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Ovo Energy Ltd
Strategic Report
For the Year Ended 31 December 2017

Strategic Report for the Year Ended 31 December 2017
The directors present their strategic report for the year ended 31 December 2017.
Introduction

OVO grew out of the belief that there was a better way to sell energy. We set out to build a company people
could trust; a company that would simplify buying energy and offer fair and transparent pricing, underpinned by
unrivaled customer service, :

Our work is far from complete, but during the past eight years we have built a brand people value and trust.

OVO Group now has more than Im customers. From humble beginnings in a barn in Gloucestershlre we have
- become the UK’s lar gest mdependent energy company. '
When OVO launched in 2009 it was unheard of for energy~companies to offer fair pricing and a straightforward
customer experience. Through these simple innovations we challenged the dominance of the Big Six and set the
standard for new entrants to the market. But being ‘better” is no longér the differentiator it once was and
customers now expect more-value from their energy company

The energy industry also faces great changes, driven by the fallmg cost of renewables and increasing

digitisation. As we look forward to further advances in battery technology, the rise of connected devices and the .
electrification of heat and transport, only companies that offer diversified, smaxt services will thrive. For thls
reason we have continued to invest in the future.

Smart homes ) ‘

At OVO we were quick to see the potential of smart energy services. We championed the smart meter rollout,
setting up our own Field Force team to take the OVO brand from the virtual to the physical as our. highly-trained
engineers to install smart meters in customers’. homes More than 55% of our customers now have a smart
melter,

Smart meters are a step on the path to an intelligent and sustainable energy network that will free us from our
dependence on fossil fuels. They.enable the adoption of game-changing technologies that will transform the way
we live and consume energy. We will provide our customers with an effortless transition to smart homes,
offering the installation, management and maintenance of smart energy solutions mcludmg solar panels, smart
bmlels, smart thermostats and in-home batteries.

The customer is always in the room

. Today OVO is no longer simply an energy retail business: it is a group of dynamic companies that are

- harnessing technological advances to offer exciting solutions to existing and future customers. We always ask
ourselves what our customers value, and how technology can meet their needs and expectations. Our evolution
into a smart energy company is ultlmately about building 1astmg and trusted relationships by providing an
excellent user experience. .

We are not chasmg short-term returns. We want to build a better energy system and deliver the biggest changes.
in energy provision since the industrial revolution.
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Ovo Energy Ltd
Strategic Report
For the Year Ended 31 December 2017 {continued)

Smart Supply - OVO Energy(
The global energy market is moving rapidly towards a new era of digitisation, and decentralised clean power
generation which will place more control in the hands ‘of consumers. It means that the opportunities to provide

greater value to customers - beyond simply supplying kilowatt hours - have increased exponentially, and that the
energy retail market will change beyond recognition.

OVO has positioned itself at the forefront of this change and is well placed to capitalise on opportunities as the
business evolves ﬁom a top-rated ener gy retailer to a multi-service, multi-brand energy technology company. .

As OVO changes customers will mcleasmgly benefit from new products and services that harness the

~ disruptive power of technology. .

Customers already enjoy many of the benefits of rapid digitisation. The ‘My OVO’ website provides a simple
way to manage energy accounts online. Cutting edge products such as OVO Live --a platform that receives data
from smart meters every six seconds - provide customers with unprecedented access to information about their
own energy consumption. Recent updates to OVO Live include disaggregation monitoring, which pinpoints the
energy usage of individual household appliances. This provides a new level of transparency for customers and
helps them to manage their energy usc accordingty.

The determination to use technology to allow customers to take charge of their energy use, together with fair
pricing and unrivalled customer service, has placed OVO Energy at the top of the Which? Customer Satisfaction
Survey for the second year in a row. OVQ was also named the World’s Best Energy Brand at the CHARGE
Awards-in 2016 and scooped eleven awards at the 2016 USwitch Awards. =~

Intelligent trading

OVO Energy’s trading team has developed a number of tools in-house to purchase commodities as efficiently as
possible and reduce trading risks. This helps us to manage the 3.1 Terrawatt hours of electricity and 8.9
Terrawatt hours of gas OVO Energy pulchases every year, passing on savings from intelligent tr admg through
reduced customer bills. .

The proprietary demand forecasting model combines regression and machine learning algorithms that analyse
data on usage and weather patterns to calculate OVO Energy’s share of Elexon’s standard demand profile, .all to
a high degree of accuracy. This tool is essential for avoiding volatlle and potentially expensive ‘cash out’
penalties, minimising wholesale costs. .

B

Mass penetration of smart meters and a move towards half hourly settlement has considerably improved both
the quantity and quality of data available to suppliers. OVO Energy now has accurate live data of real-time
usage, which creates a direct link between the cost of supplying electricity to a customer, and how and when
they use it.

Smart ideas - OVO Foundatlon
OVO Foundation was created in 2014 with the mission of supporting inspiring organisations with smatt ideas to
give young people across the world a better and brighter future. OVO Foundation develops projects in three
programme areas: enen‘gy and the environment, youth poverty and education.

OVO Foundation is funded partly from customer donations, aud partly from the OVO business: at the end of
2017, 81,000 customers donated to OV.O Foundation each month. . . '
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Ovo Energy Ltd
.- . Strategic Report
F01 the Year Ended 31 Decembel 2017 (continued)

Key. Filmncinl and Performance Indicators

v

The company's key financial and other perform‘ance indicators during the year were as follows: .
Unit 2017 2016

Customer numbers - . : No. 779,000 676,000
Cash £000 50,526 25,944
Annuallsed gross ploﬁt margin : % ©15.8 141

Principal risks and uncertainties

The principal risks and uncertainties impacting the Company relate to the wholesale price of gas and electricity,
price pressure from competitors and bad debt risk. The Company aims to manage risk by securing gas and
electricity under forward contracts and by placing customers on fixed price contracts. By collecting monthly
Direct Debits from our customers, the Company plans to keep bad debts to a minimum, however, this is an area
to which close attention is being paid with the current national economic climate likely to cause household
budgets to become more stretched in the coming months.. Whilst the Company had no borrowing at year end
2017, the Directors are careful to manage oapxtal to ensure that the business grows in'a sustainable manner.

By securing gas and electricity under forward contracts the Group is required to place margin calls when the

mark to market value of the contracts moves adversely. The Group has largely transitioned to new supply
arrangements which do not incorporate mhlgin calls but instead require a fixed: deposit. Margin calls with other
suppliers are made out of working capital in the form of cash deposits. The Group manages its cash resouirces to
ensure it has sufficient funds to meet all expected demands as they fall due.

Approved by the Board on 28 June 2018 and signed on its behalf by:

Vincent Casey -
Director
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Ovo Energy Ltd
Directors' Repon for the Year Ended 31 December 2017

- Directors' Report

The directors present their report and the audited financial statements for the year ended 31 DEcember 2017.

Directors' of the company :
The directors of the company who were in office duung the year and up to the date of signing the financial
statements were: v

Stephen F itzpatrick
" Stephen Murphy - Chairman
" Christopher Houghton '
Niall Wass _
Sarah Calcott (resigned 20 Marg:ﬁ 2017)
 Jonathan Owen (resigned 25 January 2018)
The following director was- abpointed after the year end:
Vincent Casey (appomted 8 June 2018)

Dividends
The directors do not plopose a d|v1dend for the current year (2016: no d1v1dends proposed).

Financial instruments
The financial risk management objectives and policies of the Company and the assessment of the Company's:
exposure to price risk, credit risk, liquidity risk and capital risk management is discussed in note 23 of these
financial statements.

Charitable donations
During the year the company made charitable donations of £867,000. Individual donatlons were:
The OVO Charitable Foundation ) ' : . < e 867,000

Employment of disabled persons

One of the Company’s core values is treating people fairly, giving equal opportunities to all employees and
applicants. The Company ensures all employees get the same chances for training, development and career
progression depending on their performance, including any disabled employees. If an employee becomes
disabled” whilst in employment, the Company will make every effort to give the employee suitable
responsibilities with reasonable adjustments in their current role, in line with the Equality Act 2010. Where this
isn’t possible, the Company will try to find the employee another role within Ovo and provide addltlonal ,
training (as necessary)

Employee involvement

The Company actively cncouxages employee involvemert throughout the organisation. The company holds

regular company wide briefings where the latest information is shared, including financial and economic factors
_that affect the performance of the company. Employee performance and development is reviewed on a quarterly

basis and ensured it is in line with the overall company’s objectives. The Company’s employee forum and social

committee is chaired by its employees for its employees. Ovo group also introduced a new share scheme for

employees in the prior year. .

