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Strategic report
For the ycar ended 31 March 2022

The directors present their annual report and the audited financial statements of Westem Power Distribution ple ("WPD plc"” or the
“Company”) and its subsidiary undertakings (the "WPD Group", "the Group” or "WPD") for the year ended 31 March 2022. These
are prepared In accordance with International Financial Reporting Standards ("IFRS") as adopted by the UK.

Group composition

WPD Group mainly comprises the four Distribution Network Operators ("DNOs"): Western Power Distribution (South West) plc
("WPD South West"), Western Power Distribution (South Wales) plc ("WPD South Wales"), Westemn Power Distribution (East
Midlands) plc {("WPD Eass Midlands™), and Western Power Distribution {West Midlands) ple {"WPD West Midlands").

In addition te the DNOs, the Group also consists of a number of other smaller subsidiaries including WPD Telecoms Limited,
Westemn Power Generation Limited and South Western Helicopters Limited. The primary purpose of these businesses is to support
the DNOs and network related activities of the Group. The Group alse owns property companies, to facilitate the management of non-
network and investment properties of the Group.

Ownership

The WPD Group is owned by Western Power Distribution Plc, which is a public limited company registered in England and Wales.
On 14 June 2021, PPL Corporation ("PPL") completed the sale transaction of its UK investrment in the WPD Group to National Grid
Plc ("National Grid"}). On completion of the sale, the ultimate controlling parent of the WPD Group is National Grid Ple, registered
in England and Wales. National Grid is an energy company operating in the UK and United States of America.

Business model

WPD is the clectricity Distribution Network Operator for the Midlands, the South West and South Wales. Our combined network is
the largest in the UK, with our four DNQOs delivering electricity to approximately 8.0 mitlion {2021: 7.9 million) homes and
businesses and employing 6,632 (2021: 6,556) stalf.

Customers Area
(million) (sq km) ! con
WPD South West 1.6 14,400 [o—
WPD South Wales 12 11,800 T AST MIDLANDS
WPD East Midlands 2.7 16,000 S M
WPD West Midlands 2.5 13,300 Emtwaes WEST MIDLANGS oo
8.0 55,500 , U TH WALE S

Swaraca

Our customers are registered with licensed electricity
suppliers, who in turn pay the WPD Group for use of

the network. Our costs are regulated and based on an
agreed allowance by the Otfice of Gas and Electricity
Markets ("Ofgem"); on average WPD customers pay
£98.85 (2021: £958] per annum) for electricity ﬁ;
distribution costs. -

QOur main responsibilities are:

©®®

Keep the Maintain Fix the Connect Operate a
power flowing equipment network customers smart system

The  Group's network  comprises
approximately 90,000km (2021:
90 000km) of overhead lines,
138,000km  (2021:  137,000km) of
underground cable and 190,000 (2021:
189.000) transformers. We maintain our
network assets to ensure safe and
reliable distribution  of electricity  to
homes and businesses across our four
regions.

We operate an efficient business model, with a flat and lean organisational structure that enables us to deliver excellent performance
levels for cur customers at an elficient cost. We believe that the use of in-house regional resources is crucial to cost effective and
reliable delivery, which is why we use geographically based teams to serve each local area. Our staff know the local area, network,
local developments and communities, enabling us to provide efficient, high quality customer service.
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Strategic report (continued)
For the vear ended 31 March 2022

Regulatory framework

The DNOs are natural monopolies and to ensure the provision of value for money services for consumers, are regulated by the Gas
and Electricity Markets Authority, which operates through Ofgem. The operations are regulated under the distribution licence which
sets the requirements that WPD needs to deliver upon for its customers.

The regulatory framework is based on sustainable network regulation, known as the "RIIO" model where Revenues=Incentives +
Innovation + Qutputs. Under the RITO model there is an emphasis on companics playing a full role in developing a more sustainable
energy sector and delivering value for moncy network services for customers. A key featurc of the RIIO model is that the expected
outputs delivered by network companies 1s influenced by its stakeholders through extensive engagement.

Ofgem regulates how much revenue we can earn by setting an allowance over the price control period. In addition to the base level of
revenue which the DNOs are allowed to earn, there are incentives to innovate and deliver various outputs relating to customer
service, network performance, the environment, connections and efficiency. The achievement or not of targets in relation to these
activities can result in rewards or penalties.

From 1 April 2015, Ofgem set an eight year electricity price control (kniown as RIIO-ED1). WPD submitted an outputs based
Business Plan for the RIIO-ED1 period (2015-2023), which was accepted by Ofgem as "well justified” and could therefore "fast-
track” all four WPD licensed areas; the only DNG Group to be fast tracked. WPD's modified licences took effect from 1 April 2015.

Our RIIO-ED1 business plan is available at the link below:

htips. suurpowerfulure s eslernpon et o uh our-future-business-plan vur-eioed T-business-plan

Looking to the future RIIO-ED2, covering the pericd April 2023 to March 2028, is the second price control to be set under the RIIO
model. The first draft of our RIIO-ED2 business plan was submitted to Ofgem's challenge group on 1 July 2021 and the final
submission was made on | December 2021. Ofgem’s drafi determinations were published in June 2022 with final determinations due
in winter 2022. As a result of the Government legislating for net zero carbon by 2050, DNOs will be at the forefront ol its delivery
enabling the transition to a smart, flexible, low cost and low carbon energy system for all consumers and network users.

Our business plan was co-created with our stakeholders following an enhanced and robust approach to stakeholder engagement and
outlines the network investment we propose to deliver for the 5 year period, how much it will cost and the benefits to customers and
stakeholders. For details reter to the "Future developments" section below.

Purpose, strategy and goals
Our purpose is to deliver exceptional service and support environmental and social well-being for the communities we serve through
our commitment to deliver: “Power for life, Power for future generations™.

We will deliver a safe and reliable clectricity supply at an affordable cost for all our customers, using local staff to deliver local
scrvices.

Owr strategic direction is essential to achieving our purpose and entails providing excellent network and customer service, delivering
our RIIO-ED! commitments by investing our allowances efficiently, adapting to stakeholder needs and laying the foundation for
delivery of the outputs within RIO-ED2. Qur focus is ta achieve the best possible positive outcomes for our customers by utilising
innovative solutions and smarter working practices to drive efficiency in all we do.

Within the RIIO-ED1 business plan we have 76 commiiments pertaining to safety, reliability, environment, connections, customer
satisfaction and social obligations. Aligned directly to our stated business plan commitments ar¢ our six key goals that underpin our
purpose.

Safety

Salety 15 the single highest priority at WPD. Our objective is simple: zero accidents and no adverse impact on the public, employees
or contractors. WPD continuocusly promotes safe working practices within the Group as well as engaging with stakeholder groups
such as school children, land owners and construction operators through activities on safety awareness and cducation sessions as
well as distributing safety related information.

fe ewenziyy disimbuton nerwerk o line ath sircn
I

partnershy with our cmplovees and rade Lnioos o ensure an sxcsiient sata

We aperate and wmamiain -

risk o the pubhe and our siaff We hold curseives and our contractors acen

[

raMINg ProfrAmmes apprepriate for the acniies they carty cut and health and sat

rad o Slop any Job

ved 1o be unsafe. Impic;

accidents and rear m
4

gatons ledennfy iessons learned 1n erdsr to avoid repeated future incidents.

Western Power Distribution plc 2



Strategic report (continued)
For the year ended 31 March 2022

Purpase, strategy and goals {continued)
Safety fcontinued)
WPD's safety management system is compliant with 1SO 45001 standard for management systems of occupational health and safety

and has bcen externally accredited by National Quality Assurance ("NQA™) in June 2021.

Our detailed safety policy can be found at:
hips: www westernpower.co.uh customers-and-community_health-satetsy

Network performance & reliability

WPD is committed to providing a secure, reliable and continuous network connection to its customers. Qur network is available
99.995% of the time. We not only look at the physical security aspects of the network but also at preventing any cyber breach
incidents. WPD recognises that our information systems and electricity networks arc critical and valuable assets that must be
protected and thus are focused on maintaining a robust system of cyber security that enablcs business continuity, minimises
operational risk and preserves individual data privacy. We are resilient, reliable and results-orientated, focusing on the long term,
understanding that taking shortcuts for short term performance is counter-productive.

Connections & customer satisfaction

WPD strongly believe that excellent service for customers connecting to our netwerk and customer satisfaction with the service we
deliver daily is the key to the future success of the business. As demonstrated by our consistent Broad Measure of Customer
Satisfaction (“BMCS”) results {refcr to page 10}, we aim to provide the highest quality, safe and affordable service to all our
customers, improving quality of life in the areas we serve. We provide our customers with a wide range of advice and tools to help
them use energy wisely and we support those in fuel poverty. We are innovative and driven to find ways to improve our service and
our business.

Our comunitment to customer satisfaction is demonstrated by our continued accreditation to the Customer Service Excellence
("CSE") Standard. We have held the CSE standard (formerly charter mark) for the past 30 years - the only energy company in the
UK to do so. The CSE assessor visits contact centres and local depots every year and stringently assesses our engagement activities,
delivery, timeliness, customer communications, and professionalism and staff attitudes. 57 elements are assessed. We are compliant
on all elements and 46/57 (2021: 45/57) elements are awarded ‘compliance plus’ level, demonstrating UK-wide best practice.

In enabling the UK to transition to a low carbon future, WPD is committed to incorporating the use of lower cost alternatives such as
using flexibility services as an alternative to conventional reinforcement. Qur flexible services help to manage constraints on the
networks and ultimatcly save customers money. WPD continucs to strive for greater efficiency with regard to operating costs seeking
innovative ways to reduce both the time and cost to repair and replace assets. This approach aims to minimise the cost to the
customer of running and maintaining the network.

In the current climate of rising energy costs, affordability (or our customers is a key priority. We intend to keep the cost of our
service delivery broadly flat in RIIO-ED2 by utilising innovative and digitalised solutions to enhance our operations. We have
instilled a culture across our business that maximises every opportunity to innovate and work smarter for our customers. By adopting
a ‘flexdibility first” approach to all load related investment decisions, we have committed that by 2028 we will avoid over £94 million
of network reinforcement costs by operating the existing primary and secondary networks more efficiently through the use of flexible

SEervices.

Environment

WPD is dedicated to conducting its business as a responsible steward of the environment. During RIIO-ED 1 we have committed o
achigve various environmental improvements throughout our business such as a reduction in our carbon footprint and in the oil and
gas leaks rom our equipment. For RIIO-ED2, our stakeholders told us it 1s our fundamental responsibility to go further and help
achieve the Government's net zero carbon target. During the current year WPD published its Environment strategy. The strategy
established two core strategic focus arcas, namely ‘Becoming a Net Zero Qrganisation’ and *Being Environmentally Responsible’.
The environment strategy and a separate environment action plan published in June 2021, details our commitments to ensure that
environmental responsibility underpins all of our activities in RIIO-ED2 and beyond and provides WPD with an overarching
pathway to become net zero by 2028 (excluding engineering network losses and scope 3 emissions) ahcad of the Government’s
legislated target date of 2050. We are committed to environmental sustainability and achieving net zero and this strategy and the
action plan will form the basis of our transition to a greener and more sustainable encrgy systems. The detailed environment strategy
can be found at the link below:

hitps: seurpowertulure westernpower.go.uk REO-T D2 -turther-intormaton7document-hibrary

Every member of staff is made aware of WPD's environmental commitment to abide by cnvironmental laws, regulations and
corporate environmental policies, and their responsibilities for reporting any concerns on potential envirenmental compliance issues
so that appropriate action can be taken.

Western Power Distribution plc 3



Strategic report (continued)
For the year ended 31 March 2022

Purpose, strategy and goals (continued)

Environment (continued)
WPD continues to maintain accreditation to 15014001:2015 environmental management standard.

More detailed information on our envirommental goals can be found in our published report available at:
h{l,‘!\;f WA W R esIepon of ¢ Uk customers-and-comnuity, enyvronment

Social obligations

Meeting the needs of our vulnerable customers is one of our key commitments. We recognise that we have to provide enhanced
services for customers in vulnerable situations, especially those that would be impacted as a result of being without power and
therefore we work with expert partners to improve our understanding of the necds of customers in vulnerable situations. We train our
staff to recognise signs of vulnerability.

The details of customers in vulnerable situations are held on our Priority Services Register ("PSR"). During 2021/2022, the number
of people on the PSR has reached [.9 million and we have proactively contacted over I million of those customers this year. We set
up 31 new PSR rcferral networks during 2021/22, taking the total to 149 organisations that we can refer PSR customers 1o for help
and assistance.

We have achieved the British Standard Institution (*BST"} for Inclusive Service Provision (“BS184777) for the ninth year running,
the longest period for any company in the UK. This standard specifies requirements for responding to customers in vulnerable
situation. This accreditation demonstrates that our services are fair and accessible to all.

Stakeholder value & engagement

The success of our business is critically dependent on the way we work with our customers and other key stakeholders. Our aim is to
create value for our existing stakeholders every day and take account of our future stakeholders and their cvolving neceds. We
regularly engage with key stakeholders to ensure that our goals and objectives are in line with their expectations. In addition o
customers, our other key stakcholders are:

Employees

Our business is built by our people. WPD is fully commitied to an environment that drives and motivates our employees and provides
them with long and rewarding careers. This includes ensuring the provision of adequate training, rewards and benefits. We regularly
survey our staff to get their views on the business and we act on this feedback.

Equality of opportunity is key to WPD's approach to recruiting, training and promoting employces. WPD acknowledges the value
that a diverse workforce brings to the organisation. We have an established Equality and Diversity policy demeonstrating our clear
commitment to empowering an inclusive workplace that offers equal treatment of all existing and future empioyees and is frec from
unfair and discriminatory behaviour. One of our core commitments within RIIO-ED?2 is 10 achieve year-on-year improvements to the
level of demographic diversity within the business and publish an annually updated Diversity, Equity and Inclusion Action Plan. For
more details, refer to our "Workforce Resilience Strategy™ at the link below:

hups: vourpuy eriuture.s ostermpey er.cu.uh RIO-1 D2 -turther-intunnation=docyment-hbeyr

Employeces are selected and prometed according to their abilities and merits and to the requirements of the job. Applications for
employment by people with disabilitics are fully considercd and in the event of members of staff becoming disabled every effort is
made to ensure that their employment with the Group continues by way of making adjustments to their role and/or working
environment or through retraining arranged as appropriate. It is the policy of the group that the training, career development and
promotion of disabled persons should, as far as possible, be identical to that of other employees.

Suppliers

We rely on quality, value for money goods and services from reputable supplicrs and contractors in order to maintain the highest
standards in network reliability and customer service. WPD maintains open and positive communication with all suppliers and
contractors and treats them fairly, evenly and with honesty. To create lasting value for the Group we seek mutually beneficial
relationships with a diverse group of high quality suppliers.

In April 2022, WPD signed up to the Prompt Payment Code ("PPC™). PPC is a voluntary code administered by the Office of the
Small Business Commissioner ("$SBC"j on behalf’ of the Department of Business Energy and Industrial Strategy ("BEIS"). This
demonstrates our commitment to the fair treatment of our suppliers. The PPC aims to improve cash tflows to small businesses by
requiring its signatorics to pay 95% of all invoices within 60 days or for those suppliers with less than 50 employees within 30 days.

Western Power Distribution plc 4



Strategic report (continued)
For the year ended 31 March 2022

Purpose and goals (continued)

Stakeholder value & engagement (continued)

Regularors
WPD has a helpful and transparent approach in its dealings with the industry regulator, Ofgerm, on ali matters guiding and impacting
energy distribution in the UK.

WPD has a significant role to play in supporting the Government’s move to deliver 4 net zere carbon economy by 2050. WPD has
engaged with Ofgem at all stages to help develop a business plan for RIIO-ED2 which contains the right customer focused outputs
and economic incentives o help deliver the Government’s objective. Our core commitments within the RIIO-ED2 business plan
align with Ofgem’s output categories.

WPD continues to promoete transparency of performance and returns. WPD’s Regulatory Financial Performance Reporting {("RFPR")

provides clarity on our financial and operational performance from a regulatory perspective, including WPIY’s performance against
incentives under the RIIO price control arrangements. Our latest RFPR can be found on our website at the link below:

WPD Your Power Future - Revulatory Financial Perfenmanve Reporung (REPR twesternpower.cu.uk}

WPD also strategically and operationally engages with the Health and Safety Executive ("HSE"). Steps taken in this regard are:

- WPD¥s Chief Executive and senior managers participate in national groups such as the National Health & Safety Committee
("HESAC™"), of which the HSE is a member;

- WPD's Chief Executive and senior managers meet with key HSE staff throughout the year to discuss matiers and where
appropriate collaborate on strategic Health and Satety issues and initiatives; and

- WPD aligns its internal safety campaigns to the HSE ‘Helping Great Britain Work Well’ safety message and separately the HSE
supported, National HESAC led ‘Powering Improvement” H&S programme.

Additionally, WPD engages proactively with the Environment Agency ("EA™) who monitors areas such as pollution prevention,
habitat conservation and other matters relating to the protection and enhancement of the environment in England. WPD continuously
works together with the EA to improve its environmental performance. Similarly, WPD also engages with National Resources Walcs
("NRW"™), as the environmental regulator for South Walcs.

Shareholders
WPD is committed to providing its shareholder with long term, sustainable value.

For details in relation to our stakeholder engagement refer to our Corporate governance report on pages 36-39.
Looking beyond RIIO-ED1, we have combined our commitments into 3 core output categories for RIIO-ED2 as follows:
- Meeting the needs of consumers and network users;

- Maintaining a safe and resilient network; and
- Delivering an environmentaily sustainable network.

Western Power Distribution plc 5



Strategic report {continued)
For the year ended 31 March 2022

Business review

Highlights
WPD has continued to deliver excellent service for our 8.0 million customers, whilst addressing the challenges of decarbonisation
and developing robust business plans for the next price control.

Progress against our plans and commitments in our RIIO-ED1 business plan is actively monitored and each year, a detailed report is
published for our stakeholders which details our progress against the plan targets. We continue to be on track to outperform the
majority of these targets as well as simultancously responding to the changing requirements associated with a smarter, more flexible
energy system. For instance we have continued to beat our targets for customer minutes lost and customer interruptions by 30%
(2020/21: 29%) and 27% (2020/21: 25%), accident rates have reduced to 0.62 (2020/21: 0.68) accidents per 100 staff and our
Business Carbon Footprint (“BCF”Y has reduced by 33% (2020/21: 36%) since 2014/15. We have also supported over 25,000 fuel
poor customers, leading to an estimated annual saving of £14.6m for these customers. WPD's annual £1m Community Matters Fund
delivered an estimated £2m cost saving for 29,000 people in our communities. Our hard work is reflected in our excellent
performance against the Broad Measure of Customer Satisfaction (“BMCS™) results scoring 9.03 (2020/21: 9.18) out of 10 overall.

A comprehensive view of our progress against the full range of commitments made within the RIIG-ED! business plan, including
expenditure, can be found on our website at the link below:
htps. veurpoweriuture sosternpower.ew.uk, performanceg-reporting-riwo-ced [

During the year, WPD became the first DNO to develop a social contract that sets out our ambitions 1o generate wider social and
environmental impact. For further details in relation to this please refer to the link below:
NUps. wwva westernpowervu yh vur-sucial-vontrigl

During the year WPD's approach 1o develop Distribution System Operator (“DSO™) functions and to expand the scope of flexible
services utilised on its network has continued 1 progress. WPD has run four Flexibility Services' webinars and two surgery days
anracting over 50 interested flexibility providers active during 2021/22. WPD has also conducted a significant rollout of innovative
Nexibility initiatives, including the procurement of flexibility service via the Flexible Power brand which has awarded 2704MW of
new flexible services during 2021/22 impacting over 2.4 million customers and achieving £48.5m of avoided reinforcement.

During the current year, WPD invited all 130 local authorities ("LAs"} within our network area to collaboratively build a joined up
encrgy plan. Building on initial engagement in this area, feedback was sought on WPD’s current assumptions and projections of the
potential growth of new Low Carbon Technology ("LCT") connections. Over 10,000 new LA development records were processed,
resulting in our most accurate and granular Distribution Future Energy Scenarios ("DFES") forecasts ever.

Operations

Storms challenged WPD hugely in the year 2021/22. Storm Arwen in November 2021 resalted in 25 days’ worth of faults in just 48
hours, Strong north and north westerly winds and gales, combined with 6ft snow drifts in places, saw all regions affected and was
one of the most significant storms to affect WPD for many years. During this period we deait with 1,647 incidents and restored
243,930 properties while we also answered 98,745 customer calls. We were also able to send 130 WPD staff to assist other DNO’s
in restoring power to customers in Scotland and the North of England.

In February 2022 the effects of Storms Dudley, Eunice and Franklin were felt with unprecedented levels of incidents. A massive
effort was required from WPD staff who worked tirelessly around the clock to restore customer supplies and support customers as
quickly as possible. Berween them Storms Eunice and Franklin caused around 2,800 incidents in four days across our network, with
our engineers restoring supplies to over 530,000 customers. We would usually expect to deal with that number of incidents in two
months rather than four days. Storm Eunice was the worst ever experienced in our South West region and was quickly followed by
Storm Franklin.

During these storms we handied more than 220 000 customer calls and received 2.3 million website hits in four days. We issued forty
social media updates, reaching 1 million people. We also issued 13 reports to Government {The Department for Business, Energy
and Industrial Strategy) and contacted 240 MPs. Over 100 media and stakeholder updates and statements were issued. resulting in
over 1,500 media references.

Organisational changes
As at 31 March 2022, WPD Smart Metering Limnited ("WPDSM") is a wholly owned indirect subsidiary of WPD Plc providing meter

operator and associated metering services. As at | June 2022, WPD concluded the sale of WPDSM 1o Stark Software International
Lid.

Western Power Distribution plc 6



Strategic report (continued)
For the year ended 31 March 2022

Business review (continued)

Ufgem announcement — WPD Priority Services Register ("PSR")}

In February 2020, Ofgem opened an investigation in relation to the level of information, advice and services provided by WPD to
customers on its PSR, As a result ot the mvestigation, on 4 May 2022, Ofgem concluded that there were shortcomings with this
service and thus the WPD Group agreed to pay £14.9m into the voluntary redress fund, £3.7m for each of its four DNOs. The health
and safety of customers has always been of paramount importance to WPD and the business offers a significant programme of
suppert for its customers in vulnerable situations. We have engaged thoroughly and promptly at all times with Ofgem to resolve those
concerns. During the course of the investigation, following cngagement with Ofgem, we made changes to our policies and processes
to ensure we are fully complying with the expectations Ofgem has clarified in our licence.

Prior to the opening of these procedures we had been repeatedly recognised by Ofgem as the leading distribution network operator
for engagement with, and support for, our vulnerable customers. Since 2013, we have contacted more than one million vulnerable
customers each year to update their details and offer tailored wellbeing checks. Further details on our support for vulnerable
cuslorners ¢an be found on pages 25-26.

Energy supplier failures

Since the beginning of 2021, 31 energy companies have ceased trading, leaving over two million customers dependent on the safety
net provided by the market regulator, Ofgem, to maintain their supplies and protect their credit balances while it moves them to a new
supplier. Supplier failures impact the DNOs in the following two key areas:

Last Resort Supply Payment (“LRSP "} claim

When a supplicr fails, Ofgem ensures continuity of supply to the failed supplier’s customers by appointing a Supplier of Last Resort
("SoLR”) to supply the failed supplier’s customers at short notice. The SoLR may then recover certain costs from the Distribution
Network Operators (“DNQs”) via a Last Resort Supply Payment (“LRSP”) claim. Each DNO is then able to recover those costs via
its Distribution Use of System (“DU0S™) charges which are levied across all suppliers. There is an exception whereby DNOs can
recover LRSP claims that breach the relevant materiality threshold set out in the distribution licence during the same regulatory year,
instead of recovering it after a two year lag. Essentialty these claims are a pass through cost for the DNOs.

The total industry impact of the LRSP claims as a result of recent supplier fatlures is approximately £1.84bn of which 55% (£1.01bn)
pertains to the electricity sector and 45% (£0.84bn) to the gas scctor. WPD Group’s share of this is 26.4% which amounts w©
£266.8m.

For claims above the materiality threshold, amounting to £261.8m for the WPD Group, the DNOs will pay the LRSP claims only at
such a time as the related DUoS revenue becomes billable i.e. April 2022-March 2023, This will ensure that there is no impact on the
profit and loss or the liquidity of the Group.

The claims that are below the materiality threshold amount to £5m for the WPD Group and are payable from March 2022 to February
2023. These will be recovered through DUoS in two years' time thus there will be a mismatch between the cost and revenue
recognition of these claims in the profit and loss of the Group.

Bad debts provision

Another impact for the DNOs is bad debts incurred in relation to DUoS charges up to the date of supplier failure. Ofgem regulations
allow for full recoverability of credit losses on DUoS debtors, provided certain credit management protocols are performed in
accordance with indystry standards as govermned by the Distribution Connection and Use of System Agreements (“"DCUSA™), thus
minimising any potential credit risk to the Group. The recoverability for the Group occurs through an increase in DUoS charges in
three years' time. As at 31 March 2022 the bad debts provision in relation to DUoS debtors amounts to £18.6m and the bad debt
expense for the year ended 31 March 2022 is £23.3m (2020/21: £nil).

Financial performance

The majority of our revenue is fixed over the price control period but year on year can vary through under or over recovery as actual
energy demand varies against volume forecasts used to set tariffs, as well as other variables such as actual incentive revenues
achieved. Qur revenue for the year ended 31 March 2022 amounts to £1,886.0m (2020/21: £1,718.5m). When comparing to our
allowed revenue for the year. we have an over recovery of £74.6m in the current year. This over recovery of revenue is a regulatory
timing difterence and will be paid back by the financial year ending 31 March 2024,

Western Power Distribution plc 7



Strategic report (continued)
For the year ended 31 March 2022

Key performance indicators (KPls)

WPD utilises KPIs to assess progress agamst our overall purpose and key goals,
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Electricity distribution carries inherent safety risks and the WPD directors are
committed to the highest levels of safety in all areas, The WPD Group's rolling lost
time accident frequency rate per 100 people as at 31 March 2022 was at 0.105 against
a regulatory target of 0.145. The total number of accidents to staff across the WPD
Group decreased from 45 in 2020/21 to 41 in 2021/22. All accidents are investigated
and appropriate safety communications are conducted with the relevant teams.

5

tJ3

A new accident categorisation system has been introduced which focuses on actual or
potential for harm, allowing WPD to be more effective in its investigation and root
cause analysis of accidents. We ensure that all our planned safety inspection and
maintenance programmes are completed during the year.

in addition WPD monitors the overall rate of accidents per 100 employees (as
reported to Ofgem). The accident rate for the WPD Group for 2021/22 is (.62
(2020721: 0.68) outperforming the RIIO-EDI target of 1.61. Further details on our
performance reporting to Ofgem regarding safety can be found at the link below:

https: v ourpowerluture . westernpower.co.uk performance-reporting=rilg-cd |

CML WPD Scuth Wales

CML WPD South West

& farget CMI. Actgal CML . u larget ML Actual CML
i
160 - - 60
; 439

48

Cao - 82 - 167 4. B 331 .
J ) 234 213 248
| 20 - L 20
g - e oS . 0 - _— - .-
2019120 2020:21 2021/22* ; 2019/20 2020/21 2021/22*

CMI. WPD East Midlands

® Taryget CML Actual CML ! wTarget CML Actual CML
i
6f) . 60 23 sag
e 364 <
40 T 40
282
31 232
20 - 20
; o
g - - .- - 0 S - -
2015/20 2020/21 2621/22% ' 2019120 2020:21 2021/22*

*The 2021/22 actuals are subject to Ofgem confirmation.

CML represents the average time a custorer is without power during the year. It is
calculated by taking the sum of customer minutes lost for all incidents, exctuding the
allowed exceptional events, divided by customers connected. The targets are defined
by Ofgem at each DNO level. Year on year WPD is outperforming its targets as we
are focused on ensuring complete maximurn reliability for our customers.
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*The 2021/22 actuals are subject to Ofgem confirmation.

CI represents supply interruptions experienced by connected customers per 100
customers. Adjustment for exceptional one off events that are outside the control of
DNOs is allowed by Ofgem. The targets are defined by Ofgem at each DNQ level.
Year on year WPD is performing better than its targets as we are focused on ensuring
maximum network reliability for our customers.

- In 2021/22 87.67% (2020/21 87.5%) of customers had their power restored within
an hour of & high voltage fault, the target being 87.5%, which is the average of the
target for 4 WPD licence areas.

- One of the guaranteed standards of performance ("GSOPs") set by Ofgem is the
restoration of customers left without electricity for more than 12 hours. The number
of customers without electricity for more than 12 hours was 1,879 (2020/21: 1,049),
an improvement of over 97% on our 2012/13 benchmark performance. Unless an
exclusion is applicable, such as due to access issues, customers are eligible for a set
payment. In 2021/22 651 (2020/21: 155) customers received a sct payment where we
failed to achieve the GSOP. During 2021/22 all licence areas were impacted by
severe weather, including Storms Arwen and Eunice, with Storm Eunice being the
worst weather event experienced in 30 years. This has had an impact on the number
of customers who were off supply for more than 12 hours, including payments made.
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| KP1 1 | FPerformance and comments ]
Overall customer - Ags part of Ofgem’s Broad Measure of
satisfaction ! * Customer satistaction score out of 10 Customer Satisfaction Incentive, a research
Lo 9T 9.18 .03 agency undertakes a monthly satisfaction
bog - ' survey assessing cusiomers' satisfaction
' Co for connection quotations and delivery,
g 4 . mterruptions and general enquiries. The
2. customer satisfaction score is given out of
| 0 --- S S 16. For WPIY's four licence areas around
‘ 201920 2020021 2021722 21,000 customers are surveyed per year. .

WPD continued to achieve over 9 out of 10 on our overall Broad Measure Customer
Satisfaction Score. This was achieved despite a number of significant challenges to
business performance during 2021/22, including Covid-19 restrictions and the severe
weather experienced during Storm Arwen in November 2021 and Storm Eunice in
February 2022, which was the worst storm WPD had experienced in over three '
decades.

In the current year WPD has an average speed of response of 16.36 seconds as
compared to an average speed of response below 5.33 seconds last year. This decline
in response time is due to the unprecedented storms hitting our regions in the current
year. Without this weather impact WPD's response time would be at an average of 4.5
seconds.
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Ofgem sets the targets for the overall "time to quote”™ and "time to connect™ for single
domestic connections and small commercial connections. LVSSA customers are
those seeking single domestic connections requiring no mains work at low voltage.
LVSSB customers are those seeking two 1o four domestic connections or one-off
comumercial connections at low voltage requiring no network reinforcement work.
The above target is an average of the Ofgem target for LVSSA and LVSSB.
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Key performance indicators (KPIs) (continued)

i KPI {1 Performance and comments ]
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Ofgem sets the targets for the overall "time to quote” and "time to connect” for single
domestic connections and small commercial connections. LVSSA customers are
those secking single domestic connections requiring no mains work at low
voltage.LVSSB custemers are those seeking two to four domestic connections or one-
off commercial connections at low voltage requiring no network reinforcement work.
The above target is an average of the Ofgem target for LVSSA and LVSSB.
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Our BCF details the impact that our operational activities have on the environment in
terms of associated carbon dioxide ("CO:") emissions. We report our BCF using
equivalent tonnes of carbon dioxide ("tCO="). We currently report a number of
scope 3 emissions inciuding contractor emissions and business mileage (road rail,
air). WPD follows a recognised methodology as described within international
business carbon fooiprint standards, the Greenhouse Gas ("GHG") carbon reporting
guidance, the 2020 UK Government GHG Conversion Factors for company reporting
and ISO14064-3.
WPD's current target is a 5% reduction over the RIIO-ED1 period based on the
baseline year of 2012/13. At 2021/22 WPD Group is outperforming the target. Our
Business Carbon Footprint (“BCF”) has reduced by 35% (2020/21: 36%) reduction
since 2014/15.
For further details on the various clements that make up our BCF refer to our detailed
environment report at the link below:

hitps:/ rwww. westernpower.co.uk customers-and-community/environment
For details on the methodology for the calculation of our BCF refer to page 48.
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L KPE

11 Performance and comments 1

SF6 emissions
(emissions as % of SFé6
bank)

Environment

Fluid cable losses
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SF6 gas is used throughout our industry as an insulating medism in switchgear.
Although it provides many benefits it is a potent greenhouse gas. There are currently
no viable alternatives to SF6. Therefore we continuously monitor our SF6 emissions.
The amount of SF6 emitied is expressed as a percentage of the overall ‘bank’ of SF6
contained within our switchgear, as this will vary over the period of RIIQ-ED 1. The
target is based on an average of emissions between 2009/10 and 2010/11.
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Overall the level of leakage is reducing over time as older units are replaced with new
units which also contain lower levels of SF6. The WPD's Group's current target is a
17% reduction over the RIIO-ED1 period. The target was set at the start of RIIFO-ED1
and relates only to top ups % leakage as the scrap and manufacturers return data was
not compiled at that time. When replacing switchgear we give priority to the
switchgear with the highest Jeak rates. Within RIIO-ED1 we bave committed to
replacing any 11kV distribution assets that show signs of ieakage and any higher
voltage assets that have leaked three times. When a leak becomes apparent we locate
fts source so that a strategy can be developed to manage the situation taking into
account the potential for repairs and the lead times for replacement switchgear.

The design of very high voltage underground cables has evolved over many years and
our new cables all use a solid plastic-like insulation. Old designs of 33kV and higher
voltage cables used an insulating oil in ducts inside the cable. Whilst these cables are
normally very reliable, in the event of a fault or damage by third parties, this oil may
leak out. In common with other DNOs WPD works to an operating code agreed with
the Environment Agency and assesses both the condition and the environmental risk
posed by the fluid filled cables which the WPD Group owns.
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The WPD Group's current target is a 75% reduction over the RIIO-ED1 period. The
losses from WPD's fiuid filled cables can vary from year to year generally dependent
ot the number of small leaks at disparate locations. However in the current year
unusually high losses were reported due to a small number of isolated incidents. The
most significant one being Plymouth BSP/Milehouse No.2 circuit - losing 13,975
litres. The Environment Agency ("EA™} and Natural Resources Wales have been kept
fully informed of the oil losses, and we continue to operate under the EA Fluid Filled
Cable Operating Code of Practice.
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Key performance indicators (KPIs) {continued)

Environmen

Social obligations

Stakeholder value & engagement

I KP1

Ferformance and comasents ]

IS0 accreditation

Crisis packs

Fuel poverty*

* Defined by the Government #s a
household in 2 property with 3 fuel poverry
energy efficiency rating of Band D or below
m a home that carmot be kept warm at a
reasonzble cost withowt bringing thetr
residual  mcome  below  the  poverty
threshold.

Employee turnover ratio

Employee gender pay gap
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Environmental management standgrd
WPD continues to maintain accreditation to IS014001:2015 environmental

management standard. A routine surveillance visit in March 2022 was successfully
completed with no non-conformances raised.

WFPD committed to distributing 10,000 crisis packs during RIIO-EDI1. During
2021/22 we distributed 950 packs (2020/21: 576 packs), with cumulative total so far
for the RIIO-ED1 period of 8,652 packs.

Crisis packs include items such as flask, a torch, gloves, a hat, socks and information
leaflets. Digital phones reliant upon mains power may not work during a power cut
so we also provide analogue telephones to vulnerable customers who need them

Some of our customers find it difficult to cover their overall energy costs. We have
an extensive programme of support schemes, working with expert agencies including
Citizens Advice and the Energy Saving Trust, to provide practical support for
customers Living in fuel poverty. This includes help with switching energy tariffs and
arranging funds for enduring energy efficiency measures. In the year 2021/22, our
range of programmes helped 25,928 (2021: 21,840) customers who saved over
£14.6m (2021: £10m).

There has been a slight
Employee turnover ratio % n in the year on year
10.00% - turnover ratio. This is due to
8.00% - a combination of retirements
and resignations during the
5.00% - )
4.3% . 4.1% current year. Overall the rate
0% .
4.00% - of staff turnover is very low.
2.00% - l
0.00% ~— e —— —-
2019/20 2020/21 2021/22
; e
% Mean hourly pay gap % Median hourly pay gap %
; 120% - 120% - 16s%  LIL&%  L1.0%
. 0
L100% - 87% 9.1% 8.3% 150% -+
| 80% - 80% 1
[ o0% - 6.0% -
| 40% - 4.0% -
i 20% - 2.0% -
| D0% —- — - s 0.0% ~— — — e
| 2018/19  2019/20 2020/21* 2018/19 201920 2020/21*
1

*2020/21 are the latest available results and is for data on snapshit date of 05 April 2021. The report for
snapshot date of April 2022 will be available by April 2023

WPD’s median gender pay gap for April 2020 - April 2021 is 11.0%. This is 4.4%
below the national gender gap and 13.0% below its industry gender pay gap.
Therefore, in relative terms, WPD’s gender pay gap is positioned positively
compared to its UK-wide industry segment. These comparisons are based on the
latest available data. Our median bonus pay gap is 28.7% (2020: 2.3%)} and our mean
bonus pay gap is 51.5%.(2020: 20.6%). Our bonus pay gap has increased
significantly, this is attributed to more women joining the organisation and receiving
a lower service-related entitlement. For the first time, since gender pay gap
requirements were iniroduced, we observed proportionally more women (7.5%)
receiving a bonus relative to men (6.2%).

Further information about the WPD gender pay gap could be found at:
https i www. westernpower.co.uk/about-us
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Key performance indicators (KPIs) (continued)
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Performance and comments ]

Supplier payment
performance

Stakeholder Value & Engagement

Revenue

Profit before taxation
(” PBT" )

inancial KPIs

F

Fixed asset additions

Tangible fixed asset
additions
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17
151616 1616

111

South West South Wales

e WPD at a DNO level reports

Average no of payment days on its supplier payment
eMar2] WSep2l  Mar22 performance every six

months. One of the key
measures is the average days
171717 171718 within which WPD makes a

payment. The average
number of days within
which WPD makes

payments is 18 or less.

East West
Midlands  Muidlands

2021/22 2020721
(Em) (£m)

1,886.0 1,718.5

202122 2020/21
(£m) (£m)

746.9 692.5

2021722 202021
(£m) (£m)

1,061.1 996.8

The majority of WPD's revenue is fixed across the
current price control period. Ofgem sets the revenues at
a level that covers reasonable costs and allows a
reasonable rate of return. In addition to the base level of
fixed revenue that a DNO can earn there are incentive
measures including customer service outpuis, network
outputs and innovation which constitute aliowed
TEvenue.

As part of the regulatory process Ofgem sets the
allowed rate of return within each price control which
for RIIO-ED1 is set at 6.4%. As evident from the level
of capital expenditure below, WPD invests excess of
profits back into the networks to ensure that we
continue to provide an efficient, reliable and secure
service t0 our customers.

WPD operates in a capital intensive industry and thus
invests a major proportion of profits into replacing and
adding electricity infrastructure, as is evident from the
overall extent of our capital expenditure and increase
during the year. Due to the age of the network and
technological advancements significant investment is
required in capital related activities. During the RIIO-
ED1 period to date we have invested £6.9bn in capital
related activities. Planned investment in the network for
the remainder of the RIIO-ED period (until March
2023) is £1.1bn.
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Reguistory assetvalwe ~ 202L22* 2026/21  RAV is a regulatory concept to represent assets with a
{("RAV™) (Em) (£m) long term life. K is essentially equivalent %o the net
9,407.1 83305 book value of the fixed assets of the business only
calculated in regulatory terms using methodology
* Because of timing, the 2021/22 provided by Ofgem. It is an important measure for all
RAY wsed in these caiculations is DNQs as the allowed revenue in any year includes a
e el oot e imalied return on RAV and amortisation of RAV as determined
RAV is caleul :bu;g%fme by_Ofgem. Other fmportant measures, such as gearing
of March 2029 and April 2027 ratios and recoverable amounts of DNOs with respect
RPL 0 impairment calculations, are calculated using RAV.
Because of timing the RAV used in these calculations is
the latest draft and not the finalised value.
Movement in RAV is largely driven by additions to our
RAYV during the year which are based on 80% of our
total expenditure ("Totex") calculated in accordance
with methodology provided by Ofgem and after
application of the Totex Incentive.
It is not possible to perform a reconciliation between
RAV and IFRS. The differences between IFRS and
regulatory rules have built up over many years and
cannot be reconciled.
Gearing ratio 2021722 2020/21 Gearing for WPD is calculated as the ratio of net debt
(£mm) (£m) to RAYV. The gearing ratio is monitored in relation to
Net debt* 6,502.6 63993  the revolving credit facility covenants for several of the
RAV 9.407.1 8.330.5 WFD companies and is used as a key internal measure.
* Refer to note 23 on page 69% 77% To comply with bank covenants as well as the internal
107 for the calculation of net KPL, the gearing ratio for the WPD Group does not
debt exceed 85%.
Interest cover 202122 202021 A minimuon ratio of eamnings before interest, tax,
(£m) (£m) depreciation and amortisation ("EBITDA") to interest
PBT 746.9 6925 payable is required by credit facility covenants for
Finance cost 3183 288.7 several of the WPD companics. H is also used as a key
Depreciation 271.0 2514 internal indicator of the financial health of the DNOs.
Amortisafion - intangible In order o comply with bank covenants the interest
assets 3.1 g9 cover ratio can not fall below 3:1; our interest cover
Earnings before interest, ratio is at an acceptable level and shows a sufficient
taxation, depreciation, and 1,339.3 1,2415 level of earnings to cover imterest payments.
amortisation ("EBITDA")
Interest payable 3183 288.7
Interest cover 4.2 4.3
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Future developments

Transition to Distribution System Operator ("DSO")

WPD is a DNO with DSO capabilities. Through our DSO we will develop and operate a smarter and more flexible electricity systern.
To deliver benefits from this smarter approach it requires not only investment in data. systems and processes to enablc this capability
but also for this capability to be exploited.

We belicve DNOs are well placed to become DSOs. However transitioning from a network based on passive operation enabled
inherently through its design into one in which demand and generation is balanced locally by a mixture of enhanced sensing with
active technical and commercial mechanisms will require a significant change in our traditional role. To build the required abilities
we have undertaken several critical steps and the enhanced capabilities we are developing will develop markets to give our customers
the freedom to access other opportunities within the developing energy system.

The DSO is responsible for accurately sizing the investment in new capaciy required to serve current and future nceds. It is
responsible for doing this efficiently through the use of flexibility, which may be provided by third parties or the DNO’s own smart
erid network, [t will also direct traditional reinforcement where this is most efficient.

Our Flexible Power product has been adopted by four other DNOs and is now a national platform for flexibility. Network Operators
requiring flexibility and customers who can offer flexibility are brought together on our platform. We have developed our plans for
data and have aligned them with the expectations of the Energy Data Taskforce Report. To further our digitalisation commitments we
have also published a comprehensive digitalisation strategy which demonstrates how we make best use of new and existing data to
manage our networks. We continue to test and deploy innovative cquipment to be used on the electricity infrastructure itself. These
include devices such as battery storage and electronic power based cquipment (for example Flexible Power links, flexible AC
transmission systems and fault current limiters).

To facilitate neutral markets we have identified functions and activities which are specifically related 1o DSO and functionally
separated them within our business to avoid any potential for conflict between system operator and network owner. With WPD asa
DSO managing the coordination of services at a local leve! the complexity and risk can be reduced for the Electricity System
Operator (“ESO™) resulting in 2 more efficient and cost effective whole system.

The DSO’s key focus is to make decisions which enable capacity o be provided efficiently and economically, through creating
competition in how that capacity is provided. The DNO is responsible for providing accurate data and information on its asset
capability and current or historical network loading. The DNQ’s key focus is to invest in the data and smart grid technology which
can be used by the DSO. Data and its exchange will be a significant enabler in the relationship between DNO and DSO and during
RUG-ED2 this needs to be codified. WPD will take a lead in this development.

As the WPD Group adds DSO roles to existing DNO roles, we will carry out existing functions and take on some new oncs so as to:

- devclop and maintain an efficient, co-ordinated and economical svstem of electricity distribution:
- facilitate competition in electricity supply. electricity generation and flexibility services,

- improve the resilience and security of the electricity system at a local level;

- facifitate neutral markets for more efficient whole system outcomes;

- drive competition and efficiency across all aspects of the system: and

- promote innovation. tlexibility and non-network solutions.

I'he latest update to our DSO strategy can be found at the link below:
AOIDN T W st e e G b st r-ineti orh s etivork-sirale sy dsa-nritey
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Future developments (continued)

RINO-ED2

The RIIO-ED2 price control period is set to be a five year period from April 2023 to March 2028 On 1 July 2021 the first full
Business Plan submission was submitted to Ofgem’s Challenge Group with the final submusston to Otgem on | December 2021.
Following open hearings in March 2022, Ofgem published its RIIO-ED2 draft determination in June 2022, We are working through
the detail of these draft determinations and as we move towards the final determination due tn winter 2022, we will work hard with
Ofgem to ensure we agrec a price control that meets the outcomes our customers have asked of us, including resilient and reliable
networks, as well as enabling the transition to net zero.

