to closing quoted market values where
available or otherwise by discounting future cash flows at therr market interest rate The fair value of all other
financial assets and habilihes approximates to their carrying value

(f) Borrowing facilities

The Company has access to a revolving credit faciity of £210 Om untll February 2017, of which £120 0m was
drawn at 31 December 2012
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14 Provision for habilities

The movements In provisions durnng the current year are as follows

Ansing Released
At1 duning dunng At 31
January the year the year December
2012 2012
£m £m £m £m
Deferred tax 263 2 - (16 8) 246 4
Other 22 44 (02) 6.4
265 4 44 {17 0) 2528

“Other” comprises provisions for legal fees which are expected to become payable within the next year

Deferred taxation prowvided in the financial statements 1s as follows

Accelerated capital allowances

Other timing differences

Proviston for deferred tax

The movements in deferred taxation are as follows

Prowision for deferred tax

Deferred tax shown against pension hiability

Net deferred tax

2012 2011
£m £m
263.9 286 0
{17.5) (22 8)
2464 263 2
Statement
of total
Profit  recognised At 31
At 1 January and loss gains and December
2012 account losses 2012
£m fm £m £m
26832 (17 8) 10 2464
{202) 07 17 (17.8)
243.0 (17 1) 27 228.6
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15. Share capital

Authonsed
2012 2011 2012 2011
Number Number £m £m
Ordinary shares of £0 50 each 400,000,000 400,000,000 200.0 2000
Allotted, called up and fully paid
2012 2011 2012 2011
Number Number £m £m
Ordinary shares of £0 50 each 251,513,142 251,513,142 125.8 1258
16 Dividends paid
2012 2011
£m £m

Ordinary dividends on equity shares — 21 87p
(2011 29 82p) per ordinary share 55.0 750
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17 Reconciliation of shareholder's funds

Capital Total
Share redemp- Profit and Share
Share premum tion  Hedging loss holder's
Capital account reserve  Reserve account funds
£m £m £m £m £m £m
At 1 January 2011 1258 56 106 - 694 3 836 3
Profit for the year - - - - 860 86.0
Dividends paid - - - - {75 Q) (75.0)
Actuanal loss net of deferred tax
on defined pension benefits - - - - (24 4) (24 4)
Deferred tax rate change - - - - (14) (14)
Losses on cashflow hedges net of
deferred tax - - - {(137) - {13.7)
Transfer to profit or loss on cash - - - 06 - 06
At 31 December 2011 1258 56 106 {131) 6795 808 4
Profit for the year - - - - 189 6 189.6
Dividends paid - - - - (550) (55.0)
Actuarial gain net of deferred tax
on defined penson benefits - - - - 01 01
Deferred tax rate change - - - (03) (17) {2.0)
Transfer to profit or loss on cash
flow hedges net of deferred tax - - - 25 - 25
At 31 December 2012 1258 5.6 10.6 (109) 8125 943.6

The losses deferred to the hedging reserve relate to an interest rate swap entered 1nto as a pre hedge to the
issue of new bond debt in 2011 The swap was destgnated as an effective cash flow hedge until the 1ssue of
the bonds at which time hedge accounting was discontinued and subsequent gains or losses on the
mstrument recognised immediately in the profit or loss account The hedge reserve 1s amorttsed to the profit
and loss over the life of the instrument
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18. Financial commitments
Amounts contracted for but not provided in the financial statements amounted to £47 7m (2011 £56 9m)

19. Pension commitments
The Group operates two funded defined benefit pension schemes

* The UK Power Networks Group of the ESPS (the UKPN Group) — formerly the Networks Section of the
EDF Energy Group of the Electnaity Supply Pension Scheme (ESPS), and

*+ The UK Power Networks Pension Scheme (UKPNPS) — formerly the Networks Section of the EDF
Energy Pension Scheme (EEPS)

The parent company UK Power Networks Holdings Limited assumed responsibility for these defined benefit
arrangements when 1t acquired the Distribution Networks businesses and associated unregulated
businesses from the former parent company EDF Energy plc on 29 Qctober 2010 Scheme assets and
liabilities were assigned to the individual legal entities of the Group, including this Company, using a revised
allocation methodology based on the attribution portions agreed with the industry regulator Ofgem, within the
latest pnice control determination, DPCRS

The actuanal valuation at 31 December 2012 was carried out by Aon Hewitt The most recent independent
tnenmal valuation of the schemes for funding purposes was performed as at 31 March 2010 Under the
funding schedule agreed with the scheme trustees, the Group aims to eliminate the current deficit over the
next 14 years The Group will monmitor funding levels annually and the funding schedule will be reviewed
between the Group and the trustees every three years based on actuanal valuations The next independent
tnenmal valuation 1s due to be completed at 31 March 2013 The Group considers that the contributions rates
agreed with the trustees are sufficient to eliminate the current deficit over the agreed penod
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19. Pension commitments continued