Future developments

The Directors believe that the Company remains well positioned in the market place with a defercntlated offer.
For further jnformation, visit our website: www.ovoenergy.com. See Strategic Report for the Company's future
developments. - ‘
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Ovo Energy Ltd
Directots' Repoit for the Yeat Ended 31 December 2017 (continued)

Research and development

- The Company continues to devclop its IT infrastr uctule, investing £1.9m in softwaire development and licences
for the year to 31 December 2017 (2016: £7.5m). The Company did not engage- in research durmg the yeart
(2016: £nil).

Going concern '

The Company made a loss for thé year ending 31 December 2017 and has net labilities. The financial

statements have been prepaved on a going concern basis as the directors have a reasonable expectation that the

Company has adequate resources to continute in oper atlonal existence for the foreseeable future. Further details
- are in note 2 of the financial statements.

Directors' hablllttes h

As permitted by the Articles of Assocxatlon the Directors have the benefit of an mdemmty which is a quallfymg

third party indemnity provision as defined by Section 234 of the Companies Act 2006. The indemnity was in
force throughout the last financial year and is currently in force.

Statement of Directors’ Responsibilities in respect of the financial statements

The duectms are responsible for preparing the Annual Report and the financial statéments in accordance with
applicable law and regulation.

Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have prepared the financial statements in accordance with Tnternational Financial Reporting Standards
(IFRSs) as adopted by the Européan Union. 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 state of affaits of the company and
" of the profit or.loss of the company for that peuod In prepating the financial- statements, the directors are
1equ|red to:

. select éuitable accounting policies and then apply themn consistently;

. state whethel applicable TFRSs as adopted by the European Union have been followed subject to any
material depaitures disclosed and explained in the financial statements;

. - make judgements and accounting estimates that are reasonable and prudent; and )

. prepare the financial statements on the going concern basis- unless it is inappropriate to presume that

the company will continue in business.

The diréctors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company's transactions and disclose with reasonable accuracy at any time the financial position of the company
and enable them to ensure that the financial statements comply with the Companies Act 2006. The directors are
also responsible for safeguarding the assets of the company and hence for taking reasonable steps. for the
prevention and detection of fraud and other irregularities. In the case of each director in office at the date the
Directors® Report is approved: -

. . so far as the director is aware, there is no relevant audit information of which the company’s auditors
are unaware; and )

s they have taken all the steps that they ought to have taken as a director in order to make themselves
aware of any relevant audit information and to’ establlsh that the compauy’s auditors are aware of that
information. . . Rk

- The financial statements on pages 10 to 39 were approved by the Board of Directors on 28 June 2018 and signed
on its behalf by:

i Vmcent Casey
Director
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Ovo Energy Ltd
Independent Auditors' Report
Independent Auditors' Report to the members of Ovo Energy Ltd
for the Year Ended 31 December 2017
Independent Auditors' Report to the members of Ovo Energy Ltd

Report on the audit of the financial statements

Our Oplmon

~ In our opinion, Ovo Enel gy Ltd's financial statements:

.*  give atrue and fair view of the state of the company’s affaus as at 31 December 2017 and of its loss

and cash flows for the year then ended;

. " have been propetly prepared in accordance with Intematlonal F manmal Reportmg Standards (IFRSs)
as adopted by the European Union; and ' .

. have been prepared in accor dance with the requirements of the Compames Act 2006

We have audited the financial statemerits, included within the Annual Repont and Fmanmal Statements (the
“Annual Report”), which comprise: the statement-of financial position as at 31 December 2017; the income .
statement, the statement of cash flows, the statement of changes in equity for the year then ended; and the notes
to the financial statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit-in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and
applicable law. Our responsibilities under ISAs*(UK) are further described in the Auditors’ responsibilities for
the audit of the financial statements section of our report. We believe that the audlt evidence we have obtained is
sufficient and appropriate to pr ovide a basm for our opinion, ’

Independence

v

We remained independent of the company in accordance with the ethical requiremerits that are 1clevant to our
audit of the financial statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled
our other ethical responsibilities in accordance with these requirements. :

Conclusions relating to going concern

We have nothing to report in respect of the followmg matters ‘in relation to which ISAs (UK) require us to report

to you when:

+ the directors’ use of the going concern basis of accounting in the preparation of the financial statements is not

_ appropriate; or

+ the duectors have not disclosed in the finaucnal statements any 1dent1ﬁed mateual uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for a
period of at least twelve months from the date when the financial statements are authorised for issue. .

However, becausenot all future events or conditions can be predicted, this statement is not a guarantee as to the
company’s ability to continue as a going concern.
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Ovo Energy Ltd

Independent Auditors' Report

Independent Auditors' Report to the members of Ovo Energy Ltd
for the Year Ended 31 December 2017 (continued)

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements
and our auditors’ report thereon. The directors are responsible for the other information. Our opinion on the
financial statements does not cover the other information and, accordingly, we do not express an audit opinion
- or, except to the extent otherwise explicitly stated in this report, any form of assurarice thereon.

. In connection with our audit of the financial statements, our responsibility is to read the other information and,
in.doing so, consider whether the other information is materially inconsistent with the financial ‘statements or
our knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent
material inconsistency or material misstatement, we are required to perform procedures to conclude whether
there is a material misstatement of the financial statements or a material misstatement of the other information,
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 based on these responsibilities.

With respect to the Strategic Repoxt ‘and Directors® Report, we also consndeied whether the dlSClOSUl es 1equned
by the UK Companies Act 2006 have been mcluded

Based .on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK).

require us also to report certain opinions and matters as described below.
Strategic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic
Report and Directors’ Report for the year ended 31 December 2017 is consistent with the financial statements
and has been prepared in accordance with applicable legal requirements.

In in light of the knowledge and understanding of the company and its environment obtained in the course of the
audit, we did not identify any material misstatements in the Strategic Report and Directors’ Repott.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of Directors' Responsibilities set out on page 6, the directors are

~ responsible for the piepaiation of the financial statements in accordance with the applicable framework and for
being satisfied that they give a true and fair view. The directors are also responsible for such internal control as
they determine is necessary to enable the piepanation of financial statements that are free from material
misstatement, whether due to fraud or error. :

"In preparing the. financial statements, the directors are iesponsible for assessmg the 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 company or to cease opei ations, or

have no realistic alternative but to do so.
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Ovo Energy Ltd

/ o : Independent Auditors' Report
Independent Auditors' Report to the members 6f Ovo Energy Ltd
* for the Year Ended 31 December_, 2017 (continued)

Auditors’ responsibilities foi" the audit of the financial statements

.

. Our objectives are to ebtaih. reasonable assurance .about whether the financial statements as a whole are free

from material misstatement, whether due to fraud or error, and to issue an auditors’ report that' includes our
opinion. Reasonable assurance is a high level of assurance, but'is not a guarantee that an audit conducted in
accordance -with ISAs (UK) will always detect a material misstatement when it exists. Misstatemerits can arise
from fraud or error and are considered material if, individually or in the aggregate ‘they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements '

A further descrlptlon of our responsibilities for the audit of the financial statements is located on the FRC’
websxtc at www.frc.org. uk/audltorsresponsrbﬂmes This descrlptron forms part-of our auditors’ report.

Use of this repqrt

This reéport, including the opinions, has been prepared for and only for the company’s ‘members as a body in’
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do-not, in giving
these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report
is shown or into whose hands it may come save where expressly agreed by our prior consent in writing. '

"Other required reporting
.Companies Att 2006 exception reporting

. Under the Companies Act 2006 we are required to report to you if, in our opinion:

» we have not recelved all the information and explanatlons we require for our audit; or

- » adequate accounting records havé not been kept by the company, or returns adequate for our audlt have not

been received from branches not visited by.us; or
« certain disclosures of directors’ remuneration specified by law are not made; or
. the financial statements are not in agreement with the accounting records and returns.

_ We have no exceptions to report ansmg fromi this responsibility.

, Katharine an (Seruor Statutory Audntor)
-For and on behalf of PncewaterhouseCoopers LLP, Statutory Auditor

2 Glass ‘Wharf
Bristol

" BS2 OFR

28 June 2018
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Income Statement
For the year ended 31 December 2017

Revenue '

Cost of sales

Gross proﬁt° -
Administrative expenses

Operating profit/(loss)
Finance income
Finance costs

Net finance cost
Profit/(loss) before tax
- Income tax (expense)/income

Profit/(loss) for the year

The above resuits were derived from continuing operations.