In our forward-looking business plan submitted to Qfgem, we have surpassed the commitments made for the current price conirol
RUO-ED1. We demonstrate that we are both adaptable and agile in the face of change. We have dealt promptly with developments,
including the surge in solar photovoltaic installations, and have developed DSQ capability including the UK’s largest flexibility
programmg 1o unlock considerable capacity from the existing network. We have delivered these additional outcomes at no extra cost
0 cnstomers, Our Business Plan for RIIO ED2 sets out how we will coutinue w improve on our already industry leading standards
while adapting to the changing needs of our customers and the environment in which we operate. We will continue to provide the
reliable, quick and reactive service our cusiomers expect as well as deliver against ambitious environmental commitments. The plan
allows us to further improve network performance, safety and resilience. support our most vulnerable customers and make sure
everyone can access the services they require.

As our customers pay lor everything we do. our business plan was created with them and is for them. It contains 42 ambitious core
commitments and more than 400 wider commitments, all designed to achieve four crucial outcomes for customers:

Affordability: We will continue to deliver the highest standards of safety, reliability and customer service that customers have come
to expect from us. Power cuts will be at their lowest ever levels and customer satistaction will be at its highest at over 93%. Crucially
we will achieve all of this while keeping our portion of the average domestic customer bill broadly flat. around the current average
level of 28p a day.

Sustainability: We will support the UK's ambitions to achieve net zero carbon emissions by 205{. driving crucial changes in ¢nergy
usage and customer green behaviour. We will set the benchmark by achieving net zero in our own operations by 2028 (excluding
engineering network losses and scope 3 emissions) and we will ensure the network is ready to enable local authorities to achieve
similar ambitions tn their regions.

Connectability : A lack of network capacity should not be a barrier for our customers. We will ensure that the network can cater for at
least 1.5 mitlion additional electric vehicles, 600.000 heat pumps and a significant increase in renewable generation over the next
five years.

Vulnerability: We will deliver a first class programme of inclusive support. This will include offering 600.000 smart encrgy action
plans for vulnerable customers each year, ensuring no one is left behind in a smart future. We will also more than double our ground
breaking fuel poverty support to deliver over £60 million of savings for 113,000 fuel poor customers over the course of RIIO-ED2.

We have developed a suite of wide ranging. dvnamic, ambitious and interconnected strategies that will be implemented in RIIO-ED2.
Cach one is designed to contribute towards the delivery of our above mentioned four overarching strategic outcomes we intend to
achieve for our customers over the course of RIIO-ED2. Some of the key strategies developed by the Group in this regard are:
Climate Resilience strategy. Digitalisation strategy and action plan, Net Zero Communities” strategy, Environment strategy and action
plan, Workforce Resilience strategy, 1DSO strategy and Customer Vulnerability strategy. Each of our strategies is embedded across
our operations, having cross business impact.

Our final submitted RITO-ED2 business plan can be found on our website at the link below:

hitps, vourponertutre westernpon er.co uh rijoed 2-business=plin
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Future developments (continued)

Green Recovery inifiative

Under this initiative Ofgem has agreed to allow DNOs to unlock investment funding for targeted areas. We have established plans
and work programmes to build a ‘green recovery’ from the effects of Covid-19 and will be investing up to £59m in the electricity
grid across the Midlands, South West England and South Wales to boost green growth and jobs across our region. increasing
available network capacity for demand growth by 617MW — equivalent to connecting 171.000 heat pumps or 385.000 domestic
electric vehicle chargers. Up to £44m of this will be invested before RIIO-ED2 commences.

The nationwide call for evidence to support network investment projects to boost the post-pandemic green recovery saw WPD
receive feedback from more than 200 stakeholders. This helped WPD 1o target the network investment to the areas that would sec the
most benefit. Each of the Group’s 73 projects have met the Otfgem-backed initiative’s criteria of enabling net zero and providing a
wider social benefit. The successful projects. which will be completed during 2022 and 2023, range from installing new substations
to reinforcing existing parts of the network.

This initiative will help drive our stakeholders’ transition towards net zero and transform our network for the future. We will support
our customers with the connection of electric vehicle charging points, heat pumps and more localised renewable generation on a
huge scale. fn total, 55% of the projects relate to customers wanting to connect public Electrical Vehicle (“"EV”) charging hubs in
some form and WPD estimates that customers could connect up to 50% mere ultra-rapid EV chargers as a result of these
investments, many at motorway service areas.

Network innovation

WPD. through Ofgem's Network Innovation Funding Incentives, is developing innovative projects which aim 1o help make the
energy networks smarter, accelerate the development of a net zero carbon energy scctor as well as deliver financial benefits to
consumers. The projects help develop crucial knowledge and expertise which is being shared across the industry.

The RIIO-ED1 innovation mechanisms introduced the Neswork Innovation Competition ("NIC") and Network Innovation Allowance
("NIA"). NIC is an annual opportunity for the DNQOs to compete for funding for the development and demonstration of new
technelogies. operating and commercial arrangements. The NIC is expected to focus on funding larger scale and greater value
innovation projects. In addition to the larger projects, WPD is continuing to deliver a portfolio of smaller low carbon projects
through the NIA.

WPD has registered various network innovation projects covering a broad range of topics. Our Innovation project portfolio has been
expanded to new arcas enabling us 1o work with indusirics we have never worked with before. Driven by our ambition to meet net
zero and recognising that this cannot be delivered if we don’t collaborate with other key industries, we have focused on increasing
our collaboration with crucial scctors such as utilities. transport and construction. that need to decarbonise to enable the UK to meet
its net zero targets. We have created and are delivering NIA projects in collaboration with water utilities. environmental management
experts and leaders in climate change adaptation. We arc proud to have siarted our largest NIA project focusing on consumer
vulnerability called Vulnerability and Energy Networks, Identification and Consumption Evaluation ("VENICE™). VENICE is
developing ways o predict consumer vulnerability. measuring the impact the pandemic had on the networks and using a community
energy scheme to find the right approaches needed to engage with the fuel poor in the energy transition.

We continued leading our work on electric vehicles (“EVs™) and vehicle to grid (“V2G™) by delivering our Eleciric Nation Powered
Up project which is trialling V2G and strengthening our relationship with the transport industry.

Our work on the clecirification of heat is now increasing significantly in scale through our NIC project. Equinox. Equinox’s focus is
to make heat flexibility accessible to DNOs and beneficial to customers by running the UK’s largest heat flexibility trial.

Further details on our NIC and NIA projects can be found at the link below:
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Risk management and controls

The WPD Board is responsible for the oversight of risk management and internal controls across the WPD group. An Emerging and
Ongoing Siguilicaul Risk regisier process is used by the Directors to keep them informed about the most significant risks and plan
mitigations.

WPD’s business process owners are responsible for maintaining systems of internal controls that mitigate or manage the risks
relevant to their business activity. Controls and compliance requirements applicable to the whole business are set out within
company policies. There is an established framework for ensuring company policies are consistent and up to date.

Operating within the parameters of the internal controls framework, WP aims to empower qualificd and competent employees 10
manage risk and contribute to the effective internal conirol environment. This approach contributes to the development of the talent
pool which is critical to the long ferm success of our business.

WPD utilises an Internal Audit team to provide independent review of internal controls and risk management. Following the
acquisition by Mational Grid, the WPD Head ol Audil reports to the National Grid Head ot Corporate Audit and provides audit
programme updates and results directly to the WPD Board.

WPD continues to operate a Sarbanes-Oxley compliance programme that is aligned to the necds of the parent company. WPD’s
management undertake an annual assessment of internal controls over financial reporting. This includes ensuring all key financial
processes have been documented with specific details on the controls in place. Also a self-certification process is in place whereby
senior managers affirm quarterly that disclosure controls are operating effectively and that all material information is disclosed in the
financial reports. Key controls are reviewed and tested by the WPD Internal Audit team.

‘Fhe Board is satisfied that there is an appropriate approach to risk management and adequate and effective controls are in operation.
As WPD endeavours to achieve its goals, it considers the following risk categories most significant:

] [Mtpeteg sctiews -

On site accidents: - WPD has robust safety policies and procedures in place to enswre a safe working
Duc to the nature of the enviromment. There is 2 systemn for reporting near misses and incidents with policies
business there is an  bemg reviewed and amended accordingly to aveid any future recurrence.
inherent  safety risk - The safety team actively supports managers with their safety responsibilities and
associated with unsafe  provides assistance to enable them to maintain a clear focus on safety. During the
working practices. year, on 2 monthly basis, the safety team have provided information for managers to
use in their team meetings with their staff which supports the 4 core areas of the
safety action plan which are Safety, Health, Competence and Cormrmumnication and
also 0 keep staff informed about the measures required to prevent the spread of
Covid-19 within the workplace .
- Causes of accidents are published in the staff incident bufletin so that team
managers can adequately brief their teams.
- Repular safety site visits are undertaken to ensure that all safety policies and
procedures are being followed and implemented. Site safety visits undertaken during
the year were 11,245 (2021: 10,313) versus a tavget of 6,312 (2021: 6,348).

R PR o ]
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Risk management and controls (continued)

Rk

Network disruptions:
Events such as weather
conditions or third party
damage may — cause
disruptions, which in tum
can bopact results both
directly through the fiming
of recovery relating to
lower units delivered on
which income is charged,
and also through the
system of penaltics and
rewards that Ofgem has in
place relating to customer
service levels.

Western Power Distribution plc

- WPD has comprehensive emergency plans for network emergencies, such as the
recovery from a partial or country wide loss of electricity supply, referred to as the
Systemn Restoration Plan. 'WPD maintains a presence on a number of national
industry working groups, aslong with Government Departmenmis such as the
Depariment of Business Energy and Industrial Strategy ("BEIS™) and the regulator,
Ofgem, which plan and prepare for such events. These groups ensure a consistent
approach to resitience and a swift response to network emerpencies across the
mdustry.

- WPD is committed to regular training sessions with its Network Control Centre
Engineers 10 exercise a response to a System Emergency. To supplement this, peneral
awareness sessions have been delivered to staff from the wider business. This ensures
everyone is aware of the potential impacts and aids business continuity planning
across a range of departments.

- Local operational tearns undertake desktop exercises to ensure resilience and
business continuity plans remain appropriate. All learning is shared across the
business.

- Established restoration plans are in place and reviewed with National Grid and
contracted power stations.

- WPD maintains a suite of Control Room Disaster Recovery sites that have played
an mstrmental part in our response to COVID-19. These have atlowed WPD 1o split
conirol rooms, limiting interaction between teams/individuals and allowing for
segregation through working “bubbles™ as part of our pandemic planning.

- Flood resilience plans are in place for major substations and other critical sites.

- WPD has a resilient IT infrasiructure with mufti-sites running fault toferant/mirrored
systems with the ability to cope with home working as well.

- Diligent and extensive routine maintenance for network assets inchuding tree cutting
costs is conducted. Assets are managed to an accredited asset management standard,
15055001, to support the right decision making with respect to asset maintenance
and replacement.

- In addition to normal equipment stocks, WPD also keeps a small number of
additional strategic spares as well as being part of the National Grid strategic spares
group. Throughout the pandemic, WPD also procured additional PPE materials and
vehicles to ensure the business remains able to respond and assist to the nation’s
power needs.

- There are reciprocal arrangements in place with other network operators for backup
support through the North East West South Area Consortium ("NEWSAC"). This
allows for the sharing of physical labour, materials and/or plant amongst the industry
when required.

- In order to better support customers impacted by network events WPD has
arrangements in place with the British Red Cross to provide emotional and physical
support and a contract with National Caterers Association ("NCASS) in order to
provide hot food provision for commemities impacted for longer durations.
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Risk management and controls (continued)
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Cyber dbreach threat:
Unauthorised access to
our key metworks and
systemns.
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- Stringent policies and procedures are in place t0 provide controls around network
security, proactive threat intelligence gathering, asset management, data backups and
incident response.

- A dedicated and qualified team is in place, that continually reviews and monitors
- WPD kmits direct commection of WPD’s corporate network to the internet, direct
cloud based services and personal devices.

- Data considered to be ‘in transit’ is secured where possible using a variety of
methods and techniques including vse of various file transfer protocols.

- Regular security drills are performed involving the Information Resources
departmemnt and other tcams.

- All servers are backed up for both operational and disaster recovery purposes and
the data is secured off-site. This facilitates full recovery of each system, once the
appropriate replacement hardware, or hosting capacity, has been sourced. Disaster
recovery testing is performed on a regular basis.

- Extra measures have been put in place due to the heightened risk from COVID-19
relating to a high number of employees working from home. Users have been advised
of security measures to follow when using WPD assets from home along with
guidance to ensure the safe use of vikico conference facilities. Extra monitoring
controls have been implemented around the Group's externally facing systems and the
Group's remote access connections. We have also conducted additional penetration
tests and vulnerability scans to ensure our external connections remain secure and
reviewed our incident response procedures relating to our internet infrastructure.

- Network segmentation of sensitive environments is either in place or currenily
being introduced to prevent unauthorised access.

- Distribution denial-of-service attacks ("DIDDOS") protection services on our key
internet links have been introduced o prevent malicious disruption of our staff's
commectivity to WPD systems whilst working from home.

- We have conducted several incident response exercises to test our readiness in
relation to our incident response processes.

- A proactive approach is being taken to penctration testing and vulnerability
management to identify and introduce mitigations to reduce the cyber risk of WPD
systems.

- Following the Russian invasion of Ukraine, we have enhanced our cyber security in
relation to email traffic from condlicted areas and also engaged closely with trusted
third parties regarding threat intelligence related to the conflict.
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Risk management and controls (continued)

Western Power Distribution plc

Failure 0 meet the
required level of customer
satisfaction performance.

-3 Due t0 the nature of the
L. equipment used in the
Q| may have a harmful
’g "] impact on the

.),‘

- WPD’s Customer Panel ("CP") meets quarterly and expert members represent a
wide range of customers and other key stakeholder groups. The 28 members, who
represent our customer base and have interest areas including commections, business
customers, consumer vulnerability and the needs of rural customers, met virtually
throughout 2021/22. Through the panel we proactively seek honest and challenging
customer views abeut the way we operate and our future plans. The CF critically
reviews our performance and, through exiensive expert knowledge, provides sirategic
steer on our short and long term priorities. Members provide an external view 1o our
business, acting as a sounding board for new ideas and initiatives as well as
collaborating with WPD to create and influence future policy and processes.

- As part of RIIO-ED2's enhanced engagement, our Customer Engagement Group
("CEG™) was established to scrutinise our business plan. WPD foflowed a robust,
independent and transparent process to appoint all 14 members of the CEG and was
the first DNO to set up the CEG. The CEG reflects the needs and preferences of
existing and future consumers and promotes good value customer outcomes, with a
focus on affordability, the protection of vulnerable consumers, the environment,
sustainability and the transition to a low carbon energy system. The Board members
have actively engaged with the CEG and are confident that there has been a
constructive working relationship between the CEG and the WPD group management
team.

- Annualty WPD hosts an array of workshops, webinars and surgeries to understand
the needs of its stakeholders so that they are aligned with the strategic priorities of the
group. During the year ended 31 March 2022 WPD held a week of topic specific
workshops for stakebolders from a range of different backgrounds (including
domestic, business, local authorities, developers, environmental, energy/utility,
regulatory/govermment and voluntary sectors) as well as specific events for those
interested in connections, heat pumps, commumity energy and local investrnent plans
for example. This year we introduced hybrid events, which allowed stakeholders to
choose between attending in-person or remotely. Events stifl imcluded breakout
‘rooms” for stakeholders from a range of different backgrounds to share their views
in a dynamic round table format.

- WPD has a dedicated regulation and compliance department with skilled personnel
that track regulatory changes and provides advice in relation %o interpretation and
compliance of, and with, changes.

- There is regular engagement with the WPD Board on political and regulatory
developments which may impact the Group. The Board monitors management's
progress in ensuring compliance with changes to kegislation.

- Use of best technology to minimise the impact of network assets on the
environment, such as the use of Perflucrocarbon Trace ("PFT") technology within
WPD, reduces the effect on the total armual fluid losses.

- Frequent assessment and careful monitoring of all its network assets, specifically
assets like SF6 equipment which produce SF6 gas linked to potential global
warming. WPD carefully monitors its SF6 equipment and employs the Energy
Networks Association ("ENA"} engineering recommendations for the reporting of
SFé banks, emissions and recoveries.

- Following best practices and complying with various guidelines in connection with
envirofmental practices such as:

a) G92/1 Guidelines for best practice in relation to Electric and Magnetic Fields
("EMFs") in the Design and Managernent of Low Voltage Distribution Network.

b) BEIS Code of Practice on the Optimal Phasing of High Vohage Double Circuit
Power.

¢) WPD complies with the public exposure recommendations contained within the
1989 ICNIRFP (Intemational Commission on Non-ionising Radiation Protection)
Guidelines on Extremely Low Frequency Electromagnetic Fields.

d) Occupational exposure requirements specified within the Control of
Electromagnetic Fields of Work Regulations 2016.
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Risk management and controls (continued)

| |Mitigatimgactions o o o o -

Lack of skilled
employees:

Failure to attract, retain
and develop o
employees.

ReEance on suppliers;
WPD relies on a limited
number of suppliers for
cable laying and trec
cutting  services, and for
the supply of cables, plant
and machinery.

Regulatory risk:

WPD's revenuc is
regulated and is subject o
a review at the end of each
price control period. Thus
WPD is subject to a high
degree  of  political,
regulatory and legistative
impact both the current
RINO-ED1 period, and the
next RIO-ED2.
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- WPD maintains good practices and safe working conditions.

- WPLYs employees have acoess to pension schemes (Defined Coatribution Scheme
for the new members).

- WPD has benchmarked terms and conditions for all employees.

- Employees are kept informed of WPI)'s goals, objectives, performance and plans,
and their effect on them as employees, through monthly business updates, regular
team bricfings, as well as through WPID's in-house journal. Formal meetings are held
regularly between senior managers and representatives of staff and their unions to
discuss matters of common interest.

- Employee surveys are conducted to seek feedback and to ensure engagement across
workforce.

- Various {raining programmunes are offered under the Trainee Development Scheme
and Technical Apprentice Scheme.

- Succession plans are in place for key roles within the organisation.

- WPD has five in-house training centres.

- For the last 20 years WPD has been recruiting approximately 100 new apprentices
each year.

- There are sufficient alternative suppliers for cable laying, tree cutting etc. such that,
should an existing contractor or supplier be unable to undertake the activity or to
make supplics, there will be no significant long-term mpact on WPD's ability o
operate the network.
- All strategic contracts are regularly reviewed by the purchasing team to ensurc
business contimuity.

- WPD deploys significant resources in engaging with Ofgem on all new
consultations and decisions.

- WPD is actively involved in the RIIO-ED2 consultations.

- WPD's RIIO-ED2 business plan has evolved based on guidance from Ofgem and
the core commitments within WPD's draft business plan have been driven by Ofgem's
- WPD actively engages with Ofgem in relation to all industry initiatives such as the
Green Recovery Initiative which involved unlocking investment for green projects.
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-] M‘ ime artfions

1

Interest rate risk:
WPD has had both short-

exposes it to interest rate
risk.

Credit risk:

A customer or
counterparty to a financial
instrument will fail to
perform and pay the
amount due  causing
financial loss o the WPD
Group.

Exchange rate risk:
Negative cufrency

fluctuations on foreign
currency denortinated
debt.

Inflation risk:

Impact of changes in the
UK RPI on revenues and
costs. The WPD Group's
index-linked borrowings
and interest Liabilitics are
exposed to a risk of
change in the carrying
value due to changes in
the UK RPL

- WPD's interest rate risk management policy seeks to achieve the lowest possible
cost of debi {inancing whilst managing volatility of interest rates, applying a prudent
mix of fixed and floating debt, cither directly or through the use of derivative
financial instruments affecting a shift im interest rate exposures between fixed and
floating, and also matching debt service requirements to projected cash flows.

- An element of the long-term debt is index kinked which creates a natural hedge
against WPD's regulated income which is also index linked.

- WPD also uses forward-starting interest rate swaps o minimise exposure © cash
flow interest rate risk for any future planned issuance of debt.

- WPD has minimal credit risk in relation to debtors pertaining to revenne from
providing distribution use of system services ("DUo08”). DUoS debtors are protected
by Ofgem regulations provided credit management for these receivables is performed
in accordance with industry standards as set out by Ofgem and govemed by the
Distribution and Connection Use of System Agreement ("DCUSA").

- In relation to any other debtors, such as customer contributions in relation to any
capital work undertaken, in most cases, standard payment terms require payment in
advance. However, some larger schemes may have phased payment milestones. To
minimise credit risk on such debtors, the Company maintains credit policies and
procedures with respect to counterparties. Depending on the creditworthiness of the
counterparty the Company may require collateral or other credit enhancements such
as cash deposits or letters of credit and parent company guarantees.

Where long-term debt is denominaled in a currency which is not sterling, the WPP
Group's policy is to hedge exposure to fluctuaiions in exchange rates through cross-
CUrTency swaps.

-For RIIO-ED1, DNO allowed revenue is linked to the Retail Prices Index ("RPI"), as
published by the Office for National Statistics to provide protection against econommy-
wide inflation. Thus, if costs increase due w0 inflation, for most part, there is a natural
hedge for the Group as a result of operating in a regulated industry.

- As WPD's RAV is linked to RPI, due to the price setting mechanism imposed by the
regulator, by matching Habilities to assets, index-linked debt hedges the exposure to
changes in RPL

Other current risks

Supplier chain disruptions

Multiple factors such as an increase in demand, raw material shortages, shipping costs. energy costs. inflation costs. COVID-19 and
the Ukraine crisis have collectively added complexity to procured inventory. The volatility of the global supply chain has led to
enhanced strategic planning with supplicrs and the business. amending forecasting regimes. work programmes and in some cases
inventory profiling.

In addition. post Brexit. some shipping delavs have been noted in receipt of inventory items from the European Union (“EU™).
However there has been no operational disruption within the Group due to these delays. Our EU sourced inventory has returned to
business as usual levels. factoring in extended lead times to smooth the supply chain where required.

The multi sourcing of strategic contracts remains key to protect our operations from a single point of supply failure. Qur purchasing
team continues to work closely with supplicrs 1o ensure long range forecasting is a priority with an increased number of contract
performance reviews to identify potential shoricomings earlier and to consider alternative opportunitics, Our experience and
feedback of working with our global suppliers recognises that early coordination and communication with these suppliers is key 10
minimising disruption.
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Risk management and controls (continued)
Other current risks (continued)

Enerav supplier failures

Due to the ongoing global energy crisis, further impacted by the Russian invasion of Ukraine, there is a risk of further energy
supplier failures. This impacts us directly in terms of the LRSP claims and bad debts. As explained in the “Business review” section
above, these are pass through costs for us and recoverable through future DUoS charges. However, the time lag between incurring
these costs and recovery of these costs through our regulatory framework can pose a cash flow risk for the DNOs. WPD manages this
risk by active engagement with the regulator, Ofgem and the industry as a whole. Active engagement with Ofgem ensurces that all the
relevant concerns for the DNOs are voiced and highlighted appropriately.

With regards to LRSP, for all ¢laims above the materiality threshold as defined in the regulatory licence, the DNOs have the option
of giving notice to the authority for increasing DUoS in the same regulatory year instead of with a two years’ lag. This minimises the
cash flow risk i relalion W LRSP ¢laims o amounts below the materiality threshold only.

Further, the Group currently does have sufficient headroom under its existing facilities. Refer to the “Liquidity and going concern™
note on pages 45-46.

Corporate and social responsibility

We arc committed to being a good corporate citizen delivering social and environmental value for our employees, customers and
wider socicty. We care about our customers and our communities, the way we engage and interact with our stakeholders and how we
take responsibility within the communities we serve.

Social and community

Working with our communities is important in creating shared value for us as a business. the people we serve and the communities
we opcrate in. WPI) is the first DNO to develop a social contract. It will ensure we deliver enduring. long-term support to our
communities and further embed consumer vulnerability across our operations. Created in collaboration with stakeholders, the Social
Contract sets out our ambitipns to generate wider social and environmental impact. drive a green recovery from the Covid-19
pandemic and facilitate a fair and inclusive transition to achieve net zero carbon emissions as soon as possible. While our RIIO-ED2
Business Plan sets out what we will do over the next five-vear regulatory period, our Social Contract outlines how WPD will act in
pursuit of our purpose. The Social Contract therefore simultaneously underpins. and builds on, what we set out in our Business Plan,
by outlining the purpose that guides our actions, as well as initiatives that go over and above to generate wider social impact. For
details on this refer to our Social Contract document on our website at:

hup~ wwaw weslempower oo gh vur-~ecial-contragt

In the vear to 31 March 2022, WPD assisted 128 (2021: 90) separate charitable and non-charitable organisations as part of a

£199,000 (2021: £83,000) commitment. This included:

- Greenpower challenge — A project that sees teams of school children (aged 11-16) design, build and eventually race electric kit
cars with the assistance of WPD STEM ambassadors. The initiative focuses on renewable energy, recycled materials and a
pathway into understanding the various roles available in engineering. By ensuring that the teams have a 30/30 gender split the
project offers an opportunity to encourage more females to try their hand at engineering.

- Support for a Cardift Community Group to deliver specialist educational health and wellness service for people of working age
with chronic conditions, serious illnesses, disabilities and long Covid.

- Planting and maintenance of 2,000 trees at Saltwells Nature Reserve in Birmingham.

- Two projects to plant wildflowers and low growing plants to improve biodiversity in Nottinghamshire and Lincoinshire.

Our annual £1m Community Matters Fund supported 79 grassroots organisations and local authorities, delivering an estimated £2m
cost saving for 29,000 people in our communities. As part of this fund, £500,000 fund pertained to help those in fuel poverty through
the 2021/22 winter period.

- Vulnerable customers

We currentlv support 1.9 million customers on our Priority Service Register ("PSR") that records details about vulnerable customers
s0 that additional tailored support can be provided when the customer contacts WPD or when their supply is interrupted. WPD has
established a dedicated team of people to proactively contact customers and check the details held about them. This is a process that
will be repeated every two years to ensure that the register remains up to date. WPD continues to work with indusiry partners fo
develop processes to share data with other service centred organisations that hold information about vulnerable customers, in line
with data protection laws. WPD already sends PSR data monthly to six water companies and receives data from two of them. Links
have been established with many organisations who act as ‘referral partners’ such as the British Red Cross to improve the
understanding of the needs of vulnerable customers. These 149 referral partners include charitics, local authorities and health
organisations who sign customers up to the Priority Services Register and work with WPD to improve the services that are provided.
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Social and community (continued)

- Fuel poverty and energy affordabiliry

It is WPD’s key objective to keep our proportion of the customers” bills as Jow as possible and minimise the requirement for foad-
related reinforcement by adopting a “flexibility first’ approach in order to maximise the utilisation of the existing network. WPD will
adopt a “flexibility first’ approach to resolve network constraints. We have established innovative processes for procuring and using
flexibility services as an alternative to conventional network reinforcement which allows customers to connect more quickly and at a
lower cost. Where constraints are identified we use signposting and forecasting processes 1o give flexibility providers a clear picture
of requirements. These processes are carried out before conventional reinforcement would need to stant and therefore help to identity
whether there is sufficient flexibility available to resolve a network constraint. This approach ensures that we consider a flexible
alternative for every network constraint. We will use digitalisation o continually refine the process and identify innovative ways to
encourage more third parties to consider providing flexibility services.

Due to our track record of innovation development and rollout, we have already embedded £723m of efficiency savings into our
RIIQ-ED?2 business plan. Without this, required investment in RIIO-ED?2 would have been £7.4 billion. which would have resulted in
increases to customer bills. [nstead, by working smartcr and embracing a culture of continual innovation, we will deliver our R110-
ED2 commitments with a budget of £6.7 billion and keep bills broadly flat,

As energy prices continue to rise steeply it is more important than ever that we keep customers updated on ways to save energy and
manage their use more effectively. Some customers on low incomes cannot afford to effectively heat their properties — and those who
were previously “just about managing’ may have been tipped in to fue! poverty by soaring energy prices and inflation. We work with
over 130 partner agencics to provide fuel poverty support and advice.

WPD continues to partner with four charitable organisations. one in e¢ach ol our licence areas. to deliver the ‘Power Up® fuel poverty
scheme. The project helps customers by offering income and energy efficiency advice. such as benefits and tariffs advice and energy
saving schemes. Customers are offered free. independent, confidential and impartial advice on a fuil range of interventions. The
project works by partner organisations such as Citizens Advice taking referrals directly from WPD. Every customer contacted as part
of WPD’s PSR data cleanse is given the opportunity 1o be referred to a partner organisation. such as Citizens Advice and the Centre
for Sustainable Energy, for support.

In addition, WPD continues to partner with four charitable organisations. one in each of our licence areas. to deliver an “Affordable
Warmth® fuel poverty scheme. Cusiomers receive the same assistance and support as those referred to a Power Up pariner but these
customers are self-generated by Affordable Warmth partners and then arc signed up to the PSR as part of the support package.

We work closely with partners and our Customer Panel to improve services and identify innovative ways to support customers. We
held a best practice workshop in the current year in light of the pandemic and encrgy price rises and our £90.000 Energy
Affordability Fund ("EAF") has enabled six new projects to find new ways of supporting customers in 2022, focusing in particular
on digital exclusion.

In the year 2021/22, WPD's EAF. Power Up and Affordable Warmth schemes contributed to the total 25,928 (2021: 21.840)
customers who saved over £14.6m (2021: £10m). an average customer saving of £562 (2021: £470). Our fuel poverty and support is
the largest programme of any UK network company and has already provided support to 118,000 customers. helping them to save
over £51 million over the course of RITO-EDH.

- Deaf awareness chartermark

WPD holds the RNID ‘Louder Than Words' charter mark accreditation which assesses and endorses the accessibility of WPD's
services for deaf and hard of hearing people. We have held the accreditation for eight and ten vears respectively for WPD South
Wales/WPD South West and WPD East Midlands/WPD West Midlands. We are the first DNO in the UK to have launched the
“InterpreterNow” service. This enables deaf customers w contact us in British Sign Language ("BSL"} via an online interpreter by
downloading a free app. In addition. we now provide a series of customer information videos in BSL.

Taxation

As part of the National Grid Group. WPD adopis a responsible approach to taxation aiming to comply with applicable tax legislation.
Details of the approach are included in the National Grid tax strategy that is published annually and covers ali businesses within the
group. The tax strategy can be found on the National Grid website or using the link below:

TP A sl T co e b s Cnanonad-msormation

For details of the WPD Group's effective tax rate see note 10,
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Human righis

WPD is dedicated to conducting its business with honesty, integrity and faimess. In support of these principles it is WPD's policy o
obscrve all domestic and applicable foreign laws and regulations including the Human Rights Act 1998, Equality Act 2010 and
Modern Slavery Act 2015, Training of all employees is conducted in relation to these laws and regulations which has led to an
understanding within the Group of issues associated with these statutes. The outcome of our policies and procedures is that there
have been no known instances of any form of discrimination. slavery or human rights violation.

For our Modern Slavery Act 2015 statements refer to the link below:

DUps: wwse sesternpower oo uk modern-slayer -act

Anti-corruption and anti-bribery

WPD has robust policies on anti-corruption and anti-bribery. These policies apply to all employees of the Group and form part of the
employee Code of Conduct. Other individuals performing functions for the Group. such as agency workers and contractors, are also
required to adhere to our anti-bribery and anti-corruption policies. Through our policies and procedures we have been able to foster
an environment of zero tolerance towards bribery and corruption. As a result there has been no known violation of applicable laws
and policies.

Climate change

Our environmental impact

WPD is committed to environmental sustainability and achieving net zero. Net zero means achieving a balance between the
greenhouse gases put in to the atmosphere and those taken out. When the amount of greenhouse gas (1ICO2¢) we add is no more than
what we take away. we have achieved net zero, also referred to as carbon neutral.

We aim to be a net zero carbon business (excluding network losses and scope 3 emissions) by 2028 and aim to achieve net zero,
including network losses by 2043. Furthermore, we commit to reporting on a wider range of our scope 3 (indirect emissions) over the
course of the RIIO-ED2 period.

Our BCF details the impact that our operational activities have on the environment in terms of associated CO2 emissions and takes
account of the energy usage from offices and substations. transport emissions (both operational and business), fuel combustion and
the release of greenhouse gases ("SF6") into the atmosphere. The reported data for operational transport (road) and fuel combustion
also takes account of @ number of our larger contractor emissions. All of our published BCF data is compliant with international
business carbon footprint standards, the Greenhouse Gas ("GHG") reporting protocol and 1SO14064-1, Refer to page 47 in the
Directors’ report for our BCF data.

We passionately believe in minimising our impact on the environment and are striving to reduce our own BCF. We embrace our
social responsibility to respect and protect the environment and believe we should be a role model, inspiring others to follow our
lead. During RIIO-ED I, we have driven a more proactive, performance driven approach to environmental stewardship, achieving a
35% reduction of our BCF since 2014/15. [n 2021/22, only 7.21% of waste from our operations is being sent to landtill as compared
to 42% in 2014/13. We have also achieved a reduction of SF6 gas leaks outperforming our 17% reduction RIIQ-ED1 target for top
ups based on like for like data and replacement of 33km of overhead lines in National Parks and Areas of Outstanding Natural
Beauty, meaning we are on track to achieve our target of 35km by the end of RIIO-ED1.

Some of the initiatives that we have in place to improve our overall BCF performance arc:

- We continue 10 remain committed to investigating and finding alternatives to SF6 and usc four infrared SF6 detection cameras
which enable us to quickly pinpoint the source of leaks.

- We continue to install low energy lighting and energy efficient heating/cooling systemns throughout our property portfolio as well
as undertaking cnergy ¢fficiency reviews at many of our non-operational and operational sites.

- To improve emissions associated with our operational transport activities we will continue to replace older vehicles with more fuel
etticient alternatives and improve awareness of the impacts of driver style on fuel efficiency and vehicle emissions through roll-out
of our group wide Driver Behavioural Systems ("DBS"). Furthermore. we have continued to introduce electric vehicles as part of
our operational road transport fleet which will have a significant impact on our business carbon footprint for years te come.
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Climate change (continued)

Our environmental impact (continued)

In addition to the above initiatives already commenced, some of our other ambitions for RIIO-ED2 are as follows:

~ Install LCT generation at all suitable depots and offices to produce electricity to meet operational demand.

- Purchase all building energy from a rencwable source and account for this in our reported BCF.

- Reduce energy use in our buildings.

- Ensure that all new WPD offices and depot buildings achieve an "Exccllent” Building Research Establishment Environment
Assessment Method ("BREEAM") rating.

- Replace a minimum of 89% of our operational fleet with clectric vehicles by 2028,

- Cut carbon emissions from our operational flect by 50%.

- Install electric vehicle charging infrastructure at all our operational sites and key substations sites.

- Include only non-carbon technology cars in our company car scheme by 2025.

- Reduce business travel by encouraging more remote working and virtual meetings.

Further details on our ambitious environmental targets and our path to net zero can be found in our published strategies listed below:

s Environment Strategy:

» Environmental Action Plan;

= Llectric Vehicles Strategy: and
» Heat Pumps Strategy.

All the above documents are available on our website at the link below:

Hups, vourpew erluiure, s s lernpois or v ah RO D2 - Turther-slormiataon Adecinent=hikrars

Impact af climate change on the Groap

WPD is focused on tackling climate change, having first introduced our robust Climate Resilience Strategy (“CRS”) alongside the
2008 Climate Change Act. During the year ended 2021/22 our CRS has been updated and sets out strategies to minimise the impact
of environmental change on our operations ensuring we can continue to provide a safe and reliable power supply to all our
CUSLOMETS.

Our customers want us to ensure climate change has minimal impact upon their electricits supply and that our networks remain fit for
purpose even if the environment in which we operate changes.

WPD’s climate resilience strategy is based on five pillars:

Improve our understanding of the likely environmental effects of climate change, including the development of a cross-industry
climate resilience working group.

Wwe will continue to consult scientific and industry publications to determine the potential environmental effects of climate change
and their likely severitv. For example. to date. WPD has considered a number of climate change projections through invelvement in
the Adaptation to Climate Change Task Group which makes use of the Met Office UK Climate Projection 2018 ("UKCP18™). We
have considered the Paris Agreement’s “central aim to swengthen the global response to the threat of climate change by keeping a
global temperature rise this century well below 2°C above pre-industrial levels’ and the additional focus by government in the
National I[nfrastructure Strategy regarding flooding and the decarbonisation of heat and transport. WPD will also continue to liaise
with local authorities to ensure future planning decisions and development are factored into our adaptation strategics. WPD will
continue to assess a range of valid publications to account for the grealest possible range of projections.

Continue to assess implemented mitigation solutions, risks and impacty to our network associated with climate change.
Understanding how the common risks will affect WPD's assets and the identification of our specific risks has led us o prioritise and
implement adaptation for three issues i.e. exireme events. temperature increase impact on overhead lines and major substation sites at
risk from fluvial or sea breach flooding. Flectricity networks™ assets in general are well maintained and monitored and as such have
very long lives. gpically 40 to 80 vears. with assets situated in the same location. However it is important that WPI considers the
predicted climate change impacts when planning new installations or safeguarding existing kev equipment. As an example. flood
protection currently being provided is designed to be resilient 1o the end of this century based upon current environmental forecasting
models {WPD will continue 1o monitor forecasting to ensure changes to these models are considered in our business planning
programmes for future years).
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Climate change (continued)

Impact of climate change on the Group (continued)

Further develop our adaptation pathways to represent short, medium and long term climate change projections and challenges
across WPD’s four licence areas.

The aim of these adaptation pathways is o identify the key areas of focus to which potential strategies can be applied for climate
change mitigation based on certain criteria being met within the shorl, medium and long term. Short term adaptation challenges are
considered relevant over the RIIQ-ED2 regulatory price period, medium term adaptation challenges are considered up to 2035 and
long term adaptation challenges are considered up to 2050 and beyond. This is to coincide with the Government’s net zero target and
consider any shifts in global climate change predictions due to global actions taken. A decision ¢an be made once criteria are met that
changes the area of focus giving flexibility in a long term strategy. Temperature increase, increased precipitation (flooding). lightning
and vegetation management are the existing pathways on which WPD has completed actions and is now monitoring signals that will
causc a change to policy direction or strategic action. For the existing pathways we have already made changes that we expect o meet
the UKCP 18 worst case forecast to our specifications for overhead lines design and vegetation management processes. For flooding
we also have programmes of work through RIIO-ED1 and new sites identified for protection within RIfO-ED2. WPD monitors
signals from the Met Office, Environment Agency and other cnergy companies to manage the day to day risks of flooding but just as
importantly to instigate a review of the longer term strategy to ensure leng term management and mitigation of the flooding risk.

Develop and implement cost effective and impactful climate resilience initiatives in conjunction with other business activities and
investment plans.

To date WPD has carried out a number of climate resilience initiatives evidenced through the ‘adaptation o climate change’ series of
reports to The Department for Environment, Food and Rural Affairs (“DEFRA™), the third of which was published in 2021:

» Improving resilience io extremc weather through monitoring and improving storm response eftorts and specifying lightning
protection for pole mounted transformers.

* Completing flood risk assessments and implementing tlood defences for “at risk” major and strategic substations. This includes
developing emergency flood response capability.

* Designing new overhead lines to a higher temperature rating through specifying taller poles o allow for more conductor sag whilst
maintaining compliance with Electricity Safety, Quality and Continuity Regulations ("ESQCR") clearance requirements.

» Studying the possible effects of climate change on earth conditions, such as earth resistance, to forecast effects to earthing systems.

Regularly review our ambitious climate resilience initiatives, to ensure good progress is being made, and value for customers is
being delivered.

A complete review of our resilience initiatives will take place at least annually, with more regular interventions alongside new
information or events. This robust approach to evaluation will help us measure the effectiveness of our work and ensurc we are
delivering the most value for our customers.

Our Climate Resilience Strategy can be found on our website at the link below:
hups. vourpowertiutyre westernpower co uk RIO-E D2 -tarther-informatensJdocument-frtbrar
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Non-financial information statement
In accordance with section 414CB of the Companies Act 2006 we have reported on various non financial information as follows:

- Business mode!
Refer to page 1.

- Environment

Refer to pages 3 and 27-29 for details on our policy regarding the environment.

Refer to pages 11-13 for details of the impact of our activitics on the environment and our performance in this area.
Refer to page 22 for our principal risks in relation to the environment and our actions to mitigate those risks.

- Employees

Refer to page 4 for details on our policies regarding emplovees.

Refer to page 13 for our performance in relation to employee satisfaction.

Refer to page 23 for our principal risk in relation to employees and our actions to mitigate that risk.

- Social matters
Refer to pages 25-26.

- Human rights
Refer to page 27.

- Anti-corruption and anti-bribery matters
Refer to page 27.

Section 172 Statement
Refer to pages 40-44 for our Section 172 statement.

Approved and authorised for issue by the Board and signed on its behalf by:

ST
P Swift

Chicf Executive
22 July 2022

Western Power Distribution plc
Avonbank

Feeder Road

Bristol BS2 0TB
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Corporate governance statement
For the year ended 31 March 2022

For the year ended 31 March 2022, under The Companies {Miscellaneous Reporting) Regulations 2018, Western Power Distribution
(“WPD") has adopted the Wates Corporate Governance Principles for Large Private Companies.

The principles below have been applied throughout the year ended 31 March 2022,

Purpose and leadership
Our purpose and values are the long term fundamentals of our business. they are what motivate us and drive how we behave.

Our purpose is to deliver exceptional service and support environmental and social well-being for the communities we serve through
our commitment to deliver: “Power for life. Power for future penerations™. This perfectly aligns our business practices with our

purpose.

The Board has defined our values in a Values matrix (see below) which drive the attitudes and behaviours of our workforce. These
valucs and behaviours are intrinsically linked to WPD’s culture which in turn enables us to deliver our purpose. Our purpose is
supported by our policies, processes and procedures throughout the company so that they are aligned o our valucs to create a unified
shared culture.

Envirommental
Sustainability
Wae act it a way that
Rotects and

Our values

are the core of
our business and
underpin everything

IS
ATVITOOTIA

working 10 ochyeve
positiva Scial
[

Our purpose and values are essential to the effective and efficient operation of our core business to provide safe and reliable
electricity supplies to our customers who rely on us each and every day. The service we provide is critical to the lives and livelihoods
of the communities that we serve. In order to fulfil our purpose of delivering the needs of our customers and communities. we listen
to our stakeholders and have an extensive stakeholder engagement programme that is explained in more detail in the 'Stakeholder
refations and engagement' section below. The Board is confident that they have defined and articulated the purpose and values that
goes to the heart of WPD in that we are a purpose led Group with our values developed in conjunction with our workforce and other
stakeholders over many years.

The Board is determined to ensure that the Group’s culture is aligned with our purpose and values. As a step towards this, one of the
initiatives launched during the year was the launch of the Social Contract. WPD was the first DNO to develop a Social Contract as a
vehicle for delivering social and environmental value for our employees. customers and wider society. Co-created with stakeholders,
the Social Contract sets out our ambitions to maximise the positive impact of everything we do as a Group, with an action plan
containing commitments in three strategic areas: ‘Empowered Communities’, ‘Employer of Choice” and ‘Environmental Steward’.
We have always been clear that WPD has a ‘Social Contract” with our communities and employees in the form of our purpose. As a
Group we have been delivering on this principle for many vears. However the document launched this year is the first time we have
consolidated and formalised our ¢fforts within a single document. The Social Contract document wil! provide a framework for
ongoing responsible business practice that enables WPD to demonstrate the delivery of our purpose.
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Purpose and leadership (continued)

Our operational workforce consists of geographically based teams responsible for all activities in that area, complemented by a range
of suppeort staff. We operate a flat management structure, which makes decision making and problem solving much quicker and
empowers employees to act within an agreed framework of authority. The Board recognises the important contribution made by all
employees in delivering our purpose. Our values are constantly reinforced to employees through various internal communications
such as our in-house magaxine. regular news updates and direct emails from the Chief Executive and other executive directors of the
Group and from the Chief Executive of the parent,

During the year the Chief Executive has visited various workforce groups throughout the Group. The other directors have also
actively engaged with the workforee through casual and formal methods. This engagement has enabled the Board to get invaluable
insights into the culture of the Group and how it is developing. Qur senior leadership conferences. presentad by the Chief Executive
and other cxecutive directors to the senior management, help strengthen our values and support open dialogue between the
executives and the senior management team. This is an effective wav of strengthening the feedback from senior managers and
cascading key messages by the executive directors throughout the organisation and ensuring all colleagues can contribute to
delivering WPD’s purpose.

The insight gained from the engagement with all stakeholders allows the directors to monitor the values through their attitudes,
behaviours and the culture of the Group. This guides the Board to make decisions which are in the interests of all stakeholders.