The principle financial assumptions (% per annum) used to calculate scheme habilities under FRS17 were

2012 2011
% %

Discount rate
- UKPN Group 4.3 46
- UKPNPS 4.8 47
Expected return on scheme assets
- UKPN Group 4.6 48
- UKPNPS 5.8 58
Rate of increase in RPI
- UKPN Group 2.8 30
- UKPNPS 31 33
Rate of increase in CPi
- UKPN Group 2.3 21
- UKPNPS 26 24
Rate of increase in salaries
- UKPN Group 38 40
- UKPNPS 41 43
Rate of pension increases in payment
- Pensions in excess of GMP (UKPN Group) 29 30
- Post 88 GMP (UKPN Group) 1.9 18
- RPI up to 5% per annum (UKPNPS) 29 30
- RPI up to 2 5% per annum {UKPNPS) 2.0 20
- Post 88 GMP (UKPNPS) 2.0 19
Rate of pension increases in deferment
- UKPN Group 29 30
- CPI up to 5% per annum (UKPNPS) 2.6 24

- CPl up to 2 5% per annum (UKPNPS) 25 24
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19. Pension commitments continued

The table below shows details of assumptions around mortality rates used to calculate the FRS 17 pension
habilities

At At
31 December 31 December
2012 2011
years years

UKPN Group
Life expectancy for current male pensioner aged 60 28 28
Life expectancy for current female pensioner aged 60 30 30
Life expectancy for future male pensiener from age 60 retinng in 2030 30 30
Life expectancy for future female pensioner from age 60 retining in 2030 32 32

UKPNPS

Life expectancy for current male pensioner aged 65 22 22
Life expectancy for current female pensioner aged 65 24 24
Life expectancy for future male pensioner from age 65 retinng in 2030 24 24
Life expectancy for future female pensioner from age 65 retinng in 2030 27 27

These assumptions are governed by FRS 17 and do not reflect the assumptions used by the independent
actuary in the triennial valuation as at 31 March 2010, which determined the Company’s contribution rate for
future years

The amount recognised in the balance sheet In respect of the Company's defined benefit retirement benefit
plan 1s as follows

UKPN Grp UKPNPS Total Total
2012 2012 2012 201
£m £m £m £fm
Fair value of scheme assets 365.8 329 398.7 3687
Present value of defined benefit obligations {438.6) (37.6) (476 2) (449 5)
Deficit in scheme (72 8) (4.7) {77.5) (80 8)
Related deferred tax asset 167 1.1 17.8 202
Liability recegnised in the balance sheet (56.1) {3 6) (59.7) {60 6)

This amount Is presented in pension habilities
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19. Pension commitments continued

Amounts recognised in the profit and loss account in respect of the defined benefit schemes are as follows

UKPN Grp UKPNPS Total Total

2012 2012 2012 2011

£m £m £m £m
Current service cost {10.8) (5.1) (15 9) (150)
Changes in respect of terminations {2 6) - (2.6) (23)
Interest cost (18 7) (1.7) (20 4) (19 3)
Expected return on scheme assets 16 2 1.7 17.9 180
{15 9) (5.1) (21.0) (18 6)

Of the charge for the year £18 5m (2011 £17 3m) has been included in distribution costs and an expense of
£2 5m (2011 £13m} has been included In interest payable The estimated amounts of contnbutions
expected to be paid to the scheme In 201315 £22 1m

Movements in the present value of defined benefit obligations in the current year were as follows

UKPN Grp UKPNPS Total Total

2012 2012 2012 2011

£m £m £m £m

At 1 January (416.0) (33.5) (449.5) {351 3)
Current service cost (10.8) (5.1) (15 9) (15 0)
Changes In respect of terminations (2 6) - (286) (23)
Interest cost (18 7) (1.7) (20 4) (19 3)
Actuanal (loss)/gain (10.0) 4.1 (59) (75 4)
Benefits paid/(receved) 195 (1.4) 18.1 138
At 31 December {438 6) {37.6) (476.2) (449 5)

The actuanal loss includes a net transfer out of scheme habilites amounting to £11 Om (2011 £55 7m
transfer in) to align the allocation of scheme habilities across the Group to the attrnibution portions agreed with
the Regulator under the latest price control determination DPCR5
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Movements in the present value of farr value of scheme assets in the current year were as follows

UKPN Grp UKPNPS Total Total

2012 2012 2012 2011

£m £m £m £m

At 1 January 343 3 254 3687 3000
Expected return on scheme assets 162 1.7 17.9 180
Actuanal gain 6.0 - 6.0 428
Contributions by employer 121 35 15.6 151
Deficit payments 77 0.9 86 66
Benefits (paid)/received {19.5) 1.4 (18 1) (123 8)
At 31 December 365.8 329 398.7 3687