Ovo Energy Ltd
Income Statement

For the Year Ended 31 December 2017

Note

There is no other comprehensive income other than the profit for the year.

2017 2016
£ 000 £000
762521 685,203
. (637,120) (588,475)
125,401 - 96,728
(119,561) (113,528). "
5,840 (16:800)
213 120
(1,543) (2,079)
(1,330) (1,959)
4,510 (18,759)
(1,274) 1,876
3,236, (16,883)

The notes on pages 14 to 39 form an integral part'of these financial statements.
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. I . A : Ovo Energy. Ltd
o ' (Registration number: 06890795)
Statement of Financial Position as at 31 December 2017 -

Statement of Financial Position
As at 31 Deceimber 2017

31 Deéember 31 December A'

2017 2016
Note ‘ £000 £000
Assels
Non-current assets . '
Property, plant and equipment - 10 ' 2,738 ©o- 4,199
Intangible assets. . 6,811 . 8,269
Deferred tax assets 9 ) 13,309 -~ 14,355
22,858 ' 26,823
Current assets ' s . . .
Trade and other receivables 13 _ 86,907 . ' 53,814
Cash and cash equivalents . 14 50,526 25,944
, 137433 79,758
Total assets ' L : - ' 160,291 106,581
Current liahilities L , ' ‘

_Trade and other payables o . (167,839) (113,480)
Income tax liability - (228) -
Deferred income - A - ' ’ - (70,027) . (74,950)
Provisions ’ 19 (740) 551y

_ . (238,834) " (188,981)
Net liabilities - o _(18,543) (82,400) -
Equity .

Share premium v . S 50 : 50
Other reserves . ’ o 1,629 - 1,008
Accumulated losses . o (80,222) (83,458)
Total equity : - (78,543) (82,400)

The financial statements on pages 10 to 39 were approved by the Board on 28 June 2018 and signed on its -
behalf by: .

.........................................

Vincent Casey
Ditector-

The notes on pages 14 to 39 form an integral part of these financial statements.
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Statement of Changes in Equity
For the year ended 31 December 2017

At ] January 2016
Loss for the year '
Share based payment transactions -

Ovo Energy Ltd
v Statement of Changgs in Equity
For the Year Ended 31 December 2017

At 31 December 2016 - -

At | January 2017
Profit for the year

Share based payment transactions

At 31 December 2017

Share based
Share payment Accumulated
* premium reserve . losses Total
£000 £000 £ 000 £000
50 .. 490 (66,575) (66,035)
- - (16,883) (16,883)
- : 518 - 518
50 1,008 . (83,458)  (82,400)
Share based -
~ Share payment Accumulated
premium -~ Yeserve . ‘ losses Total
£000 £000 : £000 £000
, 50 1,008 (83,458) (82,400) -
- . T 3,236 3,236
- 621 - 621
50 1,629 - (80,222) (78,543)

The notes on pages 14 to 39 form an integral part of these financial statements:
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Statement of Cash Flows
for the year end‘ed 31 Decembei 2017

Cash flows from operafing activities

Profit/(loss) for the year :
Adjustments to cash flows from non-cash items
Depreciation and amortisation

Finance income - '

Finance costs

- Share based payment transactions.

Income tax expense / (credit)

Working capital adjustments
Decrease in inventories *.

" Increase in trade and other receivables

Increase in trade and other payables
Increase in provisions
Decrease in deferred income, including government grants

Net cash flow generated from/(used in) operating activities

Cash flows from investing activities
Interest received '

Acquisitions of property plant and equipment
Acquisition of intangible assets -

.Net cash flows used in investing activities

 Cash flows from financing activities

Interest paid

. Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at 1 January

~ Cash and cash ecjuivalents at 31 December

Note

13,

19

11

Ovo Energy Ltd

. Statement of Cash Flows
For the Year Ended 31 December 2017

2017 - 2016
£000°. £000
3,236 (16,883)
7,124 10,045
(213) {120)
1,543 2,079
621 518
1,274 (1,876)
13,585 6,237
- 78
(33;093) (18,512)
54,359 29,917
189 178
(4,923) (13,195)
30,117 7,771)
213 120
.(1,453) (2,524)
(2,752) (7,471)
*(3,992) © (9,875)
(1,543) (2,079)
24,582 (19,725).
25,944 45,669
50,526 25,944

The notes on pages 14 to 39 form an integral part of these financial statements.’
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Ovo Energy Ltd
/ . Notes to the Financial Statements for the Year Ended 31 December 2017 -

Notes to the Financial Statements

1 General information
The company is a private company limited by share capital, iricorporated and domiciled in United Kingdom.

The address of its registered office is:
1 Rivergate

Temple Quay

Bristol

BS1 6ED

United Kingdom

These financial statements were authorised for issue by the Boaxd on 28 June 2018.

2 Accounting policies

Summmy of sxgmﬁcant accounting policies and key accounting estimates
The principal accounting policies applied in the preparation of these financial statements are set out below
These policies have been consistently applied to all the years presented, unless otherwise stated.

Basis of preparation
The Company financial statements have been prepared in accordance with International Financial choxtmg

Standards (IFRS) and IFRS Interpretations Committee (IFRS IC) as adopted by the European Union and the

Companies Act 2006 applicable to companies reporting under TFRS. The financial statements have been
prepared under the historical cost convention, as modified by the revaluation of financial assets and financial
liabilities (including derivative instruments) at fair value through profit or loss.

" The preparation of financial statements in confon.mty with IFRS 1equ1res the use of certain critical accountmg
estimates. It also requires management to exercise its judgement in the process of applying the group's

accounting policies. The areas involving a higher degree of judgement or complexity, or areas where.

assumptions and cstimates are significant to the financial statements are discussed in the 'Critical accounting
estimates and judgements ' section at the end of this note.

Items included in the financial statements are measured using the currency of the primary economic
environment in which the entity operates (‘the functional currency’). The financial statements are presented in
‘Pounds Sterling’ (£), which is the Company’s functional and the Company’s presentation currency.

Going concern
- The Company made a loss for the year ended 31 December 2017 and has net liabilities. The financial statements
_have been prepared on a going concern basis.

The Company meets its day-to-day working capital requirements through its bank facilities and the Shell

facility. The arrangement enables OVO to purchase commodity in advance in the forward markets, providing a
hedge against its commitments to customers. The Shell commodity purchasing .arrangement gives rise to a
variable liability to Shell which is a combination of accounts payable and futuré purchase commitments secured
on some the cash of Ovo Energy Limited.

The Compauy's forecasts and projections, taking account of reasonably possible changes in trading performance,
show that the Company should be able to operate within the level of its current facilities. The directors have a
reasonable expectation that the Company has adequate:resources to continue in operational existence for the
. foreseeable future. The Company therefore, continues to adopt the going concern basis in preparing its financial
statements.
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Ovo Energy Ltd
Notes to the Fmanc1al Statements for the Year Ended 31 Decembe1 2017 (contmued)

2 Accounting policies (continued)

Revenue r ecogmtlon :

Revenue arises from the supply of gas and electuclty and related services as these costs are incurred; amounts
are derived from provision of goods and services that fall within the ordinary actnvxtles of the Group. Revenue is
recognised net of value added tax (VAT) and climate change levy (CCL) ' .

AN

. Revenue from the supply of gas and electricity is a function of end user consumption (accmding to meter read

data) and tariff rates (specified by contract terms) net of supplies that are not billable. Revenue is 1ecogmsed net
of sales discounts.

Revenue from the sale of Renewables Obligation Certificates is r'ecognised when substantially all the risks and
rewards of ownership are transferred to a third party. Revenue is recognised at the invoiced value net of VAT.

Accrued revenue, representing gas and electricity supplied since -the last Bilh’ng date, is recegnised in the
balance sheet and is netted off against defen ed income to the extent it can be matched agamst specific customer
payments.

All revenue arose within the United Kingdom.
Exemption from preparing group financial statements

The financial statements contain information about Ovo Energy Ltd as an mdmdual company and do not
contain consolidated financial information as the parent of a group.