Board composition

Balance and diversity
The WPD plc Board comprises four executive directors and two non-executive directors, The non-executive directors are part of the
senjor management team of the WPD Group shareholder. National Grid.

The designation of the executive director roles are Chief Executive. Operations Director, Finance Director and Resources & External
Affairs Director. All the executive directors are experienced in their respective roles and responsibilities.

Key functions of the business are reflected within the organisational structure of the Group and fall within three broad areas ie.
Operations/Logistics, Resources & External Affairs and Finance/IT. The size of the Board is aligned to the organisational structure
of the Group with each executive director responsible for the oversight of its relevant area under the overall leadership of the Chief
Executive.

Oversight responsibilities lie with the non-executive directors. The non-exceutive directors fulfil their responsibility in offering
constructive challenge by regularly attending the board meetings ot the Company. Qutside of formal meetings. the non-executive
directors are provided with rimely information and given access to relevant updates. including invitations to meetings. where they are
encouraged to offer constructive feedback.

The non-executive directors possess the necessary skills and expertence of the utility sector and wider business sectors to provide
oversight of the Company. To fulfil their duties, they have access to the Company Secretary and to legal advisors funded by the WPD
Group. As with afl Board memberts, the non-executive directors have the authority to request Board meetings.

During the current year. two female directors were appointed to the Board of the WPD Ple non-executive directors. This increased
the ratio of female directors on the board to 50%. The Hampton-Alexander review. an independent volumary and business led
initiative supporied by the Government to increase the representation of women in senior leadership positions and on Boards. set a
target of 33% women representation on FTSE 350 Boards and FTSE 350 senior leadership teams by end of 2020 which although the
Company is not required to do so. has exceeded this target.

A detailed profile of our Board can be found on our website at the link below:

BEPS. ot adalempeie ™ cu Lk aboul-us e T-cur o Ll orle iy

All directors have equal voting rights when making Board decisions. with the Chair of the meeting having a casting vote.
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Board composition (continued)

Chair

Although there is no permanent appointment of the Board’s Chair it is usual practice for the Chief Executive to be appointed the
Chair at each Board Meeting, The Chief Executive is the President of Electricity Distribution within the National Grid management
organisation and as such has extensive engagement with the sharcholder. Through this engagement he is well placed to identify and
facilitate the views of the ultimate shareholder. The Board belicves this is a valuable part of the overall corporate governance
framework which is appropriate for a subsidiary company that is part of a larger group and provides greater benefits than separating
the roles of the Chair and Chief Executive.

Appeintments

The Chief Executive is appointed by the Group sharcholder, National Grid. The appointment of the Chiel Executive and the other
dircctors follows the National Grid policy on the “Appointment of Directors of Subsidiary Companies Procedure” (the
“Appointments Procedure™), This is to ensurc that appointments and changes to the composition of the boards of directors of
subsidiary companies within the National Grid Group are fully evaluated in a consistent manner that can be reviewed for compliance
with statutory requirements, It also ensures an appropriate level of representation and the provision of the right skills and experience
on relevant company boards.

Other executive directers and non-executive director appointments are recommended and approved with the support of the Chief
Executive in line with the Appointments Procedure. The process followed for the nomination of these directors involves the
consideration of the relevant skills. expertise, experience, professional background and various other personal attributes. The
Executive Council, consisting of the Chief Exccutive plus the other executive directors, is responsible for the succession planning
within WPD.

Newly appointed directors undertake an induction programme which is tailored to their specific needs.

The Board ensures their knowledge is current and refevant through a variety of means such as attending training programmes and
appropriate indusiry conferences, holding memberships of relevant institutes, completing technical training updates and attending
meetings with various industry participants e.g. regulators. investors and banks. The executive directors adopt a hands on leadership
style and regularly meet with their management teamns to ensure that they are updated on the latest business developments and have
immediate access to the current information.

Directors' responsibilities

Acecountability and discharge of responsibilities

There arc well-defined policies, as approved by the Board, clearly establishing the overall duties and liabilitics of the directors, the
areas of responsibility and accountability for each director, the process for delegation of authority by the Board and the matters
reserved for the Board. Policies have been established that define the framework within which we expect managers and employees
to operate. These policies represent one of the means through which decisions on stakeholder interests are enacted and there is a
robust process in place tor the regular review and update of policies and processes to ensurc they remain relevant and fit for purpose.

There are four principal Board mectings each vear. The DNO Boards have held additional meetings throughout the year to solely
discuss and focus on the key decision relating to the RIIO — ED2 Business Plan. The Board has been fully involved in developing
the Business Plan and has provided review and challenge at key milestones to ensure the evidence and assurance demonstrate that the
Business Plan is of high quality. The Board has been actively involved in defining the nature and approach of the assurance carried
out on the plan in reviewing the findings.

If the need arises, the directors can call additional meetings at any time, organised through the Company Secretary. The Board
receives and is updated on all key and important busiress information by the executive directors at the Board meetings.

Overall operational responsibility of the WPD Group lies with the Chief Executive. The Chief Executive fulfils this responsibility in
conjunction with and through oversight of the other executive directors. Regular formal meetings, known as the Executive Council,
consist of the Chief Executive plus the ather exccutive directors. This acts as a forum for the discussion of business performance,
strategic considerations and identification of matters to be considered by the Board. Other scnior management may attend the
meetings for the purpose of providing updates to the directors. Any key items are circulated and communicated to the Board in a
timely manner.
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Directors’ responsibilities (continued)

Accountability and discharge of responsibilities (continued)

Ensuring we are prepared for and are taking account of future changes and market conditions is a key factor in delivering our long
term strategy and delivering long term stakeholder value. For this purpese, the Executive Council convenes an annual strategic
review where strategic dircction and forward looking plans for the WPD Group are discussed.

The executive directors are responsible for the organisational performance of their directorate and are accountable to the Chief
Executive and the Board. Exccutive directors regularly meet with their respective senior maragement teams to discuss matters
impacting the Group. KPI menitoring is delegated to the scnior managers who report directly to their respective executive director.
In order to operate efficiently and to give the right level of attention and consideration to rclevant matters, while maintaining
compieie oversight ot their area of accountability, the executive directors empower senior management o take operational decisions.
apply their knowledge and utilise their industry experience in the daily management of the business,

The directors are conscious of the changing reporting and governance landscape and are commined to fulfilling their responsibilities
effectively by ensuring that their skills and knowledge are refreshed and updated regularly. There is an established code of ethics
policy of the Group which is adhered to by all the employees including the executive directors.

The executive directors understand the importance of leading with integrity. Group policy sets out potential conflicts of interest and
at each Board meeting the directors disclose anv potential conflicts of interest in any of the Group transactions or arrangements. [n
addition the Company Secretarv administers an annual process, whereby the directors disclose any interests in related parties or any
related party transactions.

The Board is supported by the Company Secretary who is available to all members to provide guidance as required on all governance
mafers.

During the year the DNO Boards established a Corporate Governance Committee.

Integrity of information

At the quarterly Board meetings, the Board receives information on all key aspects of the business including safety, environmental
matters. risks (including cyber security threat) and opportunities, financial performance. strategic and regulatory matiers. operational
matters. market conditions. changes in the political landscape and updates on relevant technological developments. Board
information is prepared by a centralised team and is subject to detailed review procedures at various levels of senior management
prior to submission to the Board.

Key financial information is taken from the Group’s financial systems. Our finance team is appropriately qualified 10 ensure the
mtegrity of this information and necessary training is provided fo keep them up 1o date with statutory. regulatory and financial
reporting requirements. WPD continues to operate a Sarbanes-Oxley ("the Act”) compliance programme that is aligned to the needs
of the parent company. In accordance with the requirements of the Act. our management team undertakes an annual assessment of
internal controls over financial reporting. This includes ensuring all key financial processes have been documented with specific
details on the controls in place. Key controls over financial reporting are periodically reviewed and tested by our internal Audit tearn.

Key regulatory information is prepared annuaily for submission o the regulator. Ofgem. We have extensive internal data assurance
and governance procedures and established policies for ensuring data integrity in respect of information submitted. Data is compiled
from source syvstems that have appropriate validation checks and is prepared, reviewed and approved by WPD's cxperienced
personnel.

KPI information is available o management via the use of dashboards. This system interfaces directly with source systems and data,
and was implemented following extensive testing procedures on data accuracy.

The Board’s review of the information in relation to various areas of business allows the directors to assess that systems. processes
and procedures continue to operate effectively and assists in identifying and strengthening governance arrangements.
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Opportunity and risk

Opportunity
We strive 1o create and prescrve valuc over the long term by consistently providing outstanding customer service at an efficient cost
by combining technical excellence and innovativn within a clear organisational structure. Within the parameters of operating within a
regulated environment, the Board identifies and evaluates relevant epportunities to crcate long term value for the WPD Group and its
stakeholders.

The Board has overseen the development of WPD’s RIIO-ED2 business plan and ensured the plan is constructed to take full account
of the UK Government’s published plans to achieve Net Zero Carbon Emissions by 2050 with phased targets for 2030 and 2040. It is
based on detailed and extensive consultation with over 25,000 stakeholders at over 280 events. WPD’s skill and wide experience of
adapting to change and investing in mnovation has demonstrated our ability to adopt new technologies to create an ever more cost-
effective electricity network, WPD will continue 1o make full use of that experience and expertise as we provide consumers with the
network strength to cope with a range of increased new demand and accommodate increased input from green power generation.

To enable stakeholders 10 achieve net zero our Business Plan for 2023 -2028 outlines how we will create a smart, flexible energy
grid and facilitate the mass connection of LCTs including electric vehicle charging points, heat pumps and more locally sourced
renewable generation. Many of these L.C1s will be connected at lower voltages making it vital to ensure that there is sufficient
capacity for the LCTs to connect. WPD will proactively identify parts of the network that are heavily loaded and provide more
capacity. We will use smart meter data, increased amounts of network monitoring and enhanced analysis to identify where network
reinforcement is required, We will also look at ways in which the LCT loads can be managed to make greatest use of existing
network capacity. which may involve steps including controlling when EV's are charged. Together these proactive actions will enable
moere LCTs to connect overall, in shorter timescales and at lower cost than if conventional reinforcement was required.

Our business plan also actively supports the creation and expansion of community energy schemes. helping local communities to
connect to green, renewable energy generation to help them decarbonise and lower their bills. Among our 42 core RIIO-ED2
Business Plan commitments we have pledged to speed up the adoption of EVs, heat pumps and other LCTs. by supporting initiatives
such as the creation of robust and challenging Local Area Energy Plans as well as appointing four dedicated WPD Community
Energy Engineers.

Our own commitment to sustainability includes leading by example and reducing our own Business Carben Footprint to net zero by
2028 {excluding network losses and scope 3 emissions). This will be delivered by reducing the amount of waste we send to landfill,
adopting electric vehicles across our transport tleet to reduce emissions. significantly reducing harmful gas and oil leaks from our
equipment and ensuring we actually enhance the local environment by delivering a net gain in biodiversity for new major projects
and at selected primary substations, Based on feedback from our stakeholders, small scale UK based otfsetting will also be used. Our
intention for RIIO-CD2 is to develop a broad portfolio of UK based offsetting including habitat creation, for example tree planting,
peatland and sea grass restoration, as well as local community based offsetting schemes such as selar for schools. All of our
offsetting schemes will be UK based within our licence areas and therefore bring direct and tangible benefit te cur customers and the
communities which we sctve,

Affordability is one of four key priority areas highlighted in our Business Plan together with sustainability. connectability, and
vulnerability. We are proposing to spend £6.7 billion across the five years of RIIO-ED2, which is an increase of £1.4 billion from
current levels in RIIO-ED 1. While investment will increase by 30% from RIIO-ED1. the directors are committing to ensuring that
we deliver our RIIO-ED2 commitments while keeping our average domestic bills broadly flat. The directors aim to achicve this
through insistence on abselute efficiency, driven largely by our industry-leading innovation and digitisation programmes and by
instilling a culture across our business that maximises every epportunity to innovate and work smarter for our customers.

With a view of furthering these exciting transformations across the energy sector. in November 2021 WPD set a Science Based
Target (“SBT™) which has been validated and accepted by the UN Science Based Target initiative (“SBTi”). By following the target
WPD ensures that its activities limit the impact on global climate change to no more than a 1.5°C increase. WPD’s SBT accounts for
scope | and 2 carbon emissions (including losses). Scope 3 emissions are not currently included as they have consistently accounted
for less than 40% of WPDs total emissions. For scope 3 emissions, during RIIO-ED2. we will aim to broaden our understanding of
the impact which our scope 3 indirect emissions (Products. Goods and Services) have on our broader BCT and look to measure
these.

As the COVID-19 pandemic accelerated the global migration to digital operations, utilities continued to advance their digital

capabilities. Customers are benefiting from more access to digital information to support their decision making and more digital ways
of engaging. Some of the initiatives undertaken by the Group during the year are:
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Opportunity and risk (continued)

Opportunity (continued)

» WPD launched the Connected Data Portal which enabled WPD to become the first UK DNO to provide all customers and
stakeholders open access to a range of its data on energy consumption, gencration, network loads ete., further digitalising its
customer interactions in arcas such as applications for new connections and flexibility service provision.

* WPD developed and implemented a new low voltage planning tool, ConnectL V. supporting the digitalisation of connections for
LCT through automation of planning to meet current and projected LCT connection volumes.

» The year 2021/22 saw WPD implement an established digital data architecture for the ingest of low voltage monitoring devices’
data to enable real-time and historic network data to he used to optimise decisions in operational and planning timescales.

Risk

The WPD Board is responsible for the oversight of risk management and internal controls across the WPD group. The responsibility
for internal controls cascades from the Chief Executive and the executive directors 1o senior managerent teams responsible for risk
assessment and the implementation of appropriate mitigation. Managers are responsible for the identification of risks and the
deployment of appropriate controls within their areas of responsibility. Policies are established. reviewed regularly and made
available on the Group intranet to assist the managers with establishing an appropriate control eénvironment. We consider the
involvement of qualified and competent employees with the appropriate level of expertise throughout the business a key factor for
implementing an effective internal control environment.

Risk management is embedded into the organisational swructure with specialist ieams esiablished to manage certain key risk areas.
Specifically, we have Jong established teams reporting to senior managers responsible for health and safety. regulatory compliance,
employee relations, eyber securityv. tinancial reporting and legal compliance.

An Enterprise Risk Management process is in operation with a focus on recognising emerging and significant risks. Consideration of
significant and emerging risks and related decisions are undertaken by the Executive Council, The Executive Council exercises
suitable judgement as to any control decisions that merit Board attention. Emerging and significant risks are regularly reported 1o the
Board facilitating the oversight of the risk management process of the Group. Pages 19 10 25 of the Strategic report outline the key
tisks and the related mitigating actions for the WPD Group.

We have an established Corporate Audit function reporting directly to the parent company Group Head of Audit. The fead of
Corporate Audit attends and reports directly to the WPD Group Board members at their quarterly meetings.

Remuneration
Executive remuneration is controlled by the ultimate parent company. National Grid. Further information on this is available within
the Remuneration Report of National Grid plc’s Annual Report and Accounts on pages 108-131.

The remuneration policy applicable to ihe role of Chief Executive was set by the ultimate parent company. PPL Corporation untif 13
June 2021 and is set by National Grid from 14 June 2021. The level of remuneration of the other executive director roles is the
responsibility of the WPD Chief Executive in consultation with the ultimate sharcholder. Elements of directors' remuneration and
further information on this is available from National Grid within the Remuneration Report of National Grid ple’s Annual Report
and Accounts on pages 108-131.

The remuneration of the non-executive directors is determined by the shareholder, National Grid.

The pay of the majority of WPD’s wider workforce is consulted and agreed upon with the recognised trade unions. with the aim to
ensure that the terms and conditions are aligned to current industiry practices and benchmarked against appropriate energy and
Comparator groups.

Stakeholder relations and engagement
The Board believes that the overall suceess of the business is dependent upon the way we work with our stakeholders and is fully
committed to fostering effective stakeholder relationships that are alipned to the Group’s purpose and strategy.

Our key stakeholders are customers. other network users. employees. regulators, suppliets and our shareholder. The Board actively
promotes engagement and wansparency with all these stakeholder groups and the executive directors ensure that a fair and balanced
view of the Group’s position is communicated to the relevant stakeholders. This is evident from the stakeholder engagement that js
conducted for all our key initiatives and business commitments. the most significant being the stakeholder engagement conducted in
producing our R{JO-ED2 business plan before final submission to Ofgem on [ December 2021, Using a co-creation approach we
have developed the Business Plan from a blank sheet of paper. ensuring it is prepared with our customers. for our customers and
contains ambitious. impactful commitments. Refer to pages 43-44 in the $172 statement for more derail on how our RIIO-ED2
business plan was created.
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Stakeholder relations and engagement (continued)
Details of engagement with each our key stakeholder are as follows:

Customers

The Board strives to deliver the class leading service that our customers expect and is keen on continuing to support all our
customers including our vulnerable customers, We have an established customer panel that meets quarterly and expert members
represent a wide range of customers and other kev stakeholder groups. The panel is attended by the Chief Executive and other
dircctors and through the panel they seck honest and challenging customer views about the way we operate and our future plans.
This level of engagement plays an important role in helping WPD achieve its purpose of delivering good value and quality service
for its custorners. This year improvements to the panel have included topic-specific surgeries between meetings on workforce
resilience and LCTs. for example.

Annually WPD hosts an array of workshops. webinars and surgeries to understand the needs of its stakeholders so that they are
aligned with the sualegic priorilies of the group. During the vear ended 31 March 2022, WPD held a week of topic specific
workshops for stakeholders from a range of different backgrounds (including domestic. business. local authorities, developers.
environmental, energy/utility, regulatory/government and voluntary sectors) as well as specific events for those interested in
connections, heat pumps, community energy and local investment plans, for example.

The Connection Customers Steering Group ("CCSG™) is held three times a year to help inform and guide our strategic objectives and
future plans for connections services. The CCSG is chaired by one of our Directors and is attended by connection stakcholders
representing a cross-section of sectors. The CCSG covers a broad range of connections related topics and feeds into the development
of our Incentive Connections Engagement ("ICE") plan for Ofgem's RIIO-EDI incentive.

To address the challenges of engaging with end customers, who often have little prior knowledge of WPD, we have adopted an
innovative tailored approach by developing customer knowledge over a prolonged period of research exercises and deliberative
discussions. An enduring cohort of 96 customers have undergone a programme of research and focus groups over a number of
months, enriching their understanding and ability to offer informed scrutiny of our plans.

The directors” commitment. and in tumn that of senior management and the wider workforce. of being proactive in customer
engagement is evident from external assessment of customer service and engagement under the CSE Standard and BSI Standard for
Inclusive Service Provision (BS18477). For CSE, WPD has achieved an impressive total of 46 out of 57 ‘Compliance Plus’ ratings.
WPD was the first network group to achieve the BSI and has achieved 9 years of full compliance. Far from providing just validation,
accreditations such as the CSE Standard and the BSI Standard continue to provide a level of independent scrutiny and perspective
that pushes their impact way bevond - giving stakeholders the peace of mind that we are credible, responsible and demonstrably
compliant.

For details on engagement with vulnerable customers refer to page 25 of the Strategic report.

Employees

Senior leadership conferences conducted by the executive directors and our internal communications through our in-house magazine.
news bulleting and direct email updates from the executive directors are effective tools in engaging all employees. Through these
communications, employees are kept informed about WPD’s goals. objectives, performance. plans and importantly how individuals
are able to contribute towards WPD)’s purpose and strategy.

in multiple recent internal publications and emails. engagement from employees on RIIO-ED2 was invited. a demonstration that the
directors are proactively seeking employees™ views on key business areas. In the leadership conferences, the directors provided the
senior management team with a detailed update on the proposed RIIO-ED?2 plan and openly invited feedback and comments.

The directors recognise and acknowledge how important our staff is to our business performance and are keen to understand how
colleagues fecl and how best we can support and develop statf to ensure a happy and healthy workforce. This is evident from our
RIIO-ED2 commitment to achieve an Investors in People (“IIP”) accreditation. As part of the accreditation process. 1IP will contact
employees to tind out what they think WPD does well and where improvements are required.

The Board utilises staff opinion surveys as a key tool for assessing the effectiveness of communication and engagement across the
workforce. Results of employee surveys are discussed at Board level and actions plans communicated to staff, During the ¢current
year, WPD employees participated in the National Grid's annual engagement survey. This survey provided employees an epportunity
to share their views on their experience of working in WPD. Each business unit and function will dive into the results and share
results with the relevant employees. Relevant managers will have their own results dashboard which will enable them to take more
meaningful action relevant to their respective team.
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Stakeholder relations and engagement (continued)

Employees (continued)

During the year, the Chief Fxecutive. met up with small groups of staff within the Group to hear their views on WPD. The sessions
were attended by the staff acress various roles and the staff were encouraged to be open and bring forward their suggestions to drive
an overall performance improvement within the organisation. This direct feedback from the staff will be crucial in coming up with
ideas, innovations and solutions to the many challenges and opportunities that we will have in the business going forward. In
addition to this, as WPI continues to integrate with National Grid, direct emails from the Chief Executive have kept the workforce
informed about all key decisions and milestones in relation to the integration process.

Further. as the COVID-19 situation continued to develop during the year, the Chief Executive engaged with all employees keeping
them informed and updated and encouraged the employees to contact him directly with any questions, concerns or suggestions.

The Board acknowledges its responsibility towards its existing, as well as its retired, employees and thus WPD operates defined
benefit pension schemes for its employees who joined the schemes prior to them being closed for new members, and defined
contribution schemes for all other employees. A representative Board of trustecs is established for the pension schemes comprising
representatives of the employer and plan participants. Assets held in trust are governed by UK regulations and practice and the
schemes’ investment strategy is decided by the Trustees in consultation with the empleyer. The Board is committed to the best
interests of its empioyees, including past employvees. and thus actively monitors the performance of its pension schemes. Relevant
informaticen is presented to the Board of Directors.

Newly introduced “Ask the Expert’ sessions provide a platform for WPD emplovees to engage with colleagues and ask questions on
kev topics of interest. such as smart meters and electric vehicles. Building the knowledge of all employees ensures we can lead the
way in supporting our customers in the iransition to net zero.

Regulators
The executive directors are actively involved in ensuring open and transparent communication with industry regulators. most notably
Ofgem and the Health and Safety Executive (“HSE™).

The directors engage Qfgem with the overall aim of developing a regulatory price control framework that contains the right balance
of customer focused outputs and economic¢ incentives, which help to deliver the Government’s cnergy obiectives and de-
carbonisation targets. All key communications and engagements with Ofgem are discussed at Board meetings.

Following the impact of COVID-19. WPD and the other DNOs worked with Ofgem to develop a collaborative model to build a
‘green recovery’ from the effects of COVID-19 and 1o assist the Government objectives of “Build back stronger™. As part of this
review DNOs identified “shovel ready projects” which could be brought forward and delivered under the existing price control for
the sector. WPD conducted a nationwide call for evidence to identity appropriate investment projects to boost the post-pandemic
green recovery and received feedback from more than 200 stakeholders. This helped WPD to target the network investment to the
areas that sec the most benefit. We used the three main criteria (deliverability. value for money and utilisation) in the selection of
schemes and all of our 73 projects have been given the go-ahead. They all met the Ofgem-backed initiative’s criteria of enabling net
zero and providing a wider social benefit such as providing capacity for LCTs which supports communities to establish green jobs
and stimulates a grecn recovery.

During the current energy crisis duc to increasing wholesale prices and resuitant supplier failures. we. along with the other industry
members. proactively engaged with Ofgem to review and arrive at the best possible method of honouring the LRSP claims to the
SoLRs. We fully acknowledged the pressure placed upon the industry as a result of these significant supplier failures and recognising
our role in assisting the industry. we ensured that we explored all possible options with Ofgem. keeping in mind the best interests of
our customers. Putting in place a mechanism through which all LRSP claims can be paid in a timely manner. required extensive time
and effort and collaboration with Ofgem and the Energy Network Association {"ENA™) members.

The Chiel Executive is a member of the National Health & Safery Committee (“HESAC”), (of which the HSE is a member). and
either personally attends the committee meetings. or delegates a member of senior management to attend on his behalf, The goal is 10
align the WPD Group’s internal safety campaigns to HSE safety initiatives and to HSE supported programmes. The Chief Executive
is a director of the industry trade association, the ENA and the chair of the ENA Electricity Network and Fuiures Group.

Annually the Chief Executive or nominated members of the senior management team aticnd the UK’s National Safeny. Health and
Environmental Committee for Energy.
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Stakeholder relations and engagement (continued)

Suppliers
Defined policies are in place for procurement of goods and services and associated supply chain management and engagement. We
have a dedicated purchasing team that assists with engagement with suppliers. The Operations Dircctor has oversight responsibility
for legistics, including the supply chain function. Key issues related to supply chain matters are reported and discussed at the
Executive Council.

We carry out payment performance reporting for suppliers, details of which can be found on page 14 of the Strategic report. On
average we pay our suppliers in 17 days (2020/21: 16 days).

Shareholder

The Board actively engages with our single shareholder, National Grid, on all key matters. As stated above, the non-executive board
members of the Company arc members of National Grid’s senior management team. National Grid's Executive Directors and senior
management has regular contact and dialogue with WPD's executive directors and senior management and all key information is fed
back to the National Grid Board on a timely basis. Therc is a suite of financial and regulatory reporting presented to National Grid on
established timelines and regular fimancial and regulatory update meetings are conducted with Natienal Grid’s management team to
provide updates on any Key accounting. business, and legal issues, Additionally WPD’s financial plan is presented to the National
Grid Board for detailed review and approval on an annual basis. The Board meeting of National Grid and any senior leadership
events at National Grid are anended by the WPD Chief Executive and other executive board members.

Cur Communities and Exvironment

The Board believes in minimising the impact we have on the environment and hence continually strives to reduce our BCF. We
work with various organisations to ensure we don’t adversely affect the ecology and protected species such as bats, badgers and great
crested newts. We work closcly with Natral England regarding the Sites of Specific Scientific Interests (“SSSIs™) and with
organisations responsible for Areas of Natural Qutstanding Beauty (“AONBs”) within our arca.

For the benefit of all our stakeholders, we aim to reduce our BCF by reducing encrgy losses, diverting waste from landfill, reducing
emissions from our fleet and reducing our own cnergy usage. In the current year, WPD has worked collaboratively with its waste
management partners to significant!y reduce the amount of waste disposed of to landfiil. Three of WPD’s four licence arcas routinely
report zere waste to landfill on a monthly basis.

Further, WPD has established a methodology to assess and measure the embodied carbon associated with its new projects. The
methodology incorporates procedures to determine the embodied carbon of purchased standard plant equipment, network installation
activities, equipment operation and end of life processes.

The Board actively menitors impact on our communities and on the environment through menitoring of our KPIs. For details on
WPD’s environmental KPI performance as well as various actions to mitigate any key environment risks refer to pages 11-13 and 22
of the Strategic report.

We utilise innovation to develop Smart Technology to drive the low carbon transition. We are an adaptable organisation ready 1o
respond quickly to new challenges associated with the emergence and development of low carbon technologies. During 2021/22,
WPD centralised its process for domestic LCTs and developed a fast-track acceptance process to allow domestic customers to
connect all domestic EV chargers and most domestic Heat Pumps immediately on notification 10 us: we respond on the same or the
next day,

Our RIIC-ED2 business plan reflects our ambitions for the future of electricity in the UK., specifically in relation to the
Government’s net zero targets and can be found at link below:
hrrps:_sourposserfulure, westernposer co ubk mived2-business-plan
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The Board ensures that the directors have acted both individually and collectively in a way that they consider, in good faith. would be
most likely to promote the success of the Company for the benefit of its members as a whole with regard to all its stakeholders and to
the matters set out in paragraphs (a) to () of section 172. Details on this are set out below:

The likely consequence of any decision in the long term

Our long term success is intrinsically linked to our purpose and our values as defined on page 31 of the Corporate governance
staternent. clearly reflects that the Board is focused on promoting the success of the business by ensuring that WPD makes the
provision of exceptional service to our customers and the communities we serve an absolute priority, at the same time ensuring that
we support their environmental and social well-being.

Cur six key goals underpin our purpose and our strategic direction: Safety. Network performance & reliability, Connections &
customer satisfaction. Environment. Social obligations and Stakeholder value & engagement. These goals form the basis of all of the
Board’s key decisions and the risk management framework of the Group is linked to the achievement of these goals. The key goals
are monitored by the Board through established key performance indicators ("KPIs"), as detailed in the Strategic report on pages 8 to
15.

By receiving regular updites on business programmes and objectives. the Board menitors that management is acting in accordance
with the agreed purpose. Processes are in place to ensure that the Board receives all relevant information to enable it to make well-
informed decisions in support of the Company’s long-term success.

The Board has oversight responsibility for risk management across the WPD Group. For the purposes of business resilience. the
Board satistics itself that there is an appropriate risk management approach and that reasonable mitigations are in place for the kev
risks of the Group. For details on the Group's risk management approach refer to page 36 of the Corporate governance statement.

The interests of the Company’s employees

Our staff are critical to our success and WPD is commitied 1o keeping its emplovees motivated and fully involved in all aspects of the
business including delivery of our RITO-ED2 business plan. At WPD we work collaboratively with our trade union colleagues to
provide a working environment that allows employees to develop. be motivated to succeed. and progress within a team structured
organisation where empowered employees can and do have the opportunity to flourish. One example of this is the development of a
permanent home working policy in response to employee feedback received in a staff survey conducted during the current year. The
survey sought to seek the view of employees in relation to their experience of and benefits of working from home. The results of the
home working staff survey suggested that most employees found the experience of working from home positive. citing benetits such
as greater flexibility. The new hybrid working policy will give employees an opportunity to make homeworking a part of their
enduring working arrangements, suitable for their individual needs. in line with the nature of their role and business requircments.

Qur aim is to provide a fair and balanced reward framework that is competitive within the market. It is underpinned by our values as
a company and a strategic objective o ensure that WPD is the ‘employer of choice’ with diversity. equity and inclusion being key
pillars of our workforce strategy. The salaries and conditions of WPD’s wider workforce are agreed with the recognised trade unions
ensuring that the terms and conditions are aligned to current industry practices and benchmarked against appropriate energy and
comparator groups.

As WPD and National Grid continue to integrate. the work our employees de contributes to our collective success, helping us
achieve our vision to be at the heart of a clean. fair and affordable energy future. The directors acknowledge that our staft play a key
role in our success, and therefore wants them to be able to share in it. Keeping this in mind, the WPD staff have been provided the
opportunity to join in the National Gridd’s annual Sharesave plan — where employees can save a portion of their salary each month for
a set period of time, which can then be used to purchase shares in National Grid.

We do not have a false sense of security that everyone is happy all of the time. We continue to use our employee satisfaction survey
and the feedback this provides 1o review our culture. along with employee feedback through team meetings. annual performance and

development reviews. exit interviews, local and company level trade union meetings and we take steps to act on the feedback we
recelve.

For additional details relating to employee engagement refer to pages 37-38 of our Corporate governance statement.
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The need to foster the Company’s business relationships with suppliers, customers and others

The Board reguiarly reviews the relationships that the Group maintains with its key stakeholders that are identified in the Corporate
governance statement on pages 37 to 39. The Board receives detailed reports on the engagement with our stakeholders and the
feedback they receive on our business plans. in relation to both the reporting of our RIIO-ED1 commitments and in the development
of our RIIO-ED2 prierities. Engagement on strategic areas and long term energy scenarios such as DSO, electric vehicle strategy and
green recovery is also conducted. This demonstrates our commitment to dynamic business planning built on stakeholder feedback. all
of which the Board is kept regularly updated on so they are able to consider the views of our stakeholders when making decisions.
Our stakeholder engagement strategy is approved by the Executive Council annually.

During the year the directors directly, and indirectly through the senior management team, engaged with over 44,000 (2021: 37,000)
stakeholders via a range of methods and delivered 384 (2021: 356) improvement actions based on feedback received. These actions
cover a variety of stakcholder groups including the important areas of vulnerable customers and smart networks, including
engagement with all 130 local authorities in our region on local area ¢nergy plans and engagement for the R1I0-ED2 business plan.

One example of how directors use stakeholder engagement to promote the success of the Company and to further the purposes and
goals of the Group is the annual publication of the reports for ¢ach local authority as part of the Distribution Future Energy Scenarios
(“DFES”) process. The reports outline the expected uptake of different demand and generation technelogies at a decentralised level
as the UK transitions towards a net zero future. The reports are used to assist local stakeholders with local area energy planning and
for WPD to identify areas of strategic investment in the distribution network.

WPD invited afl 130 local authorities within our network arca to collaboratively build a joined up energy plan. Building on initial
engagement in this area, feedback was sought on WPD's current assumptions and projections of the potential growth of new LCT
connections. Over 10,000 new local authority development records were processed, resulting in our most accurate and granular
DFES forecasts ever. This level of engagement is a testimony to the fact that the directors are keen on actively utilising stakeholder
engagement for the benefit of the Company. its customers and for the industry as a whole. By building a clearer picture of
stakeholders” own energy plans. we can map out possible future energy scenarios to help inform our strategic network planring and
investment, ensuring that the investment best serves customers’ future needs and supports decarbonisation.

Refer to the ‘key decisions’ section below on pages 43-44, which highlights the initiatives undertaken by the Board to ensure that
stakeholder engagement is a key cornerstone in determining the strategic direction of the Group.

The impact of the Company’s operations on the community and the environment

The service we provide is critical to our communities and impacts the businesses and homes we serve on a daily basis. The directors
believe that working closely with our communities is important in creating shared value for the business, the people we serve and the
communities we operatc in. Benchmarking has been conducted to establish best practice regarding Environmental, Social and
Govermnance (“ESG™), with WPD’s prime ESG rating demonstrating our best in class performance. This rating by the Institutional
Shareholder Services ("ISS") is only given to companies with an ESG performance above the ambitious threshold for the sector set
by [SS. The rating reflects the Board’s commitment to incorporating sustainability and wider environmental and social considerations
into our decision making, as we carry out our work to keep the power flowing and to meet the energy challenges of the future.

Looking to the future, we face exciting challenges as the UK works towards achieving the Government’s de-carbonisation target of
net-zero carbon emissions by 2050. We have long recognised the role that the electricity sector plays in contributing to the UK's
ambitions towards carbon reduction and one of our commitments within RIIO-ED2 is reducing our internal carbon footprint to net
zero by 2028 (excluding engineering network losses and scope 3 emissions), 22 years ahead of the Government’s UK-wide target.
The directors are also focused on ensuring the net zero transition is inclusive and fair for all. When we refer 10 *no one left behind in
a smart future’, we mean ensuring they are not adversely affected, unable to ‘keep up’ with the pace of change or denicd access to the
positive opportunities decarbonisation can deliver.

We have a number of innovative delivery projects already underway to drive a fair energy transition for all. In the vear 2021/22,
WPD re-launched its Energy Affordability Fund to work with community partners to deliver new innovative project trials with a
specitic focus on designing and delivering interventions to widen participation in the smart energy transition and address digital
exclusion. WPD has awarded £91,000 of funding to six projects which ran from November 2021 to April 2022

In RIIO-ED2 we will build on these foundations to ensure customers are able to connect low carbon technologies quickly and easily
with the network being ready to support at least an additional 1.5 millon electric vehicles and 600.000 heat pumps by 2028. Our R11O-
ED2 business plan includes core commitments which are targets to ensuring that vulnerable customers do not miss the benefits
associated with the shift to a smart energy system. This includes offering 600,000 Priority Service Register customers a bespoke
smart energy action plan, supporting local communities via a ‘Community Matters’ social initiative, building decarbonised
communities and local energy schemes to install solar PV on schools in areas of high economic deprivation.
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The impact of the Company’s operations on the community and the environment (continued)

Community Energy remains a kev prierity for our stakeholders and thereforc a key focus point for the Board. Our Net Zero
Communities strategy originally published in 2020/21 is renewed and updated annually. The renewal of the strategy in 2021/22
provides an update on the work done by us since our first publication of the strategy, and outlines our commitments for the year
ahead and shape how we will support community energy as we move towards RIIO-ED2. The strategy includes detail such as
guidance for community groups to be able to trade their locally produced energy with lecal customers. We are not directly involved
in this process, but recognise our unigue position to support community energy groups. who play a key role in local decarbonisation.
In 2021/22, we appointed our first Community Energy Engineer. a trailblazer for the quota of four such engincers incorporated
within our RIIO-ED2 business plan submission.

The desirability of the Company maintaining a reputation for high standards of business conduct

The directors aspire 1o develop a culture where the management and workforce is motivated to be successful for its sharcholder by
creating long tcrm value and at the same time is committed to satisfying customer needs. The directors also aim for us to be a valued
member of the community, which includes acting as a responsible steward of the environment. We conduct our business in a
responsible manner, considering the needs of present and future generations, We are committed to being an exemplary corporate
citizen. seeking to improve the quality of life in the communities in which we do business. The Board ensures that the purpose,
values and goals of the Group support this. Our engagement with all stakeholder groups reflects that this aim is embedded across the
business and impacts the decisions taken throughout the organisation.

Regular intemal communications and senior leadership conferences are instrumental in driving a customer and results tocused
culture within each level of the organisation.

The directors are commitied to an inclusive. respectful and diverse workplace that rewards performance, enables professional
development and encourages employee engagement. We value inclusiveness and diversity as essential components of our identity
and long-term success. During the year, WPD has signed up to participate in the 10,000 Black Interns programme. which aims to
help transform the prospects of young black people in the UK by offering 10.000 internships to black students over five years across
700 plus companies. The programme offers paid work experience providing training and development opportunities plus mentorship
and sponsorship for the black community. In the year 2021/22. WP has made offers to two interns under the programme for an 8
week internship. commencing July 2022.

We strive hard to get things right first time bt sometimes things can go wrong. When we receive complaints we treat them with
urgency and aim to deal with them to the customer’s full satisfaction as quickly as possible. We resolved 84% of complaints within
one day. beating the RHO-ED1 target of 70%. We resolved 98% of complaints within 31 days and there have been no repeat
complaints across all of our licence areas.

WPD’s employees have access to the National Grid's internal ethics helpline at all times. The contact information is publicised to all
colleagues so that concerns can be reported anonymously. We will support and protect whistle blowers.

Qur dedication to conducting our business to the highest standards is also demonstrated by the emphasis placed by the directors on
the safety environment within the organisation. Safety and training videos are available to all staff to view and a programme of
bulletins is provided on screens in offices to keep staff aware of key safety information. Safety conferences and presentations are
held each year to ensure that a safe working environment is a key priority throughout the organisation. There is a diligent system for
reporting near misses and incidents to avoid future recurrences. Safety is a crucial KPI for the Board that is monitored stringently and
the Board is focused on developing a fair culture of accountability as apposed to a “perceived culture of blame’, when an accident
happens.

QOur hard work in conducting our business with highest standards in reflected in WPD winning the Disruptor Award at the Utility
Week Awards 2021 for our Flexible Power initiative. while also being shortlisted for the Communits Investor category for our
support of vulnerable customers and the Innovation category for our helicopter unit upgrade.

The need to act fairly as between members of the Company

The Company’s ultimate shareholder is National Grid. The Board has developed a robust corporate governance framework which
allows the directors to understand the views of the shareholder. This allows the directors to both effectivelv and constructively
engage with and report to the shareholder.
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Key decisions during the year

We deliver an essential service and operate in a regulated environment. Key decisions are made within the parameters of the
regulatory framework and the relevant price control period under which we are licensed to operate. The current RIIO-ED1 price
control period commenced in April 2015 and runs through to March 2023. Examples of key decisions taken during the peried to date
include:

RIHO-ED? business plan (2023-2028)

To shape the commitments we will deliver in RIIO-ED2, we have undertaken our most comprehensive and inclusive stakeholder
cngagement programme ever, with more than 25,000 stakeholders at over 280 events shaping our plan via a rigorous co-creation
programme. [n our engagement, we have considered the widest possible definition of “stakeholder’, striving to engage with anyone
who has an interest in, or is impacted by. our operations. This is therefore inclusive of bill paying customers — a key group whose
voices we represented robustly throughout our engagement programme — but alse siretches beyond this to any individuals,
organisations, representalive bodies or businesses that are affected by WPD, or can influence/affect our operations and/or
performance.

Amongst many others, some of the main types of stakeholders involved in the engagement were government departments and
industry bodies such as the ENA. local authorities, utilities including transmission companies and gas distribution networks,
charities, community energy groups. businesses, highways agencies, , universities and research institutions, customers including
vulncrable customers, environmental groups, flexibility service provider groups, supply chain and contractors, developers, WPD
employecs, trade unions and our shareholder.

As the only DNO to publish three draft Business Plans for consultation with stakeholders in JTanuary. March and July 2021, the
Board proactively sought to share decision making power in a collaborative way at every stage of the process. This reflects an
unparalleled transparency by the directors, providing stakeholders with maximum opportunity to have their say. Throughout the
process, the Board has been actively engaged in the development of our plan to cnsure that the needs of our stakeholders are
recognised and addressed. This has included:

- Owerseeing that suitable arrangements and resources were in place to develop our plan.

- Monitoring progress against key milestones;

- Ensuring that there was an appropriate assurance plan in place;

- (Challenging draft versions of our plan, its output commitments and how key risks are being managed.

Every stage of our business planning and decision-making process for RIEQ-ED2 has been scrutinised by an independent challenge
body, the CEG. Over 166 meetings were held with the CEG and its seven sub-groups throughout the engagement process 1o review
our plan in specific areas and provide rigour and challenge to the WPD staff directly responsible for developing our plans. The Board
ensured that all feedback provided by the CEG has been addressed and as a result the CEG was instrumental in the design of our
engagement plan, encouraging us (o continue to be highly ambitious and industry leading in our approach.

In leadership conferences. the executive directors provided the senior management team with detailed updates on the proposed RI1O-
ED2 business plan and invited open and honest feedback. RIIO-ED2 staft workshops have been conducted to provide employees an
opportunity to understand our business plan commitments and to help shape them. Since our employees are crucial to the delivery of
our commitments, the staff workshops also aimed to discuss any concerns or opportunities in relation to the delivery ol the plan.
Detailed responses to Q&A sessions within the workshops were provided and circulated throughout the organisation. At each stage
of the planning process, through email communications and news bulletins. employees were encouraged to participate in
consultations on the business plan, contribute by filling the specific 'have vour say' form made available on the intranel or to
otherwise provide feedback in relation to it.

Our Busincss Plan has evolved based on the feedback from this extensive engagement with our stakeholders. the CEG and Ofgem’s
Challenge Group. The mosi notable changes have been a reduction of core commitments and clearer demonstration that they are all
well justified, an increase to the ex-ante load related expenditure to reflect our best view of LCT take-up and additional strategies
including the Business Innovation and Effictency strategy which clearly demonstrate how WPD will offer best value for our
customers.

Electricity users arc quite rightly concerned by the price increases caused by events outside the comtrol of their supplicrs.
Stakeholders have baen very clear from the outset of the process of developing our business plan for 2023-2028 that they want us to
balance the challenges of bills. reliability and increased investment required for net zero. Keeping this in mind, our submitted RITO-
ED2 business plan delivers on our commitments in the key areas of reliability and net zero but will keep our portion of bills
affordable and broadly flat. For an average domestic customer this means our service costs amount to 28 pence per day. We will
achieve this through insistence on absolute efficiency, driven largely by our industry-leading innovation and digitisation programmes.
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Section 172 Statement (continued)
For the year ended 31 March 2022

Key decisions during the year (continued)

RITQ-ED?2 business plan (2023-2028) (continued)

Within each stakcholder type however, we always sought to account for the behavioural differences amongst stakeholders by
ensuring a full balance of perspectives were achieved within each research sample. in respect to gender, geography (urban vs rural).
age. socioeconomic background and ethnicity. An example of conflicts within stakeholder feedback that WPD managed under the
guidance of the directors, was in relation to fuel poverty. Within specialist stakeholder discussions. such as WPD’s customer
vulnerability conferences. WPD was urged to play a central role in addressing fuel poverty in RIIO-EDZ2.

While the majority of wider stakeholders echoed this sentiment, business customers. developers and commercial industry disagreed,
suggesting that fuel poverty should not be WPD’s responsibility and should insicad be addressed by energy suppliers. charitics and
local government. In managing the conflict, we presented the views of customer vulnerability representatives to this broader audience
to explain their justifications for seeking action from WPD in this area. We then sought views from wider stakeholders on how, if we
were to retain a focus on fuel poverty, we would scope and refine it in a way that they were more comfortable with. They
acknowledged the importance of this priority to others and position ultimately agreed was for us to commit to establish a broad
network of existing outreach organisations that we will work in partnership with to deliver fuel poverty support to customers. rather
than seeking to deliver these services directly ourselves. Key 1o this is that WPD leverage in other sources of funding and facilitates
customer access to these support services,

The entire engagement process has enabled stakeholders to shape our priorities, drive our level of ambition and refine our
approaches, culminating in 42 ambitious core commitments that meet the needs of our network today and deliver a low carbon future
for our customers. The iterative process, through which our business plan has been developed, highlights the Board’s commitment to
create value for the shareholder and to promote the interests of the Group in a manner that is aligned with the needs and priorities of
all our stakeholder groups. All stakeholder views have been listened to and where appropriate suitable enhancements to our decision
making process have been made.