The actuanal gain includes a net transfer out of scheme assets amounting to £9 6m (2011 £45 4m transfer
in) to align the allocation of scheme assets across the Group to the attribution portions agreed with the
Regulator under the latest price control deterrmination DPCR5S

The analysis of the scheme assets and the expected rate of return at the balance sheet date were as follows

Expected return Fair value of assets

2012 201 2012 2012 2012 2011

UKPN Grp UKPNPS Total Total

% % £m £m £m £m

Gilts - fixed 2.7 28 881 - 88.1 852
- Index linked 24 27 756 - 766 789
Equities 79 79 125.9 14.9 1408 1345
Property 69 69 18 2.6 14.4 162
Corporate bonds 4.1 47 399 12.9 528 233
Hedge Funds 41 47 77 - 77 56
Cash 05 11 16.8 25 193 250
365.8 329 3987 3687

The Group employs a building block appreach in determining the long-term rate of return on pension plan
assets Historical markets are studied and assets with higher volatiity are assumed to generate higher
returns consistent with widely accepted capital market principles  The assumed long-term rate of return on
each asset class I1s set out in the table above The overall expected rate of return as presented in the
assumptions table on page 31 I1s denved by aggregating the expected return for each asset class over the
actual asset allocation for each of the schemes as at 31 December 2012

The actual return on scheme assets in the year was a gain of £33 5m (2011 £15 4m)
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The history of experience gains and losses 1s as follows

EASTERN POWER NETWORKS PLC
ANNUAL REFORT AND FINANCIAL STATEMENTS
31 DECEMBER 2012

2012 2011 2010 2009 2008
£m £m fm £fm £m
Fair value of scheme assets 398.7 3687 3000 1829 164 6
Present value of defined benefit obligations (476 2) (449 5) (351 3) (238 2) (179 4)
Deficit in the scheme {77 5) (80 8) (513) (55 3) (14 8)
Experence adjustments on scheme liabilities
Amount (Em) (6.8) (2 2) {26) {(19) (07)
Percentage of scheme habilities (%) 1.4 05 07 08 04
Expernence adjustments on scheme assets
Amount (£m) 15.6 (2 6) 130 149 (44 9)
Percentage of scheme assets (%) 39 07 43 82 273
The amounts recognised in the statement of total recognised gains and losses are as follows
UKPN Grp UKPNPS Total Total
2012 2012 2012 2011
£m £m £m £m
At 1 January (70.6) {5.4) (76 0) (50 2)
Actuanal (loss)/gan {4.0) 41 01 (32 6)
Deferred taxation 0.9 {09) - 82
Deferred tax rate change {1.5) {0.2) (17} (14)
At 31 December (75.2) {2.4) (77.6) (76 Q)

The cumulative amount of actuanal gains and losses recognised In the statement of total recognised gains
and losses since the adoption of FRS 17 1s a loss of £77 6m (2011 £76 Om)

20. Related parties

In accordance with FRS 8 ‘Related party disclosures’, the Company 1s exempt from disclosing transactions
with entities that are part of the Group or investees of the Group qualfying as related parties, as it 1s a wholly
owned subsidiary of a parent, which prepares consolidated accounts which are publicly available
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21 Parent undertaking and controlling party

The Company 15 a whelly owned subsidiary of UK Power Networks Holdings Limited, a company registered
n England and Wales

UK Power Networks Holdings Limited 1s owned by a consortium consisting of

Power Assets Holdings Limited Incorporated i Hong Kong
L1 Ka Shing Foundation Limited Incorporated in Hong Kong
Cheung Kong Infrastructure Holdings Limited Incorporated in Bermuda

It 1s the opinion of the Directors that the parent company, UK Power Networks Holdings Limited has no single
controlling party as that company 1s controlled jointly by the consortium The UK Power Networks Holdings
group 1s both the smallest and largest group for which consolidated financial statements are prepared which
include the results of the Company Copies of the financial statements of UK Power Networks Holdings
Limited may be obtained from the Company Secretary at Energy House, Carrier Business Park, Hazelwick
Avenue, Three Brnidges, Crawley, West Sussex, RH10 1EX

22. Regulatory accounts

On 1 October 2001, under the Utilities Act 2000, Eastern Power Networks plc was granted a Distnbution
Licence under which 1t 15 required to produce regulatory accounts The regulatory accounts, which cover a 12
month penod ended 31 March of each year, are avalable free of charge by contacting the Finance
Department at Energy House, Carmer Business Park, Hazelwick Avenue, Three Bridges, Crawley, West
Sussex, RH10 1EX or by telephoning 01293 657862

36