" The company is exempt under section 400 of the Companies Act 2006 from the requirement to prepare

consolidated financial statements as it and its subsidiary undertakings are included by full consolidation in the
consolidated financial statements of its parent, Ovo Group Ltd, a company incorporated in United Kingdom. . -

Finance income e and costs policy

Financing expense comprises interest payable on-loans and is recogmsed in pnoﬁt or loss using the effective
interest method. Fmancmg income comprises interest receivable on funds invested and on loans to group, -
undertakings.

Interest income and interest payable is recognised in profit or loss as it accrues; using the effective interest
method. Dividend income is recognised in the income statement on the date the entity’s right to receive
payments is established. Foreign currency gains and losses are reported on a net basis. :

" Foreign currency transactions and balances

Transactions in foreign currencies are initially recorded at the functnonal currency rate prevailing at the date of
the transaction. Monetary assets and liabilities denominated in foreign currencies aré retranslated into the
respective functional currency of the entity at the rates prevailing on the reporting period date. Non-monetary
items carried at fair value that are denominated in foreign currencies are retranslated at the rates prevailing on
the initial transaction dates.

Non-monetary items, measured in terms of histerical cost in a foreign currency are not retranslated.

Tax . .

The tax expense for the period comprises current and deferred tax. Tax is recognised in profit or loss, except that
a change atiributable to an item of income or expense 1ecogn|scd as other comprehensive income is also
recognised directly in other comprehensive income.

The current income tax charge is calculated on the basis of tax rates and laws that have been enacted or
substantlvely enacted by the reporting date in the countries where the company operates and generates taxable

- income,
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Ovo Enel gy Ltd
Notes to the Financial Statements for the Year Ended 31 December 2017 (contmued)

2 Accountmg policies (contmued)

Deferred tax is provided on temporary differences between the carrying amounts of assets and liabilities for .

financial reporting purposes-and the amounts used for. taxation purposes. The following temporary differences
are not provided for: the initial recognition of goodwill; the initial recognition of assets or liabilities that affect
neither accounting nor taxable profit other than in a business combination, and differences relating to
investments in subsidiaries to the extent that they will probably not reverse in the foresecable future. The
amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying
amount of assets and llabxlltles using tax rates enacted or substantively enacted at the balance sheet date.

A deferled tax asset is recognised only to the extent that it is probable that fututc taxable profits w1ll be
available against whlch the temporary difference can be utilised. . .

‘Property, plant and equipment
Property, plant and equipment is stated in the statement of fmancnal position at cost less any subsequent
accumulated depreciation and subsequent accumulated impairment losses. ¢

The cost of property, plant and eqmpment includes directly attributable incremental costs mcunred in their
acquisition and installation.

Depreciation .
Depreciation is charged so as to write off the cost of assets, other than land and properties under construction
over their estimated useful lives, as follows: .

, -

Asset class - Depreciation method and rate

Leasehold property ' ) ‘ Period of the lease -

Fixtures, fittings and office equipment . 3 years straight line
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Ovo Energy Ltd
Notes to the Fmancxal Statements for the Year Ended 31 Decembel 2017 (continued)

2 Accounting policies (continued) -

Intangible assets
a) Trademar[gs and licenses

Separitely acquired trademarks and licenses are shown at historical cost. Trademarks and licenses have a finite '
useful life and are carried at cost less accumulated amortisation.

b) Computer software and licenses

Acquued computer software and licences are capxtahsed on the basis of the costs incurred to acquire and bring
to use the specific software.

Costs associated with maintaining computer software programmes are recognised as an expense as incurred.
Development costs that are directly attributable to the design and testing of identifiable and unique software
products controlled by the Company are recognised as intangible assets when the following criteria are met:

- it is technically feasible to complete the software product so that it will be available for use; .

- management intends to complete the software product and use or sell it;

- there is an ability to use or sell the software product;

- it can be demonstrated how the software product will generate probable future economic benefits;

- adequate technical, fmancxal and other resources to complete the development and to use or sell the software
are available; and

- the expenditure attributable to the software product during its development can be rehably measured.

Directly attributable costs that are capitalised as part of the software product mclude the software development
employee costs and an appropriate portion of 1elevant overheads.

Other development expendltures that do not meet these criteria are recognised as an expense as incurred.
Deveélopment costs previously recognised as an expense are not recognised as an asset in a subsequent period.

Amortisation
Amortisation is provided on mtanglble assets so as to write off the cost, less any estlmatcd residual value, over
their expected useful economic life as follows:

Asset class : Amortisation method and rate

IT software and internally developed software costs 3 years straight.line
Trademarks and 1ndustry accxedltatlon Indefinite life

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and call deposits, and other shori-term highly liquid
investments that are readily convertible to a known amount of cash and are subject to an insignificant risk of
changes in value. .

Trade receivables :

Trade receivables are amouints due ﬁom customers for goods sold or services pelfmmed in the ordinary course -
of business. If collection is expected in one year or less (or in the normal operating cycle of the business if
longer), they are classified as current assets. If not, they are presented as non-cutrent assets.

Trade receivables are recognised lmtlally at fair value and subsequently measu:ed at amortised cost using the
effective mterest method, less provision for impairment.
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Ovo Energy Ltd
Notes to the Financial Statements for the Year Ended 31 December 20 17 (continued)

3

2 Accounting policies (continued)
Inventories )

Under the provisions of the Utilities Act 2000, all elecu icity suppliers are required to procure a ‘set percentage of
their supplies from accredited renewable electucxty generators. This obligation can be fulfilled by the purchase
and surrender of Renewables Obligation Certificates (ROCs) originally issued to generators, or, by making
.payment to Ofgem who then recycle the payments to purchasers of ROCs. In addition to the regulatory
requirements, the Group surrenders additional ROCs to demonstrate its environmental credentials transparently.
The- accounting policy distinguishes between the cost of the Group’s obligations within the regulatory regime
and the tactical disposition towards putchasing and holding ROCs. The cost abligation is recognised as it arises
and is charged to the in¢ome statement for the year to which the charge relates as a reduction in gross margin.
Gains or losses on disposal of ROCs are included in the ingome statement as and when they crystallize. The
stock of ROCs carried forward is valued at the lower of cost and estimated net 1eallsable value. Cost is based on
the first-in first-out principle.

Trade payables
_ Trade payables are obligations to pay for goods or services that have been acquired in the ondmaxy course of
business from suppliers. Accounts payable are classified as current liabilities if payment is due within one year

or less (or in the normal operatmg cycle of the businiess if longer). If not, they are px esented as non-current’

habllmes

Trade payables are recognised mltlally at the transaction price and subsequently measuxed at amortised cost
using the effective mterest method. :

Borrowings

Borrowings are recognised initially at fau value, net-of tmnsactlon costs incurred. Borrowings: are subsequently -

carried at amortised cost; any difference between the proceeds (net of transaction costs) and the redemption
value is recognised in the income statement over the period of the borrowings using the effective interest
method.

Provisions

Provisions are recognised when the company has a present obligation (legal or constructive) as a result of a past
event, it is probable that the group will be required to settle that obligation and a reliable estimate can be made
of the amount of the obligation,

Provisions are measured at the directors’ best estimate of the expenditure required to settle the obhgatlon at the

reporting date and are dlscounted to present value where the effect is mater 1al

" Leases
. Leases in which substantxally all the risks and iewards of ownership are retained by the lessor are classxﬁed as

operating leases. Payments made under operating leases are charged to prof t or loss on a straight- lme basis over

the period of the lease.

)

Defined contribution pension obllgatlon

A defined contribution plan is a pension plan under which fixed contributions are paid into a sepalate entity and

has no legal or constructive obligations to pay further contributions if the fund does not hold sufficient assets to
pay all employees the benefits relating to employee service in the current and prior periods.

For defined contribution plans contributions are paid publicly or privately administered pension insurance plans
on a mandatory or contractual basis. The contributions are recognised as employee benefit expense when they
are due. If contribution payments exceed the contribution due for service, the excess is recognised as an asset.

~
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: Ovo Energy Ltd
Notes to the Financial Statements for the Year Ended 31 Decembe1 2017 (contmued)

2 Accounting pblicies (continued)

Employee benefits .
The Company operates a flexible benefit scheme for qualifying employees whereby in addition to their salary,
those employees are invited to select certain benefits with a value of up to 4% of their base pay. All costs related
At'o the scheme are expensed in the income statement in the years which services are rendered by employees. One
of the available benefits is paymént to a defined contribution pension plan. This is a post-employment benefit
plan under which the Company pays fixed contributions into a separate. entity and will have no legal or
constructive obligation to pay further amounts. The Company has enrolled in the automatic pension scheme
since November 2013. '

A liability is recognised for the amount expected to be paid under short-term cash bonus or profit-sharing plans
if the Company has a present legal or coristructive obligation to pay this amount as a result of past service
provided by the employee and the obligation-can be estimated reliably.