For further details on our stakeholder engagement in relation to RIIO-ED2 business pan, refer the link below on our website:
2152

HUPS. vourpossertulure westernpower o ko donnioads 4

Declaration of dividend

During the year the Board has declared dividends of £140.2m (2021: £221 2m}. In considering capital distributions, the Board is
mindtul of stakeholders’ vicws and takes account of our latest financial position, the long-term sustainability for the WPD Group in
addition to the allowed rate of return and any incentive rewards received. In its capacity of providing oversight for the operational
performance of the business, the Board also takes account of the prevailing performance against customer performance targets. other
RIIO-ED1 output commitments and future requirements such as DSO., to assess investment requirements.

As part of the regulatory process, Ofgem sets the allowed rate of return within each price control period: Ofgem set WPD's cost of
equity at 6.4% for RIIO-ED1. As is evident from the levels of our annual capital expenditure (see page 14 of the Strategic report),
we reinvest in excess of our profits back into the network to ensure an efficient. reliable and cnvironmentally sustainable network.
The Board ensures that it understands and takes account of the views of our sharcholder in order to preserve positive investor
relations. The Board acts in the shareholder’s best interests by proposing an amount of dividend in accordance with the financial
parameters of our regulatory allowance whilst maintaining strong financial health metrics.
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Directors' report
For the year ended 31 March 2022

The directors present their annual report on the affairs of the WPD group, together with financial statements and auditor’s report, for
the year ended 31 March 2022,

Results and dividends
The WPD Group reports a protit for the financial year of £373.3m (2021: £571.4m). Profit before tax is £746.9m (2021: £692.5m).

The WPD Group also reports other comprehensive profit. which was posted directly to capital and reserves, of £743.9m (2021:
£256 8m loss). This primarily relates to the defined benefit pension plan remeasurement, net of tax.

Dividends of £140.2m (2021: £221.20m}) have been paid during the year. No dividend has been paid subsequent to the year end. All
dividend payments are made out of the distributable reserves of the Company.

Political affiliations, donations and expenditure
WPD is a politicalbv neutral organisation and, during the year. made no political denations.

WPD does not engage in any lobbying activities with the Government. As part of the RIIO-ED2 business planning process, WPD
has engaged with a wide range of stakehiolders to seek their input on the business plan which has driven the outputs that the Group
has committed to deliver. WPD is a member of the industry trade association, the ENA, which provides a strategic focus and channel
of communication for the industry.

Financial assistance from the Government

WPD has not received any financial assistance from the Government during the year. including COVID-19 pandemic support. The
Group can potentially access an additional 10% of its Apprenticeship Levy payments in order to fund approved training programmes
for apprentices; however, for the year ended 31 March 2022 the payments into the fund by the Group were in excess of the funding
the Group reclaimed,

Financial risk management objectives and policies
WPD does not undertake transactions in financial derivative instruments for speculative purposes. For further details of risks in
relation to treasury operations, sce the "Risk management and controls” section of the Strategic report.

Liguidity and going concern
The following credit facilities were in place at 31 March 2022, in respect of which all conditions present bad been met art that date.

Letters of Unused

Expiration Capacity  Borrowed credit issued capacity

date £m £m £m £m

WPD South West - Syndicated Credit Facility May 2025 220.0 - - 220.0
WPD East Midlands - Syndicated Credit Facility May 2025 250.0 - - 250.0
WPD West Midlands - Syndicated Credit Facility May 2025 250.0 - - 250.0
WPD South Wales - Syndicated Credit Facility May 2025 125.0 - - 125.0
Uncommitted Credit Facilities 26.0 - 4.1 21.9
Total Credit Facilities 871.0 - 4.1 866.9

In addition to the above facilities, the WPD Group also has uncommitted two-way loan agrecments with its ultimate parent, National
Grid Ple, of which £662.6m is drawn as at 31 March 2022. The loan from the parent company 15 repayable on demand.

WPD Group debt balances. cash and short term deposits as at 31 March 2022 and 31 March 2021 are as follows:

External debt Cash and short term
Long-term (due after 12 Short-term (due within deposits (excluding
months) 12 months) restricted cash)

2022 2021 2022 2021 2022 2021
£m £m £m fm £m £m
WPD South West 1,051.80 1.025.20 146.9 97.6 58 26.6
WPD South Wales 762.2 755.1 - - 13.83 18.1
WPD East Midlands 989.7 1.659.5 700.3 - 81.0 482
WPD West Midlands 1,478.1 1.474.8 58.0 60.0 1.2 2.7
Westemn Power Distribution ple 994.6 1,035.1 476.6 433.0 0.2 4.5
Other subsidiaries - - - - 34.4 25.9
5,276.4 5,949.7 1381.8 3590.6 136.4 126.0
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Directors’ report (continued)
For the year ended 31 March 2022

Financial risk management objectives and policies (continued)

Liquidity and going concern (continued)
Short term deposits are considered corporate assets and can be accessed by any entity within the Group.

The Group has net current liabilities of £1,589.0m (2021: £744.1m). The increase in the net current liability during the year is
primarily due to amounts drawn under two-way loan agreement with National Grid Plc which amounts to £662.6m. This was partially
used to pay a short-term loan of £350m due in August 2021. In addition to this the current portion of a long term loan due in January
2023 amounts to £700.3m.

The Group's net current liabilities will be scttled with a combination of cash flows from operating activities, use of existing facilities
inciuding the two way loan with the parent company and issuances of long-term debt. The Group can access either short or fong term
borrowings in order to finance repayment of the loan due within the next 12 months. The Group has credit ratings above the
investment grade and there is sufficient evidence, including historical analysis of the Group’s ability to raise debt. to indicate that the
Group will be successfully able to raise debi to finance repayments as needed. Confirmation has also been obtained from a parent
undertaking that it will provide financial support to the Group for not less than 12 months from the date of approval of the financial
statetments.

DNOs are essential in kecping critical infrastructure assets operating safely and securely and in making sure that homes and
businesses across the country are receiving the energy needed. The work of the Group is crucial for the continuation of existing
essential services, the establishment of new critical infrastructures and for keeping the public, including the most vulnerable in our
society, safe. Due 1o the licensed reguiatory obligations of the business, the necessity of continued operations even in times of
economic uncertainties and having access to sufficient liquidity. the Group does not consider that there is material uncertainty over
the entity’s ability to continue as a going concem.

The directors have considered the availability of facilities as set out above, the relatively stable and regulated nature of the business.
the forecast tong term business plan. the consistent credit ratings of WPL, the existing and future forecasted covenant compliance of
the Group, which includes the gearing ratio. the anticipated ability of the WPD Group to be able to raise additional long term debt in
the future and the ability of the parent undertaking to provide financial support. The Directors have also assessed the principal risks
discussed in the Strategic report (pages 19 to 23) in arriving at the going concern assumption for the preparation of the financial
statements.

Thus, the Directors have concluded that the WPD Group has sufficient resources available to enable it 1o continue in existence for
the foreseeable future and for a period of at least 12 months from the date of signing the accounts and have therefore continued to
adopt the going concern bhasis in preparing the financial statements.

Corporate governance statement
The Group's Corporate governance statement is detailed on pages 31 1o 39.

Employee engagement statement
Details of the directors' engagement during the vear with emplovees and consideration of employees' interests can be found in the
Corporate governance statement on pages 37-38.

Business relationships statement

The Group's key business relations are with its customers. suppliers and regulators. Details of how the directors foster the Group's
business relationships and have regard to their interests have been stated in our Strategic report. Corporate governance staternent and
Section 172 statetment.
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Directors' report (continued)
For the year ended 31 March 2022

Business relationships statement (continued)

Customers
- Strategic report - see pages 3. 10, 11 and 22;
- Corporate governance statement - see page 37 and
- Section 172 statement - Key decisions in relation to RIIO-ED2 business plan strategy outlines how customer interests have been
considered at each step. See pages 43-44.

Suppliers
- Strategic report - see pages 4, and 14 and
- Corporate governance statement - see page 39.

Regulators
- Strategic report - see page 5 and 23; and
- Corporate governance statement - see pape 38,

Strategic report
The following information required in the Directors' report has been included in the Strategic report:
- an indication of future developments in the business - see pages 16-18;

- an indication of activities of the Group in the field of research and development - see page 18;

- a statement on the policy for disabled emplovees - see page 4; and

- emplovee policies - see page 4.

Streamline energy and carbon reporting ('SECR')

Total annual quantity of emissions using equivalent tonnes of carbon dioxide ("HCO:ze") - including own use

tCOze tCO:ze per employee
2022 2021 2022 2021
Scope 1 (direct emissions)
Operational transport 18,433 18.041 2.78 2.75
SF6 gas 9,209 8.678 1.39 1.32
Fuel combustion (diesel / gas oil) 3,212 2.750 0.48 042
Buildings 388 216 0.06 0.03
31,242 29,685 4.71 4.52
Scope 2 (energy indirect emissions)
Buildings electricity 4,130 4,575 0.62 0.70
Substation electricity 11,559 14,198 1.74 217
WPD Telecoms 528 575 0.08 0.09
16,214 19,348 2.44 2.96
Total scope 1 & 2 47,456 49,033 7.15 7.48
Scope 3 (other indirect emissions)
Business transport 1,954 1.558 0.29 0.24
Opcrational transport {contractors) 8,657 8,427 1.31 1.29
Fuel combustion (diesel / gas oil) (contractor) 7,920 6.056 1.19 0.92
Total scope 1,2 & 3 65,987 65,074 9.94 9.93

The Group's chosen intensity measurement is tonnes of carbon dioxide equivalent per employee.

Aggregate in kWH of annual quantity of energy consumed for business activities and own use
Electricity energy consumed for the year to 31 March 2022 is 21,920,879 kWH (2021: 22,093,087 kWH).

Gas energy consumed for the vear to 31 March 2022 15 2.115.692 kWH (2021: 1,177.215 kWH ).

Energy consumed for helicopters for the vear to 31 March 2022 is 6,469,237 kWH (2021: 4.181.588 kWH ).
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Directors' vreport (continued)
For the year ended 31 March 2022

Streamline energy and carbon reporting ('SECR") (continued)

Methodologies used in calculating energy and carbon reporting data

Qur BCF details the impact that our operational activities have on the environment in terms of tonnes of equivalent carbon dioxide
("CO2e") emissions and takes account of our energy usage from offices. transport emissions (operational and busingss). fuel
combustion and the release of greenhouse gases (SF6). The reported data for operational transport (road) and fuel combustion also
takes account of a number of our larger contractor emissions as required under the O fgem repotting requirements.

The data compiled and reported by the WPD Group follows a recognised methodology as described within international business
carbon foorprint standards, the Greenhouse Gas ("GHG") carbon reporting guidance as provided by BEIS / DEFRA, the 2020 UK
Government GHG Conversion Factors for company reporting and 13014064-3. The emission-releasing activities are categorised into
three groups known as scopes. Fach activity is listed as either Scope 1. Scope 2 or Scope 3.

- Scope | (direct emissions) emissions are those trom activities owned or controlled by the Group. Examples of Scope | emissions
include emissions from combustion in owned or controlled boilers, generators and vehicles; and releases of fugitive emissions, for
example SF6,

- Scope 2 (energy indirect) emissions are those relcased into the atmosphere that are associated with consumption of purchased
electricity. heat. steam and cooling. These indircct emissions are a consequence of the Group's energy use. but occur at sources
that the Group do not own or control. Network [osses are identified by Ofgem as being Scope 2 emissions (pending clarification
from Ofgemy).

- Scope 3 (other indirect) emissions are a consequence of the Group's activities that oceur at sources that are not controlled by the
Group and are not classed as Scope 2 emissions. Examples of Scope 3 emissions include business travel by means not owned or
controlled by the Group. water supply and materials / services that the Group purchases,

For further details on our methodology please refer to the link below:

hutps. sesoncnabienalerig oo decament Hin T dossndoud

Measures for increasing the Group's efficiency during the vear
During 2021/22, the Company has implemented the following energy etficiency measures:

replacement of older operational fleet vehicles with more tuel efficient alternatives and improving awareness of the impacts of
driving stvle on fuel ¢fficiency and vehicle emissions:

the purchase and roll-out of electric operational fleet vehicles:

installation of clectric vehicle charging points at many of our non-operational depot sites for both flcet and employee owned
electric vehicles;

improvements to the reporting of SF6 gas leaks from our installed equipment and fully utilising the infrared SF6 detection cameras
enabling us to quickly pinpoint the source of leaks:

ensuring that all newly built WPD depots achieve the BREEAM standard of ‘Excellent’ as a minismum and thar refurbished existing
depots achieve the 'Very Good' standard; and

= the on-going replacement with more modern and energy efficient heating and cooling systems throughout our property portfolio
plus undertaking an energy efficiency review at many of our nen-operational and operational sites including employee energy
awareness campaigns.

Subsequent events
Subsequent to the vear-end no dividend was paid by the Company.

On 1 June 2022, the WPD Group concluded the sale of WPD Smart Metering Limited. a subsidiary business of the Group. The

investment in WPD Smart Metering Limited is not accounted for as assets held for sale as at 31 March 2022 since there was no
committed plan to sell the assets as at that date.
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Directors' report (continued)
For the vear ended 31 March 2022

Directors and their interests
The directors who served during the year and subsequently were as follows:
P Swift, Chief Executive
GR Halladay. Operations Director
IR Williams, Finance Director
AJ Sleightholm, Resources and External Affairs Director
LSS Barbrook, Non-cxecutive Director (appointed on 31 January 2022)
J Campbell. Non-executive Director {appointed on 31 January 2022)
V Sorgi, Non-executive Director, PPL (resigned 14 June 2021)
GN Dudkin, Non-executive Director, PPL (resigned 14 June 2021}
JH Raphael, Non-executive Director, PPL (resigned 31 May 2021)
JP Bergstein Jr, Non-executive Director, PPL (resigned 14 June 2021)
AW Elmore, Non-gxecutive Director, PPL (resigned 14 June 2021)

The non-executive directors employed by PPL resigned as divectors [otlowing the acquisition ot the Group by National Grid on 14
June 2021.

During and at the end of the financial vear, no director was interested in any contract of significance in relatien to the WPI} Group's
business other than service contracts.

Insurance in respect of directors and officers is third party qualifying insurance and is maintained by the WPD Group's ultimate
parent, National Grid plc. The insurance is subject to the conditions set out in the Companics Acts and remains in force at the date of
signing the Directors’ report.

Statement of disclosure to independent auditor

So far as each person whe was a director at the date of approving this report is aware. there is no relevant audit information, of which
the auditor is unaware. Each director has taken all the steps that he/she ought to have taken as a dircctor to make himself/herself
awarc of any relevant audit information and to establish that the auditor is aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of 5418 of the Companies Act 2006.
Independent auditor
Deloitte LLP have expressed their willingness to continue in office and their reappointment as auditors for the WPD Group was

approved by the sharchoiders of National Grid Plc on 11 July 2022.

Approved and authorised for issue by the Board and signed on its behalf by:

SR

P Swift
Chief Executive

22 July 2022

Waestern Power Distribution ple Registered Number: 09223384
Avonbank

Feeder Road

Bristol

BS20TB
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Directors' respoansibilities statement

The directors arc responsible for preparing the Annual Report and Financial Statements, including the WPD Group financial
statements and the Company financial statements, the Strategic report and the Directors’ report in accordance with applicable law
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 WPD Group financial statements in accordance with International Financial Reporting Standards ("IFRSs") as adopted
by the European Union and the parent company financial statements in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom accounting standards and applicable law), including Financial Reporting Standard ("FRS")
101 "Reduced Disclosure Framework”.

Under company law the directors must not approve the financial statements unless they are satisfied that they give a true and fair
view of the Group and the parent Company and of the profit or loss of the Group for that period.

In preparing the Group financial statements, the directors are required to:

propetly select and apply accounting policies:

present information, including accounting policies, in a manner that provides relevant. reliable. comparable and understandable
information;

provide additional disclosures when compliance with specitic requirements in [FRS is insufficient to enable users o understand
the impact of particular transactions, other events and conditions on the Group's financial position and financial performance: and
~ make an assessment of the Company's ability 1o continue as a going concern.

In preparing the Company financial statements, the directors are required to:

select suitable accounting policies and apply them consistently;

= make judgements and accounting estimates that are reasonable and prudent:

= state whether applicable UK accounting standards have been followed subject to any materiak departures disclosed and explained
in the financial staterments; and

prepare the financial statements on the going concern basis unless it s inappropriate to presume that the Company will continue n
business.

The dircetors are responsible for keeping adequate accounting rccords thas are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any time the financial position of the Company on a consolidated and
individual basis. and to enable them to ensure that the individual and consolidated financial statements comply with the Companies
Act 2006 and. with regard to the Group financial statements, article 4 of the TAS regulation. They are also responsible for the system
of internal control. for safeguarding the assets of the Company and its subsidiaries and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

The directors are responsible for the maintenance and integrity of the corporate and financial information included on the Company's
website. Information published on the Company's website is accessible in many countries with different legal requirements.
Legislation in the United Kingdom goveming the preparation and dissemination of financial statcments may differ from legislation in
other jurisdictions.

Directars’ responsibility statement

We confirm that to the best of our knowledge:

the financial statements. prepared in accordance with the relevant financial reporting framework. give a true and fair view of the
assets, liabilities. financial position and profit or loss of the company:

the strategic report includes a fair review of the development and performance of the business and the position of the company.
together with a description of the principal risks and uncerfainties that they face: and

the annual report and financial statements. taken as a whole. are fair, balanced and understandable and provide the information
necessary for shareholders to assess the company’s position and performance, business model and strategy.

This responsibility statement was approved and authorised for issue by the board of direciors and is signed on its behalf by:

S

P Swift
Chief Exccutive Ofticer
22 July 2022

Western Power Distribution plc 50



Independent auditor’s report
to the members of Western Power Distribution plc

Report on the audit of the financial statements

1. Opimon

In our opinion:

= the financial statements of Western Power Distribution Plc (the 'parent Company') and its subsidiaries (the "Group') give
a true and fair view of the state of the Group’s and of the parent Company’s affairs as at 31 March 2022 and of the
Group’s profit for the year then ended;

» the group financial statements have been properly prepared in accordance with United Kingdon adopted international
accounting standards and International Financial Reporting Standards ("IFRS") as issued by the International
Accounting Standards Board ("IASB");

= the parent Company financial statements have been properly prepared in accordance with United Kingdom Generally
Accepted Accounting Practice, including Financial Reporting Standard 101 ‘Reduced Disclosure Framework’; and

= the financial statements have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements which comprise:

= the consolidated income statement:

« the conselidated statement of comprehensive income:

= the consolidated and parent Company balance sheets;

» the consolidated and parent Company statement of changes in equity;
= the consolidated cash flow statement; and

= the related notes 1 ta 33,

The financial reporting framework that has been applied in the preparation of the group financial statements is applicable law and
United Kingdom adopted intcrnational accounting siandards and IFRSs as issued by the IASB. The financial reporting framework
that has been applied in the preparation of the parent company financial statements is applicable law and United Kingdom
Accounting Standards, including FRS 101 “Reduced Disclosure Framework’ (United Kingdom Generally Accepted Accounting

Practice).

2. Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) ("[SAs (UK)™) and applicable law. Qur
responsibilitics under those standards are further described in the auditor’s responsibilities for the audit of the financial statements
section of our report.

We are independent of the Group and the parent Company in accordance with the ethical requirements that are relevant to our audit
of the financial statements in the UK, including the Financial Reporting Council's ("the FRC’s") Ethical Standard as applied to listed
public interest entities, and we have fulfifled our other ethical responsibilities in accordance with these requirements. We confirm
that we have not provided any non-audit services prohibited by the FRC’s Ethical Standard to the Group or the parent Company.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

3. Summary of our audit approach

Key audit matters The key audit matters that we identified in the current year were:
= Capitalisation of overheads
= [mpairment of goodwill
Within this report, key audit matters are identified as follows:
Newly identified
Increased level of risk
Similar Ievel of risk
Decreased level of nisk

Materiality The materiality that we used for the Group financial statements was £38m which was determined on the
basis of profit before tax.
Scoping Based on our assessment, we focused our Group audit work on five components which were subject to

a full scope audit of their financial information. Our full scope audit covered substantially all of the
Group’s revenue, profit before tax and net assets.
Significant changes in our |We have identified one new key audit matter in the current year related to impairment of goodwill.

approach
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Independent auditor’s report
to the members of Western Power Distribution ple (continued)

4. Conclusions relating to going concern
In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting in the
preparation of the financial statements is appropriate.

Our evaluation of the directors’ assessment of the group’s and parent company’s ability to continue to adopt the going concern basis

of accounting included:

« Assessing the financing facilities including the nature of facilities, repayment ferms and covenant compliance:

» Assessing the assumptions used in the forecasts;

= Testing the mechanical accuracy of those forecasts;

= Assessing the historical accuracy of forecasts prepared by management: and

= Evaluating whether the Group‘s disclosures in respect of going concern within the financial statements meet the requirements of
1AS 1.

Based on the work we have performed. we have not identified any material uncertaintics relating to events or conditions that,
individually or collectively, may cast significant doubt on the group's and parent company’s ability to continue as a going concern for
a period of at least twelve months from when the financial statements arc authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant sections of
this rcport.

5. Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial
statemients of the current period and include the most significant assessed risks of material misstatement (whether or not due to fraud)
that we identificd. These matiers included those which had the greatest effect on: the overall audit strategy. the allocation of
resources in the audit; and directing the efforts of the engagement team,

These matters were addressed in the context of our audit of the financial statements as a whole. and in forming our opinion thersomn.
and we do not provide a separate opinion on these matters.

In the current vear, we have identified two key audit matters. being capitalisation of overheads and impairment of goodwill.
Capitalisation of overheads is consistent with the prior vear, although in the current year we have nol identified a fraud risk in
relation o the matter. Impairment of goodwill is a newly identified keyv audit matter. This is due to the increased complexity and
judgement involved in the valuation of goodwill in the current year, with the group using discounted cash tlows methodology to
pertorm their impairment review for the year ended 31 March 2022, In the prior year, goodwill was valued on a fair value less costs
to sell basis due to the acquisition of the Group by National Grid and therefore the associated judgement and complexity was
determined to be lower.

5.1 Capiralisarion of overkeads

Key audit matter deseription
Amounis capitalised as network assets include indirect costs associated with overhead costs. The costs are capitalised based on
management’s assessment of the costs incurred that are directly attributable to the capital work performed.

A key audit matter has been identified in respect of the key assumptions relating to the capitalisation of corporate overheads.

There is a judgement in relation to the nature of costs included within each cost classification; and a management estimate in relation
1o the appropriate percentage of costs to capitalise.

Capitalisation of corporate overheads has not been assessed as a fraud risk in the year. Whilst the area continues to be an area of
managetment judgement. and therefore continues to be a key audit matier, in the current year we have assessed the risk to be lower in
comparisen to the prior year based on our understanding of this balance and the degree of complexity involved.

Total corporate overheads are £148.1m in the vear (2021: £127.1m). of which £88.1m (2021: £75.4m) has been capitalised 1o fixed
assets,

Refer wo note 1 “significant accounting policies’, note 2 *critical accounting judgements and key sources of estimation uncertainty’

and note 12 “property plant and equipment’ in the financial statements for further discussion of the Group’s policy and judgements in
capitalisation of overheads.
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Independent auditor’s report
to the members of Western Power Distribution plc (continued)

5. Key audit matters (continued)

5.1. Capitalisation of overheads (continued)

How the scope of our audit responded to the kev audit matter
We tested the relevant controls related to the estimate of corporate overhead costs and those that are directly associated with capital

projects and capitalisation rates.

We evaluated the appropriateness of the accounting treatment for capitalising overheads by reference to the requirements of 1AS 16
Property, Plant and Equipment and evaluated the policies. procedures and assumptions used in estimating the value of overheads that
are directly attributable to capital projects.

We tested a sample of overhead costs capitalised, agreeing them 1o appropriate audit evidence, to test that they have been recorded
accurately. We also tested management’s estimate of percentage of costs that are directly attributable to capital projects through
verifying the inputs into the calculation and agreemng these to appropriate support and evidence. Further, we have challenged
management’s methodology and estimate through considering whether there are alternative appropriate assumptions.

Key observations
Based on the work performed we are satisfied that the assumptions made in respect of the capitalisation rates applied to capitalised
overheads within the fixed assets balance are reasonable as at 31 March 2022,

5.1 Impairment of goodwill

Kev audit matier description

Management is required to assess the carrying value of goodwill and acquired intangible assets and perform an impairment review
under IAS 36 Impairment of Assets on an annual basis and whenever an indication of impairment exists. Goodwill was acquired
through business combinations.

As disclosed in note 15 of the financial statements the carrying value of goodwill in relation to East Midlands is £518.8m (2021:
£518.8m), West Midlands £614.4m (2021: £614.4m) and South Wales £120.9m (2021: £120.9m).

We have identified a kev audit matter around key assumptions used in management’s impairment model. The most complex
assumptions that require judgement are the discount rate used to calculate the present value of future cash flows and the premium
applied to the Regulatory Asset Value (“RAV™) at the end of the RITO-ED2 forecasted cash flow period for each cash generating
unit.

We did not identify impairment of goodwill as a kev audit matter in the prior year. Due to the acquisition of the WPD Group by
National Grid plc, the recoverable amount of goodwill was determined using the fair value less costs to sell method. Theretore, the
overall impairment assessment was less comnplex and the judgemental assumptions of a value in usc calculation were not applicable.

Refer to note 1 ‘Significant Accounting Policies’, Notc 2 ‘Critical Accounting Judgements and Key Sources of Estimation
Uncertainty’ and note 135 ‘Intangible Assets’ in the financial statements for further discussion of the Group’s policy and judgements
in the goodwill impairment review, including the Group’s disclosures of the sensitivity and reasonably possible changes of the East
Midlands, West Midlands and South Wales cash generating units to changes in the key assumptions.

How the scope of our audit responded to the kev audit matter
We have challenged the underlying cash flow forecasts, with reference to Ofgem guidance on RITO-ED?2 forecasted cash flows.

With involvement of our internal valuation specialists. we have challenged the reasonablencss of the discount rate and premium
applied 10 the RAV at the end of the cash flow period and challenged management’s position using key assumptions developed
independently based on external market data.

We have evaluated and recalculated management’s sensitivity analysis on the key assumptions.

Further, we developed independent expectations of goodwill impairment using altemative assumptions around returns in the RIIO-
ED2 cash flow period.

We also assessed the adequacy of the Group’s disclosures of the sensitivity and reasonably possible changes of the East Midlands,
West Midlands and South Wales cash generating units to changes in the key assumptions.
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3. 1. Impairment of goodwill (continued)
Kev observations

We conclude that the key assumptions underpinning the value in use calculation used by the Group in its assessment of the carrving
value of goodwill for cach of the three CGUs, when considered in aggregate, lie within the range of reasonable estimates.

We concluded that the valuation of goodwill is appropriate.

6. Our application of materiality

6.1 Materiality

We define materiality as the magnitude of misstatement in the financial statements that makes it probable that the economic decisions
of a reasonably knowledgeable person would be changed or influcnced. We use materiality both in planning the scope of our audit

work and in evaluating the results of our work.

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:

Group financial statements Parent Company financial statements

Materiality £38.0m (2021: £34.6m) £15.2m (2021: £13.9m})
5% of profit before tax (2021: 5% of profit |Parent Company materiality equates to less
before tax). than 19 of nct assets, which is capped at
Basis for determining materiality A0% of Group materiality. This is
consistent with the methodology applied in
2021.

Rationale for the benchmark applied

We have determined materiality based on
profit before tax as this is the key metric
used by management, tnvesiors. analysts

We have determined materiality based on
net assets as the Company holds the
ivestments for its subsidiary companies.

and lenders, with shareholder value being|Therefore a balance shect basis is w0 be
driven by the result. appropriate.

e

6.2 Performance materiality
We set performance materiality at a level lower than materiality to reduce the probability that, in aggregate. uncorrected and
undctected misstatenents exceed the materiality for the financial staternents as a whole.

Group financial statements Parent Company financial statements

70% (2021 70%) of parent Company

7% {2021: 70%) ot group materiality _
materiality

Performance materiality

In determining performance materiality, we considered the following factors:

Our cumulative experience from prior year audits:

* The level of corrected and uncorrected misstatemenss identified from prior vear

Basis and rationale for determining audits:

performance materiality = Our risk assessment. including our understanding of the entity and its environment:

= Qur assessment of the group’s overall control environment and that we consider it
appropriate to rely on internal controls over a number of business processes including
fixed assets and revenuc.
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6. Our application of materiality (continued)

6.3. Error reporting threshold

We agreed with the Board of Directors that we would report to the Board all audit differences in excess of £1.9m (2021: £1.7m), as
well as differences below that threshold that, in our view, warranted reporting on qualitative grounds. We also report to the Board of
Directors on disclosure matters that we identified when assessing the overall presentation of the financial statements.

7. An overview of the scope of our andit

7.1. Identificarion and scoping of components

Our Group audit was scoped by obtaining an understanding of the Group and its environment, including Group-wide controls, and
assessing the risks of material misstatement at the Group level. We used data analytic tools to help inform our understanding of the
business, identify key risk areas and evaluate the level of audit coverage required.

Based on that assessment we focused our group audit scope primarily on the audit work of five components. which were subject to a
full scope audit. Analytical procedures were performed on the remaining non-significant component. Audit work to respend to the
risks of material misstatement was performed directly by the group audit engagement team.

Those five components represent the principal business units within the Group and the parent company and account for over 99% of
revenue and profit before tax (2021: 98%) and 97% of net assets (2021: 98%). They were also selected to provide an appropriate
basis for undertaking audit work to address the risks of material misstaternent identificd above. Our audit work of the five
components was executed at a level of materiality applicable to the individual component and was lower than Group materiality.

The parent Company is located in Bristol and audited directly by the group audit engagement team.

Profit
before tax pety

]
8/
L i
s
- Full audT scope a7 B
1 Review at group leva| LI TET A BT TR T

7.2, Our consideration of the control environment

The Group's IT landscape contains a number of IT systems. applications and tools used to support business processes and for
reporting. In line with our scoping of components (see section 7.1} our work in relation to IT contrels focuses on the four identified
components. We performed an independent risk assessment of the systems. applications and tools to determine those which are of
greatest relevance to the Group’s financial reporting. including those that contain system configured automated controls that host
financially relevant data and associated reports.

With the invelvement of our specialists, we performed testing of General IT controls of these systems, typically covering controls
surrounding user access management, change management and interfaces with other systems relating to in scope IT systems as well
as controls over key reports generated from the IT systermns and their supporting infrastructure.

We performed walkthrough procedures of the key controls relevant to a number of business processes; to understand whether the
controls were effectively designed to address the IT related risk. We subscquently performed testing of the controls across the audit
period. to determine whether the controls had been consistently applied as designed.

QOur procedures enabled us to place reliance on IT controls, as planned, in the audit approach across a number of business cycles (see
section 6.2}

We have also obtained an understanding of and tested the controls over a number of financial statement line item processes. We have
taken controls reliance in our testing of a number of business processes including fixed assets and revenue.

We performed walkthrough procedures of the key controls relevant to a number of business processes; to understand whether the

controls were effectively designed to address the identified risks of material misstatement. We subsequently performed testing of the
controls across the audit period. to determine whether the controls had been consistently applied as designed.
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8. Other information
The other information comprises the information included in the annual report other than the financial statements and our auditor’s
report thereon. The directors are responsible for the other information contained within the annual report.

Our opinion on the financial statements does not cover the other information and, except to the extent otherwise explicitly stated in
our report. we do not express any form of assurance conclusion thereon.

Qur tesponsibility is to read the other information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or cur knowledge obtained in the audit. or otherwise appears to be materially misstated.

If we identify such material inconsistencies or apparent material misstatements, we are required to determine whether this gives rise
to a material misstatement in the financial statements themselves. If, based on the work we have performed, we conclude that there is
a material misstatement of this other information, we are required to report that fact.

We have nothing to report in this regard.

9. Responsibilities of directors

As explained more fully in the directors’ responsibilitics staternent, the directors are responsible for the preparation of the financial
statements and for being satisfied that they give a true and fair view. and for such internal control as the directors determine is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements. the directors are responsible for assessing the Group’s and the parent Company’s ability to
continue as a going concern, disclosing as applicable, matters related to going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the Group or parent Company or to cease operations, or have no realistic
alternative but to do so.

10. Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement. whether due to fraud or error, and to issuc an auditor’s report that includes our opinion. Reasonable assurance is a high
level of assurance, but is not a guarantec that an audit conducted in accordance with [SAs {(UK) will always detect a material
misstatement when it exists. Missiatements can arise from fraud or error and are considercd material if, individually or in the
agpregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of thesc financial
statemnents.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at:
www. frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report.

11. Extent to which the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line with our
responsibilities. outlined above, to detect material misstatements in respect of irregularitics. including fraud. The extent to which our
procedures are capable of detecting irregularities, including fraud is detailed below.

11.1. Identifying and assessing potential risks related to irvegularities

In identitving and assessing risks of material misstatement in respect of irregularities, including fraud and non-compliance with laws
and regulations. we considered the following:

the nature of the industry and sector, control environment and business performance including the design of the Group’s
remuneration policies, key drivers for directors’ remuneration, bonus levels and performance targets;

results of our enquiries of management. internal audit. and the Board of Directors about their own identitication and assessment of

the risks of irregularities:

= any matters we identified having obtained and reviewed the Group’s documentation of their policies and procedures relating to:
- identifying. evaluating and complying with laws and regulations and whether they were aware of any instances of non-
compliance:
- detecting and responding 1o the risks of fraud and whether they have knowledge of any actual. suspected or alleged fraud:
- the internal ¢ontrols established to mitigate risks of fraud or non-compliance with laws and regulations;

= the matters discussed among the audit engagement team and relevant internal specialists, including tax. pensions. treasury and [T
regarding how and where fraud might occur in the financial statements and any potential indicators of fraud.

As a result of these procedures, we considered the opportunities and incentives that may exist within the organisation for fraud. In

common with all audits under ISAs (UK). we are also required to perform specific procedures to respond to the risk of management
override.
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1. Extent to which the audit was considered capable of detecting irregularities, including fraud (continued)

11.1. Identifving and assessing potential risks related to irregularities (continued)

We also obtained an understanding of the legal and regulatory frameworks that the Group operates in, focusing on provisions of
thuse laws and regulations that had a direct effect on the determination of material amounts and disclosures in the financial
statements. The key laws and regulations we considered in this context included the UK Companics Act, Listing Rules. pensions
legislation and tax legislation.

In addition, we considered provisions of other laws and regulations that do not have a direct effect on the financial statements but
compliance with which may be fundamental to the Group’s ability to operate or to avoid a material penalty. These included the
Group's operating licence as set out by the energy regulator, Ofgerm, which is fundamental to the Group’s ability to continue as a
going concem.

11.2. Audit response 1o risks identified
As u result of performing the above, we did not 1dentity any key audit matters related to the potential risk of fraud or non-compliance
with laws and regulations.

In addition to the above. our procedures 1o respond to risks identified included the following:

» reviewing the financial statement disclosures and testing to supporting documentation to assess compliance with provisions of
relevant laws and regulations described as having a direct effect on the financial statements;

enquiring of management, the Board of Directors, and external legal counsel concerning actual and potential litigation and claims:
performing analytical procedures to identify any unusual or unexpected relationships that may indicate risks of material
misstatement due 1o fraud;

reading minutes of meetings of those charged with governance, revicwing intemnal audit reports and reviewing correspondence
with HMRC and Ofgem: and

in addressing the risk of fraud through management override of controis, testing the appropriateness of journal entries and other
adjustments; assessing whether the judgements made in making accounting estimates are indicative of a potential bias; and
evaluating the business rationale of any significant transactions that are unusual or outside the normal course of business.

We also communicated relevant identified laws and regulations and potential fraud risks to all cngagement team members including
internal specialists. and remained alert to any indications of fraud or non-compliance with laws and regulations throughout the audit.

Report on other legal and regulatory requirements

12. Opinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:

» the information given in the Strategic report and the Directors’ report for the financial year for which the financial statements are
prepared is consistent with the financial statements; and

» the Strategic report and the Directors’ report have been prepared in accordance with applicable legal requirements.

In the tight of the knowledge and understanding of the Group. the parent Company and their environment obtained in the course of
the audit, we have not identified any material misstatemnents in the Strategic report or the Directors’ report.

13. Matters on which we are required to report by exception

13.1. Adeguacy of explanations received and accounting records
Under the Companies Act 2006 we are required to report to you if, in our opinion:

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

= adequate accounting records have not been kept by the parent Company, or returns adequate for our audit have not been received
from branches not visited by us; or

= the parent Company financial statements are not in agreement with the accounting records and returns.

We have nothing to report in respect of these matters,

13.2. Directors’ remuneration
Under the Companies Act 2006 we are also required to report if in our opinion certain disclosures of directors’ remuneration have

not been made,
We have nothing to report in respect of these matters.
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Report on other legal and regulatory requirements (continued)
14. Other matters which we are required to address

14.1 Auditor tenure

Following the recommendation of the Board of Directors, we were appointed by the shareholders on 16 Junc 2017 to audit the
financial statements for the vear ending 31 March 2017 and subsequent financial periods. The period of total uninierrupted
engagement including previous renewals and reappointments of the firm is six years. covering the years ending 31 March 2017 to 31
March 2022.

14.2 Consistency of the audit report with the additional report to the Board of Directors
Qur audit opinion is consistent with the additional report to the Board of Directors we are required to provide in accordance with
ISAs (UK).

15. Use of our report

This report is made sofely 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
opinions we have formed.

Suraste Gl

Suzanne Gallagher (Senior statutory auditor)
For and on behalf of Deloitte LLP

Statutory Auditor

Reading. United Kingdom

22 July 2022
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2022 2021
Note £m £m
Revenue* 3 1,886.0 1.718.5
Operating costs* 5 (830.1) (771.4)
Other operating income 6 39 39
Other operating expense 6 (1.0) 2.1}
Operating profit 3 1,058.8 948.9
Finance income 7 0.2 20.3
Finance costs 7 (318.3) (288.7)
Net finance income relating to pensions and
other post-retirement benefits 26 6.2 12.0
Profit before income tax 746.9 692.3
Income tax expense 10 (373.6) (121.1)
3733 371.4

Profit for the year attributable to equity holders of the parent

All operations are continuing.

The accompanying netes 1 to 33 are an integral part of these financial statements.

* Customer contributions amounting to £49.2m (2021: £47.3m) have been reclassified from operating costs to revenue.

2 (page 63) for details.
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Western Power Distribution plc consolidated statement of comprehensive income
For the vear ended 31 March 2022

2022 2021
Note £m £m
Profit for the year 3733 571.4
Other comprehensive income/(expense):
Other comprehensive income/(expense} to be reclussified to profit or loss in subsequent periods:
Profit/(loss) arising on cash flow hedges during the year 9.9 (80.1}
Reclassification adjustments for (gains)/losses on cash flow hedges
included in profit or loss (finance costs) (7.5} 57.8
Income tax effect 10 0.7 4.2
3.1 (8.1)
Other comprehensive income/fexpense} not 1o be reclassified to profit or loss in subsequent periods:
Re-measurement gains/(losses) on defined benefit pension plan 26 1,021.1 {307.2})
Income tax effect 10 (280.3) 68.5
740.8 (238.7)
Other comprehensive income/(expense) for the year, net of tax 743.9 (256.8)
Total comprehensive income for the year, net of tax,
attributable to equity holders of the parent 1,117.2 3146
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For the year ended 31 March 2022

Non-cash
capital
Share Merger Hedging contribution Retained Total
capital reserve reserve reserve earnings equity
Note £m £m £m £m £m £m
ALl April 2020 1.657.6 (963.1) 1.2 - 4,590.1 5.285.8
Profit for the year - - - - 571.4 571.4
Other comprehensive expense - - (18.1) - (238.7) (256.8)
Total comprehensive (expense) / income
for the year - - (18.1) - 3327 3146
Share capital reduction (600.0) - - - 600.0 -
Equity dividends paid 11 - - - - (221.2) (221.2)
At 31 March 2021 1,057.6 {963.1) (16.9) - 5,301.6 5,379.2
Profit for the vear - - - - 3733 3733
Other comprehensive income - - 3.1 - 740.8 743.9
Total comprehensive income
for the year - - 3.1 - L1141 1.117.2
Share-based pavment 29 - - - 0.3 - 0.5
Equity dividends paid 11 - - - - {140.2) (140.2)
At 31 March 2022 1,057.6 (963.1) (13.8) 0.5 6,275.5 6,356.7
Western Power Distribution ple 61



Western Power Distribution pic consolidated balance sheet
As at 31 March 2022

2022 2021

Note £m £m
ASSETS
Property, plant and equipment 12 14,687.5 13.930.2
Right-of-use asset 13 9.8 9.3
Investment property 14 317 269
[ntangible assets 15 1,305.4 1.300.8
Trade and other receivables 17 5.5 5.2
Derivative financial instruments 24 359 26.2
Retirement benefit assets 26 1,448.1 402.8
Non-ctirreiit assets 17,5239 15,704.4
[nventories 16 36.5 16.7
Trade and other receivables 17 3275 326.8
Derivative financial instruments 24 - 1.8
Cash at bank and in hand 18 148.8 139.2
Current assets 5128 5145
Total assets 3 18,036.7 16.218.9
LIABILITIES
.oans and other borrowings 21 1,384.0 5%0.7
Trade and other pavables 19 689.2 650.60
[.easc liabilitics 20 1.7 15
Current tax liabilities 1.6 5.3
Provisions 27 13.3 10.5
Current liabilities 2,101.8 1.238.6
Net current liabilities (1.589.0) (741.1)
Loans and other borrowings 21 5,276.4 5.949.7
Deferred tax liabilities 25 1,328.60 766.8
Trade and other payables 19 2,806.8 2.687.4
Lease liabilities 20 8.2 7.9
Retirement benefit liabilities 26 7.7 7.6
Provisions 27 150.5 161.7
Non-current liabilities 9,578.2 9.581.1
Total liabilities 3 11,680.0 10,8397
Net assets 6,356.7 5.379.2
EQUITY
Share capital 28 1,057.6 1.057.6
Merger reserve 29 (963.1) (963.1}
Hedging reserve 29 (13.8) {(16.9)
Non-cash capital contribution reserve 29 0.5 -
Retained earnings 29 6,275.5 5.301.6
Total equity 6,356.7 5.379.2

The financial statements on pages 39 w 126 were approved and authorised for issue by the Board of Directors on 22 July 2022 and

signed on its behalf by:

P Swift

Chief Executive

Western Power Distribution plc

|,QD"**~’

IR Williams
Finance Director



Western Power Distribution ple consolidated cash flow statement
For the year ended 31 March 2022

2022 2021
Note £m £m
Operating activities - continuing operations
Prafit for the year 3733 5714
Adjustments to reconcile profit for the year 10 net cash flow
from operating activities:
Income tax expensc 3736 121.1
Finance costs 312.1 276.7
Finance revenue (0.2) (20.3)
Depreciation of property, plant and cquipment 5 271.0 2514
Amartisation of customers' contributions (49.2) (47.3)
Amertisation of infangible assets 5 3.1 8.9
Gain on dispesal of property. plant and equipment (13) 0.3)
Loss on disposal of investment propeitics 0.1 0.1
Fair value gains on investment properties 14 2.7 (.0
Fair value osses on investment properties 14 1.0 2.1
Sharc based pavments 0.5 -
Difference between pension contributions paid and amounts
recognised in the income statement (1L.3) (H46.1)
(Decrease)/increase in provisions (15.2) 48
Debt modification - (2.4)
Working capital adjustments:
Decrease/{increase) in inventories 10.3 (8.2)
Increase in trade and other receivables (1.0) (25.9)
Increase in trade and other payables 3 255
Interest paid (250.2) (280.5)
Interest received 0.1 115
Customers' contributions received 200.3 177.0
Income taxes paid (82.8) (61.5)
Net cash from operating activities 1,133.8 857.0
Investing activities
Purchase of property, plant and equipment (1,017.4) (951.2)
Proceeds from sale of property, plant and equipment 1.5 0.5
Purchase of investment propertics (0.2) -
Purchase of intangible assets (7.8) (11.4)
Net cash used in investing activities (1,023.9) (962.1)
Financing activities
Net increase in short-term borrowings 661.2 307.0
Payment of lease Habilities (L7 (1.7)
Proceeds from long-term borrowings - 246.0
Repayment of long-term borrowings net of related swaps (618.1) (456.9)
Dividends paid (140.2) (60.2)
Net cash (used in)/from financing activities (98.8) 342
Net increase/(decrease) in cash and cash equivalents 11.1 (70.9)
Cash and cagh equivalents at beginning of year 18 116.6 187.5
Cash and cash equivalents at end of year 18 127.7 116.6
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Notes to the Western Power Distribution ple consolidated financial statements
For the year ended 31 March 2022

1. Significant accounting policies

The financial statements of Western Power Distribution ple (the "Company™) and its subsidiaries (the "WPD Group” or "WPD"} for
the year ended 31 March 2022 were authorised for issue by the Board of Directors on 22 July 2022 and the balance sheet was signed
on the Board's behalf by P Swift and 1R Williams. The Company is a public limited company. limited by shares and incorporated and
registered in England and Wales. The address of the Company's registered oftice is stated on page 136,

Basis of preparation

The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards ("[FRS™)
and in accordance with the provisions of the UK Companies Act 2006, The financial statements have also been prepared in
accordance with [FRS adopted by the European Union. The accounting pelicies that foliow have been consistently applied to all
years presented.