Share bascd payments

Ovo Group Ltd operates a number of equity-settled, shane based compensation plans, under which the entlty
receives services from employees as consideration for equity instruments (options) of Ovo Group Ltd. The fair
value of the employee services received in exchange for the grant of the options is recognised as an expense.
The total amount to be expensed is determined by reference to the fair value of the options granted: :

- including any market performance conditions (for example, an entity's share price);

- excluding the impact of any service and non-market performance vesting conditions (for example, sales
gwwth targets and remaining an employee .of the entity over a specified time penod) and
- mcludmg the impact of any non-vesting conditions.

Non-market performance and service conditions are included in assumptions about'the number of options that
are expected to vest. The total expense is recognised over the vesting period, whlch is the period over which all
of the specified vesting coriditions are to be satisfied. .

In addition, in some circumstances employees may provide services in-advance of the grant date and therefore,
the grant date fair value is estimated for the purposes of recognising the expense during the ‘pefiod between
service commencement period and grant date.

At the end of each reporting period, Ovo Group Ltd revises théir estimates of the number of options that are
expected to vest based on the non-market vesting conditions. They recognise the impact of the revision to
original estimates, if any, in the income statement, with a corresponding adjustment to equity.

When the options are exercised, Ovo Group Ltd issue new shares. The proceeds received net of any directly
attributable transaction costs are credited to share capital (nominal value) and share premium.

The grant by Ovo Group Ltd of options over their equity instruments to the employees of subsidiary

“undertakings in the Gr oup (such as to employees of Ovo Energy Ltd) is treated as a capltal contribution. The fair

value 'of employee services received, measured by reference to the grant-date fair value, is recognised over the
vesting period as an increase to investment in subsidiary undertakmgs with a corresponding credit to equity in
the parent entity financial statements.

.

The social secuuty contributions payable in connection with the grant.of the shale options is consxdeled an
integral part of the grant itself, and the charge will be treated asa cash—settled transaction.

The Company applies the same accountinig treatment for share based payments as Ovo Grouh Ltd.
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: Ovo Energy Ltd
Nates to the Financial Statements for the Year Ended 31 December 2017 (continued)

2 Accpunting policies (continued)

Financial assets
Classification

. : ‘ \
The Group classifies its financial assels in the following categories: at fair value through profit or loss, loans and
receivables, and available for sale. The classification depends on the purpose for which the financial assets were
acquued Management dete: mines the classification of its financial assets at initial 1ecogmt10n

(a) Financial assets at faLr value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for trading. A financial asset is
claSSIﬁed in this category if acquired principally for the purpose of selling in the shott term, Derivatives are also
categoused as held for trading unless they are designated as hedges. Assets in this category are classified. as
current assets if expected to be settled within 12 months, otherwise they are classified as non-current.

(b) Loans and receivables :

Loans and receivables are non-derivative ﬁnanmal assets .with ﬁxed or determinable payments that are not
quoted in an active market. They are included in current assets, except for maturities greater than 12 months
after the end of the reporting period. These are classified as non-current. assets. The Group’s loans and
receivables comprise ‘trade and other receivables’and ‘cash and cash equivalents® in the balance sheet.

. Recognition and measurement

Regular purchases and sales of financial assets are recognised on the trade-date; the date on which the Group

commits to purchase or sell the asset. Investments are initially recognised at fair value plus transaction costs for

all- financial assets not carried at fair value through profit or loss. Financial assets carried at fair value through

profit or loss are initially recognised at fair value, and transaction costs are expensed in the income statement.

Financial assets are derecognised when 'the rights to receive cash flows from:the investments have expired or
have been transferred and the group has transferred substantially all risks and rewards-of ownership. Loans and

receivables are subsequently carried at amortised cost using the effective interest method. Gains or losses arising

from changes in the fair value of the ‘financial assets at fair value through pxoﬁt or loss’ category are presented
in the income statcment w1thm ‘Cost of sales’ in the period in which they arise.

Impairment .
(a) Assets carried at amortised cost

The Group ‘assesses at the end of each feporting period whether there is objective evidence that a financial asset
or group of financial assets is impaired. A financial asset or a group of financial assets is impaired and
impairment losses are incurred only if there is objective evidence of impairment as a result of one or more -
events that occurred after the initial recognition of the asset (a ‘loss event’) and that loss event (or events) has an
impact on the estimated future cash flows of the ﬁnanclal asset or group of financial assets that can be reliably

-estimated.
4
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' | : Ovo Energy Ltd
" Notes to the Financial Statements for the Year Ended 31 December 2017 (continued)

2" Accounting policies (continued)

Evidence of impairment may include indications that the debtors or a group of debtors is experiencing
significant financial difficulty, default or delinquency in interest or principal payments, the probability that they
will enter bankluptcy or- other financial reorganisation, and where observable data indicate that there is a
measurable decrease-in the estimated future cash ﬂows, such- as changes in arrears or economic condxtlons that
correlate with defau]ts :

For loans and receivables category, the amount of the loss is measured as the difference -between the asset’s
carrying amount and the present value of estimated future cash flows (excluding future credit losses that have
‘not been incurred) discounted at the financial asset’s original effective interest rate. The carrying amount of the -
asset is reduced and the amount of the 10ss is recognised in the income statement. If a loan or held-to-maturity -
investment' has a variable interest rate, the discount rate for measuring any impairment loss is the current
effective interest- rate determined under the contract.-As a practical expedient, the Group may measure
impairment on the basis of an instrument’s fair value using an observable market price.

,If in a subsequent peuod the amount of the impairment loss decreases and the decxease can be related
_obJectxvely to an event occurring after the impairmerit was recognised (such as an unpnovemenl in the debtor’s
“credit rating), the reversal of the previously recognised impairment loss is recognised in the income statement.

Impairment of non-financial assets,
Intangible assets that have an indefinite useful life or mtanglble assets not ready to use are not subject to
- amortisation and are tested annually for impairment. Assets that are subject to amortisation are reviewed for
impairment whenever events or changes in circumstances indicate that- the cauymg amount may not be
recoverable. An impairment loss is 1ecogmsed for the amount by which the asset's carrying amount exceeds its
récoverable amount. The recoverable amount is the higher of an asset's fair value less costs of disposal and value .
in use. For the purposes of assessing impairment; assets are grouped at the lowest levels for which there are
largely independent cash flows (cash-generating units). Prior impairments of non-financial assets (other than
goodwill) are reviewed for possible reversal at each reporting date. ;

Financial liabilities
Financial liabilities are class1ﬁed as either fmancml habllmes 'at FVTPL‘ or lother financial liabilities’.

Financial liabilities at FVIPL

Financial liabilitiés are classified as at FVTPL when the financial hablhty is (i) contmgent consideration that
may be paid by an acquirer as part of a business combination to which IFRS 3 apphes (ii) held for tradmg, ar
(iif) it is deSIgnated as at FVTPL

A financial halnhty is classified as held for trading if:

- it has been acquired punmpally f01 the purpose of repurchasing it in the near term; or

- on initial recognition it is part of a portfolio of identified financial instruments that the group manages togethcr
and has a recent actual pattern of short-term profit-taking;-or

- it is a derivative that is not designated and effective as a hedging instrumeant.

Financial liabilities at FVTPL are stated at fair value, with any gains or losses arising on re-measurement

recognised in profit or foss. The net gain or loss recognised in profit or loss incorporates any interest paid on the
financial liability and is included in the 'other gains and losses' line item in the profit and loss account. -

‘
\
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Ovo Energy Ltd
Notes to the Fmancnal Statements for the Year Ended 31 Decembe1 2017 (continued)

2 . Accounting policies (continued)

Other financial Itabzltttes .
,Other financial liabilities, including boxrowmgs are initially measured at fair value, nét of transaction costs.

Other financial liabilities are subsequently measured at amortised cost using the effective mtelest method with
interest'expense recognised on an effective yield basis. :

The effective interest method is a method of calculating the amortised cost of a financial liability and of
allocating interést expense over the relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash payments through the expected life of the financial liability or, where appropriate, a
shorter period, to the net carrying amount on initial recognition.

Derivatives and hedging )

The Company uses commodity purchase contracts to hedge its exposures to fluctuations in gas and electricity
- commodity prices. When commodity purchase contracts have been entered into as part.of the Company’s
normal business activity, the Company classifies them as ‘own use’ contracts and out51de the scope of IAS 39.
This is achieved when: ‘

- A physical delivery takes place under all such contracts;

- The volumes purchased or sold under the contracts corresponds to the Company’s operatmg requirements; and
- The contracts are not considered as written optlons as defined by the standard.

Commodity purchase contracts not qualifying as ‘own use’ which- also meet the definition of a derivative are
within the scope of IAS 39 as derivative financial instruments. This includes both financial and non-financial
contracts. . .

Derivatives and other financial instruments are measured at fair value on the contract date and are re-measured
to fair value at subsequent reporting dates. Changes in the fair value of derivatives and othel financial
instruments are recognised in the income statement as they arise.

Changes in accountmg policy
None of the standards, interpretations and. amendments effective for the fust time from 1 January 2017 have had
a material effect on the ﬂnancml statements.

" None of the standards, interpretations and amcndments which are effective for periods beginning after 1 January

2017 and which have not been adopted early, are expected to have a material effect on the financial statements.
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Ovo Energy Ltd
" Notes to the Financial Statements for the Year Ended 31 December 2017 {continued)

2 Accounting policies (continued)

New standards, interpretations and amendments not yet effective A

The following newly issued but not yet effective standards, interpretations and amendments, which have not
been applied in these financial statements, will or may have an effect on the company financial statements in
future:

IFRS 9

IFRS 9, ‘Financial instruments’, addresses the classification, measurement and recognition of financial assets
and financial liabilities. It replaces the guidance in YAS 39 that relates to the classification and measurement of
. financial instruments. IFRS 9 retains but simplifies the mixed measurement model and establishes three pximaxy
measurement categories for financial assets: amortised cost; fair value thlough othex comprehensive income;

and fair value through profit or loss. - :

The basis of classification depends on the entity’s business model and the -contractual-cash flow characteristics
of the financial asset. Investments in equity instruments are required to be measured at fair value through profit
or loss with the irrevoeable option at inception to present changes in fair value in other comprehensive income,
not recycling. An expected credit losses model replaces the incurred loss impairment model used in IAS 39. For
financial liabilities, there are' no changes to classification and measurement, except for the recognition of
changes in own credit risk in other comprehensive income, for llablhtles designated at fair value through pr ofit
or loss. .

IFRS 9 relaxes the requirements for hedge effectiveness by replacing the bright-line hedge effectiveness tests.
To qualify for hedge accounting, it requires an economic relationship between the hedged item and hedging
instrument, and for the ‘hedged ratio’ to be the same as the one that management actually uses for risk
management purposes. Contemporaneous documentation is still required, but it is different from that currently
prepared under JIAS 39, There is an accounting policy choice to continue to account for all hedges under IAS 39.
IFRS:9 is effective for accounting periods beginning on or after 1 January 2018. Early adoption is permitted.

The group is working towards the implementation of IFRS 9 on 1 January 2018. Based on a high level review it
anticipates that the classification and measurement basis for its financial assets and liabilities will be_ largely
unchanged by adoption of IFRS 9, and expects to take the accounting policy choice to continue to account for’
all hedges under IAS 39. The main impact of adopting IFRS 9 is likely to arise from the implementation of the
expected loss. model. Currently the impact on accumu]ated losses / profit for future’periods is not expected to be
material.

IFRS 15 .

-IFRS 15, ‘Revenue from contracts with customers’, deals with revenue recognition and establishes principles for
reporting useful information to users of ﬁnancia] statements about the nature, amount, timing and uncertainty of
revenue and cash flows arising ﬁom an entlty s contracts with customers. Revenue is recognised when a-

 customer obtains control of a good or service and thus has the ability to direct the use and obtain the benefits.
from the good or service. Variable consideration is included in the transaction price if it is highly probable that
there will be no significant reversal of the cumulative revenue recognised when the uncertainty is resolved.

The standard replaces [AS 18, ‘Revenue’, and IAS 11, ‘Construction contracts’, and related interpretations. The
standard is effective for annua] peuods beginning on or after 1 January 2018 and earlier application is
permitted.

The group is working towards the implementation of IFRS 15 on 1 January 2018 and has carr ied out a high level
review of existing contractual arrangements as part of this process. The directors currently anticipate there will
be no material impact for the energy retail revenue streams.
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’ Ovo Energy Ltd
Notes to the Financial Statements for the Year Ended 31 December 2017 (continued)

2 Accounting policies (continued) .~
IFRS 16

IFRS 16, ‘Leases’, addresses the definition of a lease, recognition and measurement of leases, and it establishes
principles for reporting useful information to users of financial statements about the leasing activities of both
lessees and lessors. A key change arising from IFRS 16 is that most operating leases will be accounted for on
balance sheet for lessees. , .

The standard replaces IAS 17, ‘Leases’; and related interpretations. The standard is effective for annual periods
beginning on or after 1 January 2019, and earlier application is permitted, subject to- EU ‘endorsement ‘and the
entity adopting IFRS 15, ‘Revenue from contracts with customers’, at the.same time.

The group is working towards the implementation of IFRS 16 on'l January 2019, Management are still
‘reviewing the expected impact of the implementation of this new standard.
.Critical estimates and ]udgements : '
The key estimates .and judgements made by the directors in the preparation of the financial statements are in
respect of revenue recognition, impairment of trade receivables and recognition of deferred tax assets.

‘Revenue recognition - suppﬁes that cannot be bille-d.

Revenue for the supply of electricity and gas is recognised using customer tariff rates and industry settlement
data (specific to the Company) net of estimated supplies that are not billable based on historical patterns. The -
industry settlement data is the estimated quantity the industry system operator deems the individual suppliers,

- including the Group, to have supplied. In assessing the level of supplies that will not be billed and therefore not
recognised in revenue, the Directors have estimated the likely losses that arise from the reconciliation of
industry settlement data to the estimated quantity of gas and electrlclty supplled to customers according to meter
reading data. , -

Impairment of trade receivables

Impairments against trade receivables are recognised where the loss is probable. The Directors have based their
assessment of the levél of impairment on collection rates experienced by the Company to date. The estimates
and assumptions used to determiné the level of provision will continue to be reviewed periodically and could
lead to changes in the impairment provision methodology which wouldimpact the income statement in future
yeats. ‘ :

Deferred tax assets

.Deferred tax assets are only récognised when it is considered more likely than not that the Company will make

* future taxable profits against which the deferred tax asset can be utilised. Having assessed the level profits made -
by the Group since the year end and forecasts of revenue and costs for the coming years, the directors believe it
is probable that the Company will generate sustainable profits and therefore a deferred tax asset has been
recognised.
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: Ovo Energy Ltd
Notes to the Financial Statements for the"Year Ended 31 December 2017 (cqntinued)

3 Revenue

The analysis of the company's revenue for the year from conﬁnuing operations is as follows:

2017 2016
S : . "£000 £000 .
Sale of gas and electricity . T 726,110 665,707
Intercompany referral fee ) . ' 29,905 - 19,359
Other revenue . o . . 6,506 . 137
‘ ' 762,521 685,203
4 “Operating profit/(loss)
"Arrived at after charging
’ 2017 2016
_ £ 000 £ 000
Depreciation expense : - : 2914 2,780
Amortisation expense _ . T 4210 . - 7,265
" Operating lease expense - property : 1,903 1,168 ‘
S Finance income and costs _
' 2017 2016
. £000 . £000
Finance income : ‘ ) '
Interest income on bank deposits-. ) ‘ 213’ : 120
Financecosts B . V
Interest on bank overdrafts and borrowings N (1,543) (2,079).
Net finance costs - o (1,330) (1,959)
6 Staff costs
The aggregate payroll costs (including directors' remuneration) were as follows: .
' ' 2017 2016
. £000 £000
Wages and salaries ' : ’ . 37,617 32,557
Social security costs 3,635 13,226
Pension costs, defined contribution scheme ' - - 784 690
. Share-based payment expenses : ) ’ ) 621 . "7 518
Other employee expense - _ ' 418 495
43,075 37,486
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- Ovo Energy Ltd
. Notes to the Financial Statements for the Year Ended 31 December 2017 (continued)

[

6 Staff costs (continued)

The monthly average number of persons employed by the company ‘(including directors) @ring the year,

.analysed by category was as follows:

2017 2016

. . : ‘ No. No.
Administration and support . . . 295 203
Sales, marketing and distribution o - o - 804 889
' 1,099 1,092