The financial statcments have been prepared on the historical cost basis, except for the revaluation of investment propertics and
financial instruments that are measured at revalued amounts or fair values at the end of each reporting period. as explained in the
accounting policies below. Historical cost is generally based on the fair value of the consideration given in exchange for goods and
services.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. regardless of whether that price is directly observable or estimated using another valuation
technique. In estimating the fair value of an asset or liabilitv, the WPD Group takes into account the characteristics of the asset or
liability if market participants would take those characteristics into account when pricing the asset or liability at the measurement
date. Fair value for measurement and/or disclosure purposes in these consolidated financial statements is determined on such a basis,
except for share-based payment transactions that are within the scope of IFRS 2, leasing transactions that are within the scope of
IFRS 16, and measurements that have some similarities to fair value but are not fair value such as net realisable value in IAS 2 or
value in usc in IAS 36.

These consolidated financial statements are presented in sterling as this is the currency of the primary economic environment in
which the WPD Group operates, All values are rounded to the ncarest hundred thousand pounds except when otherwise indicated.

The Comparative financial information has been presented on the same as basis as current year tinancial information.

The significant accounting policies and critical accounting judgements. ¢stimates and assumpiions of the WPD Group are set out
below.

Going concern
The directors have prepared the financial statements on a going concern basis as they have a reasonable expectation that the WPD
Group has adequate resources to continue in operational existence for the foreseeable future.

The Group has net current liabilities of £1,589 0m (2021: £744.1m). The increase in the net current hability during the year is
primarily due to amounts drawn under a two-way loan agreement with National Grid Ple which amounts 1o £662.6m. This was
partially used to pay a short-term loan of £350m due in August 2021, In addition to this the current portion of a long term loan due in
January 2023 amounts to £700.3m.

The Group's net current liabilities will be settled with a combination of cash flows from operating activitics. use of existing facilities
including the two way loan with the parent and issuances of long-term debt. The Group can access either short or long term
borrowings in order to finance repayment of the Joan due within next 12 months. The Group has credit ratings above the investment
grade and there is sufficient evidence, including historical analysis of the Group’s ability to raise debt. 10 indicate that the Group will
be successtully able to raise debt to finance repavineats as needed. Confirmation has also been obtained from a parent undertaking
that it will provide financial support to the Group for not less than 12 months from the date of approval of the financial statements.

DNOs are essential in keeping critical infrastructure assets operating safely and securely and in making sure that homes and
businesses across the country are receiving the energy needed. The work of the Group is crucial for the continuation of existing
essential services. the establishment of new critical infrastructures and for keeping the public, including the most vulnerable in our
society. safe. Due to the licensed regulatory obligations of the business, the necessity of continued operations even in times of
economic uncertaintics and having access to sufficient liquidity. the Group does not consider that there is material uncertainty over
the entity’s ability to continue as a going concern,
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Notes to the Western Power Distribution plc consolidated financial statements {continued)
For the year ended 3} March 2022

1. Significant accounting policies (continued)

Going concern (continued)

The directors have considered the availability of facilities as set out above, the relatively stable and regulated nature of the business,
the forecast long term business plan, the consistent credit ratings of WPD, the existing and future forecasted covenant compliance of
the Group, which includes the gearing ratio, the anticipated ability of the WPD Group to be able to raise additional long term debt in
the future and the ability of the parent undertaking to provide financial support. The Directors have also assessed the principal risks
discussed in the Strategic report (pages 19 to 23) in arriving at the going concern assumption for the preparation of the financial
statcments.

Thus, the directors have concluded that the WPD Group has sufficient resources available to enable it to continue in existence for the
foreseeable future and for a period of at least 12 months from the date of signing the accounts and have thercfore continued to adopt
the going concern basis in preparing the financial statements.

Basis of consoelidution

The WPD Group financial statements consolidate the financial statements of the Company and the entities it contrels (its
subsidiaries) drawn up to 31 March each vear. Control of an investee exists when the investor is exposed, or has rights, to variable
returns from its involvement with the investee and has the ability to affect those returns through its power over the investee. To have
power over an investee, the investor must have existing rights that give it the current ability to direct the relevant activities of the
investee. Subsidiaries, other than those acquired under common control transactions, are consolidated from the date of their
acquisition, being the date on which the Group obtains control, and continue to be consolidated until the date that such control
ceases. The financial statements of subsidiaries arc prepared for the same reporting year as the parent Company. using consistent
accounting policies. Inter-company balances and transactions, including unrealised profits arising from intragroup transactions, have
been eliminated. Unrealised losses arc eliminated unless the transaction provides evidence of an impairment of the assets transferred.

For business combinations involving entities under common control. the pooling of interest method is applied. The assets and
liabilities of the combining entities are reflected at their carrying amounts. No adjustments are made to reflect fair values. or
recognise any new assets or liabilities, at the date of the combination that would otherwise be done under the acquisition method. The
only adjustments that are made are to harmonise accounting policies. No ‘new’ goodwill is recognised as a result of the combination.
The only goodwill that is recognised is any existing goodwill relating w the combining entities. Any difference between the
consideration paid/transferred and the equity ‘acquired’ is reflected within equity. The income statement reflects the resulis of the
combining entitics for the full year, irrespective of when the combination took place.

Impact of prior period restatements

Customer contributions receivable in respect of property, plant and equipment are treated as deferred income, which is credited to the
income statement over the estimated weighted life of the related assets of 69 vears. For the year ended 31 March 2021, customer
contributions were credited to the income statement within operating costs. For the period ended 31 March 2022, as a result of the
alignment of accounting policies with the ultimatc parent and in line with IFRS 15°s requirements, customer contributions amounting
to £49.2m (2021: £47.3m) have been credited to the income statement within revenue instead of within operating costs.
Comparatives have been restated.

Impact of new International Financial Reporting Standards
The following new standards are effective for accounting periods beginning on or after | January 2021:

= Amendments to IFRS 9. [AS 39, [FRS 7, IFRS 4 and IFRS 16 - amendments in relation to Interest Rate Benchmark Reform, Phase
2. These amendments are effective for annual periods beginning on or after 1 January 2021;

« Amendments to IFRS 16 - amendments regarding COVID-19 related rent concessions. effective for annual periods beginning on
or after 1 June 2020 and further extension effective for annual periods beginning on or after 1 April 2021.

The Group has assessed the impact of these standards and concluded that there is no material change to the Group's financial
statements.
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L. Significant accounting pelicies (continued)
Impact of new International Financial Reporting Standards (continued)

Not yet adopted
The following pronouncements from the International Accounting Standards Board will become effective for future financial
reporting periods and have not yet been adopted by the WPD Group:

» Amendments to IFRS 3 - reference to the conceptual framework. effective for annual periods beginning on or after 1 January
2022:

= Amendments to IAS 16 - amendments regarding proceeds before intended use. effective for annual periods beginning on or after

1 January 2022;

Amendments to IAS 37 - amendments regarding onerous contracts - cost of fulfilling a contract. effective for annual periods

beginning on or after 1 January 2022

Annual improvements to [FRS standards 2018 - 2020 cycle - effective for annual periods beginning on or after 1 January 2022;

= Amendments to IAS | - amendments in relation to the classification of labilities as current or non-current. effective for annual

periods beginning on or after 1 January 2023:

Amendments to IAS 12 - amendments regarding deferred tax related to assets and liabilities arising from a single transaction.

effective for annual periods beginning on or after 1 January 2023:

Amendments to IAS 8 - amendments regarding issuance of definition of an accounting estimate. effective for annual periods

beginning on or after 1 January 2023;

= IFRS 17 {including June 2020 amendments to 1FRS 17) - Insurance Contracts. effective for annual periods beginning on or after 1

January 2023;

Amendments to TAS 1 and [FRS Practice Statement 2 - Amendments in refation to disclosure of accounting policies. effective for

annual periods beginning on or after 1 January 2023.

WPD does not anticipate thesc standards and interpretations will have a material impact on the Group.

Business combinations and geodwill

Business combinations. other than the combination of businesses under common control. are accounted for using the acquisition
method. The identifiable assets acquired and liabilities assumed are measured at their fair values at the acquisition date. The cost of
an acquisition is measured as the aggregate of the consideration transferred, measured at acquisition date fair value. and the amount
of any mnon-controlling interest in the acquirce. Acquisition costs incurred are expensed and included in distribution and
administration expenses.

Goodwill is initially measured as the excess of the aggregate of the consideration transferred, the amount recognised for any non-
controlling interest and the acquisition-date fair values of any previously held interest in the acquirec over the fair value of the

identifiable assets acquired and liabilitics assumed at the aequisition date.

At the acquisition date. any goodwill acquired is allocated to each of the cash-generating units. or groups of cash-gencrating units.
expected to benefit from the combination’s synergies.

Following initial recognition. goodwill is measured at cost less any accumulated impairment losses.

Foreign currencies

Transactions in foreign currencies are initially recorded in the entity's tunctional currency by applying the spot exchange rate ruling
at the date of the transaction. Monetary asscts and liabilities denominated in foreign currencies are retranslated at the functional
currency rate of exchange ruling at the balance sheet date. All differences are taken to the income statement.

For debt not in sterling. see "Derivative financial instrumenis and hedging activities” below.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange rates as at
the dates of the initial transactions.
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1. Significant accounting policies (continued)
Revenue recognition

Dustribution Use of System ("DUaS") Revenue
The Group consists of four distribution network operators ("DNQs™) in the UK that ¢arn the majority of their revenue from
providing distribution use of system services. The services are provided under a Diswribution Connection and Use of System
Agreements ("DCUSA") with their customers.

There is a single performance obligation under the DCUSA: the DNO is required to use its distribution network to deliver electricity
from metered entry points 10 exit point. WPDY's performance obligation of delivering electricity represents a promise to deliver a
series of distinct services that should be accounted for as a single performance obligation. The performance obligation is satisfied
aver time as:

a) Customers immediately control and consume the benefits WPD provides:

B) WPD's service does not create or enhance an asset with an alternate use to WPD; and

c} WPD has the right to pavment from the customer for the service that has been provided.

WPD measures the progress of the performance obligation using the output method. The output method recognises revenue based
on the direct measurements of value transferred to the customer. Accordingly WPD records revenue on a monthly basis, based on
the amount of kilowatt hour ("KWH") of electricily delivered.

Revenue includes an assessment of the volume of unbilled energy distributed to customers between the date of the last meter reading
and the vear-end.

Where revenue received or receivable exceeds the maximum amount permitted by regulatory agreement and adjustments will be
made to future prices to reflect this over-recovery, no liability is recognised as such an adjustment is to future prices and relates to the
provision of future services. Similarly no asset is recognised where a regulatory agreement permits adjustments to be made to future
prices in respect of an under-recovery.

Finance income
Finance revenue comprises interest receivable on funds invested. Interest income is recognised in the income statement as it accrues.
on an eftective rate basis.

Rental income
Rental income arising from operating leases on investment properties is accounted for on a straight line basis over the leasc term.

Engineering recharges

Engineering recharges relate to the recovery of costs incurred in relation to construction work reguested by customers. such as re-
routing of existing network assets. The pertormance obligation relates to completion of work as per the terms of the contract. The
consideration received is recognised as revenue as the construction work is completed.

Customer contributions

Contributions receivable in respect of additions to property. plant and equipment for new connections are treated as deferred income,
which is credited to the income statement within revenue over the estimated weighted life of the related assets of 69 years. The
performance obligation for customer contribution contracts is to provide custorners with an ongoing network connection and thus is
satisfied over a period of time instead of at a point of time. Customers immediately control and consume the benefits WPD provides.

Other operating income and expense

Other operating income and expense includes movements in the fair value of investment properties and gains and losses arising on
the disposal of properties by the WPD Group's property management business which is considered 1o be part of the normal recurring
operating activities of the WPD Group.

Finance costs

Finance expenses comprise inlerest payable on borrowings. accrction relating to inflation on index linked debt and the release of
discounts on provisions. [nterest charges are recognised in the income statement as they accrue. on an effective rate basis.
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1. Significant accounting policies (continued)
Leases

WPD Group as a lessee
The Group assesses whether a contract is, or contains. a lease at inception of the contract. A contract is, or contains. a leasc if the
contract conveys the right to control the use of an identitied assct for a period of time in exchange for consideration.

The Group recognises a right-of-use asset and a corresponding Jease liability with respect to all lease arrangements in which it is the
lessee. except for short-term leases (defined as leases with a lease term of 12 months or less) and Icases of low value assets (assets
with a purchase price of less than £3.000). For these leases, the Group recognises the lease payvments as an operating expense on a
straight-line basis over the term of the lease.

The lease liability is initially measured at the present value of the unpaid lease payments at the commencement date, discounted by
using the Group's incremental borrowing rate.

The lease liability is subsequently measured by increasing the carrying amount to reflect interest on the lease liability (using the
effective interest method) and by reducing the carrying amount to reflect the lease payments made.

The Group remeasures the lease liability (and makes a corresponding adjustment to the related right-of-use asset) whenever:

= The lease term has changed or there is a significant event or change in circumstances resulting in a change in the asscssment of
exercise of a purchase option, in which case the lease liability is remeasured by discounting the revised lease payments using a
revised discount rate.

= The lease payments change due to changes in an index or rate. in which case the lease liability is remeasured by discounting the
revised lease payments using an unchanged discount rate (unless the lease payments change is due to a change in a floating interest
rate. in which case a revised discount rate is used}.

= A leasc contract is modified and the kease modification is not accounted for as a separate lease, in which case the lease Hability is
remeasured based on the lease term of the modificd lease by discounting the revised lease payments using a revised discount rate
at the effective date of the modification.

The right-of-use assets comprise the initial measurement of the corresponding lease lability. less any lease incentives received and
any initial direct costs. They are subsequently measured at cost less accumulated depreciation and impairment losses. Right-of-use
assets are depreciated over the shorter period of the lease term and the useful lite of the underlying asset.

Variable rents that do not depend on an index or rate are not included in the measurement of the lease liability and the right-of-use
asset. The related payments are recognised as an expense in the income statement in the period in which the ¢vent or condition that
triggers those payments oCeurs.

As a practical expedient. [FRS 16 permits a lessee not to separate non-lease components. and instead account for any lease and
associated non-lease components as a single arrangement. The Group has not used this practical expedient. For contracts that
contain a lease component and one or more additional lease or non-lease components. the Group aliocates the consideration in the
contract 1o cach lease component on the basis of the relative stand-afone price of the lease component and the aggregate stand-alone
price of the non-lease components.

WPD Group as a lessor

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of ownership to
the lessee. All other leases are classified as operating leases. When the Group is an intermediate lessor. it accounts for the head lease
and the sub-lease as two separate contracts. The sub-lease is classified as a finance or operating lease by reference to the right-of-use
asset arising from the head lease. The Group has no finance leases.

Assets leased out under operating leases are included in property. plant and equipment and depreciated over the estimated useful
lives. Rentaf income. including the effect of lease incentives. is recognised on a straight line basis over the term of the lease. Lease

termination fees are allocated to the income staterment upon termination. Initial direct costs incurred in negotiating and arranging an
operating lease are added to the carrving amount of the lcased asset and recognised on a straight-line basis over the lease term.
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1. Significant accounting policies (continued)

Property, plant and equipment
Property. plant and equipment is stated at cost less accumulated depreciation and impairments, Borrowing costs directly attributable
to assets under construction and which meet the recognition criteria in LAS 23 are capitalised as part of the cost of that asset.

Expenditure on electricity infrastructure assets relating to increases in capacity or enhancements of the network including qualifying
replacement cxpenditure are treated as additions. Other costs incurred in maintaining the operating capability of the network in
accordance with defined standards of service are expensed in the vear in which the expenditure is incurred.

Cost comprises the aggregatc amount paid and the fair value ol any other consideration given to acquire the asset and includes costs
directly attributable to making the asset capable of operating as intended. Emploves costs incurred in implementing the capital
schemes of the WPD Group are capitalised within infrastructure assets together with the cost of materials and an appropriate
proportion of overheads.

Contributions received towards the cost of property, plant and equipment which include low carbon network funding are included in
trade and other payables as deferred income and credited on a straight-line basis o the income statement over the estimated economic
useful lives of the assets to which they relate.

Depreciation is provided on all property, plant and equipment, other than land, on a straight-line basis over its expected useful life as
follows:

Years

Distribution network asscts:

Overhead lines and poles 65

Underground cables 85

Plant and machinery (transformers and switchgear) 55

Meters 3

Other (towers and substation buildings) Up to 80
Buildings - freehold Upto 60
Buildings - long leasehold Upto 60
Fixtures and equipment Upto 20
Vehicles and mobile plant Upto 10

The carrying values of property. plant and cquipment are reviewed for impairment if events or changes in circumstances indicate the
carrving value may not be recoverable. and are written down immediately to their recoverable amount. Useful lives and residual
values are reviewed annually and where adjustments are required these are made prospectively.

An item of property. plant and equipment is derecognised upon disposal or when no future cconomic benefits are expected to arise
from the continued use of the asset. Any gain or loss arising on the derecognition of the asset is included in the income statement in
the period of derecagnition.

Investment property

[nvestment properties are measured initially at cost, including transaction costs. The carrying amount includes the cost of replacing
part of an existing investment property at the time that cost is incurred if the recognition criteria are met: and excludes the costs of
day to day servicing of an investment property. Subsequent to initial recognition. investment properties are statcd at fair value, which
reflects market conditions at the reporting date and the highest and best use. Gains or losses arising from changes in the fair values of
investment properties are included in the income statement in the period in which they arise.

Investment properties are derecognised when either they have been dispesed of or when the investment property is permanenty
withdrawn from use and no future economic benefit is expected trom its disposal.

The difference between the net disposal proceeds and the carrying amount of the asset is recognised in the income statement in the
period of derecognition.

Transfers are made to or from investment property only when there is a change in use. For a transfer from investment property to
owner occupied property. the deemed cost for subsequent accounting is the fair value at the date of change in usc. If owner occupted
property becomes an investment property, the WPD Group accounts for such property in accordance with the policy stated under
property. plant and equipment up to the date of change in use.
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Intangible assets
Intangible assets, other than goodwill. include customer contracts and computer software and arc stated at the amount initially
recogmised, less accurnulated amortisation and accumulated impairment losses.

Intangible assets acquired separately from a business are carried initially at cost. The initial cost is the aggregate amount paid and the
fair value of any other consideration given to acquire the asset. An intangible assct acquired as part of a business combination is
measured at fair value at the date of acquisition and is recognised separately from goodwill if the asset is separable or arises from
contractual or other legal rights.

Intangible assets with a finite life are amortised on a straight-line basis over their expected useful lives. The expected useful lives of
assets are reviewed on an annual basis and. if necessary, changes in useful lives are accounted for prospectively.

Contracis
The value recognised for customer contracts relating to acquired telecommunications activitics is amortised over 10 years. [t is
subject 10 an impairment test at least on an annual basis. Tt is written off if the activity is sold.

Computer sofiware

Costs dircctly associated with the development of computer software for internal use are capitalised where technical feasibility can be
demonstrated, the WPD Group is satisfied that future economic benefits will flow to the WPD Group and the cost can be separately
identified and reliably measured. Software is measured initially at cost and amottised on a straight-line basis over its estimated useful
life. The carrying amount is reduced by any provision for impairment where necessary. The estimated useful life assigned to
computer software is up to five years.

Impairment of property, plant and equipment, intangible assets, and goodwill

The WPD Group assesses goodwill and intangibles with indefinite useful lives for impairment annually and other assets or groups of
assels for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable, If any such indication of impairment exists. the Group makes an cstimate of the asset’s recoverable amount. Individual
assels are grouped for impairment assessment purposes at the lowest level at which there are identifiable cash tflows that are largely
independent of the cash flows of other groups of assets. An assct group’s recoverable amount is the higher of its fair value less costs
of disposal and its value in use. Where the carrying amount of an asset group exceeds its recoverable amount. the asset group is
considered impaired and is written down to its recoverable amount.

The business plan. which is approved on an annual basis by senior management. is the primary source of information for the
determination of value in usc. In assessing value in use, the estimated future cash flows are adjusted for the risks specific to the asset
group and are discounted 1o their present value using a pre-tax discount rate that reflects current market assessments of the time value
of money.

Fair value less costs of disposal is the price that would be received to sell the asset in an orderly transaction between market
participants and does not reflect the effects of factors that may be specific to the entity and not applicable to entities in general. For
acquisition purposes, the value of a regulated DNO is usually seen as the RAV plus a premium. The premium takes into
consideration WPIY's performance and any recent market transactions.

An assessment is made at each reporting date as to whether there is any indication that previously recognised impairment losses may
no longer exist or may have decreased. If such an indication exists. the recoverable amount is estimated. A previously recognised
impairment loss is reversed only if there has been a change in the estimates used to determine the asset’s recoverable amount since
the last impairment loss was recognised. If that is the case. the carrying amount of the asset is increased to its recoverable amount.
That increased amount cannot exceed the carrying amount that would have been determined. net of depreciation. had no impairment
loss been recognised for the asset in prior vears. Such reversal is recognised in profit or Joss. After such a reversal. the depreciation
charge is adjusted in future periods 10 allocate the asset’s revised carrying amount. fess any residual vafue, or a sysiematic basis over
its remaining useful life.

Goodwill is reviewed for impairment annually or mere frequently if events or changes in circumstances indicate the recoverable
amount of the group of cash-generating units ("CGUs") to which the goodwill relates should be assessed. In assessing whether
goodwill has been impaired. the carrving amount of the group of CGUs (including goodwill) is compared with their recoverable
amount. The recoverable amount of a group of CGUs to which goodwil is allocated is the higher of value in use and fair value less
costs of disposal. Where the recoverable amount of the group of CGUs to which goodwill has been allocated is less than the carrving
amount. an impairment foss is recognised. An impairment loss recognised for goodwill is not reversed in a subsequent period.
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1. Significant accounting policies (continued)

Impairment of property, plant and equipment, intangible assets, and goodwill (continued)

The WPD Group records all assets and liabilities acqnired in pnirchase acquisitions, including goodwill, at fair value. Goodwill is not
amortised but is subject, at a minimum, to annual tests for impairment. The initial goodwill recorded and subsequent impairment
analysis require management to make subjective judgements concerning the recoverable amount of cash-generating units, specifically
in relation to cash flows. discount rate and estimated fair value less cost to dispose. At 31 March 2022. the carrying value of goodwill
amounted to £1,254.1m (2021: £1.254. 1m).

Inventories

[nventories are stated at the lower of cost and net realisable value. Cost is determined using the weighted average method and
includes expenditure incurred in acquiring the inventories and bringing them to their existing location and condition. It excludes
borrowing costs,

Taxation

The income tax expense (or credit) for the period comprises current and deferred tax. Income tax is recognised in the income
statement unless it telates to an itom that has been recognised in other comprehensive income, in which case it is also recognised in
other comprehensive income.

Current tax is measured at the amount expected to be payable {(or recoverable) in respect of the taxable profit (or loss) for the period
based on tax rates and laws that have been enacted or substantively enacted at the balance sheet date. This includes UK corporation
tax payable to HM Revenue & Customs ("HMRC") and amounts payabic to (or receivable from) other UK Group companies for
losses and other amounts transferred between them ("group relief").

A provision is recognised for those matters for which the tax determination is uncertain but it is considered probable that there will
be a tuture outflow of funds to HMRC. The provisions are measured at the best estimate of the amount expected to become payable.
The asscssment is based on the judgement of tax professionals within the Group supported by previous experience in respect of such
activities and in certain cases based on specialist independent tax advice.

Deferred tax is the tax expected to be payable (or recoverable) in future periods due to differences between the time when profits and
losses are recognised in the financial statements and the time when those profits and losses are included in tax returns filed with
HMRC. These temporary differences arise in the current period and then reverse in future periods. The temporary differences are
calculated by comparing the carrying value of assets and liabilities at the balance sheet date with their corresponding tax bases
included in tax returns.

Deferred tax is recognised on all temporary differences except:

« where the temporary difference ariscs from the initial recognition of geedwill or of an asset or liability in a transaction that is not a
business combination that at the time of the transaction affects neither accounting nor taxable profit or loss;

* in respect of axable temporary differences associated with investments in subsidiaries, associates and joint ventures, where the
timing of the reversal of the temporary differences can be controlled and it is probable that the temporary differences will not
reverse in the foresecable future:; and

» deferred tax assets are recognised only to the extent that it is probable that taxable profit will be available against which the asset
may be recovered.

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply in the periods when the temporary
differcnces will reverse based on tax rates and laws that have been enacted or substantively enacted at the balance sheet date.
Deferred tax assets and liabilities are offset only to the extent permitted by tax legislation.

Pension benefits

The WPD Group operates four defined benefit pension plans, all of which require contributions to be made to separately
administered funds. The larger plans are the two unitised sections of the industry-wide Electricity Supply Pension Scheme ("ESPS").
The ESPS scheme is. with very limited exception. closed to new members. A defined contribution plan is offered to new employees.
The final two plans. which are also closed to new members and have no active employees, are the Western Power Utilities Pension
Scheme ("WPUPS") and the much smaller Infralec 1992 Scheme. WPD also has an unfunded obligation which relates to previous
executives of WPD East Midlands, WPD West Midlands and WPD South Wales.
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1. Significant accounting policies (continued)

Pension benefits (continued)

The cost of providing benefits under the defined benefit pians is determined scparately for each plan using the projected unit credit
method. which attributes entitlement 1o benefits to the current period (to determine current service cost} and to the current and prior
periods (to determine the present value of defined benefit obligation) and is based on actuarial advice. Past service costs. resulting
from either a plan amendment or a curtailment (a reduction in future obligations as a result of a material reduction in the plan
membership). are recognised immediately when the WPD Group becomes committed to a change. The current service cost (including
administration costs) is allocated to the income statement or capital expenditure as appropriate.

Net interest expense related to pension benefits represents the net change in the present value of plan obligations and the value of
plan assets resulting from the passage of time, and is determined by applying the discount rate to the present value of the benefit
obligation at the start of the year and (o the fair value of plan assets at the start of the year. taking into account expected changes in
the obligation or plan assets during the year, Net interest expense relating to pension benefits is recognised in the income statement.

Remeasurements of the net defined beneflt liability or asset comprising aciuarial gains or losscs, and the rerurn on plan assets
(excluding amounts included in net interest described abeve) are recognised within other comprehensive income in the period in
which they oceur.

The retirement benefit obligation or asset recognised in the balance sheet represents the deficit or surplus in the WPD Group's
defined benefit pension plan. Surplus or deficit comprises the total of the present value of the defined benefit obligation {using a
discount rate based on high quality corporate bonds). less the fair value of plan assets out of which the obligations are to be settled
directly. Fair value is based on market price information and in the case of quoted securities is the published bid price. Any surplus
resulting from this calculation is limited to the present value of any economic benetits available in the form of a reduction in future
contributions to the schemes.

Contributions to defined contribution schemes are recognised in the income statement or capital expenditure as appropriate in the
year in which they become payable.

Share-based payments

Equity-settled share-based payments t0 employees are measured at the fair value of the equity instrument at the grant date. The fair
value excludes the effect of non-market vesting conditions. The fair value determined at the grant date of the equity-settled share-
based payments is expensed on a straight line basis over the vesting period. based on the Compangy's estimate of the number of equity
instruments that will eventually vest. At each reporting date, the Company reviscs its estimate of the number of equity instruments
expected to vest as a result of the effect of non-market based vesting conditions. The impact of the revision of the original estimates.
if any. is recognised in the profit and loss such that the cumnulative expense reflects the revised estimate. with a corresponding
adjustment to resScrves.

Provisions

A provision is recognised when the WPD Group has a legal or constructive obligation as a result of a past event: it is probable that an
outflow of economic benefits will be required to settle the obligation: and a reliable estimate can be made of the amount of the
obligation. If the effect is material. expected future cash flows are discounted using a current pre-tax rate that reflects. where
appropriate. the risks specific to the liability.

Dividend distribution
Dividend distribution to the Company’s sharcholder is recognised as a liability in the WPD Group's financial statements in the year in
which the dividends are approved by the Company's directors.

Financial assets

Financial assets arc classified as debt instruments at amortised cost: debt instruments at fair value through other comprehensive
income ("FVOCI™): financial assets at fair value through profit and loss ("FVTPL"): derivatives designated as hedging instruments in
an effective hedge: or as equity instruments designated at FVOCI. as appropriate. Financial assets include cash at bank and in hand.
trade and other receivables. investments at amortised cost. and derivative financial instruments. The WPD Group determines the
classification of its financial assets at initial recognition. Financial assets are recognised initially at fair vatue. normally being the
transaction price plus. in the case of financial assets not at fair value through profit or loss. directly attributable transaction costs. For
financial assets at FVTPL. transaction costs are immediately recognised in the income statement. The subsequent measurement of
financial assets depends on their classification. as follows:

Western Power Distribution ple 7



Notes to the Western Power Distribution ple consolidated financial statements {continued}
For the year ended 31 March 2022

1. Significant accounting policies (continued)

Financial assets (continued)

Debr instruments af amortised cost

Debt instruments that meet the hold-to-collect business model test and sole payment principal and interest ("SPPI"} contractual cash
flow test are carried at amortised cost using the effective interest method, if the time value of money is significant. (Gains and losses
are recognised in income when the debt instruments are derecognised or impaired. as well as through the amortisation process. This
category of financial assets includes cash at bank and in hand excluding the short term deposits, trade and other receivables including
accrued income and investment at amortised cost.

Financial assets at FVTPL

Financial assets at FVTPL are carried on the balance sheet at fair value with gains or losses recognised in the income statement.
Short term deposits are included in this category. Shert term deposits are highly liquid short term investments that are readily
convertible to known amounts of cash and arc subject to insigniticant nsk ot changes in value.

Financial assets at FVOCI

Financial assets at FVOCI. that meet the sole payment principal and interest ("SPPI") contractual cash flow test and the objective of
the group is achieved both by collecting contractual cash flows and selling financial assets, are carried on the balance sheet at fair
value with gains or losses recognised in other comprehensive income. This category of financial assets include derivatives designated
as hedging instruments in an eftective cash flow hedge.

Derivatives designated as hedging instruments in an effective hedge
These derivatives are carried on the balance sheet at fair value. The treatment of gains and losses arising from revaluation is
described below in the accounting policy for derivative financial instruments and hedging activities.

Derecognition of financial assets

The Group derecognises a financial asset only when the contractual rights to the cash flows from the asset expire. or when it transters
the financial asset and substantially all the risks and rewards of ownership of the asset to another entity. If the Group neither transfers
nor retains substantially all the risks and rewards of ownership and continues 1o control the transferred asset. the Group recognises its
retained interest in the asset and an associated liability for amounts it may have to pay. If the Group retains substantially all the risks
and rewards of ownership of a transferred financial asset. the Group centinues to recognise the financial asset and also recognises a
collateralised borrowing for the proceeds received.

On derecognition of a financial asset measured at amortised cost, the difference between the asset’s carrying amount and the sum of
the consideration received and receivable is recognised in profit or loss. In addition. on derecognition of an investment in a debt
instrument classified as at FVQOCI, the cumulative gain or loss previously accumulated in the investments revaluation reserve is
reclassified to profit or loss.

Impairment of financial assets
WPD recognises impairment on financial assets following the expected credit loss ("ECL") model in [FRS 9,

Critical to the determination of ECL is the definition of default. The definition of default is used in measuring the amount of ECL. as
default is a component of the probability of default ("PD") which aftects the measurements of ECLs. WPD constitutes the following

as an event of default:

{i} Borrower is past due by more than 90 days on any material credit obligation to the Group: or
{ii) Borrower is unlikely to pay its credit obligation to the Group in _full.

WPD has the following financial assets not measured at FVTPL that are subject to ECL:
Trade and other receivables including accrued income

WPD applies the IFRS 9 simplified approach to measuring expected credit losses which uses a lifetime expected loss allowance for
all receivables. Lifetime ECLs result from all possible default events over the life of financial instruments.
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t. Significant accounting policies (continued)
Impairment of financial assetsfcontinued)

Trade and other receivables including accrued income feontinued}

To measure the expected credit losses, trade and other receivables have been grouped based on shared risk characteristics and the
days past due. Accrued income is effectively a receivable as well for the purposes of the expected credit loss model since it is
unbilled only because a passage of time is required. WPD has therefore concluded that expected loss rates for trade receivables are a
reasonable approximation of the loss rates for accrued income as well.

The expected credit loss rates are primarily based on historical credit losses experienced. The historical loss rates are then adjusted
for forward looking information on macrocconomic factors affecting the customer's ability to pay. The gencral ¢conomic trends and
conditions impact the customers ability to pay. Another key factor to consider is the liquidity and overall financial position of the
key electricity suppliers.

‘Irade and other receivables are written oft when there is no reasonable expectation of recovery. Indicators that there is no reasonable
expectation of recovery include, amongst others, tiquidation of the debtors. the failure of the debtor 1o engage in a repayment plan,
and a failure to make payments for a period greater than 120 days past due.

Investments at amortised cost

Investments at amortised cost is considered to be low risk. and thereforc the impairment provision is determined as 12 months
expected credit loss. Twelve month ECL results from those default events on the financial assets that are possible within 12 months
after the reporting date.

Cash at bank and in hand

This comprises cash at bank. in hand and short term deposits. Since short term deposits are FVTPL. they are not subject 1o the
impairment requirements of IFRS 9. Whereas cash at bank and in hand is subject to the impairment requirements of IFRS 9 but the
impairment loss on these is deemed immaterial since they have an insignificant risk of change in value.

Cash and cash equivalents

In the consolidated cash flow statement and related notes, cash and cash equivalents includes cash at bank and in hand and short erm
deposits which are readily convertible into known amounts of cash and have a maturity of threc months or less and which are subject
to an insignificant risk of change in value. net of any bank overdrafts which are payable on demand.

Financial liabilities

Financial liabilitics are classified as financial liabilities at FVTPL: or as financial liabilitics measured at amortised cost. as
appropriate. Financial liabilitics include trade and other pavables including accruals and loans and other borrowings. The WPD
Group determines the classification of its financial liabilities at initial recognition. The measurement of financial liabilities depends
on their classification. as follows:

Fingncial liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss are carried on the balance sheet at fair value with gains or losses recognised in
the income statement. Derivatives. other than those designated as effective hedging instruments. are included in this category.

Financial liabilities measured ar amortised cost

All other financial liabilities are initially recognised at fair value. For interest-bearing loans and borrowings this is the fair value of
the proceeds received net of issue costs associated with the borrowing.

After initial recognition. other financial liabilities are subsequently measured at amortised cost. Amortised cost is calculated by
taking into account any issue costs. and any discount or premium on settlement. Gains and losses arising on the repurchase.

settlement or cancellation of liabilities are recognised respectively in interest and other income and finance costs.

This category of financial liabilities includes trade and other pavables and loans and other borrowings.
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L. Significant accounting policies (continued)

Derccagnition of financial Liubilities

The Group derecognises financial liabilities when, and only when, the Group's obligations are discharged. cancelled or have expired.
The difference between the carrying amount of (e (inancial liability derecognised and the consideration paid and payable is
recognised in profit or [oss.

When the Group exchanges with the existing lender one debt instrument into another one with the substantially different terms, such
exchange is accounted for as an extinguishment of the original financial liability and the recognition of a new financial liability.
Similarly, the Group accounts for substantial modification of terms of an existing liability or part of it as an extinguishment of the
original financial liability and the recognition of a new Hability. It is assumed that the terms are substantially different if the
discounted present value of the cash flows under the new terms, including any fees paid net of any fees received and discounted
using the original effective rate is at least 10 per cent different from the discounted present value of the remaining cash flows of the
original financial liabiliry.

If the modification is not substantial, the difference between the carrying amount of the liability before the modification and the
present value of the cash flows after modification is recognised in profit or loss as the modification gain or loss within other
operating income and expenses.

Derivative financial instruments and hedging activities

The WPD Croup uses derivative financial instruments such as forward currency contracts and inferest rate swaps to hedge its risks
associated with foreign currency and interest rate fluctuations. Derivative financial instruments are initially recognised at fair value
on the date on which a derivative contract is entered into and are subscquently remeasured at fair value. Derivatives are carried as
assets when the fair value is positive and as liabilities when the fair value is negative.

Gains or losses arising from changes in the fair value of derivatives that are not designated as effective hedging instruments are
recognised in the income statement. For the purpose of hedge accounting. hedges are classified as:

» Cash flow hedges when hedging exposure to variability in cash flows that is either attributable to a particular risk associated with a
recognised asset or liability or a highly probable forecast transaction; or

® Fair value hedges when hedging the exposure to changes in the fair value of a recognised asset or liability or an unrecognised firm
commitment.

Hedge relationships are formally designated and documented at inception, together with the risk management objective and strategy
for undertaking the hedge. The documentation includes identification of the hedging instrument. the hedged item or transaction. the
nature of the risk being hedged, and how the entity will assess the hedging instrument effectiveness in offsetting the exposure to
changes in the D4108hedged item’s fair value or cash flows attributable to the hedged risk. Such hedges arc expected at inception to
be highly effective in achieving offsetting changes in fair value or cash flows. Hedges meeting the criteria for hedge accounting are
accounted for as follows;

Cash flow hedges

For cash flow hedges, the effective portion of the gain or loss on the hedging instrument is recognised directly as other
comprehensive income in the net unrealised gains reserve, while the ineffective portion is recognised in the income statement.
Amounts taken to other comprehensive income are transferred o the income statement when the hedged transaction affects the
income statement. such as when a forecast sale or purchase occurs. Where the hedged item is the cost of a non-financial asset or
liability, the amounts taken to equity are transferred to the initial carrying amount of the non-financial assct or liability.

If a forecast transaction is no longer expected to occur. amounts previously recogmised in cquity are transferred to the income
statement. If the hedging instrument expires or is sold, terminated or exercised without replacement or rollover, or if its designation
as a hedge is revoked. amounts previously recognised in other comprehensive income remain in equity until the forecast fransaction
occurs and are transterred to the income statement or to the initial carrying amount of a non-financial asset or liability as above. If the
related transaction is not expected to oceur. the amount is taken to the income statement.

Fuir value hedges
The WPD Group did not have any fair value hedges during the years presented in these financial statements.
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1. Significant accounting policies (continued}

Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction betwcen market
participants. The Group categorises assets and liabilities measured at fair value into one of three levels depending on the ability to
observe inputs emploved in their measurement. Level 1 inputs are quoted prices in active markets for identical asscts or liabilities.
Level 2 inputs are inputs that are observable, either directly or indirectly, other than quoted prices included within Level 1 for the
asset or liability. Level 3 inputs arc unobservable inputs for the asset or liability reflecting significant modifications to observable
related market data or the WPD Group’s assumptions about pricing by market participants.

Offserting of financial assets and Habilities

Financial assets and liabilities arc presented gross in the balance sheet unless both of the following criteria are met: the Group
currenily has a legally enforceable right to set off the recognised amounts; and the Group intends to either settle on a net basis or
realise the asset and settle the lability simultaneousty. A right of set off is the Group’s legal right to seftle an amount payable to a
creditor by applying against it an amount receivable from the same counterparty. The relevant legal jurisdiction and laws applicable
to the relationships between the partics are considered when assessing whether a current legally enforceable right 1o set off exists.

Borrowing costs

Borrowing costs direcily auributable to the acquisition, construction or production of an asset that necessarily take a substantial
period of time to get ready for its intended use or sale are capitalised as part of the cost of the respective assets. All other borrowing
costs are expensed in the period in which they occur. Borrowing costs consist of interest and other costs that an entity incurs in
connection with the borrowing of funds.

Share capital
Ordinary shares are classified as equity and are recorded at the par value of procecds received. net of direct issuc costs. Where
shares are issucd above par value. the proceeds in excess of par value are recorded in the share premium account.

Merger reserve
A merger reserve is recorded as a result of the application of the "pooling of interests” basis of consolidation for the reorganisation of
entities under common control.

2. Critical accounting judgements and key sources of estimation uncertainty

In the application of the Group’s accounting policies. which are described in Note 1. the directors are required 10 make judgements
(other than those involving estimaies} that have a significant impact on the amounts recognised and to make estimates and
assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other sources. The estimates and
associated assumptions are based on historical expericnce and other factors that are considered o be relevant. Actual results may
differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the
period in which the estimate is revised if the revision affects only that period. or in the period of the revision and future periods if the
revision affects both current and future periods.

The kev assumptions concerning the future. and other key sources of estimation uncertainty at the balance sheet date. that have a
significant risk of causing a material adjustment to the carnving amounts of assets and liabilities within the next financial year. are
discussed below.

Criiical judgements in applying the Group's accounting policies

The following are the critical judgements. apart from those involving estimations {which are dealt with scparately below ). that the
directors have made in the process of applying the Group's accounting policies and that have the most significant effect on the
amounts recognised in the financial statements.

Capitalisation of overheads - Natwwre of costs capitalised

Amounts capitalised as network assets include indirect costs associated with the engineering deparimem and an element of corporate
overhead costs. The costs are initially expensed to the income statement with a portion being capitalised based on management's
assessment of the costs incurred that are directly linked to the capital work performed. The nature of costs to be included for
capitalisation is a kes judgement and is based on an analysis of the activities directly afiributable to capital work.
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2. Critical accounting judgements and key sources of estimation uncertainty (continued)

Koy sources of cstimativn unceriainty

The key assumptions concerning the future. and other key sources of estimation uncertainty at the reporting period that may have a
significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year, are
discussed below.

Capitalisation of overheads - capitalisation rate
Amounts capitalised as network asscts include indirect costs associated with the engineering department and an element of corporate
overhead costs, The costs are initially expensed to the income statement with a portion being capitalised using an appropriate rate.

The capitalisation rate is based on an analysis of total costs or total labour costs, as appropriate. split between capital and expense.
The rate is reviewed in detail annually and a reasonableness test is performed in light of total capital spend during the year.

The total amount of overheads capitaliscd al 31 March 2022 is £88.1m (2021: £75.4m). Information on sensitivity to the rate is as
below:

2022 2021
Income Income
statement staternent
(before tax) (before tax)
+/-£m +/- £m
Change in rate +/- 1% 1.4 12
Change in rate +/- 5% 7.2 6.0

Pension obligations

The WPD Group has a commitment to pay pension benefits. The costs of these benefits and the present value of the WPD Group's
pension liabilities depend on such facters as the life expectancy of the members, the salary progression of current employees which is
based on inffation rate and the discount rate at which the future pension pavments ar¢ discounted. Advice is taken from independent
actuaries relating to the appropriateness of the key assumptions applied. including life expectancy. expected salary and pension
increases, and inflation. Based on advice from external actuaries. the Company uses estimates for all these factors in determining the
pension costs and liabilities incorporated in the financial statements. The assumptions reflect historical experience and management's
judgement regarding future expectations.

See Note 26 for further details and information on sensitivities.

Goovdwill

The WPD Group records all assets and liabilities acquired in purchase acquisitions, including goodwill, at fair value. Goodwill is not
amortised but is subject. at a minimum, to annual tests for impairment. Following the assessment of the recoverable amount of
goodwill allocated to the East Midlands, West Midlands and South Wales, to which goodwill of £518.8m. £614.4m and £120.9m has
been allocated respectivels. the directors consider the recoverable amount of goodwill allocated to these CGUs to be most sensitive
to pre-tax discount rate of 5.11%. 5.24% and 5.12% for East Midlands, West Midlands and South Wales respectively and the
assumed terminal value multiple of 37.5% applied w the RAV on the assumed exit date at 31 March 2045, The discount rate reflects
current market assessments of the time valuc of money and the risks specitic to the asset for which the estimates of futurc cash flows
have not been adjusted.

The sensitivity analysis in respect of the recoverable amounts of the CGUSs allocated to goodwill are presented in Note 15
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3. Operating segment information

The WPD Group’s operating segments are those used internally by the Board of Directors to run the business, allocate resources and
make strategic decisions. The WPD Group’s reportable segments are the regulated distribution of electricity in the South West. East
Midlands and West Midlands of England and South Wales, and other businesses. DHstribution involves the delivery of electricity
across the WPD Group's distribution network. Other businesses relate to non-regulated activities including telecommunications.
property management and helicopier operations which principally support the main business, and metering.