There were seven Directors durfng the .year (2016: Six). Directors' remuneration and salary cost is recognfsed in
Ovo Group Ltd. The Directors' emoluments for the -year ending 31 December 2017 were £1,082,000 (2016:

+ £1,019,000). The highest paid Director's emoluments totalled £409,000 (2016: £341,000) -

7 Directors' remuneration

", The directors' remuneration for the year was as follows:

2016

2017
) . . . £000 £000
Contributions paid to money purchase schemes . , 17 19
8 Ahditors' remuneration .
' 2017 £ 2016
£000 £000
Audit of the financial statements o ) : 80 75
' Other fees to auditors . ) .
The audit of other companies in the Group . R 80 51
Audit-related assurance services . 13 .9
Taxation compliance services ) . . ‘ : 50 27
" ' 143 -

87
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Ovo Energy Ltd

Notes to the Financial Statements for the Year Ended 31 December 2017 (continued)

9 Taxation

Tax charged/(credited) in the income statement

Current taxation
Total tax

2017 2016
£ 000 £ 000
1,274 (1,876)

The tax on profit/(loss) for the year is h1ghe1 than the standard rate of corporation tax in the UK (2016 - higher

than the standard rate of corporation tax in the UK) of 19.25% (2016 - 20%)

The dlfferences are 1econcﬂed below

Profit/(loss) before tax

Corporation tax at standard rate
Increase (decrease) from effect of expenses not deductlble in-

. determining, taxable profit (tax loss)

Increase (decrease) from effect of unrelieved tax losses carried fonwa\d

" Deferred tax expense relating to changes in tax rates or laws

Decrease in UK and foreign current tax from adjustment for prior
periods .

Corporation tax losses surrendered to fellow group companies not
payable

Total tax charge/(credit)

2016

2017
£000 £000
4,510 (18,759)

868 - (3,752)
485 358

- (132) -
53 986

- (909)

- 1,441
1,274 (1,876)

The main rate of UK comomnon tax for the year to 31 March 2016 was 20%) reducing to 19% in the year to 31

Max ch 2017.

At Summer Budget 2015, the government announced legislation setting the corporation tax main rate at 19% for
the years starting 1 April 2017, 2018 and 2019 and at 18% for the year starting 1 April 2020. At Budget 2016,
the government announced a further reduction to the corporation tax main rate (for all profits except ring fenced
profits) for the year starting 1 April 2020, settmg the rate at 17% The deferred tax balance has been presented in

accordance with these enacted rates.
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Ovo Energy Ltd

Notes tq the Financial Statements for the Year Ended 31 December 2017 (continued)

9 Taxation (continued)

Deferred tax )
Deferred tax assets and liabilities

2017

Tax losses carny—fo;wards
Accelerated-tax depreciation
Pension benefit obligations

Deferred tax movement during the year:

Tax losses carry-forwards
Accelerated tax depreciation
Pension benefit obligations

Net tax assets/(liabilities)

Deferred tax movement during the prior Year:

- Tax losses carry-forwards
Accelerated tax depreciation
. Pension benefit obligations

Net tax assets/(liabi litiés)

Asset
"£000,
12,509
800
- 13,309
‘ : ‘At
At 1 January Recognisedin 31 December
2017 income 2017
£000 " £000 £ 000
- 13,729 (1,220) 12,509
626 . 175 800
14,355 (1,045) . 13,310
. At
At 1-January Recognised in - 31 December
2016 income 2016
£000 £000 ~ £000
12,465 1,264 13,729
8) 634 - 626
22 ) (22) -

12,479 - 1,876 14,355

,Déferred income tax assets are recognised for tax: loss carry-forwards to the extent that-the realisation of the
related tax benefit through future taxable profits is probable. :
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Notes to the Financial Statements for thé' Year Ended 31 December

10 Property, plant and equipment

Cost or valuation
At 1 January 2016
Additions
At 31 December 2016
Additions
At 31 December 2017
Accumulated Depreciation
At 1 January 2016
Charge for year

At 31 December 2016
Charge for the year -

-\{ 31.December 2017
Carrying amount
At 31 December 2017
At31 December 2016 |
At | January 2016 .

..

Ovo Energy Ltd
2017 (continued)

Fixtures,
fittings, and

Leasehold office
property equipment - Total
£000 '£000 £000
5,291 2,558 7,849
976 1,548 2,524
6,267 4,106 10,373
839 614 1,453
7,106 4,720 11,826
1,964 1,430 3,394
1,778 1,002 2,780
3,742 2,432 6,174
1,906 1,008 2,914
. 5,648 3,440 9,088
1,458 1,280 2,738
2,525 . 1,674 4,199
3,327 1,128 4,455
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i : Ovo Energy Ltd
Notes to the Financial Statements for the Year Ended 31 December 2017 (continued)

11 Ihténgib!e assets

Internally
generated .
software Trademarlks
development and industry
costs accreditations - Total
£000 : £000 - £000
Cost or valuation ) o . : :
At ] Janvary 2016 : ' 13,860 © 504 14,364 -
Additions _ ’ 7,471 - 7,471
Disposals . ' . . (4,568) ) - (4,568).
At 31 December 2016 16,763 504 - 17,267
‘ Transfers . . ’ 419 \ (419) -
Additions - ' : 2,752 - . 2,752
At 31 December 2017 - 19,934 85’ 20,019
Accumulated Amortisation ' ) . - ' . )
At 1 January 2016 : 6,157 : 144 . 6,301
Amortisation charge ' : C 7232 .33 7,265
Amortisation eliminated on disposals . (4,568) ' - (4,568)
At 1 January 2017 3 o 8,821 177 8,998
‘Transfers . = ) 177 177) .-
Amortisation charge : ' _ - 4,210 : - 4,210
- At31December2017 - . S 13,208 - 13,208
" Carrying amount ' . _
‘At 31 December 2017 6,726 85 6,811
At 31 December 2016 : ' 7,942 3 8,269
At 1 January 2016 . 7,703 .360 ' 8,063

z

The amomsatlon charge of £4,210,000 (31 December 2016 £7,265,000) is 1ecogmse.d in administrative
expenscs.

There-was no indication of impairment of the trademarks or industry accreditation during the year. The carrying
amounts of the trademarks and industry accreditation were reviewed at the reporting date and management
determined that there were no indicators of Jmpaument The annual test for impairment was. undertaken usmg
discounted cash flow forecasts.

Trademarlgs and industry accreditation are regarded by management to have an indefinite life as there is no
foreseeable limit to the period over which the asset is expected to generate net cash inflows for the Company
‘and circumstances continue to support the assessment that the useful life is indefinite. Trademarks relate to the

brand of the Ovo group of companies and are expected to be valid for the life of the companies, which openate'

in an industry with stable matket demand. Industly accreditation is required for the Company to operate in the
electrlmty and gas supply industry.
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. Ovo Energy Lid

Notes to the Financial Statements for the Year Ended 31 December 2017 (contmued)

12 Investments in subsidiaries, joint ventures and associates

Details of the subsidiaries as at 31 December 2017 are as follows:

i

Name of subsidiary

“Ovo Electricity Ltd*

Ovo Gas Ltd*

OVO Insurance
Services Ltd*

Principal activity Registered office

Procurement and sale of UK
electricity from  the
wholesale markets -and
renewable sources

Supply . of gas‘ and UK
rélated services )
Activities auxiliary. to UK

findncial intermediation
not elsewhere classified

* indicates direct _investxnént of Ovo Energy Litd.

Proportion of
ownership interest

and voting rights
held

2017 . . 2016
100%  100%
100% 100%
100% - 0%

The registered offices of all subsidiaries listed above is the same as for Ovo Energy Ltd.

13 Trade and other réceivables

Trade receivables-and accrued income
Provision for mlpaument of trade 1ece1vables and accrued income

Net trade recewables

. Receivables from related parties

Loans to related parties

Prepayments
Other receivables

31 December

31 December

2017 2016
£ 000 £ 000
. 78962 - 60,651
(40,286) T (24,397)
38,676 36254
29,296 6,149
2,979 4,714
4,584 2,603
‘11372 ' 4,094
86,907 53,814

The fair value of those trade and other 1cce1vables cIa551f ed as financial mstlumeut loans and receivables are
disclosed-in note 22 "Financial instruments”. ‘

The company's exposure to credit and market risks, including impairments and allowances for credit losses,
relating to trade and other recelvables is disclosed in “note 23 "Financial risk management and unpanment of

financial assets".
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Ovo Energy Ltd

Notes to the Fmancnal Statéments for the Year Ended 31 Decembel 2017 (contmued)

14 Cash and cash equivalents

31 December -

31 December

2017 2016

. £000 £000

Cash at bank 50,526 25,944
15 Trade and other payables .