The accounting policies of the operating segments are the same as those described in the summary of significant accounting pelicies.

Management monitors the operating results of its business units separately for the purpose of making decisions aboul resource
allocation and performance asscssment. Segment performance is evaluated based on operating profit or Joss on the same basis as in
the consolidated financial statements. However, WPD Group finaneing (including finance costs and finance income) and income
taxes are managed on a group basis and are not allocated to operating segments.

Transfer prices between operating segments are on an arm's length basis in a manner similar to transactions with third parties.
Segment revenue., segment expense and segrment results include transters between business segments. [hose transfers are eliminated
on consolidation.

Analysis of revenue, operating profit, and assets and liabilities by scgment i3 provided below. Substantialiy all revenues and profit
before tax arise from operations within the UK.

a) Revenues Total revenue Inter-segment revenue External revenue*
2022 2021* 2022 2021 2022 2021
£m £m £m fm £m £m

Distribution network systems

South West 410.3 367.8 (0.6) 0.4 409.7 367.4
South Wales 273.8 2352 0.3) 0.2) 2735 255.0
East Midlands 579.3 531.3 {0.6) (0.4) 578.7 530.9
West Midlands 599.0 537.9 0.3 (0.3) 598.7 537.6
1.862.4 1,692.2 (1.8) (1.3) 1.860.6 1.690.9
Other businesses 61.9 59.7 (16.5) (32.0} 254 27.6
1,924.3 1.751.9 (38.3) (33.3) 1.886.0 1,718.5

* Revenue for the year ended 31 March 2021 has been resiated. Refer 1o note | (page 63) for details.

Information about major customers

Revenues from the WPD Group's largest five customers amounted to £293 4m. £272.2m. £260.5m. £127.0m and £125.8m (2021:
£256.4m, £222.2m, £214.9m, £169.0m and £128 4m) arising from sales reported across the South West. South Wales, East Midlands
and West Midlands segments.
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3. Operating segment information {continued)

b} Segwent profit

2022 2021
£m £m
Distribution network systems
South West 2244 206.6
South Wales 152.3 141.4
East Midlands 36.1 309.1
West Midlands 346.7 3025
1,069.5 959.6
Other businesses 15.5 10.3
Corporate and unatlocated(i) (26.2) 21.0)
Operating profit 1,058.8 948.9
Finance revenue 0.2 203
Finance costs (318.3) (288.7)
Net finance income retating (© pensions and other post-retirement benefits 6.2 12.0
Profit before tax 746.9 692.5
Taxation
South West (82.8) (27.2)
South Wales (61.6) (18.5)
East Midlands (121.3) (40.8)
West Midlands (125.4) (38.1)
Other businesses 17.5 3.5
(373.6) (121.1)
Profit for the year attributable to equity holders of the parent 3733 5714

(i) Corporate and unallocated comprises primarily current service pension ¢osts {net of capitalisation}.

¢) Assets, liabilities, and capital expenditure

Segment assets (i) Segment liabilities (i)  Capital expenditure (iii)
2022 2021 2022 2021 2022 2021
£m £m £m £m £m £m
Distribution network systems
South West 3.420.5 32449 748.8 725.7 244.1 2356
South Wales 24129 2.299.8 514.7 482.8 161.6 164.1
East Midlands 5,403.0 3.137.3 1,258.5 1.206.1 3393 304.7
West Midlands 5,081.8 4,826.2 8953 860.9 3344 301.9
16,318.2 15,528.2 34173 3.275.5 1,079.4 1.006.3
Other businesses 195.3 202.1 39.2 36.0 2.1 6.6
Corporate and unaliocated 1,523.2 488.6 8.223.5 7.528.2 (6.4) (4.7}
18,036.7 16,218.9 11,680.0 10,839.7 1,075.1 1,008.2

(i) Segment assets consist of property, plant and equipment, investment properties, goodwill. other intangible assets. inventories.
receivables and cash, Corporite and unallocated asscts includes loan to related party, derivative financial instruments, pension assets
and deposits (including deposits classilied as cash).

(iiy Segment liabilities consist of deferred customer contributions and operating liabilitics, Corporate and unallocated liabilities
includes current taxation, corporate borrowings. derivative financial instruments and deterred taxation.

(iii} Capital expenditure consists of additions to property. plant and equipment. intangible assets and investment properties.
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3. Operating segment information (continued)
d} Depreciation and amortisation Depreciation on

progperty, plant and
equipment {Note 12)

Amertisation of
intangible assets (Note

2022 2021 2022 2021
£m £m £m £m
Distribution network systems
South West 68.9 64.9 44 4.0
South Wales 47.7 45.0 1.0 0.8
East Midlands 97.6 93.2 2.1 1.7
West Midlands 90.5 86.6 1.9 1.6
304.7 289.7 9.4 8.1
Other businesses (1.1) 0.3 - 0.8
303.6 290.0 9.4 8.9
Less: recapitalised to property, plant and equipment (34.1) (40.0) (6.3) -
Charged to consolidated income statement 269.5 250.0 3.1 3.9
4. Revenues
2022 2021
£m £m
Revenue from customer contracts* 1L9tl.6 1,738.4
Lease income 12.7 13.5
Total revenue 1,924.3 1.751.9
* Revenue for the year ended 31 March 2021 has been restated. Refor to note 1 (page 65) for details.
The following table shows revenues from contracts with customers disaggregated by customer class:
2022 2021
£m £fm
Licensed energy suppliers - DNO 1,697.6 1.549.8
Other customers - DNO 164.8 142.4
Other businesses customers 49.2 46.2
1911.6 1.738.4

The licensed energy supplicr revenue forms the majority of the external revenue of distribution network systems as disclosed in the

Note 3 (a).

Network assets with a net book value of £14.3bn (2021: £13.6bn) are used 1o fulfil the contract with customers.

5. Operating costs

WD Group operating costs can be analysed as follows: 2022 2021
£m £m

Employee benefit expense (Note 8) 165.7 138.8
Depreciation of property. plant and cquipment 271.0 2314
Property taxes 97.9 99.5
Other operating charges* 2958.5 261.7
830.1 7714

* Other operating charges includes costs in relation to engineering recharges. National Grid exit charges (charges levied by National
Grid Electricity Transmission for connection to the electricity transmission sysiem}. tree cufting. inspections and maintenance and

wayleaves, as well as other overheads incurred.
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5. Operating costs {continued)

WPD Group operating profit is stated after charging the following items:

2022 2021

£m £m

Employee benefit expense (Note 8) 165.7 158.8

Depreciation of property. plant and ¢quipment (i) 271.0 2514

Amertisation of intangibles (if) 31 89
Rent expense (iii);

Plant, machinery and equipment 12.8 11.3

Land and buildings 0.6 0.5

Research expenditure (iv) 0.2 0.1

Net other operating ¢xpenses (Note 6) 29 1.8

(i) Depreciation of property, plant and equipment is stated net of depreciation capitalised of £34.1m (2021: £40.0m} in respect of
equipment consumed during the construction of the electricity network. It alsoe includes depreciation of right-of-use-assets
amounting to £1.5m (2021: £1.4m).

(ii) Amortisation of intangibles is stated net of amortisation capitalised of £6.3m in respect of software consumed during the
construction of the electricity network.

(iii} Rent expense comprise of short term and low value leases (refer to note 20).

{iv) Research costs above cxclude expenditure on Low Carbon Network and Network Innovation Allowance projects which is
capitalised together with associated funding received.

Services provided by the WPD Group's auditor
During the year the WPD Group obtained the following scrvices from the Company's auditor and its associates:

2022 2021
£m £m
Audit fees

Annual audit of the Company and consolidated financial statements 0.3 0.1
Audit of subsidiary companies 0.7 0.8
Onher audit related services 0.3 0.2
13 1.1

Non-audit fees
Audit related assurance services - 0.1
- 0.1
Total fees within operating costs * L3 1.2

* Total audit fees include £0.1m in relation to the prior year UK statutory audit.

In addition, fees in respect of audit-related assurance services of £0.3m in the prior year payable to Deloitte ELP were born by PPL
Corp (the previous ultimate parent company) and so are excluded from this disclosure.

6. Other operating income and expense 2022 2021
£m £fm

Other operating income

Net gain on disposal of property, plant and equipment 1.1 0.4

Increase in fair value of investment propertics 27 1.0

Debt modification* - 24

Income from fixed assct investments 0.1 0.1
39 3.9

Other operating expense

Reduction in fair value of investment properties (1.0) (2.1}

Net other operating expense 29 1.8
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6. Other operating income and expense (continued)
* During the year ended 31 March 2021, the £100m index finked bonds were modified to change the interest rate from +0.4975%
indexed to +0.2859% indexed and the maturity from 2026 to 2030. As a result, a debt modification gain of £2.4m was recorded. The

modification gain will be amertised over the remaining useful life of the debt.

7. Net finance costs 2022 2021
£m £m

Finance income

Interest on bank deposits 0.1 0.4
Interest on foans o PPL atfiliate - 7.5
Interest on loans to NG affiliate 0.1 -
Foreign exchange gain on USS denominated financial liabilitics(i) - 12.4
Total finance income 0.2 20.3

Finance costs

Interest payable on bank loans and overdratts (3.5) (7.8)
interest payabie on other loans (318.1) (282.3)
Interest pavable on loans from NG affiliate (1.9) -
Interest payable on lease liabilities (0.3) (0.3)
Forecign exchange (loss)/gain on USY denominated financial assets and liabilities {7.5) 37.0
Transfers from the hedging reserve in relation to cash tlow hedges 75 (57.8)
Less: interest capitalised (ii) 3.5 2.5
Total finance costs (318.3) (288.7)
Net finance costs (318.1) (268.4)

(i) During the vear ended 31 March 2021, the WPD Group investment of $200m 6.42% Eurobonds issued by PPL UK Resources
Limited. was transferred to the Group's parent company as a dividend in specie. As a result, the borrowings of $200m under a
committed credit facility were also repaid 1o eliminate the Group's exposure to any future exchange rate fluctuations. The repayment
of the $200m borrowings in the prior year resulted in a forcign exchange gain of £12.4m during the year ended 31 March 2021.

(ii) Interest in 2022 was capitalised at a rate of 2.8% {2021: 1.6%), based on the vield on the Group's borrowings.

8. Employee benefit expense

Employee benefit expense. including directors' remuncration. was as tollows:

2022 2021

£m £m

Wages and salaries 378.2 3555
Social security costs 45.2 41.8
Pension costs 82.5 66.8
5059 46410

[.ess: amounts capitalised as part of property. plant and equipment (340.2) (305.3)
Charged to the income statement 165.7 158.8

There are no personnel. other than the directors, who as key management have authority and responsibility for planning. directing
and controlling the activitics. directly or indirectly. of the WPD Group.
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8. Employee benefit expense (continued)

The average number of employees during the financial year (including directors) analysed by activity was:

2022 2021

Number Number

Electricity distribution 6,466 6,397
Other activities 166 159
6,632 6,556

Employee costs in the year were capitalised at a rate of 69.0% (2021: 67.0%).
9. Directers' emoluments
The service contracts for the executive directors are with WPD South West. However, the emoluments detail given in this note

represents total emoluments of the directors for all services provided to WPD companies as a whole. The total costs below are
apportioned between WPD South Wales, WPD South West. WPD West Midlands and WPD East Midlands.

Highest paid director Total
WPD Group 2022 2021 2022 2021
£000 £000 £000 £000
The emoluments of the executive directors compriscd:
Base salary (note t) 463 442 1,372 1.315
Performance dependent bonus (note ii} 1,411 1.102 3,288 2.585
Pension compensation allowance (note iii) 271 197 736 308
Sub-total directors’ remuneration 2,145 1,741 5,396 4.408
Long term incentive plan (note iv) 1,285 916 2,739 1,895
Fees to the independent non executive directors (note v) - - 100 100
3,430 2,657 8,235 6.403

(i} Base salary also includes benefits in kind.

{(ii) The amount of the annual bonus is based on WPD's financial performance. the reliability of the electricity network, and other
factors. Both 2022 and 2021 includes a transition incentive payment in relation to the announcement and the completion of the sale
of the WPD Group to Nationat Grid plc on 14 June 2021,

(ifi) As a result of changes in tax applicable to UK pensions, the executive directors have resigned as active members of the
Electricity Supply Pension Scheme ("ESPS" - Note 26). Thus WPD no longer contributes for ongoing service to the ESPS in respect
of the executive directors. [nstead, WPD pavs cash compensation to them individually cquivalent to the value of WPD’s contribution
in to the ESPS that would have been made had they remained active members {as determined by external actuaries).

(iv) Under the previeus owner's long term incentive plan, the executive directors reccived an annual grant of PPL Corporation
shares; these shares vested on completion of the sale of WPD to National Grid on 14 June 2021. The value of the shares vested is
shown within this line.

(v) The two independent UK non executive directors are entitled to fees as determined by the appropriate Board. The PPL non-
executive directors resigned on completion of the sale on 14 June 2021: ne emoluments were paid to them as they were officers of
PPL in respect of their services to WPD. No emeluments are paid to National Grid non-exccutive directors appointed on 31 January
2022. who are officers of National Grid, in respect of their services as directors to the Group.

(vi) During the vear, four executive directors (202 1: four) were members of the defined benefit ESPS,

(vii) An employee share option scheme is offered by the parent to be settled in the shares of the parent. No shares were vested during
the vear.
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10. Income tax expense

The major components of income tax expense are:

2022 2021
£m £m
Current tax
Current iax expense (see below) 94.6 67.3
Adjustments in respect of prior years (3.2) (0.2)
Deferred tax (Note 25)
Origination and reversal of temporary differences 46.6 53.8
Impact of tax rate change 234.7 -
Adjustments in respect of prior years 0.9 0.2
373.6 121.1

The tax on the WPD Group's profit before tax differs from the theorctical amount that would arisc using the standard rate of
corporation tax in the UK of 19% (2021: 19%) as follows:

2022 2021
£m £m
Profit before income tax 746.9 692.5
Profit before income tax multiplied by standard rate of
corporation tax in the UK of 19% (2021: 19%) 141.9 131.6
Eftects ol
Net {income not taxable)/expenses not deductible for tax purposes (0.7) (3.9)
Group relief received at non-standard rates - (6.6)
Impaci of tax rate change 234.7 -
Adjustments to tax charge in respect of prior years (2.3) -
Total taxation (continuing operations) 373.6 1211

The total taxation expense as a percentage of profit before income tax gives an effective tax rate of 50.0% (2021: 17.5%) compared
to the standard rate of 19% (2021: 19%) due to the effects of the items stated above. The increase in the rate is mainly due to the
impact of the tax ratc change - see "Change in corporation tax rate” section at the end of this note. Expenses not deductible and
income not taxable have been netted off as generally individually they arc not material, however in the previous year. this net amount
has been impacted by the non-taxable foreign exchange gain on transfer of an investment to the Group’s parent (se¢ Note 7). In the
previous year. tax losses surrendered by PPI. affiliates to the Group ("group relief") were not paid for and therefore the Group
benefitted by the tax value of these losses. Adjustments in respect of prior vears mainly relate to the revised analysis of capital
expenditure included in tax returns filed with HMRC and additional group relief received from PPL affiliates for no payment.

Tax relating to items charged or (credited) to other comprehensive income:

2022 2021
£m £m

Deferred 1ax:
Revaluation of cash flow hedges (0.7) (+.2)
Re-measurement of pension liabilitics 280.3 (68.5)
279.6 (72.7)
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10. Income tax expense (continued)

Current tax expense

The current tax expense for the year is the aggregate of the amounts of UK corporation tax payable by each Group company on its
profit for the vear. The calculation of the amount of UK corporation tax payable is determined by tax legislation. The starting point
for the caleulation is the profit before tax shown in the income siatement and adjustments required by the legislation are made to
arrive at the profit chargeable to corporation tax. The calculation of the amount of corporation tax expected to be paid for the year is
shown below, The actual amount payable will be determined following further detailed analysis at the time when the tax returns for
the year for each Group company are filed with HMRC.

2022 2021
£m £fm
Profit before income tax multiplied by standard rate of
corporation tax in the UK of 19% (2021 19%) 1419 131.6
Adjustments:

Depreciation and amortisation (note i) (39.8) (14.0)

Pensions (note t1}) 3.5 (40.0})

Other timing adjustments (note iit) 3.3 (1.4)

Other adjustments {note iv) 0.7} (2.3)
Corporation lax payable on profits before group relief 94.6 73.9
Group relief (note v):

Losses received from other group companies for free - (6.6)
Corporation tax payable on profits after group relief 94.6 67.3
The current tax charge on profits for the vear is split as follows:

Corporation tax payable to HM Revenue & Customs 94.6 67.3

Group relict payable to other group companies - -

94.6 67.3

{i} Expenditure on tangible and intangible assets (net of rclated customer contributions) is initially recorded on the balance sheet and
then depreciated or amortised over the useful economic lives of the assets. Tax deductions are not allowed for the depreciation or
amortisation, except to0 the extent that the expenditure is regarded as maintaining or replacing part of an asset, and instead tax
deductions are given for eligible expenditure at the rates prescribed by tax legislation ("capital allowances”).

(ii) The expense of providing pensions to emplovees is deductible from taxable profits at the time when contributions are paid into
the pension schemes and not when the expense is charged to the income statement. As a proportion of the pension expense is
capitalised (see Note 8). the deduction for contributions paid in the year is greater than the expense in the income statement.

(iii} Adjustments are required for the timing of other deductions. These include interest capitalised (se¢ Note 7) and employce
benefit expense (see Note 8). A proportion of inferest expense is included in tangible fixed assct additions. but the tax legislation
provides for this expense to be deducted against profits for the vear. Contrary to this, a deduction for employce benefit expense must
be deferred until the year of payment if the payment is not made within nine months of the year end.

{(iv) Other adjustments are required for costs that are not deductible, such as legal fees relating to certain property transactions, and
non-taxable income, such as dividends received from investments that have already paid tax on their income. In addition. the profit
or loss on disposal of tangible fixed asscts shown in the income statement is not taxable or deductible and is instead replaced with a

gain or loss calculated in accordance with tax legislation.
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19. Income tax expense (continued)

Current tax expense {continued)
(v) The tax legislation allows a company that incurs a loss 1o surrender it to other companics within the same group to deduct from
their taxable profits. Payment may be made up to the value of the loss without tax consequence.

(vi) All undertakings within the Group arc tax resident in the UK. except for Aztec Insurance Limited which is tax resident in
Guemsey where the statutory tax rate is 0%. However. the results of Aztec Insurance Limited are included in the UK corporation tax
retums filed by its parent company, WPD Distribution Network Holdings Limited. Therefore. all of the group's activities are subject
to UK 1axation rules and the group's current tux charge comprises solely of UK tax.

Change in corporation tux rate

In the Spring Budget 2021, the UK government announced an increase in the main corporation tax rate from 19% to 23% with effect
from 1 April 2023. This was substantively enacted on 24 May 2021. Deferred tax balances as at 31 March 2022, that are expected
to reverse after 1 April 2023, have been provided for at 25%.

11. Dividends

2022 2021
£m £m
Equity dividends - 13.26 pence (2021: 20.92 pence) per £1 share 140.2 221.2

The prior year amount above includes a non-cash dividend in specie paid to Western Power Distribution Holding Company Limited
in December 2020 of £161.0m.
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For the year ended 31 March 2022

12. Property, plant and equipment

Non-network Vehicles
Distribution land & Fixtures & & mobile
Generation network buildings equipment plant Total
£m £m £m £m £m £m

Cost
At 1 April 2020 0.5 15,646.6 165.9 2786 144.3 16,2329
Additions - 917.7 a.1 541 15.9 996.8
Transfers - - (1.0) - - (1.0)
Disposals and retirements - (79.2) - (33.7) (3.8) (116.7)
At 1 April 2021 0.3 16,485.1 174.0 2990 153.4 17,112.0
Additions - 1,011.2 4.0 36.8 9.1 1.061.1
Dispusals and retirements - 2.2 - (25.1) (8.0} (35.3
At 31 March 2022 0.5 17,494.1 178.0 310.7 154.5 18,1378
Accumulated depreciation
At 1 April 2020 0.1 2,772.8 19.9 143.5 72.0 3,008.3
Depreciation charge for the vear - 2348 25 39.0 13.7 290.0
Disposals and retirements - (79.2) - (33.7) (3.6) (116.5)
At April 2021 0.1 29284 224 148.8 82.1 3.181.8
Depreciation charge for the year - 2473 23 41.2 12.8 303.6
Disposals and retirements - (2.2) - (25.1) (7.8) (35.1)
At 31 March 2022 0.1 3,173.5 24.7 164.9 871 3,450.3
Net book value
At 31 March 2022 0.4 14,320.6 153.3 145.8 67.4 14,687.5
At 31 March 2021 0.4 13.556.7 151.6 150.2 71.3 13.930.2
At 31 March 2020 (.4 12.873.8 146.0 135.1 69.3 13,2246

Included in distribution network and vehicles & mobile plant at 31 March 2022 was an amount of £197.6m (2021: £180.8m) relating

to expenditure on assets in the course of construction.

Included in additions are staff costs of £340.2m (2021: £305.3m). general overheads of £88.1m (2021: £75.4m) and interest of £5.5m

(2021 £2.5m),
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13. Right-of-use asset

Land & Radio
buildings Fibres sites Vehicles Total
£m £m £m £m £m
At 1 April 2020 7.4 2.3 0.3 - 10.0
Additions 0.6 0.1 - - 0.7
Depreciation (0.6) (0.7) (0.1) . (1.4)
At 31 March 2021 74 1.7 0.2 - 9.3
At 1 April 2021 7.4 1.7 0.2 - 9.3
Additions 03 - 0.3 1.4 20
Depreciation (0.6) (0.7) (0.1) (0.1 (1.5)
At 31 March 2022 7.1 1.0 0.4 1.3 9.8
14. Investment property
Retail Office  Industrial Total
£m £m £m £m
Fair value
At 1 April 2020 207 5.1 43 30.1
Valuation gains 0.1 - 0.9 1.0
Valuation losses (1.8) - (0.3) 2.0
Transfers to property, plant and equipment - - 1.0 1.0
Disposals (0. 1) - - (0.1)
At 1 April 2021 18.9 5.1 59 299
Valuation gains 02 1.9 0.6 27
Valuation losses (0.9) - (0.1 (L)
Additions 0.2 - - 0.2
Disposals (0.1) - - (0.1)
At 31 March 2022 18.3 7.0 6.4 3.7

The fair value of the investment property has been arrived at on the basis of a valuations carried out by external independent valuers.
The valuers are regulated by the Roval Institution of Chartered Survevors ("RICS") and follow the rules, codes, and guidance in the
RICS Rules of Conduct for Firms. The valuations have been prepared in accordance with ITFRS 13 Fair Value Measurements and
represent the ‘highest and best use’ of the property.

In arriving at the valuation. tenancy details and market evidence of transaction prices for similar properties are taken into
consideration. Investment properties generating rental revenue are valued using an investrnent approach and vacant buildings are
valued using the comparison method of valuation. Where land is being held for development. the valuation technique is based either
on the comparison method or residual method.

The amounts recognised in the income statement for rental income from investment property are £2.5m (2021: £2.4m).
Investment properties are let on either full repair and insuring leases. under which all outgoings are the responsibilits of the fessee. or
under tenancies, where costs are recovered through a service charge levied on tenants during the period of occupation. This service

charge amounted to £0.5m (2021 £0.5m) for which a similar amount is included within operating costs.

In determining the appropriate classes of investment property the Group has considered the nature. characteristics and risks
associated with its properties. As a consequence the Group has identiffed the following classes of assets:
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14. Investment property (continued)

* Retail - representing a single investment in a supermarket store in Cwmbran, South Wales, occupied by J Sainsbury.
= Other retail - representing a portfolic of other retail properties across Wales and the South West of England.

* Office - representing a perttolio of office buildings across WPD's region.

* Industrial - representing a portfolio of industrial and storage facilities across WPD's region.

The tables below show details for the larger properties. Within other assets. recorded at £4.6m (2021: £4.6m), arc a further 22 (2021:
24) investment properties with an average valuc of £208.864 per property (2021 £193.250). valued by the WPD Group's internal
qualified survevor.

All of the valuations fall within Level 3 of the fair value hicrarchy (see Note 23). The table below provides details by class of
property of the fair value ascribed to each class of asset, an indication of the key inputs used in deriving the valuation, together with
other key features which inform the valuation process. In light of the immaterial nature of the other asscts below to the financial
stalernents as 4 whole. the directors have elected not to provide the equivalent detailed information in respect of these valuations.

The valuations are sensitive to movements in key variables, notably the yiclds applied to valuations based on income capitalisation
which can change due to general market conditions and also an assessment of the quality of the underlying tenant. Broadly, a 0.5%
increase/decrease in an assumed yicld of 5% will result in a 10% decreasc/increase in the value of a property, whilst a 0.5%
increase/decrease in an assumed yield of 10% will result in a 5% decrease/increasc in the value of a property.

Unobservable and observable inputs used in determination of fair values Other key information
Class of Carrying Valuation Input Range Range
property amount/Fair technique (weighted 2022
value average)
2022 2022
£m

Retail 15.0 Income > Length of lcases in place 7y > Age of building 28y

Level 3 capitalisation (in years} > Remaining usetul life of 204
> Yield 52% building
> Passing rent (per sqm p.a.) £201.4 > Square metres 3.308
> Long term vacancy rate 0%

Other retail 23 Income > Net rent (per sqm p.a.) £82 - £230 > Age of building 50+

Level 3 capitalisation (£131) = Remaining useful life of 20+
> Length of leases in placc Oy - 3y building
(in years) (3.0} > Square metres 2,175
= Yield 6.4% - 9.0% > Actual vacancy rate 0%
> [,ong term vacancy rate 0%

Office 7.0 Income > Net rent (per sqm p.a.) £0-£138 > Age of building 24y - 39y

Level 3 capitalisation (£29.0) > Remaining useful life of 204
> Length of leases in place Oy - 3.5% building
{in years) (0.5v) > Square metres 8.224
> Yicld 0% -9.1% > Actual vacancy rate 0% - 100%
> Long term vacancy rate 0% - 100% (54%)

Industrial 2.8 Income - Net rent (per sqm p.a.) £33- £84 > Age of building 66y

Level 3 capitalisation ’ (£75) > Remaining useful life of 20+
> Length of leases in place Oy - 20y building
{in yecars}) (8.6y) > Square metres 3.106
> Yield 9.1% > Actual vacancy rate 0%
> Long term vacancy rate 0%

Total 27.1

Other assets 4.6

Total fair value k) v
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14, Investment property (continued)

Unobservable and observable inputs used in determination of fair values

Other key information

Class of Carrying Valuation Input Range Range
property amount/Fair technique (weighted 2021
value average)
2021 2021
£m
Retail 157  Income > Length of leases in place 8y > Age of building 27y
Level 3 capitalisation (in years) > Remaining useful life of 20+
> Yield 5.2% building -
> Passing rent (per sqm p.a.) £201.4 > Square metres 5.308
> Long term vacancy rate %
Other retail 22 Income > Net rent (per sqm pa.) £0-£230 > Age of building 50+
Level 3 capitalisation ’ . (£95) > Remaining useful life of 20+
> Length of leases in place Oy -4y building
{(In years) (1.5%) > Square metres 2173
= Yield Mo-11.0% > Actual vacancy rate 0%-100%
> Long term vacancy rate 0%-100% (44%)
Office 5.0 Income > Net rent (per sqm p.a.) £0-£119 > Age of building 23y - 38y
Level 3 capitalisation i o (£29.1) > Remaining useful life of 04+
> Length of leases in place Oy - 9.5y building
{in ycars) {1.2y) > Square metres 8.224
> Yiceld 0% - 7% > Actual vacancy rate 0% - 60%
> Long term vacancy rate 0% - 60% (55%)
Industrial 24 Income > Net rent (per sqm p.a.) £36-£76 > Age of building 65y
Level 3 capitalisation ’ o (£63) > Remaining useful life of 20+
> Length of leases in place 1y - 21y building
(in years) ([3y) > Square metres 3.106
> Yicld 10% > Actual vacancy rate 0%
> Long term vacancy rate (%
Total 253
Other assets 4.6

Total fair value

299
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15. Intangible assets Computer  Customer

Goodwill software contracts Total

£m £fm £m £m

Cost
At 1 April 2020 1,574.5 65.9 6.2 1.646.6
Additions - 11.4 - 114
Transfers from property, plant and equipment - (1.5) - (1.5}
At 1 April 2021 1,574.5 75.8 6.2 1,656.5
Additions - 14.0 - 14.0
Disposals - (3.1 - (3.1
At 31 March 2022 1,574.5 86.7 6.2 1,667.4

Aggregate amortisation and impairment

At 1 April 2020 3204 224 5.5 3483
Charge for the year - 8.2 0.7 8.9
Disposals - (1.5) - (1.9)
At 1 April 2021 3204 29.1 6.2 3557
Charge for the year - 9.4 - 9.4
Disposals - 3.1 - (3.1)
At 31 March 2022 3204 354 6.2 362.0

Carrying amount

At 31 March 2022 1,254.1 513 - 1,305.4
At 31 March 2021 1.254.1 46.7 - 1,300.8
At 31 March 2020 1.254.1 4335 0.7 1,298.3

Goodwill acquired through business combinations has been allocated for impairment testing purposes to three cash-generating units
("CGUs"), East Midlands, West Midlands, and South Wales. which arc also operating segments. These represent the lowest level
within the WPD Group at which goodwill is moenitored for internal management purposes.

At 31 March 2014, an impairment loss of £186.2m and £62.2m was recognised in Fast Midlands and West Midlands, respectively.
The impairment was mainly as a result of changes in cash flow projections. largely following the agreement of the RIIO-ED1 price
control during that year. A further impairment loss of £72.0m was recognised at 31 March 2015 in West Midlands. This impairment
had largely arisen as a result of changes to the short-term inflation assumption which had reduced both the operating cash flows and
the terminal value used in the discounted cash flow model. This was partly offset by higher than previously anticipated levels of
capital expenditure in that year, increasing both the future operating cash flows and the terminal value, and reducing the discount
rate. For the East Midlands CGU, the increase in anticipated levels of capital expenditure was such that no overall impairment loss
was recognised in the year.

Carrying amount of goodwill allocated to cash-generating units ("CGUs") 2022 2021

£m £fm
East Midlands 518.8 518.8
West Midlands 614.4 614.4
South Wales 120.9 120.9
Carrying amount of goodwill 1,254.1 1.234.1

In assessing whether goodwill has been impaired, the carrying amount of the CGU (including goodwill) is compared with the
recoverable amount of the CGU. The recoverable amount is the higher of fair value less costs to dispose and value in use.
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15. Intangible assets (continued)

For the year ended 31 March 2022, the WPD Group has calculated the recoverable amount as the value in use. The key assumptions
for the value in use calculations are those regarding the discount rate, expected cash flows arising from revenues, direct costs. and
capital expenditure during the forecast period, and the multiple applied to the Regulatory Asset Value (“RAV”) at the end of the
period to determine the terminal value.

CGU cash flows are derived from the corporate business plan approved by management. In determining the value in use. cash flows
for a period of 23 years (until 2045) have been discounted and aggregated with a terminal value, which is calculated by applyving a
multiple to the RAV at the end of the period. A period of greater than five years has been used as the period is covered by the
corporate business plan and mare accurately reflects the expected investment required in the network, in excess of the cconomy wide
long-term growth rates in order to deliver the energy transition that is pivotal to the UK Government's legislated commitment 1o reach
net-zero by 2050. Management believes that this commitment will require a significant shift in the UK’s energy mix towards greater
(renewables powered) electrification of energy supply and the electrification of transport and domestic heating and thus the cash flow
petiod is important because it mirrors the timing of the cash outflows associated with major capital replacement cycles and their
subsequent recovery under electricity distribution regulation.

Typical indusiry practice to estimate the value of a UK utility is based on a multiple of the entity’s RAV. Based on our experience,
and the general principle that the RAV broadly represents the basis upon which future retumns to a business are determined, we
consider a RAV based multiple at the terminal year to be the best estimate of terminal value. Due to the timing of the goodwill
impairment test. a forecasted RAV for 31 March 2022 is used in the business plan and is £2,839 2m, £2.843.7m and £1,348.4m for
East Midlands, West Midiands and South Wales. respectively. The terminal value multiple applied to the RAV at the end of the cash
flow period i.c. 31 March 2045, is 37.5%. The discounted pre-tax cash flows of East Midlands, West Midlands and South Wales
refiect an implied premium on current RAV of 68.5%, 76.2% and 66.7%, respectively.

The key assumptions during the electricity price control period from 1 April 2015 to 31 March 2023 ("RITO-ED1") are based on
revenues allowed and cost of capital assumptions agreed at thc most recent eleciricity price control review, together with
management's expectation of the related cost and capital expenditure requirements during that period. The view for the remainder of
RIIO-ED1 has been updated to reflect our current performance in the price control.

Assumptions bevond this peried are based on the approved budget and the Board's expectation of the outcome of the future price
control review i.e. RIIO-ED2. Key RIIO-ED2 assumptions in relation to the cost of equity allowances, incentive revenues and totex
have been determined by taking into consideration the current information. such as RIIO-ED2 framework consultations. existing
determinations by Ofgem, as well as our performance in the current price control, the latest published policy intent from Ofgem and
the Government and various other industry information. Forecast incentive revenue represents management's best estimate at this
point in time as Ofgem has yet to release guidance on the potential incentive package. In the current year our forecast for RIIO-ED2
and relevant assumptions has been updated to incorporate the Government's and Ofgem’s latest views on net-zero carbon targets.
electric vehicle roltout and the DSO strategy. Due to the transitioning of DNO to DSO. reinforcement cash flows in the business plan
have been updated 1o reflect the forecasted spend on future network and flexible energy projects..

The pre-tax future cash flows are discounted using a pre-tax rate discount rate of 5.11%. 5.24% and 5.12% for East Midlands. West
Midlands and South Wales. respectively. The WPD Group's post-tax weighted average cost of capital ("WACC)" is calculated to be
4.31%. This is converted to a pre-tax discount rate for each CGU using an iterative calculation approach in the value in use
methodology. During the year, WPD's post-tax WACC. used t calculate the pre-tax discount rates. has been increased by an alpha
premium of 0,75% to account for the current uncertainty in the cash flows in relation to Ofgem’s final determinations for RIIO-ED2.

The pre-tax cash flows reflect an implicd long term growth rate of 3.6%-4.0%. Management support this long term growth rate as the
RIIO regulatory regime incentivises the Company to reafise real growth above RPI when it reaches target performance measures. The
Group has a historic track record of achieving such performance targets and forecasts a consistent level of performance in the future,

At 31 March 2022 the East Midlands. West Midlands, and South Wales recoverable amounts exceeded their carrying amounts by
£640.9m. £823.50L and £347.4m (2021: £492.3m. £473.m. and £375.4m). respectively. The increase in the headroom during the
vear is due to the change in the basis of the recoverable amount. In the prior year. due to the acquisition of the WPD Group by
National Grid Ple. the recoverable amount for the WPD Group was determined to be the fair value less costs of disposal. However,
in the current year. due to the lack of sufficient observable transactions in the market in relation to identical assets, the recoverabie
amount for the WPD Group was determined to be the value in use.
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15, Intangible assets (continued)

In assessing the carrying value of goodwill. the cash flows have been sensitised 10 various reasonable possible changes in
assumptions and the analysis reflects sufficient headroom. The key rcasonable possible changes and sensitivities to assumptions are

presented below:

Reasonable possible changes in kev assumptions:
Reduction in recoverable amounts

East West South

Midlands Midlands Wales Total

£m fm £fm £m

0.5% increcasc in the pre-tax discount rate to 5.61%, 5.74% and 5.62% (351.9) (467.2) (243.9) (1.063.0)

for East Midlands. West Midlands and South Wales. respectively
5.0% decrease in terminal value multiple on the RAV to 32.5% (176.4) (177.6) (102.2) (436.2)
Changc in assumption required to eltminate all headroom:

Increase in the pre-tax discount rate by 0.72% by 0.93% by 0.73%

to 5.83% to 6.17% o 5.85%

Decrease in the terminal value multiple by 18.2% by 23.2% by 17.0%
to 19.3% to 14.3% to 20.5%

All changes in assumptions in above sensitivities assume that other assumptions remain the same.

16. Inventories

2022 2021

£m £m

Raw materials 35.6 449
Work in progress 0.9 1.8
36.5 46.7

The cost of inventories recognised as an expense during the year was £9.8m (2021: £9.3m). The cost of inventories recognised as an
expense includes £0.6m (2021: £1.1m} in respect of writc downs of inventory to net realisable value and has been reduced by £0.3m

(2021: nil} in respect of reversal of such write downs.
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17. Trade and other receivables 2022 2021
£m £m
Current receivables
Trade receivables 2825 2854
Other receivables 14.2 2.7
Accrued income 8.1 7.1
Prepayments 22.7 31.6
Total current receivables 3275 3268

Non-current receivables

Other receivables 1.3 1.1
Reimbursement asset re unfunded pension hability 3.2 3.1
Prepayments 1.0 1.0
Total non-current receivables 5.5 52
Total trade and other receivables 3330 332.0

The carrying amount of trade and oiher receivables and loan to related party is considered to approximate their fair value.
Trade receivables includes unbilled DUoS income of £130.2m (2021: £141.2m).

Other receivables relate primarily to insurance c¢laims and the non-current balances that are expected to be recovered over the next
three years.

WPD South Wales has an unfunded obligation in rclation to previous executives. [his is subject to reimbursement by Western
Power Distribution Holding Company Limited (formerly PPL WPD Investments Limited). and therefore a corresponding
reimbursement asset is stated on the balance sheet and matches the liability recorded under IAS 19 (Note 26).

As at 31 March 2022. trade receivables and accrued income at a nominal value of £21.4m (2021: £3.5m) were impaired and fully
provided for. Movements in the provision for impainment were as follows.

2022 2021

£m £m

At 1 April 35 3.0
Provision for impairment 254 3.0
Amounts written off as uncollectable (6.7} (LD
Amounis recovered during the year (0.3) (L4
At 31 March 214 35

The WPD Group considers 100% of its credit risk to be with counterparties in related industries. The maximum credit risk exposure
is represented by the carryving value as at the balance sheet date.

As at 31 March. the aged analysis of trade receivables is as follows:

Neither past due Past Jue but got impaired
Total nor impaired <30dms  30-60days  60-90 days 90-120 dayvs =120 days
fm fm fm £m fm £m £m
2022 282.5 2746 4.3 2.3 0.5 0.5 0.3
2021 2854 266.5 5.4 1.2 - 0.8 i3
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17. Trade and other receivables (continued)

Trade receivables that arc neither past due nor impaired relate largely to charges made to electricity suppliers for the use of WPD's
distribution network. Credit risk management for these receivables is performed in accordance with industry standards as set out by
Ofgem and governed by the credit rules within the DCUSA.

In order to minimise exposure 1o debt, the DCUSA requires WPD to monitor electricity suppliers’ (WPD's customers) indebtedness
ratios daily to ensure it does not exceed 85%. The indebledness ratio is defined as "Value at Risk/Credit Limit’ where "Value at Risk'
is the suppliers' current outstanding invoices plus a 15 day estimate of unbilled amounts and ‘Credit Limit' is calculated by reference
to WPD's RAV, the suppliers’ credit rating from an approved credit referencing agency, and the suppliers' payment performance
history.

Where necessary. suppliers can ensure they are within the 85% indebtedness threshold by providing collateral to increase their
'Credit Limit'. This can be in the form of a letter of ¢credit or equivalent bank guarantec, an escrow account deposit. a cash deposit, or
any other form of collateral agreed between WPD and the suppiier. At 31 March 2022, the WPD Group held collateral in relation to
trade receivables in the form of cash £4.9m (2021; £2.3m). letters of credit £106.2m (2021: £76.8m), and parent company guarantecs
£16.6m (2021: £50.3m). Letters of credit have a rating of Moody’s A2/S&P A or greater. The maximum amounts for parent
company guarantees are based on their credit ratings as per the DCUSA regulations.

18. Cash at bank and in hand

2022 2021

£m £m

Cash at bank 47.2 53.5
Short-term bank deposits 101.6 85.7
Cash at bank and in hand 148.8 139.2

The fair value of cash at bank iy considered to approximate its carrving amount. Shert term deposits are measured at fair value
through profit and loss ("FVTPL"). Cash at bank earns interest at floating rates based on short-term bank deposit rates. Short term
deposits are all instant access funds,

At 31 March 2022, the WPD Group had available £845.0m (2021: £837.0m) of undrawn committed borrowing facilities in respect of
which all conditions precedent had been met. All facilities incur commitment fees at market rates. At 31 March 2022, it also had
available undrawn uncommitied facilities of £1.9m (2021: £96.5m).

Included in cash and short-term bank deposits are restricted amounts totalling £12.4m (2021: £13.2m) which are not readily available
for the general purposes of the WPD Group. The restrictions relate largely to minimum cash balances that are required to be

maintained for insurance purposes and cash balances that can only be used for low carbon network fund projects.

For the purpose of the conselidated cash flow statement. cash and cash equivalents comprise the following at 31 March:

2022 2021

£m £m

Cash at bank and in hand {from above) 148.8 1392
Bank overdrafis (Note 21) {21.1) (22.6)
Cash at bank and in hand in the cash flow statement 127.7 116.6

Bank overdrafts comprise principally unpresented cheques at the vear end.

Western Power Distribution plc 93



Notes to the Western Power Distribution plc consolidated financial statements (continued)

For the year ended 31 March 2022

19. Trade and other payables

2022 2021
£m £m
Current payables

Trade payables 53.0 840
Social security and other taxes 65.6 56.8
Payments received in advance 214.5 182.6
Other payables 4.9 2.0
Deferred contributions 49.2 473
Deferred income 12.3 13.7
Accruals 285.3 2633
Amounts due 1o affiliated National Grid Companies 4.4 -
689.2 650.6

Non-current payables
Deferred contributions 2,806.8 2.687.4
3,496.0 3.338.0

Trade and other pavables comprise amounts outstanding for trade purchases and ongoing costs. Deferred contributions are those
amounts received from customers in respect of new connections o the network. The carrving amount of trade and other payables is

considercd to approximate their fair valuc,

20, Lease liabilities

2022 2021

£m £m

Opening 9.4 10.1

Additions 29 0.7

Payments during the year (1.7} (1.

Interest expense 0.2 0.3

At 31 March 9.9 9.4
of which

Current 1.7 15

Non-current 8.2 79

The WPD Group leases various properties under non-cancellable operating lkease arrangements. In addition to this, WPD leases in
rights 10 capacity on third party fibre optic networks. and space and equipment at third party telecommunication sites. under non-
cancellable lease arrangements. in order to extend its core fibre network for its point o point transmission services. The leases have
various terms. escalation ¢lauses and renewable rights. Lease terms and rentals to be paid during the lease term are defined within the
agreement. [n some cases, lease rentals may be subject to a rent review on dates specified within the agreement at the then prevailing

market rate.

Short term leases and low value leases are excluded from recognition on the balance sheet. The amount charged to rent expense
pertaining to short term leases amounts to £7.7m {202 1: £7 4m) and pertaining to 1ow value leases amounts to £0.8m (202 1: £0.7m).
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21. Loans and other borrowings

2022 2021
£m £m

Current
Bank overdrafts (Note 18) 211 22.6
Syndicated credit facilities - 218.1
Syndicated term loan (i} - 350.0
Loan with parent company {ii) 662.6 -
5.25% GB£700m bonds due 2023 700.3 -
1,384.0 590.7

(i) A £350m 6 month term loan was fully drawn by WPD plc in February 2021 with a maturity date of 26 August 2021. This was
repaid in full on the date of the change of uwnership and replaced with a loan trom the parent company.

(ii} The [oan with parent company pertafns to amounts drawn under the two-way loan agreement with National Grid Ple. The loan is

unsecured and is repayabie on demand. Interest is accrued on the balance at SONIA plus (.25% margin and is paid monthly.

2022 2021
£m £m

Non-current
5.875% GB£250m bonds due 2027 (iv) 2492 249.0
5.75% GB£200m bonds dug 2040 {iv) 1979 197.8
2.375% GB£250m bonds due 2029 247.7 2474
4.804% GB£225m bonds due 2037 (i) (iv) 2214 221.2
5.75% GB£200m bonds due 2040 (iv) 197.9 197.8
1.625% GB£250m bonds due 2035 2464 246.1
6.25% GB£250m bonds due 2040 {iv) 256.6 257.0
5.25% GBL700m bonds due 2023 (iv) - 700.5
6.00% GB£250m bonds due 2025 (iv) 251.6 252.0
5.753% GB£800m bonds due 2032 (iv) 793.2 792.5
3.875% GB£400m bonds due 2024 (iv) 398.6 398.1
3.625% GB£500m bonds due 2023 498.9 498.2
7.375% US$202m bonds due 2028 148.7 144.7
3.5% GB£350m bonds due 2026 347.0 346.4
1.75% GB£250m bends due 2031 246.3 2459
£50m 5 year term loan - 498
1.541% + RPI GB£105m index linked bonds 2053 (i1) (iii) 166.6 154.5
1.541% + RPI GB£120m index linked bonds 2056 (ii} (iii} 190.4 176.5
0.010% + RPI GB£50m index linked bonds 2029 (iii) 61.2 57.1
0.010% + RPI GB£30m index linked bonds 2036 (iii) 353 329
2.671% + RPI GB£140m index linked bonds 2043 (i) 220.6 208.1
1.676% + RPI GB£105m index linked bonds 2052 (iii) 146.7 137.5
0.4975% + RP1 GB£100m index linked bonds 2030 (iii) 119.5 110.5
1.25% + RPI GB£30m index linked bonds due 2028 (iii) 34.7 32.2
5.2764 5,9497
Total loans and other borrowings 6,660.4 6.540.4

(i) May be redeemed. in total but not in part. on 21 December 2026, at the greater of the principal value or a value determined by

reference to the gross redemption vield on a nominated UK Government bond.

(iiy May be redeemed. in total by series, on | December 2026, at the greater of the adjusted principal value and a make-whole value

determined by reference to the gross real yield on a nominated UK government bond.

(iii} The principal amount of the notes is adjusted based on changes in a specified index, as detailed in the terms of the related
indentures. The adjustment to the principal amounts in the current year was an increase of approximately £67.8m resulting from

inflation,
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21. Loans and other borrowings (continued)

{iv) May be put by the holders to the issuer for redemption if the fong-term credit ratings assigned to the notes are withdrawn by any
of the rating agencies (Moody's or S&P) or reduced to a non-invesiment grade rating of Bal or BB+ in connection with a
restructuring event which includes the loss of. or a material adverse change 10, the distribution licences under which the issuer
operates,

None of the outstanding debt securities noted above has sinking fund requirements.

The carrying amounts of the WPD Group's borrowings are denominated in the following currencies:

2022 2021
£m £fm
UK pound 6,511.7 6.399.7
US dollar 148.7 140.7
6,660.4 6,340.4
22. Reconciliation of liabilities arising from financing activities
2022 2021
£m £m
Borrowings 6.639.3 6.517.8
Lease liabilities 9.9 9.4
Derivatives in hedging relationship (35.9) {(28.0)
Gross debt net of related derivatives (excluding bank overdraft) 6,613.3 6.199.2
Change in liahilities arising from fingncing activities
2022 2021
£m £m
Cash flow per financing activity section of cash flow statement
Net increase in short term borrowings 661.2 307.0
Proceeds from long term borrowings net of issue costs - 246.0
Repayment of long term borrowings (618.1) (456.9)
Payment of Jease liabilitics (1.7} (1.7}
Change in labilities arising from tinancing activitics 4i.4 944
Non-cash adjustments
Fair value change in derivatives (7.9 83.7
Foreign exchange loss/(gain) on borrowings 7.2 (60.3)
Netinerease in borrowings due to indexation 67.8 11.7
Debt modification gain - (2.4)
Amortisation of premiums. discounts and issue costs 2.0 0.4
Interest payable balance rolled into parent company two-way loan 1.4 -
Leases acquired during the year 2.0 0.7
Interest expense on lease 0.2 0.3
Movement in gross debt net of related derivatives in the year 114.1 128.5
Gross debt net of related derivatives at beginning of vear 6,499.2 6,370.7
Gross debt net of related derivatives (excluding bank overdrafts) at end of year 6,613.3 6.499.2
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23. Financial instruments

Financial risk management objectives and policies

The WPD Group's principal financial liabilities, other than derivauives. comprise bank loans and overdrafts, bonds and trade
pavables. The main purpose of these tinancial liabilities is to raise finance for the WPD Group's operations. The WPD Group has
various financial assets such as trade receivables and cash and short-term deposits, which arise directly from its operations.

The WPD Group also enters into derivative transactions, principally interest rate and cross currency swaps. The purpese is to
manage the interest rate and currency risks arising from the WPD Group's operations and its sources of finance.

It is. and has been throughout 2022 and 2021, the WPD Group's policy that no speculative trading in financial instruments shall be
undertaken.

The main risks arising from the WPD Group's financial instruments are fair value interest rate risk, liquidity risk, foreign currency
risk and credit risk. The Beard reviews and agrees policies for managing each of these risks and they are summarised below.

Market risk
Market risk is the risk that movements in market rates. including foreign exchange rates, interest rates and inflation will affect the
WPD Group's profit. The management of market risk is undertaken with risk limits approved by the Board.

Interest rate risk

The WPD Group has issued debt to finance its operations, which exposes it to interest rate risk. Borrowings issued at variable ratcs
expose the WPD Group to cash flow interest rate risk. Borrowings issued at fixed rates expose the WPD Group to fair value interest
rate risk. The WPD Group's interest rate risk management policy includes achieving the lowest possible cost of debt financing, while
managing volatility of intercst rates, applying a prudent mix of fixed and floating debt, either directly or through the use of derivative
financial instruments affecting a shift in interest rate exposures between fixed and floating, and also matching debt service
requirements to projected cash tlows. The WPD Group's policy stipulates that a maximum of 25% of WPD Group borrowings be
subject to variable rates of interest.

The WPD Group may use forward-starting interest rate swaps to minimise ¢xposure to cash flow interest rate risk for future forecast
issuance of debt.

The net exposure to interest rates at the balance sheet date can be summarised thus:

2022 2021

Carrying Carrying

Interest bearing/earning assets and liabifities: amount amount
£m £fm

Fixed 4,965.8 5.012.4
Floating (127.7) 451.3
Index-linked 1,637.6 909.3
6,475.7 6.373.2

2022 2021

Carrying Carrying
Represented by: amount amount
£m £m
Cash and cash equivalents (148.8) (139.2})
Derivative financial assets/liabilities {35.9) (28.0)
Loans and borrowings 6,660.4 6,540.4
6,475.7 6.373.2
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23. Financial instruments (continued)

Interest rate sensitivity

The impact of a change in interest rates is dependent on the specific details of the financial asset or liability in question. Changes in
fixed rate financial assets and liabilities, which account for the majority of loans and borrowings. are not measured at fair value
through the income statement. In addition to this, changes to fixed-to-fixed hedging instruments which are recorded under cash flow
hedge accounting also do not impact the income statement. Changes in variable rate instruments are recorded through the income
statement, The exposure measured is therefore based on variable rate debt.

The following table demonstrates the sensitivity to a reasonably possible change in interest rates. with all other variables held
constant. on the WPD Group's profit before tax (through the impact on fleating rate borrowings). There is no impact on the WPD
Group's equity.

The sensitivity analysis excludes all non-derivative fixed rate financial instruments carricd at amortised cost but includes all non-
derivative floating rate financial instruments.

Currency derivatives have not been included in the sensitivity analysis below as they are not considered to be exposed to interest rate
risk.

All sensitivity analysis has been prepared on the basis of the proportion of fixed to floating instruments being consistent as at the
halance sheet date. The sensitivity analysis is indicative only and it should be noted that the WPD Group's exposure (0 such market
rate changes is continually changing. The calculation is based on linear extrapolations of rate changes which may not reflect the
actual result which would impact upon the WPD Group.

2022 2021
Income [ncome
statement statement
(before tax) Equity  (before tax) Equity
+/- £m +/- £m +/~ £m +- £fm
Interest Rate +/- 100bp (1.3) - 4.5 -

Inflation risk

The WPD Group's index-linked borrowings and interest liabilities are exposed to a risk of change in the carrying value due to
changes in the UK RPI. This form of liability is a good match to the WPD Group's regulated assets ("RAV"), which are also linked to
RPI due to the price setting mechanism imposed by the regulator. and also the price cap is linked to RPL By matching liabilities to
assets. index-linked debt hedges the exposure to changes in RPI and delivers a cash flow benefit, as compensation for the inflation
risk is provided through adjustment to the principal rather than in cash.

The carrying value of index-linked debt held by the WPD Group is as follows:

2022 2021
£m £m
Index-linked debt 1,637.6 5093

Inflation sensitivity

Assuming sensitivity to the RPI does not take into account any changes to revenue or operating costs that are aftected by RPI or
inflation generally. the following table shows the illustrative effect on the income statement that would result from reasonabh
possible movements in changes in RPI before the effects of tax.

2022 2021
Income Income
statement statement
(before tax) Equity  (before tax) Equity
+/~ £m +/- £m +i- £m +-£m
UK Retail Prices Index +/- 1.00% 16.4 (13.3) 9.1 (7.4
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23. Financial instruments (continued)

Foreign currency risk

The WPD Group's assets are principally sterling denominated; however, the WPI> Group has access to various international debt
capital markets and raises foreign currency denominated debt. Where long-term debt is denominated in a currency which is not
sterling, the WPD Group's policy is to swap 100% of the foreign currency denominated principal and interest cash flows into sterling
through the use of cross-currency swaps.

Under a currency swap, the WPD Group agrees with another party to exchange the principal amount of the two currencies, together
with interest amounts in the two currencies agreed by reference to a specific interest rate basis and principal amount. The principal of
these instruments reflects the extent of the WPD Group's involvement in the instruments but does not represent its exposure to credit
risk. which is assessed by reference to the fair value.

During the prior year the WPD Group investment of $200m 6.42% Eurobonds issued by PPL UK Resources Limited, which were
acquired at a premium of $2 Im, were transferred to the Group's parent company as a dividend in specie. As a result. the borrowings
of $200m under a related committed credit facility were also repaid to eliminate the Group's exposure to any future exchange rate
fluctuations.

The principal amount of the WPD Group's foreign currency denominated monetary assets and monetary liabilities at the reporting
date and the impact of derivative financial instruments used to manage foreign currency risk were as follows:

2022 2021

$m Sm

Bomowings (202.0) (202.0)
(iross exposure (202.0} (262.0}
Effect of cross-currency swaps 202.0 202.0

Net exposurc - -

Foreign currency sensitivity
The following table demonstrates the sensitivity to a reasonably possible change in Sterling against the US dollar exchange rate. with
all other variables held constant, of the WPD Group's profit before tax and the WPD Group's equity.

2022 2021
Income Income
statement statement
(before tax) Equity  (before tax) Equiry
£m £m £m £m
10% increase in exchange rates - 2.7 - 4.9}
10% decrease in exchange rates - 33 - 6.0

Credit risk (see also Note 17)

Credit risk is the risk that a customer or counterparty to a financial instrument will fail to perform or fail to pay amounts due causing
financial loss to the WPD Group and arises from cash and cash equivalents, derivative financial instruments and deposits with
financial institutions and principally from credit exposurcs to customners relating to outstanding receivables.

WPD maintains credit policies and procedures with respect to counterparties (including requirements that counterparties maintain
certain credit ratings criteria). Depending on the creditworthiness of the counterparty, the WPD Group may require collateral or

other credit enhancements such as cash deposits or letters of eredit and parent company guarantees.

The maximum exposure to credit risk is represented by the carrying amount of each financial asset in the balance sheet. At 31 March
the maximum exposure to credit risk was as follows:
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23. Financial instruments (continued)

Credit risk (see also Note 17) (continued)

2022 2021

£m £m

Cash and short-term deposits 148.8 139.2
Trade receivables 282.5 285.4
Other receivables 15.5 38
Accrued income 8.1 7.1
Derivative financial instruments 359 28.0
490.8 463.3

The table above docs not take into account collateral held in relation to trade receivables in the form of cash £4.9m (2021: £2.3m),
letters of credit £106.2m (2021: £76.8m). and parent company guarantees £16.6m (2021: £50.3m).

WPD has concentrations of customers among electric utilities and other energy marketing and trading companies. These
concemtrations of counterparties may impact WPI)'s overall exposure to credit risk, either positively or ncgatively. in that

counterparties may be similarly aftected by changes in economic. regulatory or other conditions.

The analysis of WPDY's financial assets by credit risk rating grade is as follow:

12 month Lifetime

2022 ECL ECL FVTPL FvOCl Total

£m £m £m £m £m
AAA to A (Low to Fair Risk) 47.2 - 101.6 35.9 184.7
BBB- to B (Monitoring) - - - - -
Others monitorcd on ageing matrix - 327.5 - - 327.5
Total gross carrying value 47.2 327.5 101.6 35.9 512.2
Loss allowance - (21.4) - - (21.4)
Net carrving value 472 306.1 101.6 358 490.8
2021 12 month Litetime

ECL ECL.  FVTPL FvOCI Total

£m £m £m £fm £m
AAA 1© A (Low to Fair Risk) 53.5 - 85.7 28.0 167.2
BBB+ to B {Monitoring) - - - - -
Others monitored on ageing matrix - 209.8 - - 209.8
Total Gross Carrving Value 53.5 2998 85.7 28.0 467.0
Loss Allowance - (3.5} - - (3.3)
Net Carrving Value 533 296.3 857 28.00 463.5
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23. Financial instruments (continued)

Liquidity risk

Liquidity risk is the risk that the WPD Group will not have sufficient funds to meet the obligations or commitments arising from its
business operations and its financial liabilities.

Treasury is responsible for managing the banking and liquidity requirements of the WPD Group, risk management relating to interest
rate and foreign exchange exposures, and for managing the credit risk relating to the banking counterparties with which it transacts.

The department's operations arc govemed by policies determined by the Board.

The following credit facilities were in place at 31 March 2022:

Letters of Unused

Expiration Capacity  Borrowed credit issued capacity

date £m fm £m £m

WPD South West - Syndicated Credit Facility May 2025 220.0 - - 2200
WPD East Midlands - Syndicated Credit Facility May 2025 250.0 - - 2500
WPD West Midlands - Syndicated Credit Facility May 2025 250.0 - - 1500
WPD South Wales - Syndicated Credit Facility May 2025 125.0 - - 125.0
Uncommitted Credit Facilities 6.0 - 4.1 1.9
Total Credit Facilities 851.0 - 4.1 846.9

The WPD Group also has uncommitted two-way loan facilities with its ultimate parent, National Grid Ple.

The WPD Group's primary source of liquidity is cash gengrated from its engoing business operations. The electricity regulator sets a
major element of the WPD Group's revenues, providing both a stable and predictable source of funds. In recognition of the long life
of the WPD Group's assets and anticipated indebtedness, and to create financial efficiencies, the WPD Group's policy is to arrange
that debt maturities are spread over a wide range of dates. thereby ensuring that the WPD Group is not subject to excessive
refinancing risk in any one year. The WPD Group has entered into borrowing agreements for periods out to 2056.

The following tables detail the WPD Group's remaining contractual maturity for its non-derivative financial liabilities. The tables
have been drawn up bascd on the undiscounted cash flows of financial liabilities based on the earliest date on which the WPD Group
can be required to pay. The table includes both interest and principal cash flows.

2022 Less than One to Five to Greater than
one year five years fifteen years fifteen years Total
£m £m £m £m £m
Borrowings 1,630.6 24829 2,9278 1,869.8 8.911.1
Lease liabilities 1.7 4.3 4.0 6.5 16.5
Trade and other payables 359.9 - - - 3599
Total 1,992.2 2,487.2 2,931.8 1,876.3 9,287.5
2021 Less than One to Fiveto Greater than
one year five years fifteen years fifteen years Total
£m £m fm £m £fm
Borrowings 486.9 2.7324 3,590.6 1.869.1 8.679.0
Lease liabilities 1.5 4.0 4.0 6.6 16.0
Trade and other pavables 363.9 - - - 363.9
Total 8523 27364 3.5946 1.875.7 3.058.9
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23. Financial instruments (continued)

Liguidity risk {conrinued)

The following table details the WPD Group's liquidity analysis for its derivative financial instruments. The table has been drawn up
based on the undiscounted gross cash (inflows) and outflows on derivatives that require gross settlement.

2022 Less than One to Five to Greater than
one year five years fifteen years fifteen years Total
£m £m £m £m £m
Cross currency derivative payments 9.0 359 139.8 - 184.7
Cross currency derivalive receipts (11.3) (45.4) (176.4) - (233.1)
Total 2.3 9.5) (36.6) - (48.4)
2021 L.ess than One 10 Five to  Greater than
one year five years fifteen years fifteen vears Total
fm £fm fm fm fm
Cross currency derivative payments 9.0 359 148.8 - 193.7
Cross currency derivative receipts (10.8) (43.2) (179.0) - (233.0)
Total (1.8) (7.3) (30.2) - (39.3)

Fair values of financial assets and financial liabilities

Sct out below is a comparison by category of carrying amounts and fair values of all of the WPD Group's financial instruments that

are carried in the financial statements.

2022 Fair value
threugh  Fair value
Amortised profit & through  Teotal book

cost loss OCI value Fair value

£m £m £m £m £m
Financial assets
Cash 47.2 101.6 - 148.8 148.8
Derivative financial instruments - - 35.9 35.9 359
Trade and other receivables 306.1 - 306.1 306.1
Financial liabilities
Bank overdraft 21.1) - - 21.1) (21.1)
Interest-bearing loans and borrowings:
- Floating rate borrowings (662.6) - - (662.6) (662.6)
- Fixed rate borrowings (5,001.7) - - (5,001.7) {(5.574.4)
- Index linked (975.0) - - (975.0) (1,420.8)
Lease liabilities 9.9) (9.9) (9.9)
Trade and other payables (359.9) - - (359.9) (359.9)

(6,676.9) 101.6 359 (6,539.4) (7,558.0)
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23. Finzncial instruments {continued)

Fair values of financial assets and financial labilities (continued)

2021 Fair value
though Fair value
Amortised profit & through  Total book
cost loss OcCl value Fair valuc
£m £m £m £m £m

Financial assets

Cash 53.3 837 - 139.2 139.2
Derivative financial instruments - - 28.0 28.0 28.0
Trade and other receivables 296.3 - - 296.3 296.3
Financial liahilities
Bank overdraft (22.6) - - (22.6) (22.6)
Interest-bearing loans and borrowings:
- Floating rate borrowings (218.1) - - (218.1) (218.1)
- Fixed rate borrowings (5.040.4) - - (3.040.4) (6,103.0)
- Index linked {1.259.3) - - (1,239.3) (1,720.4)
Lease liabilities (9.4) (9.4) (9.4)
Trade and other pavables (363.9) - - (363.9) (363.9)
(6,563.9) 85.7 28.0 (6.450.2) (7.973.9)

The fair value of the WPD Group's outstanding cross currency swaps Is the estimated amount, calculated using discounted cash flow
models, that the WPD Group would receive or pay in order to terminate such contracts in an arm's length transaction taking into
account market rates of interest and forcign exchange at the balance sheet date.

The carrying value of the WPD Group's bank loans and overdrafts approximates their fair value. The fair value of the WPD Group's
other borrowings is estimated using quoted prices or. where these are not available. discounted cash flow analyses based on the WPD
Group's current incremental borrowing rates for similar types and maturities of borrowing: these are classified as Level 2 in the fair
value hierarchy.

The carrying value of short term receivables and pavables are assumed to approximate their fair values where discounting is not
material.

Fuir value hierarchy
The WPD Group uses the following hierarchy for determining and disclosing the fair value of financial instruments by valuation
technique:

lLevel 1: quoted (unadjusted) prices in active markets for identical assets or liabilities;

Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are observable, either
directly or indirectly; and

Level 3: techniques which use inputs which have a significant effect on the recorded fair value that are not based on

observable market data,

Asat 31 March 2022, the WPD Group held the following financial instruments measured at fair valuc:

2022 Level 1 Level 2 Level 3 Total
£m £m £m £m

Assets measured at fair value
Derivatives financial instruments - 359 - 359
Short term deposits 101.6 - - 101.6
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23, Financial instruments (continued)

Fair values of financial assets and financial liabilities {continued}

2021 Level 1 Level 2 Level 3 Total
£m £m £m fm
Assets measured at fair value
Derivatives financial instruments - 28.0 - 28.0
Short term deposits 85.7 - - 857

To manage interest rate risk, WPD uses intercst rate contracts such as forward-starting swaps. To manage foreign currency exchange
risk, WPD uses foreign currency contracts such as cross-currency swaps. An income approach is used to measure the fair value of
these contracts, utilising readily observable inputs, such as forward interest rates and forward foreign currency exchange rates, as
well as inputs that may not be observable, such as credit valuation adjustments. In certain cases, market information cannot
practicably be obtained to value credit risk and therefore intemal models are relied upon. These models use projected probabilities of
default and estimated recovery rates based on historical observances. The impact of credit risk on the fair value of derivatives is
generally small relative to liabilities like debt, because the principal (notional) amount is not at risk and credit enhancements often
exist and thus the overall classification of derivatives as Level 2 remains appropriate. WPD generally does not calculate separate
liquidity valuation adjustments, based on the traders’ view that liquidity risk is included in the market prices. WPD also does not
generally calculate modelling reserves. as the interest rate/foreign currency derivatives can be developed using standard practices.

During the reporting period ending 31 March 2022, there were no transfers between Level 1 and Level 2 fair value measurements,
and no transfers into and out of the Level 3 fair value measurements,

Hedge counterparties are major banks of high quality credit standing.

in addition to the above financial instruments, the fair value of long-term debt and investment at amortised cost as disclosed under
financial liabilities is classified as Level 2.

WPD uses observable market data from Bloomberg to arrive at the fair value of long term debt and investment at amortised cost.

Capital risk management
The primaryv objective of the WPD Group's capital management 1s 1o ensure that it maintains a strong credit rating and healthy capital
ratios in order to support its business and maximise sharcholder value.

The WPD Group manages its capital structure and makes adjustrnents to it. in light of changes in economic conditions. To maintain
or adjust the capital structure, the WPD Group may adjust the dividend payment to sharcholders. retumn capital to sharcholders or
issue new shares. No changes were made in the objectives. policies or processes during the years ended 31 March 2022 or 31 March
2021,

The WPD Group docs not consider the standard gearing ratio of net debt as a percentage of net debt plus net assets shown in the
balance sheet as an appropriate capital monitoring measure as it does not reflect the economic vatue of the assets of the Group's
regulated businesses, Tnstead, the WPD Group monitors capital using a gearing ratio, which is net debt divided by the RAV. The
RAYV is a regulators measure of the regulated business’ asset base required to carry out the regulated activities. Regulated revenues
arc designed to cover operating costs (including certain replacement expenditure) and capital depreciation. as well as an allowed
return on the RAV. The WPD Group's policy is to maintain a gearing ratio that ensures an investment grade credit rating. The WPD
Group includes within net debt borrowings and associated cross currency swaps less cash and cash equivalents and deposits.

Western Power Distribution ple 106




Notes to the Western Power Distribution plc consolidated financial statements (continued)

For the year ended 31 March 2022

23. Financial instruments (continued)

2022 2021
£m £m
Short term borrowings 1,362.9 568.1
Long term borrowings 52764 35,9497
Lease liabilities 9.9 9.4
Letters of credit 4.1 35
Cross currency swaps (35.9) (28.0)
Cash at bank and in hand (excluding restricted cash) (114.8) {(103.4)
Net debt 6,502.6 6.399.3
Regulatory Asset Value $,407.1 8.330.5
Gearing ratio 69% 77%
Reconciliation of cash flows ta net debt
2022 2021
£m £m
Net (increase)/decrease in cash at hand in bank (L4 70.9
Net increase in short term borrowings 661.2 307.0
Net decrease in long term borrowings (618.1) (210.9)
Payment of lease [iabilities (L.7) (1.7)
Change in debt resulting irom cash flows 30.0 165.3
Fair value change in derivative 7.9 83.7
Foreign exchange loss/(gain) on borrowings 7.2 (60.3)
Net increase in borrowings due 1o indexation 67.8 11.7
Debt modification gain - (2.4}
Amortisation of premiums, discounts and issue costs 2.0 0.4
Movement in letters of credits 0.6 -
Interest payable balance rolled into parent company twa-way loan 14 -
Leases acquired during the vear 2.0 0.7
[nterest expense on lease 0.2 0.3
Movement in net debt in the year 103.3 199.4
Net debt at beginning of year 6,399.3 6,199.9
Net debt at end of year 6,502.6 63993
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24. Derivative financial instruments

Cross-currency swaps

The WPD Group entered into cross-currency interest rate swaps designated as cash flow hedges in order to hedge the currency cash
flow risks associated with the future interest and principal payments on the WPD Group's US dollar borrowings arising from
fluctuations in currency rates.

The cross-currency swaps have two fixed interest rate legs that match the interest. payment debts. currency. notional amount and
maturity date of USD denominated debt and thus no ineffectiveness is expected. Furthermore, the swaps also provide for a final
exchange of currency on maturity of debts. thereby also eliminating any currency risk related to the principal repayment.

The assessment of whether the derivative will be highly effective is determined by comparison of the critical terms of the hedging
instrument (i.e. cross-currency interest rate swap) with the critical terms of the hedged item. Because of the fact that the critical terms
are the same (timing and amount of US dollar cash flows). the entity can conclude that changes in cash flows attributable to the risk
being hedged are expected to be completely offset by the hedging derivative. The only possible source of hedge ineffectiveness is the
credit risk of the swap counterparty. There has been no adverse development with regard to the counterparty’s credit risk.

The hedge ratio is calculated from the quantity of the hedge item being hedged and the quantity of the hedging instrument being used
to hedge that quantity of the hedged item. There is no imbalance between the weightings of the hedged item and the hedging
instrument.

At 31 March 2022, the WPD Group had outstanding cross-currency swap agreements in cash flow hedges against borrowings with a
total principal amount of $202.0m (2021: $202.0m) and a swapped notional principal of £121.9m (2021: £121.9m). The hedges
were assessed o be highly effective. The cross-currency swaps have a remaining term of six years (2021: seven years) to match the
underlying hedged borrowings consisting of semi-annual interest pavments and the repmyment of principal amounts. Under the
swaps the WPD Group receives US dollar interest at an average fixed rate of 6.0% (2021; 6.0%) and pays pound sterling interest at
an average fixed rate of 7.4% (2021: 7.4%,).

Forward-starting interest rate swaps

WPD wishes to hedge the variability in the semi-annual interest payments related to the forecast debt issuance attributable to changes
in the benchmark interest rate (i.e. swap rate) between hedge inception and the issuance’s pricing date. This can be achieved through
the use of a forward-starting interest rate swap. whereby WPD pays fixed and receives floating. that will be terminated when the debt
issuance is priced. Through interest rate swaps WPD wants to benefit from Jower gilt rates at a point of time. Locking in the rates at
the lowest possible levels assists WPD to outperform the allowed cost of debt under Ofgem's price control mechanism.

The assessment of whether the hedge is effective is determined by using regression techniques to produce a comparison of the
hedging instrument (forward starting interest rate swap) with the hedged item (forecast debt issuance).

‘The possible sources of hedge ineffectiveness are if the hedged transaction does not oceur or if the transaction does not occur at the
initial agreed terms such as timing. principal and tenor of issuance. Another possible source of hedge ineffectiveness is the credit
risk of the swap counterparty.

The hedge ratio is calculated from the quantity of the hedge item being hedged and the quantity of the hedging instrument being used

to hedge that quantity of the hedged item. There is no imbalance between the weightings of the hedged item and the hedging
instrument.
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24. Derivative fihancial instruments (continued)

Hedging instruments

As at 31 March, the WPD Group held the foliowing derivative financial instruments measured at fair value:

2022 Change in
fair value
Carrying Carrying Line item relevant to
Nominal amount amount in balance ineffective
amount (assets)  (liabilities) sheet hedge
£m £m £fm £m £m
Foreign currency risk
Cross-currency swaps - cash flow hedges 121.9 35.9 - Derivative -
financial
instruments
1219 359 - - -
2021 Change in
fair value
Carrying Carrying Line item relevant to
Nominal amount amount  in balance ineffective
amount (assets)  (liabilitics) sheet hedge
£m £m £m £m £m
Forcign currency risk
Cross-currency swaps - cash flow hedges 1219 28.0 - Derivative -
financial
instruments
121.9 28.0 - - -
Timing profile for hedge instruments' nominal amounts
2022
Less than One to Five to Greater than
one year five years fifteen years fifteen vears Total
£m £fm £m £m £m
Cross-currency swaps - cash flow hedge - - 1219 - 121.9
2021
Less than One to Fiveto Oreater than
one year five years fifteen vears  fifteon years Total
fm £m £m £m £m
Cross-currency swaps - cash flow hedge - - 1219 - 1219
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24. Derivative financial instruments (continued)

Hedging instruments (continued)

The average rate of the hedging instruments 18 as follows:

2022 2021
Foreign currency risk:
Cross-currency swaps 7.37% 7.37%
Hedged items
2022 2021
Value Value
change change
in hedged Cash flow in hedged  Cash flow
item relating hedge item relating hedge
to hedge reserve to hedge reserve
ineffectiveness balance ineffectivencss balance
£fm £m £m £m
Foreign currency risk:
Foreign currency borrowings - (13.8) - (16.9)
Hedge effectiveness
2022
Line item in
income Amount Amount Line item in
Ineffective statement reclassified reclassified inceme
hedge portion including because because statement
Hedging recognised ineffective cash flows hedged item including
gain/(loss) in income hedge no longer affected reclass
in OC1 statement portion expected P&L adjustment
£m £m £m £m
Foreign currency risk 9.1 - - - (7.5) Finance
[nterest rate risk - 1.5 costs
2021
Line item in
income Amount Amount Line item in
[nettective statement  reclassified  reclassitied mcome
hedge portion including because because statement
Hedging  recognised  ipeffective  cash flows  hedged item including
gain / (loss) in income hedge no longer affected rectass
in OCI statement portion expected P&L  adjustment
£m £m £m £m
Foreign currency risk (62.2) - - - 45.4 Finance
Interest rate risk 2.7y .4 Costs
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24. Derivative financial instruments (continued)

Reconciliation of cush flow hedye reserve

2022 2021

£fm £m

Opening balance (16.9) 1.2

Hedging gain/(loss) 9.1 (64.9)
Amount reclassified to income statement because

hedged item affected profit and loss (6.0) 46.8

Closing balance (13.8) (16.9)

25, Deferred tax

The following are the deferred tax liabilitics and assets recognised by the WPD Group and movements thereon during the current and
prior vear:
Accelerated Retirement

capital benefit

allowances  obligation Other Total

£m £m £m £m

At 1 April 2020 682.9 113.1 (10.5) 783.5
Charge/eredit) to the income statement 238 303 (0.3) 540
Credit to equity - (68.5) (4.2) (72.7)
At l April 2021 706.7 75.1 (15.0) 766.8
Charge to the income statement 2773 4.5 04 2822
Charge/(credit) to equity - 280.3 0.7) 279.6
Transfer between categorics (9.1} - 9.1 -
At 31 March 2022 974.9 3599 (6.2) 1,328.6

Accelerated capital allowances represents the tax deferred on profits due to the difference in time when the deductions for
expenditure on fixed assets arc recognised in the income statement through depreciation and when tax deductions for that
expenditure through capital allowances are included in tax returns filed with HMRC. Deferred tax arises on retirement benefit
obligations as tax deductions arc included in tax returns as contributions are paid to the pension schemes and not when the
obligations or surpluses on the schemes are recerded in the financial statements. The other deferred tax balances relate to items such
as provisions and accruals that are tax deductible when paid rather than when accrucd and debt value adjusiments that arc
taxed/deducted under tax rules at times different to when those adjustments have been recognised in the income statements.

Deferred tax asscts and liabilities are only offset where there is a legally enforceable right of offset and there is an intention to settle
the balances net. After offset, there is a net deferred tax liability that will reverse after more than one year. The net deferred fax
liability will impact the Group’s tax payments over a very long period of time mainly due to the long expected useful lives of tixed
assets and the Group’s pension schemes having no fixed maturity dates.

Deferred tax assets are recognised for tax loss carrv-forwards to the extent that the realisation of the deferrcd tax benefit through
future taxable profits is probable. The Group did not recognise deferred tax assets of £238.1m (2021: £180.9m) in respect of capital
losses amounting to £952.4m (2021: £952 4m) that can be carried forward against future taxable chargeable gains as there is no use
of these asscts for the foresesable future.
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26. Retirement benefit obligations

Introduction

The WPD Group operates four defined benefit pension schemes:

- two segments of the Electricity Supply Pension Scheme ("ESPS"),
- the segment covering WPD South West and WPD South Wales ("ESPS WPD"), and
- the sggment covering WPD East Midlands and WPD West Midlands ("ESPS CN")

- the Western Power Utilities Pension Scheme ("WPUPS")

- the Infralec 1992 Pension Scheme ("Infralec 92™)

The assets of all four schemes are held separately from those of the WPD Group in trustee administered funds.

The ESPS provides pension and other related defined benefits based on final pensionable pay to employees throughout the electricity
supply industry. The two segments of the ESPS relating to WPD are closed to new members except in very limited circumstances.
Existing members are unaffected. A defined contribution scheme is oftered to new employees,

WPI South Wales is the principal emplover for WPUPS. which is a defined benefit scheme providing benefits relating to previous
employees of a former affiliated group. WPD South Wales will fund the actuarial deficit. However. as Western Power Distribution
Holding Company Limited, (formerly PP1. WPD Investments Limited). the Company's parent, has taken full financial responsibility
for this scheme. WPD South Wales will be reimbursed for these payments, This was novated from PPL. WPD Limited during the
prior year. As Western Power Distribution Holding Company Limited { formerly PPI. WPD Investments Limited) is outside the WPD
Group. the value of the reimbursement agreement is stated in the balance shect (Notc 27) and matches the gross assetliability
recorded under IAS 19 below.

Infralec 92 provides benefits on boih a money purchase and final salary basis and is operated by WPD South Wales.
WPLUIPS and Infralec 92 are closed to active members,

The WPD Group also has an unfunded obligation which relates to previous executives of WPD East Midlands and WPD West
Midlands. WPD South Wales also has an unfunded obligation in relation to previous executives. This is subject to reimbursement
by Western Power Distribution Holding Company Limited as a result of the novation agreement executed during the prior vear, and
therefore a corresponding reimbursement assct is stated on the balance sheet (Note 17) and matches the liability recorded under [AS
19.

Other scheme
WPD also operates a defined contribution scheme. The assets of the scheme are held separately from those of WPD in an
independent fund administered by the scheme trustee. The scheme bas two sections:
(a) a closed section with no active members. At 31 March 2022 there were 191 members with deferred benefits in the scheme
{2021: 194) and 3 pensioners {2021: 5). Market value of the assets was £2.4m (2021: £2.3m).
(b) a new pension arrangement available tw all new employees in WPD with eftect from 1 April 2010. At 31 March 2022 there
were 4.588 members (2021: 4,295). The market value of the assets of the open section of the scheme was £164.0m (202):
£139.4m). Employer coniributions to the scheme amounted to £13.5m in the vear (2021: £10.6m).

Defined benefit schemes

The liability/asset recognised in the balance sheet in respect of defined benefit pension plans 1s the present value of the defined
benefit obligation at the end of the reporting period less the fair value of the plan assets. The defined benefit obligation is calculated
annually by independent actuaries. Aon, using the projected unit method. The present value of the defined benefit obligation is
determined by discounting the estimated future cash outflows using interest rates of high-qualin corporate bonds that are
denominated in the currency in which the benefits are paid. and that have terms to maturity approximating 1o the terms of the related
pension obligation.

Actuarial gains and losses arising from experience adjustments and changes to actuarial assumptions are charged or credited o cquirts
in other comprehensive income in the period in which they arise. Past-service costs are recognised immediately in income,

The schemes are funded. defined benefit. final salary pension plans. The level of benefits provided depends on members' iength of
service and their salary at their date of leaving the WPD. The majority of pensions in payment receive inflationary increases in line
with the RPI ("Retail Prices Index") inflation. The benefit payments are from trustee-administered funds. The amount of
contributions to be paid is decided jointly by the employer and the Trustees of the Scheme. Assets held in trust are governed by UK
regulations and practice. The schemes' investment strategy is decided by the Trustees. in consultation with the employer. The
Boards of Trustees must be composed of representatives of the employer and plan participants in accordance with the schemes’ legal
documentation.
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26. Retirement benefit obligations (continued)

The amounts recognised in the balance sheet are determined as tollows:

2022
ESPS WPD ESPS CN WPUPS Infralec Y2 Unfunded Total
£m £m £m £m £m £m
Present value of obligations 2,368.5 33369 491.8 12.8 7.7 6,217.7
Fair value of scheme assets (2,827.3) (4,216.3) (597.0) (17.5) - (7,658.1)
{Surplus)/deficit of funded plan and liability/
. B 79.4 105.2 4.7 . L4404
(asset) recognised in the balance sheet (458.8) ® ) ( ) @.7) 77 (1,440.4)
Represented by:
Retirement benefir obligations - - - - 7.7 7.7
Retirement benefit assets (458.8) (879.4) (105.2) 4.7) - (1,448.1)
(458.8) (879.49) (105.2) 4.7 7.7 (1,440.4)
2021
ESPS WPD ESPS CN WPUPS Infralec 92 Unfunded Total
£m fm £m fm £fm £fm
Present value of obligations 2.606.1 3.6719 5100 135 7.6 6,809.1
Fair value of scheme assets (2,637.6) (3,940.9) (608.4) (17.4) - (7,204.3)
Deficit/(surplus) of funded plan and liability/
. - 315 269.0 98.4 39 7.6 395.2
(asset) recognised in the balance sheet { ) ¢ ) ¢ ) (3.9 ( )
Represented by:
Retirement benefit obligations - - - - 7.6 7.6
Retirement benefit assets (31.5) (269.0) (98.4) (3.9) - (402.8)
(31.5) (269.0) (98.4) (3.9) 7.6 (395.2)

The regulator, Ofgem, currently allows ongoing service costs and a proportion of the deficit costs to be recovered through regulated

income.

Analysis of the amount charged to profit before interest and taxation or to capital expenditure:

2022
ESPS WPD ESPS CN WPUPS  Infralec 92  Unfunded Total
im £m £m £m £m £m
Current service cost 326 36.4 - - - 69.0
Administrative costs 1.3 1.7 0.4 - - 34
WPUPS reimbursement agreement - - (0.4 - - (0.4)
a i 1ati 3
Opu’atn}g charge relating to defined 339 38.1 ) ) ) 2.0
benefit plans
Interest income on plan asscts (52.9) (79.1} (12.1) 0.4) - (144.5)
Interest on plan liabilities 522 73.5 10.1 0.3 0.2 136.3
WPUPS rcimbursement agreement - - 2.0 - - 2.0
Other finance (income)/expense 0.7 (5.6) - (0.1) 0.2 (6.2)
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26. Retirement benefit obligations {continued)

2021
ESPS WPD ESPS CN WPUPS  Infraiec 92 Unfunded Total
£m £m £m fm £m £m
Current service cost 273 289 - - - 56.2
Administrative costs 1.3 1.8 0.5 - - 3.6
WPUPS reimbursement agrecement - - (0.5) - - (0.5)
Opcranr}g charge relating to defined 8.6 10.7 } } ) 593
benefit plans
[nterest income on plan asscts {55.8) (82.3) (14.2) (0.3) - (152.6)
Interest on plan liabilities 51.9 74.1 10.7 0.3 0.1 137.1
WPUPS reimbursement agreement - - 3.5 - - 3.5
Other finance (income ) expense £3.9) (8.2} - - 0.1 (12.0)
The operating charge is allocated to the operating expenses in the income statement or to capiial expenditure as appropriate.
Analysis of the amount recognized in other comprehensive income:
2022
ESPS WPD ESPS CN WPUPS  Infralec92  Unfunded Total
£m fm £m £m £m £m
Return on plan assets excluding amounts
included in interest {income )/cxpense (196.5) (294.4) (2.8) - - (493.7)
Loss from change in
demographic assumptions 87.2 118.4 13.1 0.5 - 219.2
(Grain)/loss from change in financial
assumptions (335.8) (462.4) (29.5) (L) 0.4 (828.4)
Experience losses 245 38.1 14.0 0.2 - 76.8
Reimbursement agreement - - 52 - (0.2) 5.0
o~ 3 / o Qe - 7 M
Remeasurement (gal'ns) .lm.ss.s recognised in (420.6) (600.3) _ 0.4 0.2 ,02L.1)
other comprehensive income
2021
ESPS WPD ESPS CN WPUPS  Infralec 92 Unfunded Total
im £m £m £m £m £m
Return on plan assets excluding amounts
included in imerest income (168.6) (316.0} 6.3 (2.4 - (480.7)
Loss from change in
demographic assumptions - - 0.7 - - 0.7
Loss from change in
financial assumptions 362.4 4754 52.3 1.4 0.4 892.1
Expericnce gains {(16.0) (29.2) {3.6) {0.2) - i531.0)
WPUPS reimbursement agreement - - (33.9) - - (33.9)
Remeasurement lnss‘es/(tgams) recognised in 1778 1302 ) (1.2) 0.4 307.2
other comprehensive income
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26. Retirement benefit obligations (continued)

The movement in the net defined benelit ubligation over the accounting period is as follows:

S WPD Year ended 31 March 2022 Year ended 31 March 2021
Present  Fair value Present Fair value
value of of plan value of of plan
obligation assets Total obligation assets Total
£m £m £m £fm fm £m
Liability/(asset) at 1 April 2,606.1 (2,637.6) (31.5) 22839 (2,414.7) (130.8)
Current service cost 32.6 - 326 273 - 273
Administrative costs 1.3 - 1.3 1.3 - 1.3
Interest expen se/{income) 522 (52.9) {0.7) ] ) (55.8) (3.9)
86.1 (529 33.2 80.3 (55.8) 24.7
Remeasurements:
Retum on plan assets exeluding amounts
included in interest (income)/expense - (196.5) (196.5) - (168.6) (168.6}
Loss from change in
demographic assumptions 87.2 - 87.2 - - -
(Gain)/loss from change in
financial assumptions (335.8) - (335.8) 3624 - 362.4
Experience losses/(gains) 24.5 - 24.5 (16.0) - (16.0)
(224.1) (196.5) (420.6) 346.4 (168.6) 177 8
Contributions:
Employers - (39.9) (39.9) - (103.2) (103.2)
Plan participants 3.8 (3.8) - 4.0 (4.0 -
38 (43.7) 39.9) 4.0 (107.2) (103.2)
Payvments from plan:
Benefit payments (102.1) 102.1 - (1074 107.4 -
Administrative costs (1.3) 1.3 - (1.3} 1.3 -
(103.4) 103.4 - (108.7) 108.7 -
Liability/(asset) at 31 March 2,368.5 (2,827.3) (458.8) 2,606.1 (2,637.6) (31.5)
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ESPS CN Year ended 31 March 2022 Year ended 31 March 2021
Present  Fair value Present Fair value
value of of plan value of of plan
obligation assets Total obligation assets Total
£m £m £m £m fm £m
Liability/(asset) at 1 April 3,6719 (3,940.9} (269.0) 3,263.4 (3.580.2) (316.8)
Current service cost 364 - 36.4 28.9 - 289
Administrative costs 1.7 - 1.7 1.8 - 1.8
Interest expense/(income) 73.5 (79.1) (5.6) 74.1 (82.3) (8.2)
1116 (79.1) 325 104.8 (82.3) 225
Remeasurements:
Return on plan assets excluding amounts
included in intcrest {income)/expense - (294.4) {294.4) - (316.0) (316.0y
Loss from change in
demographic assumptions 118.4 - 118.4 - - -
{Gain)/loss from change in
financial assumptions (462.4) - (462.4) 4754 - 4754
Experience losses/(gains) 38.1 - 38.1 (29.2) - (29.2)
(305.9) (294.4) {600.3) 446.2 {316.0) 130.2
Contributions:
Employers - (42.6) (42.6) - (104.9) (104.9)
Plan participants 5.7 (5.7) - (3.5) -
57 (48.3) (42.6) 53 (110.4) (104.9)
Payments from plan:
Benefit payments {144.7) 144.7 - (146.2) 146.2 -
Administrative costs (1.7) 1.7 - (1.8) 1.8 -
(146.4) 146.4 - (148.0) 148.0 -
Liability/(asset) at 31 March 3,336.9 (4,216.3) (879.4) 3.671.9 (3,940.9) {269.0)
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WPUPS Year ended 31 March 2022 Year ended 31 March 2021
Present  Fair value Present Fair value
value of of plan value of of plan
obligation assets Total obligation assets Total
£m £m £m £m £m £m
Liahility/(asset) at | April 510.0 (608.4) (98.4) 476.1 (625.5) {149.4)
Administrative costs 04 - 0.4 0.3 - 0.5
Interest expense/(income) 10.1 (12.1) 2.0) 0.7 (14.2) (3.5)
Past service cost and gains and losses
on settlement - - - 0.1 - 0.1
10.5 (12.1) (1.6) 11.3 {14.2) (2.9)
Remeasurements:
Return on plan assets excluding amounts
included in interest expense/(income) - 2.8) 2.8) - 6.3 6.3
Loss from change in
demographic assumptions 13.1 - 131 0.7 - 0.7
(Gain)/loss from change in
financial assumptions (29.5) - (29.5) 525 - 32.5
Experience loss/(gains) 14.0 - 14.0 (5.6) (5.6)
2.4) (2.8) (5.2) 47.6 6.3 53.9
Contributions:
Emplovers - - - - - -
Payments from plan:
Benefit payments (25.9) 259 - (24.5) 245 -
Administrative costs {0.4) 0.4 - (0.5) (.5 -
(26.3) 26.3 - (25.0) 25.0 -
Liability/(asset) at 31 March 491.8 (597.0) (105.2) 510.0 (608.4) (98.4)
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For the year ended 31 March 2022

26. Retirement benefit obligations (continued)

Infralec 92

Year ended 31 March 2022

Year ended 31 March 2021

Present  Fair value Present Fair value
value of of plan value of of plan
obligation assets Total obligation assets Total
£m £m £m £m £m £m
Liability/(asset) at 1 April 13.5 (17.4) (3.9) 12.6 (15.1) (2.5)
[nterest expense/{income) 0.3 (0.4) (0.1) (.3 (0.3} -
0.3 (0.3) (0. 0.3 {0.3) -
Remeasurements:
Return on plan assets excluding amounts
included in interest (income )expense - - - - (2.4) (2.4)
Loss from change in
demographic assumptions 0.5 - 0.5 - - -
{Gain)/loss from change in
financial assumptions (L.1) - (L.1) 14 - 1.4
Experience losses/{gains) 0.2 - 0.2 (0.2} - (0.2)
{0.4) - (0.4) 1.2 (2.4 (1.2)
Contributions:
Employers - (0.3) {0.3) - (0.2) (0.2)
- 0.3) (0.3) . (0.2) 02)
Payments from plan:
Benefit payments {0.6) 0.6 - (0.6) 0.6 -
(0.6) 0.6 - (0.6} 0.6 -
Liability/(asset) at 31 March 2.8 (17.5) (4.7) {3.5 (17.4) (3.9)
The significant actuarial assumptions made were as follows:
2022
ESPS WPD ESPS CN WPUPS Infralec 92
% %o %o %a
RPI I[nflation 3.50 3.60 3.70 370
CPI Inflation 3.03 3.10 3.15 3.15
Rate of general long-term salary increases 3.55 .60 Nfa N/a
RPI-linked pension increases 3.10 3.10 3.70 315
CPl-linked pension increases N/a N/a 3.15 N/a
Post-88 GMP pension ingreases 2.10 2.10 215 2.5
Discount rate for scheme liabilitics 2.80 2.80 275 2,75
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For the year ended 31 March 2022

26. Retirement benefit obligations (continued)

The significant actuarial assuniptious made were as follows: 2021
ESPS WPD ESPS CN WPUPS [nfralec 92
‘?/0 0/0 % 0/0
RPI Inflation 3.20 3.20 3.20 3.20
CPI Inflation 2.70 270 2,70 2.70
Rate of general long-term salary increases 3.70 3.70 N/a Nfa
RPIl-linked pension increases 3.15 315 3.20 3.20
CPl-linked pension increases N/a N/ 2.70 N/a
Post-88 GMP pension increases 2.30 2.30 2.30 2.30
Discount rate for scheme liabilities 2.03 2.03 2.03 2.03

Assumptions relating to future mortality are set based on actuarial advice in accordance with published statistics and experience. The
impact of the COVID-19 outbreak on long term mortality trends is currently unclear and therefore has not been included in the
mortality assumptions. These assumptions translate into an average life expectancy in vears for a menber at age 60:

ESPS WPD

31 March 2022

31 March 2021

Mortality table adopted

Based on S2PXA base tables
with CMI 2021 core
projections and a 1.25% per
annum long-term
improvement rate

Based on S2PXA base
tables with CMI 2018 core
projections and a 1.0% per

annum long-term
improvement rate

Lifes expectancy for a male currently aged

60 26.9 259
Life expectancy for a female currently aged 588 28
60
Life expectancy at 60 for a male currently 28,1 26.7
aged 40
Life cxpectancy at 60 for a female currently 30.00 280
aged 40

ESPS CN

31 March 2022

31 March 2021

Monality table adopted

Based on $2PXA base tables
with CMI 2021 core
projections and a 1.23% per
anaum long-term
improvement rate

Based on S2PXA base
tables with CMI 2018 core
projections and a 1.0% per

annum long-term
improvement rate

Life expectancy for a male currently aged

Western Power Distribution ple

60 269 259
Life expectancy for a female currently aged 228 18
60 ’ -
Life expectancy at 60 for a male currently 28 1 26.7
aged 40 ’ '
Life expectancy at 60 for a female currently 30,00 98.9
aged 40
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Notes to the Western Power Distribution ple consolidated financial statements (continued)

For the year ended 31 March 2022

26. Retirement benefit obligations (continued)

WPUPS

31 March 2022

31 March 2021

Monality table adopted

*with CMI1202] core
projections and a 1.25% per
annum fong-term
improvement rate

*with CMJ 2018 core
projections and a 1.0% per
annum long-term
improvement rate

Life expectancy for a male currently aged

26.
60 26.9 6.1
Life expectancy for a female currently aged 293 28.5
60

Life expectancy at 60 for a male currently 282 271
aged 40

Life expectancy at 60 for a female currently 306 296
aged 40

* Male non-pensioners: 103% of S3PMA base tables, female non-pensioners: 97% of S3IPFA_middle base tables. male pensioners
103% of S3PMA base tables, female pensioners: 96% of $3PFA_middle base tables

Infralec 92

31 March 2022

31 March 2021

Mortality table adopted

106% of S2PXA base tables
with CMI 2021 core
projections and a 1.25% per
annum long-term
Improvement rate

1G0% of S2PXA base tables
with CMI 2018 core
projections and a 1.0% per
annum Jong-term
improvement rate

L.ife expectancy for a male currently aged

.9 259
60 26
ILife expectancy for a female currently aged %8 280
60
Life expectancy at 60 for g male currently 2% 5 371
aged 40
Life expectancy at 60 for a female currently 304 293
aged 40

The sensitivity of the defined benefit obligation to changes in the principal assumptions is:

Impact on defined benefit obligation

Change in
assumption ESPS WPD ESPS CN WPUPS Infralec 92
% £m £fm £m £fm
Discount rate -0.50% +204/-178 +271/-240 +33/-30 +1:-1
RPI Inflation +/-0.30% -149-140  +193:-183 +28/-23 +14-0
Life expectancy + 1 year 106 145 23 1

The above sensitivity analysis on the discount rate is based on a change in assumption while helding all other assumptions constant.
The change in RPI inflation assumption impacts on the CPI assumption. revaluation in deferment and pension increase assumptions.
When calculating the sensitivity of the defined benefit obligation to significant actuarial assumptions the same method (present value
of the defined benefit obligation calculated with the projected unit credit method at the end of the reporting period) has been applied
as when calculating the pension liability recognised within the balance sheet.
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Notes to the Western Power Distribution plc consolidated financial statements (continued)

For the vear ended 31 March 2022

26. Retirement benefit obligations (continued)

ESPS WPD scheme assets arc comprised as follows:

31 March 2022

31 March 2021

Of which Of which

not quoted not quoted

in an active in an active

Total market Total market

£m £m £m £m

Equities 628.7 (3.6) 839.4 -
Credit 250.0 - 208.1 -
Property 253.2 2532 159.0 159.0
Macro-orientated 111.8 - 127.0 -
Multi strategy 424.6 - 3819 -
LDI strategy 1,130.6 1,130.6 8974 -
Other including cash and net current assets 28.4 (4.1) 248 -
Total 2,827.3 1,376.1 2,637.6 159.0

ESPS CN scheme assets are comprised as follows:

31 March 2022

31 March 2021

Of which Of which

not quoted not quoted

in an active in an active

Total market Total market

£m £m £m fm

Equities 686.2 (6.0) 980.1 -
Credit 3517 - 2894 -
Property 365.7 365.7 118.8 118.8
Macro-orientated 3349 - 305.2 305.2
Multi strategy 463.2 - 6993 -
LDI strategy 2,018.2 1,943.1 1.387.6 -
Other including cash and net current assets (7.1) (8.5) 160.5 -
Total 4,212.8 2,294.3 3.940.9 424.0

WPUPS scheme assets are comprised as follows:

31 March 2022

31 March 2021

Of which Of which

not quoted not quoted

in an active in an active

Total market Total market

£m £fm £m £m

Equities - - 1239 -
Corporate bonds 281.6 - - -
Government bonds 3129 309.5 484.2 -
Other 2.5 (0.9) 0.3 -
Total 597.0 308.6 608.4 -

Infralec 92 scheme assets are comprised as follows:

31 March 2022

31 March 2021

Of which Of which

not quoted not quoted

in an active in an active

Total market Total market

£m £m £m £m

Equitics 7.9 - 7.5 -
Government bonds 5.8 - 3.6 -
Corporate bonds 335 - 4.0 -
Other 0.3 - 0.3 -
Total 17.5 - 17.4 -
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Notes to the Western Power Distribution plc consolidated financial statements (continued)
For the year ended 31 March 2022

26. Retirement benefit obligations (continued)
There is no self-investment in any of the schemes.

Through its defined benefit pension plans, the WPD Group is exposed 1o a number of risks. the most significant of which are detailed
below:

Asset volatility The liabilities are calculated using a discount rate set with reference to corporate bond yields; if]
assets underperform this yield. this will create a deficit. The scheme holds a significant propertion of]
growth assets (e.g. equities) which are expecied to outperform corporate bonds in the long-term
while providing velatility and risk in the short-term. The allocation to grewth assets is monitored
such that it is suitable with the schemes' long-term objectives.

Changes in bond vields A decrease in corporate bond yields will increase the schemes' liabilities, although this will be
partiaily offset by an increase in the value of the schemes’ bond holdings.
Inflation risk The majority of the schemes' benefit obligations are linked to inflation, and higher inflation will lead

to higher liabilities (although, in most cases, caps on the level of inflationary increases are in place to
protect against extreme inflation). A proportion of the assets are either unaftected by or loosely
correlated with inflation, meaning than an increase in inflation will increase the deficit.

Life expectancy The majority of the schemes' obligations are to provide benefits for the life of the member, so
increases in life expectancy will result in an increase in the liabilities.

The schemes use government bonds. corporate bonds and cash as matching assets. The remainder of assets are used as growth assets.

The employer has agreed that it will aim 1o eliminate the actuarial deficits (as assessed on the ongoing funding basis) by 30
November 2024 for the WPD segment of the ESPS, by 31 July 2024 for the CN segment of the ESPS. and by 30 September 2024 for
192.

The current agreed emplover contributions for the WPLD segment of the ESPS are 31.2% per annum of pensionable salaries from 1
April 2020 to 31 March 2023 and 42.4% per annum of pensionable salaries thereafter in respect of future benefit accruals, expenses
(including PPF levies) and death in service benefits plus an additional £1.2m per annum in respect of expenses. Company deficit
contributions are £18.0m per annum payable trom 1 April 2021 10 30 November 2024,

The current agreed employer contributions for the CN segment of the ESPS are 27.9% per annum of pensionable salaries from 1
April 2020 to 31 March 2023 and 37.0% per annum of pensionable salaries thercafter in respect of future benefit accrual. expenses
(including PPF levies) and death in service benefits plus an additional £1.8m per annum in respect of expenses. The Company is not
currently paying any deficit contributions, pending the cutcome of the 31 March 2022 actuarial valuation.

The results of the 31 March 2019 funding valuation showed that WPUPS was in surplus on the ongoing funding basis. As a result.
no deficit contributions are required. and the expected emplover contributions to the scheme for the year ending 31 March 2023 are

ail.

The current agreed employer contribution to Infralec 92 is that on 31 March each year, from 31 March 2021 o 31 March 2024
(inclusive) WPD will pay £0.2m per annum.

Funding levels are monitored on a regular basis and the next triennial valuation is due 10 be completed as at 31 March 2022,

Current expected total emplover contributions for the vear ending 31 March 2023 are £39.5m for the WPD segment of the ESPS and
£24.6m for the CN segment of the ESPS.

Please note the results of the actuarial funding valuation as at 31 March 2022 may give rise to a revised schedule of contributions and
as such the quantities in the paragraph above may be liable to change.

The weighted average duration of the defined benefit obligation is around 16-18 vears for the WPD segment of the ESPS. 15-17
vears for the CN segment of the ESPS. around 12-14 yvears for WPUPS and around 13-14 vears for Infralec 92.
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Notes to the Western Power Distribution plc consolidated financial statements (continued)
For the year ended 31 March 2022

27. Provisions

WPUPS Asset
Reimbursement Retirement
Agreement Obligations  Insurance Pensions Other Total
(i) (i) (iii) (iv) v
£m £m £m £m £m £m
At 1 April 2021 98.4 51.1 16.5 2.8 34 172.2
Charged to income statermnent:

Additional / (rclease) 1.6 (15.1) 0.9 1.5 - (11.1)
WPUPS rcimbursement remeasurements 5.2 - - - - 5.2
Utilised during ycar - (1.5) - (0.5) {0.5) (2.5)
At 31 March 2022 105.2 34.5 17.4 38 2.9 163.8

Provisions have been analysed between current and non-current as follows:

Current - 1.5 9.1 0.8 1.9 13.3
Non-current 105.2 33.0 83 30 1.0 1505
At 31 March 2022 105.2 345 17.4 38 2.9 i63.8
Current - 1.9 5.5 0.6 2.3 10.5
Non-current 98.4 1492 11.0 2.2 0.9 161.7
At 31 March 2021 98.4 51.1 16.5 28 3.4 172.2

(i} WPD South Wales is the principal employer for WPUPS, which is a defined benefit scheme providing benefits relating (o
previous employees of a former affiliated group. WPD South Wales will fund the actuarial deficit. However. as Western Power
Distribution Holding Company Limited, the Company's parent, has taken full financial responsibility for this scheme, WPD South
Wales will be reimbursed for these payments. This responsibility was transferred from PPL WPD Limited during the prior year, As
Western Power Distribution Holding Company Limited is outside the WPD Group. the value of the reimbursement agreement is
stated in the balance sheet as a provision above, and matches the gross asset recorded under IAS 19 (Note 26).

(ii} Asset retirement obligations relate to an estimate of the costs of disposing and removing wood poles, fluid filled cables, SF6 gas
units and PCB contaminated units at the end of their useful lives and are expected to be settled over the next 85 years. These assets
are included in distribution network within property. plant and equipment.

(iii) Insurance provisions relate to claims covered by the WPD Group's wholly-owned caplive insurance company. Aztec [nsurance
Limited ("Aztec"), based in Guernsey, and claims covered by external insurers. This includes third party motor claims, employers’
liability, public and product liabilitv. and professional indemnity and includes claims that are reported but not yet paid and
anticipated cost of claims incurred but not vet reported. The directors expect the provision to be settled in the next five years.

(iv) Pension provisiens relate to expected settlements of liabilities relating to the pension liability relating to the Electricity
Association Technolegy Limited ("EATL"} and are expected to be settled over a period of approximately eight years.

(v} Other provisions relate principally to onerous uninsured losses. and miscellancous ¢laims arising in the ordinary course of
business: the directors expeet other provisions to be settled within the next two years.
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For the vear ended 31 March 2022

28. Share capital
2022 2021
£m £m
Issued and fully paid:
1,057.592,372 (2021: 1.057.592,372) ordinary shares of £1 each 1,057.6 1,057.6

The shares entitle the holders thereof to one vote per share held. Each share ranks equally for any dividend declared and any
distribution made on a winding up. The shares are not redecmable. In April 2020 share capital was reduced by £600.0m and was
credited to retained carnings.

29. Capital and reserves

2022 2021

£m fm

Share capital 1,057.6 1,057.6
Merger reserve (963.1) (963.1)
Hedging reserve (13.8) (16.9)
Non-cash capital contribution reserve 0.5 -
Retained earnings 6,275.5 5,301.6
6,356.7 3,379.2

The share capital represents the nominal value of the authorised ordinary shares in the Company in issue which carry a right to
participate in the distribution of dividends or capital of the Company.

The merger reserve arosc on the restructuring of WPD Group entities under common control in Cetober 2014 and September 2001.

The hedging reserve comprises the effective portion of the cumulative net change in the fair value of cash flow hedge derivative
instruments related to hedged transactions that have not vet occurred.

The non-cash capital contribution reserve pertains to the emplovee share option scheme offered by the parent to be settled in the
shares of the parent.

30. Contingent liabilities

The WPD Group's businesses are parties to various legal claims, actions and complaints. Although the WPD Group is unable to
predict with certainty whether or not it will ultimately be successful in these legal proceedings or. if not. what the impact might be,
the directors currently believe that disposition of these matters will not have a materially adverse effect on the WPD Group's tinancial
statements.

31. Commitments

Capital commitments
Capital expenditure contracted for at the balance sheet date but not recognised in the financial statements is as follows:

2022 2021
£m £m
Property. plant and equipment 146.1 92.2

Operating lease commivments - WPD Group as lessor

The WPD Group has entered into commercial properts leases on its investment property portfolio. consisting of the WPD Group's
surplus offices. shops remaining from a discontinued business. and surplus land. and also on its fibres The leases have lease terms
between 1 and 125 vears. and have various terms, escalation clauses and renewable rights. [Leases include a clause to enable upward
revision of rental charge on a review cyvcle seton lease inception according to prevailing market conditions.

Western Power Distribution ple 124
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31. Commitments (continued}

Operating lease commiments - WED Group as lessor (continued)

Future minimum rentals receivable under non-cancellable operating leases at 31 March are as follows:

2022 2021

£m £m

Year 1 3.2 33
Yecar 2 2.9 3.1
Year 3 2.4 2.8
Year 4 1.8 2.4
Year 5 1.8 1.8
Year 6 and onwards 7.5 3.8
19.6 22.2

Guarantees and indemnities
The WPD Group has provided guarantees in respect of the funding required by the WPD Group's pension schemes.

32. Related party transactions

The immediate parent undertaking of the WPD Group is Western Power Distribution Holding Company Limited. which is registered
in England and Wales.

The smallest and largest group in which the results of the Company are consolidated is that by headed by National Grid ple.

registered in England and Wales. Copies of these consolidated financiai statements can be obtained from the Company Secretary,
National Grid ple, 1-3 Strand, London WC2N SEH.

There are no personnel, other than the directors, who as key management have authority and responsibility for planning, directing
and controlling the activities, directly or indirectly, of the WPD Group. Details of directors’ compensation are set out in Note 9.

The following significant transactions with related parties were in the normal course of business.

2022 2021

£m £m

Revenue - National Grid affiliate companies (i) 14.0 -
Operating costs - National Grid affiliate companies (ii) (19.8) -
Net finance cost (1.8) -
Loan with parent company (iii) 662.6 -
Amounts due to affiliated National Grid Companies 4.4 -
WPUPS reimbursement liability re WPUPS pension asset (iv) 105.2 98.4
Reimbursement asset re unfunded pension liabilitv (v) 3.2 1O

(i} Revenue from related parties consists of engineering recharge revenue from National Grid entitics in rclation to ongoing diversion
projects.

(ii) Operating costs charged by related parties largely relates to National Grid exit charges.

(iii} The loan with parent company pertains to an amount drawn under the two-way loan agreement with National Grid Ple. The loan
is unsecured and is repavable on demand. Interest is accrued on the balance at SONIA plus 0.25% margin and is paid monthly.
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32. Related party transactions (continued)

(iv) WPD South Wales is the principal employer for WPUPS, which is a defined benefit scheme providing benefits relating to
previous employees of a former affiliated group. WPD South Wales will fund the actuarial deficit. However, Western Power
Distribution Holding Company Limited. the Company's parent, has taken full financial responsibility for this scheme. WPD South
Wales will be reimbursed for these payments. As Western Power Distribution Holding Company Limited is outside the WPD Group.
the value of the reimbursement agreement is stated in the balance sheet and matches the gross asset/liability recorded under [AS 19
(Note 26).

(v) WPD South Wales also has an unfunded pension liability in respect of previous executives. Western Power Distribution Holding
Company Limited has taken full responsibility for this scheme and. therefore, WPD South Wales will be reimbursed for these
paymenis. The value of the reimbursement agreement is stated in the balance sheet and matches the liability recorded under IAS 19
(Note 26).

33, Events after the reporting period
Subsequent to the year-end no dividend was paid by the Company.
On 1 June 2022, the WPD Group concluded the sale of WPD Smart Metering Limited, a subsidiary business of the Group. The

investment in WPD Smart Metering Limited is not accounted for as assets held for sale as at 31 March 2022 since there was no
committed plan to sell the asset as at that date.
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Parent Company financial statements of Western Power Distribution plc
Company balance sheet
Asat 31 March 2022

2022 2021
Note fm £m
Non-current assets
[nvestments:
Shares in subsidiary undertakings 4 2,876.0 2,876.0
Derivative financial instruments 359 26.1
29119 2.902.1
Current assets
Derivative financial instruments - 1.8
Debtors 5 3716 4933
Cash at bank 0.2 4.5
371.8 499.6
Creditues - arounts falling due within one year 6 (493.9) (450.1)
Net current (liabilities)/assets (122.1) 49.5
Total assets less current liabilities 2,789.8 2.951.6
Creditors - amounts falling due after more than one year 6 (1,052.1) (1.092.7)
Provision for liabilities
Deferred tax 7 (1.2) (0.7)
Net assets 1,736.5 1,858.2
Capital and reserveg
Share capital 8 1,057.6 1,057.6
Hedging reserve 9 1.0 0.5
Profit and loss account 677.9 800.1
Equity sharehelders’ funds 1,736.5 1.838.2

The Company reported a profit for the financial year ended 31 March 2022 of £18.0m (2021: £31.8m loss) and other comprehensive
income of £0.5m (2021: £0.5m).

The financial statements of the Company on pages 127 to 136 were approved by the Board of Directors and authorised for issue on
22 July 2022 and signed on its behalfl by:

A= O

P Swilt I R Williams
Chief Executive Finance Director
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Company statement of changes in equity
For the year ended 31 March 2022

Share Hedging Retained Total
capital reserve earnings equity
£m £m £m £m
At 1 April 2020 1,657.6 - 453.1 2,110.7
Loss for the year - - (31.8) (31.8)
Other comprehensive income - 0.5 - 0.5
Total comprehensive income for the year - .5 (31.8) (31.3)
Share capital reduction {600.0) - 600.0 -
Equity dividends paid (20.92 pence per £1 share) - - (221.2) (221.2)
At 31 March 2021 1,057.6 0.5 800.1 1,858.2
Profit for the year - 18.0 18.0
Other comprehensive income ~ (.5 - 0.5
Total comprehensive income for the year - 0.5 18.0 18.5
Equity dividends paid (i3.26 pence per £1 share) - - (140.2) (140.2)
At 31 March 2022 1,057.6 1o 6779 1,736.5
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Notes to the Company financial statements
For the year ended 31 March 2022

1. Authorisation of financial statements and statement of compliance with FRS 101

The parent Company financial slulements of Western Power Distribution ple (the "Company™) for the year ended 31 March 2022
were authorised for issue by the board of directors on 22 July 2022 and the balance sheet was signed on the board’s behalf by P
Swift and I R Williams. Western Power Distribution ple is a public limited company incorporated and registered in England and
Wales.

The Company meets the definition of a qualifying entity under FRS 100 "Application of Financial Reporting Requirements”. These
financial statements were prepared in accordance with Financial Reporting Standard 101 "Reduced Disclosure Framework” {("FRS
101") and in accordance with applicable accounting standards.

2, Significant accounting policies

Basis of preparation

As permitted by FRS 101, the Company has tuken advantage of the disclosure exemptions available under that standard in relation to
financial nstruments, capital management. presentation of comparative information in respect of certain assets, prescntation of a cash
flow statement. standards not yet effective. impairment of assets and related party transactions. Where required, equivalent
disclosures are given in the group accounts of Western Power Distribution plc which are included on pages to 1 1o 126.

As permitted by Section 408 of the Companies Act 2006 the Company has elected not to present its own income statement or
statement of comprehensive income for the year. The profit attributable to the Company is disclosed in the footnote to the Company's
balance sheet.

The financial statements have becn prepared on the historical cost basis. except for the revaluation of derivative financial instrumenis
that are measured at fair value, as explained in the accounting policies below. Historical cost is generally based on the fair value of
the consideration given in exchange for goods and services.

Fair value is the price that would be received to sell an asset or paid to transfer a lability in an orderly transaction between market
participants at the measurement date. regardless of whether that price is directly observable or estimated using another valuation
technique. In estimating the fair value of an asset or liability. the Company takes into account the characteristics of the asset or
liability if market participants would take those characteristics into account when pricing the asset or liability at the measurement
date. Fair value for measurement and/or disclesure purposes in these financial statements is determined on such a basis, except for
share-based pavment transactions that are within the scope of IFRS 2. leasing transactions that are within the scope of IFRS 16. and
measurements that have some similarities to fair value but are not fair value such as net realisable value in IAS 2 or value in use in
IAS 36.

The Company’s financial statements are presented in Sterling as this is the currency of the primary economtic environment in which
the Company operates. All values are rounded to the nearest hundred thousand pounds except when otherwise indicated.

The principal accounting pelicies adopted are set out below.

Going concern

The directors have prepared the [inancial statements on the going concern basis as they have a reasonable expectation that the
Company has adequate resources to continue in operational existence for the foreseeable future. The current financial position of the
Company shows net current liabilities of £122.1m. The Company has access to a two-way loan facility with the parent, National
Grid Ple. Confirmation has been obtained from a parent undertaking that it will provide financial support to the Company for not less
than 12 months from the date of approval of the financial statements. The Company's net current liabilities will be settled with a
combination of cash flows from dividends, the two-way loan agreement with the parent and issuances of long-term debt. The
Company can access either short or long term borrowings in order to finance repayment of foans. The Company has credit ratings
above the investment grade and there is sufficient evidence, including historical analysis of the Group’s ability to raise debt, to
indicate that the Company will be successfully able to raise debt to finance repayments as needed.

The WPD Group's operating companies are regulated DNOs. DNOs are essential in keeping critical infrastructure assets operating
safely and securely and in making sure that homes and businesses across the country arc receiving the energy needed. The work of
the Group is crucial for the continuation of existing essential services. the establishment of new critical infrastructures and for
keeping the public, including the most vulnerable in our society, safe. Since the Company's income is primarily dividend and intercst
income from WPD Group entities, the Company does not consider that stage there is a material uncertainty casting a doubt over the
entity's ability to continue as a going concern.
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Notes to the Company financial statements (continued)
For the vear ended 31 March 2022

2. Significant accounting policies (continued)

Going concern (continued)

Having assessed the regulatory obligations of the business, the Company's investment portfolio, its consistent dividend inflow. the
ability to raise finance externally and the ability of the parent undertaking to provide financial support, the directors have concluded
that the going concern basis of preparation remains appropriate,

Impact of new International Financial Reporting Standards
The following new standards are cffective for accounting periods beginning on or after 1 January 2021:

= Amendments to JFRS 9, IAS 39, IFRS 7, IFRS 4 and IFRS 16 - amendments in relation 1o Interest Rate Benchmark Reform, Phase
2. These amendments are effective for annual periods beginning on or after 1 January 2021;

= Amendments to IFRS 16 - amendments regarding COVID-19 related rent concessions, effective for annual periods beginning on
or after | June 2020 and further extension effective for annual periods beginning on or after 1 April 2021,

The Company has asscssed the impact of these standards and concluded that these standards do not have any material impact on the
Company's financial statements.

Foreign currencies

Transactions in foreign currencies are initially rccorded in the entity's functional currency by applying the spot exchange rate ruling
at the date of the transaction. Monctary asscts and liabilities denominated in foreign currencics are retranslated at the functional
currency rate of exchange ruling at the balance sheet date. All differences are taken to profit and loss.

Non-monetary iiems that are measured in terms of historical cost in a foreign currency are translated using the exchange rates as at
the dates of the initial transactions.

Taxation

Current tax is measured at the amount expected to be payable (or recoverable) in respect of the taxable profit (or loss) for the peried
based on tax rates and [aws that have been enacted or substaniively enacted at the balance sheet date. This includes UK corporation
tax payable to HM Revenue & Customs ("HMRC"} and amounts payable to (or receivable from) other UK group companies for
losses and other amounis transferred between them ("group reliet™).

Deferred tax is the tax expected to be pavable (or recoverable) in future periods due to differences between the time when profits and
losses are recognised in the financial statements and the time when those profits and losses are included in tax returns filed with
HMRC. (hese temporary differences arise in the current period and then reverse in future periods. The temporary differences are
calculated by comparing the carrying value of assets and liabilities at the balance sheet date with their corresponding tax bascs
included in tax returns.

Deferred tax is recognjsed on all temporary differences except:

= where the temporary difference arises from the initial recognition of goodwill or of an asset or liability in a transaction that is not a
business combination that ar the time of the ransaction affects neither accounting nor taxable profit or loss:

= in respect of taxable temporary differences associated with Investments in subsidiaries. associaies and joint ventures. where the
timing of the reversal of the temporary differences can be controlled and it is probable that the temporary differences will not
reverse in the foresceable future: and

= deferred tax assets are recognised only to the extent that it is probable that raxable profit will be available against which the asset
may be recovered.

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply in the periods when the temporary
differences will reverse based on tax rates and laws that have been enacted or substantively enacted at the balance sheet date.
Deferred tax assets and liabilities are offset only to the extent permitted by tax legislation.

Income tax is charged or credited to other comprehensive income if it relates to items that are charged or credited to other

comprehensive income. Similarly. income tax is charged or ¢redited directly to equity if it relates 10 items that are credited or charged
directly tr equity. Otherwise income tax is recognised in profit and loss.
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2. Significant accounting policies (continued}

Financial assets

Financial assets are classified as debt instruments at amortised cost: debt instruments at fair value through other comprehensive
income ("FVOCI"): financial assets at fair valne through profit and loss ("FVTPL"); derivatives designated as hedging instruments in
an effective hedge: or as equity instruments designated at FVOCI, as appropriate. Financial assets include cash at bank, debtors,
investments, and derivative financial instruments.. The Company determines the classification of its financial assets at imitial
recognition. Financial assets are recognised initially at fair value, normally being the transaction price plus, in the case of financial
asscts not at fair value through profit or loss, directly attributable transaction costs. For financial assets at FVTPL, transaction costs
are immediately recognised in profit and loss.

The subsequent measurement of financial assets depends on their classification, as follows:

Debt instruments at amortised cost

Debt instruments that meet the hold-to-colleet business model test and svle payment principal and interest ("SPPI") contractual cash
flow test, are carricd at amortised cost using the effective interest method, if the time value of money is significant. Gains and losses
are recognised in income when the debt instruments are derecognised or impaired, as well as through the amortisation process. This
category of financial assets includes cash at bank, debtors and investments.

Financial assets at FVOCY

Financial assets at FVOCI, that meet the sole payment principal and interest ("SPPI”) contractual cash flow test and the objective of
the Group is achieved both by collecting contractual cash flows and selling financial assets. are carricd on the balance sheet at fair
value with gains or losses recognised in other comprehensive income. This category of financial assets include derivatives designated
as hedging instruments in an effective cash flow hedge.

Derivatives designated as hedging instruments in an effective hedge
These derivatives arc carried on the balance sheet at fair value. The treatment of gains and losses arising from revaluation is
described below in the accounting policy for derivative financial instruments and hedging activities.

Impairment of financial assets
The Company recognises impairment on financial assets following the expected credit loss ("ECL") model in TFRS 9.

Debtors

Debtors mainly comprise amounts owed by group undertakings and are considered to be low risk. Therefore the impairment
provision is determined as 12 months expected credit loss, The 12-month ECL results from those default events on the financial
assets that are possible within 12 months afier the reporting date.

Investments

Investments are considered to be low risk, and therefore the impairment provision is determined as 12-month expected credit loss.
The 12-month ECL results from those default events en the financial assets that are possible within 12 months after the reporting
date.

Cash at bank and in hand
Cash at bank is subject to the impairment requirements of IFRS 9 but the impairment less on these is deemed immaterial since they
have an insigniticant risk of change in value.

Financial liabilities

Financial liabilitics are classified as fnancial liabilities at FVTPL; or as financial liabilitics measured at amortised cost, as
appropriate. Financial liabilities include creditors. The Company determines the classifteation of its tinancial liabilitics at initial
recognition. The measurement of financial liabilitics depends on their classification, as follows:

Financial liabilities at fuir value through profit or loss

Financial liabilities at fair value through profit or loss arc carried on the balance sheet at fair value with gains or losses recognised in
the income statement. Derivatives. other than those designated as effective hedging instruments, are included in this category.
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2. Significant accounting policies (continued)
Financial liabilities (continued)

Financial liabilities measured at amortised cost
All other financial liabilities are initially recognised at fair value. For interest-bearing loans and botrowings this is the fair value of
the proceeds received net of issuc costs associated with the borrowing.

After initial recognition. other financial liabilities are subsequently measurcd at amortised cost. Amortised cost i$ calculated by
taking into account any issue costs. and any discount or premium on settlement. Gains and losses arising on the repurchase,
settlement or cancellation of liabilities arc recognised respectively in interest and other income and finance costs.

This category of financial liabilities includes creditors.

Derivative financial instruments and hedging

The Company uses derivative financial instruments such as forward currency contracts and inmlerest rate swaps to hedge its risks
associated with foreign currency and interest rate fluctuations. Derivative financial instruments are initially recognised at fair value
on the date on which a derivative contract is entered into and are subsequently remeasured at fair value. Derivatives are catried as
assets when the fair value is positive and as liabilities when the fair value is negative.

(Gains or losscs arising from changes in the fair value of derivatives thal are not designated as eftective hedging instruments are
recognised in the income statement.

Offsetting of financial assets and ligbilities

Financial assets and liabilities are presented gross in the balance sheet unless both of the following criteria are met: the Company
currently has a legally enforceable right to sct off the recognised amounts: and the Company intends to either settle on a net basis or
realise the asset and settle the liability simultancously. A right of set oft is the Company’s legal right 1o settle an amount payable to a
creditor by applying against it an amount receivable from the same counterparty. The relevant legal jurisdiction and laws applicable
1o the relationships between the parties are considered when agsessing whether a curreni legally enforceable right to set off exists.

Staff cost
The Company does not employ any personnel. All staff are emploved by the relevant subsidiaries.

Dividends
Dividend distribution to the Company's shareholder is recognised as a liability in the WPD Group's financial statements in the vear in
which the dividends are approved by the Company's directors,

Share capital
Ordinary shares arc classified as equity and are recorded at the par value of proceeds received. net of direct issuc costs. Where
shares are issued above par value. the proceeds in excess of par value are recorded in the share premium account.

3. Critical accounting judgements and key sources of estimation uncertainty

In the application of the Company’s accounting policies. which are described in Note 2. the directors are required o make
Jjudgements. estimates and assumptions about the carrying amounts of asscts and liabilities that are not readily apparent from other
sources. The estimates and associated assumptions are based on historical experience and other factors that are considered 10 be
relevant. Actual results may differ from these estimates.

The estimates and underlving assumptions are reviewed on an ongoing basis. Revisions 1o accounting estimates are recognised in the
period in which the estimate is revised if the revision affects only that period, or in the period of the revision and future periods if the

revision affects both current and future periods.

There are no estimates dependent upon assumplions which could change in the next {inancial year and have a material effect on the
carrving amounts of assets and liabilities recognised at the balance sheet date.

There are no judgements dependent upon assumptions which could change in the next financial year and have a material effect on the
carrving amounts of assets and liabilities recognised at the balance sheet date.
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4, Subsidiary undertakings

2022 2021
£m £m
Cost and Net book value 2.876.0 2.876.0

Details of the Company's subsidiary undertakings are as follows:

Subsidiary undertakings Principal activity Proportion

Yo
Western Power Distribution (South West) ple Electricity distribution 100
Western Power Distribution (South Wales) ple Electricity distribution 100
Western Power Distribution (East Midlands) ple Electricity distribution 100
Western Power Distribution { West Midlands) ple Electricity distnibution 100
WPD Investment Holdings Limited Investment company 100
WPD Distribution Netwoerk Holdings Limited Investment company 100
WPD Island Limited (dissolved on 12 July 2022) Investment company 100
WPD WEM Limited Investment company 100
WPD Midlands Limited Investment company 100
WPD WEM Holdings Limited Investment company 100
Western Power Distribution Investments Limited Investment company 100
WPD Telecoms Limited Telecommunications 100
Western Power Generation Limited Power generation 100
WPD Property Investments Limited Property management 100
Kelston Properties 2 Limited Property management 100
Aztec Insurance Limited * [nsurance 100
South Western Helicopters Limited Helicopter operator 100
WPD Smart Metering Limited (disposed subsequent to the vear end) Electricity Metering 100
WPD Limited * Property management 100
Sheet Road Management Company Limited Property management 51
South Wales Electricity Share Scheme Trustees Limited Trusiee company 100
Hyder Profit Sharing Trustees Limited Dormant company 100
WW Share Scheme Trustees Limited Dormant company 100
WPD Midlands Networks Contracting Limited (dissolved on 17 May 2022) Dormant company 100
Central Networks Trustees Limited Dormant company 100
WPD Sharc Scheme Trustees Limited Dormant company 100
Western Power Pension Trustee Limited Dormant comparny 100
WPD Limited Dormant comparty 100
Meter Reading Scrvices Limited (dissolved on 17 May 2022) Dormant company 100
Meter Operator Services Limited (dissolved on 17 May 2022) Dormant company 100

* Incorporated in Guernsey.

All undertakings are registered in England and Wales unless stated.

Except for WPD Investment Holdings Limited and WPD WEM Holdings Limited, which are owned 100% directly. all shares arc
held by subsidiary undertakings. All holdings are in ordinary shares.

Except for Aztee Insurance Limited and WPD Limited, the registered office of all subsidiary undertakings is Avonbank, Feeder
Road, Bristol BS2 0TB. The registered office for Aztec Insurance Limited is PO Box 155, Mill Court. La Charroteric, St Peter Port,
Guemnsey, GY | 4ET and for WPD Limited is Elizabeth House, Les Ruentes Brayes, St Peter Port. Guernsey. GY 1 1EW,

The exemption under 5.394A and s.448A from preparing and filing the financial statements of the dormant subsidiarics has been
availed.
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4. Subsidiary undertakings {(continued)

The following UK subsidiaries will take advantage of the audit exemption set out within

for the year ended 31 March 2022:

Subsidiary undertakings

Company number

section 479A of the Companies Act 2006

South Wales Electricity Share Scheme Trustees Limited (23525606
WPD Distribution Network Holdmgs Limited 08857746
WPD Investment Holdings Limited 10991479
WPD Midlands Limited 02366928
WPD WEM Holdings Limited 07578676
WPD WEM Limited 04066211
5. Debtors
2022 2021
£m £m
Amounts falling due within one year:
Amounts owed by Group undertakings 371.6 493.2
Prepayments and accrued income - 0.1
371.6 4933
Amounts owed by Group undertakings
2022 2021
£m £m
Inter-company Notes receivable from:
WPD WEM Limited (1) - 119.7
WPD WEM Holdings Limited (2) 370.0 370.0
Interest on inter-company Notes receivable from:
WPD WEM Limited - 2.0
WPD WEM Holdings Limited 1.7 1.4
Inter-company accounts ~ 0.1
371.7 1932
{1y Accrues interest at a fixed rate of 5.0% per annum.
(2) Accrues interest at a rate of SONIA compounded to 6 monthly tenors, plus a margin of 1.25%.
All notes are unsecured and are repavable on demand. The ECL on amounts owed by Group undertakings is £0.1m.
6. Creditors
2022 2021
£m £m
Amounts falling due within one year:
Syndicaled credit facility (1) - 830
Syndicated term loan (2) - 3500
[.oan with parent company (3) 476.6 -
Amounts owed to Group undertakings 0.9 0.8
Accruals and deferred income 16.4 16.3
49319 1501
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6. Creditors (continued)

2022 2021
£m £m

Amounts falling due after more than one year:
7.375% US5255m honds due 2028 (1) 206.3 198.4
3.625% GBE£500m bonds due 2023 498.9 498.2
3.5% GB£350m bonds due 2026 346.9 346.3
Term loan facility (5) - 49.8
1,052.1 1,092.7

Borrowings are stated net of unamortised issue costs of £2.0m (2021: £2.9m}). discount on issue of £2.1m (2021: £2.7m) and
premium on issue of £12.2m (2021: £13.4m). These costs. together with the interest expense. are allocated to the income statement
over the term of the honds ar a constant rate on the carrying amounl,

(1} The amount borrewed on the Company's £210.0m syndicated credit facility at 31 March 2021 was £83.0m, which bore interest at
0.87% (libor plus a margin of 0.825%). This facility was fully repaid during the current year and was cancelled on 30 March 2022,

(2) On 26 February 2021. the Company entered into a £350.0m six month syndicate facility agreement with JP Morgan acting as
facility agent. At 31 March 2021 the facility was fully drawn and accrued interest at a rate of 1.05%, being libor plus a margin of
1.0%. The amount drawn was fully repaid in June 2021.

(3) The loan with parent company pertains to amounts drawn under the two-way loan agreement with National Grid Ple. The loan is
unsecured and is repayable on demand. Interest is accrued on the balance at SONIA plus 0.25% margin and is paid monthly.

(4) The Company is a co-obligor and makes all pavments on the $255m 7.375% notes due 15 December 2028. In accordance with
the agreements. the Company and Western Power Distribution Holding Company Limited are jointlv and severaily, and fully and
unconditionally. liable for the notes. The Company has recognised the obligation for the notes, in full.

{5)On 7 June 2019, the Company entered into a £50.0m five year term facility agreement with National Westminster Bank ple. At 31
March 2021, the full amount under the facility was borrowed and the facility accrued interest at a rate of 1.48%, being libor plus a
margin of 1.4%. The amount drawn was repaid and the facility was cancelled in December 2021,

7. Deferred tax

The tollowing are the deferred tax liabilities and assets recognised by the Company and movements thereon during the current year.
All balances relate to temporary diftfercnees in respect of non-trade financial transactions.

2022 2021
£m £m
Assetat I April 0.7 4.6
Deferred tax charged in the income statement for the period 0.5 {4.0)
Deferred tax charged in the stalement of comprehensive income - 0.1
Liabilitv/{asset} at 31 March 1.2 0.7
8. Share capital

2022 2021
£m £m

Issued and fully paid:
1.057.592.372 (2021: 1,057.592.372) ordinary shares of £1 cach 1,057.6 1.057.6

On 7 April 2020, the share capital of the Company was reduced from 1.657.5392.372 ordinary shares of £1 each 1o 1.057,592.372
ordinary shares of £1 each by cancelling and extinguishing 600,000,000 ordinary shares of £1 each. £600.0m was credited (o retained

eamnings.
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8. Share capital (continued)

The shares entitle the holders thereof to one vote per share held. Each share ranks equally for any dividend declared and any
distribution made on a winding up. The shares are not redeemable.

9. Hedging reserve

2022 2021
£m £m
At 1 April 0.5 -
Reclassification adjustments for losses on cash flow hedges
included in profit or loss 0.6 0.6
Income tax effect (0.1) 0.1
At 31 March 1.0 0.3

The hedging reserve relates to the value received in respect of interest rate derivatives entered into in anticipation of the issue of long-
term debt. The effective portion of the loss when the swap was cashed out is being amortised through the income statement over the
term of the bond.

10. Events after the reporting period
Subsequent to the vear-end no dividend was paid by the Company.

During the vear ended 31 March 2022, the WPD Group initiated the process to sell WPD Smart Metering Limited. The sale
concluded subsequent to the year end on | June 2022,

11. Related party transactions

The immediate parent undertaking of the Company is Western Power Distribution lolding Company Limited. which is registered in
England and Wales.

Until 13 June 2021, the largest group in which the results of the Company were consolidated was that headed by PPL. Corporation,
incorporated in the United States of America, which was the ultimate parent undertaking and controlling party. Copies of its
accounts may be obtained from its registered address at Two North Ninth Street, Allentown. Pennsylvania. PAT8101-1179. US. On
14 June 2021, PPL completed the sale transaciion of its UK investment in the WPI} Group 1o National Grid Ple On completion of
the sale. the uliimate controlling parent of the Company is National Grid Ple. registered in England and Wales,

As at 31 March 2022. the largest group which includes the Company and for which vonsolidated financial statements are prepared is
National Grid ple, registered in England and Wales. Copies of these consolidated financial stalements can be obtained from the
Company Secretary, National Grid plc., 1-3 Strand. London WC2N SEH.

Laan with parent company
At 31 March 2022, the Company has drawn down £476.6m under the two-way loan agreement with the parent company. National
Grid Ple. The loan is unsecured and is repayable on demand. Interest is accrued on the balance at SONTA plus 0.25% margin and is

paid monthly.

The Company recorded interest payable of £1.6m in relation 1o the intercompany balances.

Registered office:

Western Power Distribution plc
Avonbank

Telephone : G117 933 2000
Fax : 0117 933 2001

Feeder Road email: info'q westernpower.co.uk
Bristol Registered number 09223384
BS2 0TB

Western Power Distribution ple

136