31 December 31 December

2017 2016

_ £000 £ 000

Trade payables 53,225 30,584

Accroed expenses . 76,556 57,712

Amounts due to related partles o 36,140 25,184

- Social security and other taxes 985 - -

‘Other payables - 933 -

‘ 167,839 113,480

The fair value of the trade and other payables classified as financial instruments are dlsclosed in note 22
"Financial mstruments :

The companys exposure to market and llqmdlty risks, including maturity analysis, related to trade and’ other
payables is disclosed in note 23 "Financial risk management and impairment of financial assets".

16 Share capital and reserves
Allotted, calied up and fully paid shares -

~

31 December '

31 December
2017 ' 2016 )
No. : £ . No. T
Ordinary share capital of £0.01 each © 12,500 . 125.00 12,500 125.00

Nature and purpose of reserves

Share-based payments

The share-based payments reserve is used to recognise the value of equity-settled share-based payments
provided to employees, including key management personnel, as part of their remuneration.

All other reserves are as stated in the statement of changes in equity.

Page 32

)

b




‘ - Ovo Energy Ltd
Notes to the Financial Statements for the Year Ended 31 December 2017 (continued)

17 Obligations under leases and hire purchase contracts’

Operating leases

~ The company leases five offices, all in Bristol and London, under non- cancellable operating lease agreements.
The lease tenns are between 2 and 3 years.

The total futyw value of minimum lease payments is as follows: R
' - o 31 December 31 December

2017 2016

: ‘ ' . £000 £000

Within one year - A ’ 2,230 L1823
In two to five years o . ‘ 7,089 . 9,318
' ' 9,319 11,141

\

The amount of non-cancellable operating lease payments recognised as an expense during the year was
£1,902,976 (2016 - £1 540,000)

. 18 Pension and other schemes

Defined contribution pension scheme

Theé company opérates a defined contribution pension scheme. The pension cost charge for the year répresents
_contributions payable by the company to the scheme and amounted to £784,000 (2016 - £690,000).

14
19 Provisions

Dilapidations

provisions : Total *

- £000 - £000
At 1 January 2017 . . © 551 . 551
Additional provisions i ) 189 . 189
At 31 December 2017 . o ‘ 740 740

Current liabilities ’ S ‘ 740 740

20- Commitments
Capital commitments

N

The total amount contracted for but not provided in the financial staten'lents ‘was £Nil (2016 - £Nil). -
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- ~ Ovo Energy Ltd
Notes to the Fmanmal Statements for the Year Ended 31 December 2017 (continued)

21 Contingent liabilities

Ofgem has launched an investigation into OVO's estimation of customers' energy usage during winter 2016-17
and the general accuracy of its annual consumption figures in customers' annual statements. This investigation
was launched in February 2018 and Ofgem has led OVO to believe that it may take over a year to complete.
OVO has recently completed the first round of information requests and is waiting to hear further from Ofgem.
OVO anticipates that if it-is found to be at fault then the remedy will most likely be a financial penalty. OVO
does not anticipate this investigation impacting its ability to supply energy or grow its customer base in any
way. . : ’ .

A

22 Financial instruments

Financial assets ' : N
Loans and receivables o

Carrying value ¢ Fair value

31 December 31.December 31 December 31 December -

2017 . 2016 2017 - 2016

© £000 : £000 . £000 - £ 000

Cash and cashi equivalents. ' . 50,526 - 25,944 '50,526 25,944
Trade and other receivables “ 47,581 29,167 - 47,581 29,167

98,107 55,111 98,107 55,111

Valuation methods and aSsumpctions

Loans and receivables:
The fair value of loans and receivables is based on the expectatlon of recovery of balances. The individually
impaired 1ece1vables mainly relate to customers from whom it is unlikely that full payment will ever be
received. :

Financizil liabilities

Financial liabilities at amortised cost

Carrying value : ' Fair value

31 December 31 December 31 December 31 December

2017 2016 2017 2016
£000 £000 . - £000 - £000
Trade apii other payables 167,839 . 121,189 167,839 121,189

Valuation methods and assumptions

Financial liabilities at amortised cost :

The fair value of the trade and other payables is estimated as the present value of futune cash flows, dlscounted
at the market rate of interest at the balance sheet date if the effect is material. Due to the short maturities, the fair
value of the trade and other payables approximates to their book value. '
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Ovo Energy Ltd
Notes to the Fmanmal Statements for the Yea1 Ended 31 December 2017 (continued)

23 Financial risk management and impairment of financial assets

. The Company's activities expose it to a variety of financial risks: market risk (predominantly from commodity

price risk), credit risk and liquidity risk. The Company's overall risk management programme focuses on the
unpredictability of commodity price markets and seeks to minimise potential adverse effects on the Conipany's

" financial perfomlance

_Risk management is carried out by the RlSk management committee, under pohcxes approved by the Directors

and the Group management team.
The Company.manages commodity risk by entering into forward contracts for a variety of periods. Energy

.procurement contracts are entered into and continug to be held for the purpose of the receipt of a non-financial

item which is in accordance with the Company’s expected purchase and.sale requirements and are therefore out

. of scope of IAS 39. Energy contracts that are not financial instruments under IAS 39 are accounted for as

executory contracts and changes in fair value do not immediately impact profit or equity, and as such, are not
exposed to commodity price risk as defined by IFRS 7. So whilst the risk associated with energy procurement
contracts outside the scope of IAS 39 .is monitored for internal risk management purposes, only those energy
contracts within the scope of IAS 39 are within the scope of the IFRS 7 disclosure 1equ1rements

Credit risk and impairment

“Credit risk is the risk of financial loss to the Company 1f a customer or counterparty to a financial instrument

fails to meet its contractual obligations, and arises principally from the Company’s receivables: from customers
and from security deposits and prepayments to suppliers and distributors.
The carrying amount of financial assets represents the maximum credit exposure. Therefore, the maximum

- exposure to credit risk at the balance sheet date was £98,107,000 (31 December 2016: £55,111,000) being the

total of the carrying amount of financial assets, excluding equity investmeénts, which include trade receivables
and accrued income, derivative financial assets and cash. All the receivables are with patties in the UK.

The allowance account for trade receivables is used to record impairment losses unless the Company is satisfied
that no recovery of the amourt owing is possible; at that point the amounts considered irrecoverable are written
off against the trade receivables directly. There were no transactions written off in the year. The Company
provides for impairment losses based on estimated irrecoverable amounts determined by reference to specific
circumstances and the experience of management of debtor default in the energy industry.
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Ovo Energy Ltd

Notes to the Financial Statemehts for the Year Ended 31 December 2017 (continued)

23 Financial risk managemenf and impairment of ﬁnqnéial assets (continued)

Past due and impaired financial assets

Allowances for impairment by credit losses

. Loans and
“ - ~ receivables
2017 £000
At start of year 24,397
Additional impairment for credit losses ] t 15,889
Atend of year ™ - ‘ 40,286
. Lé)ans and
. receivables
2016 £000
At start of yéar 11,886
Additional impairment for credit losses 12,511
. At end of year - 24,39.7
Analysis of items past due or impaired
Loans and receivables
Carrying : Carrying’
value of items ‘Carrying value of items )
neither past value of items past due - Pre  Impairmeént
-duenor past due but and/or  impairment recognised to
2017 impaired . notimpaired impaired value date
£000 £000 £000 £000 £000
Loans and receivables 16,127 20,90.1 40,286- 78,734 40,286
Carrying Carrying
‘value of items Carrying ° value of items

Pre  Impairment

neither past value of items - past due
. due nor . past due but and/or  impairment recognised to
2016 - impaired not impaired impaired - value date
£000 £000 £000 £000 . - £000
Loans and receivables 15,499 - 16,836 24,397 "56,733 24,397
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.Ovo Energy Ltd
Notes to the Financial Statements for the Year Ended 31 December 2017 (continued)

23 Financial risk management and impairment of financial assets (continued)

" Market risk

Commodity price risk

. Commodity risk is the exposure that the Company has to price movements in the wholesale electricity and gas.

matkets. The risk is primarily that market prices for commodities will fluctuate between the time that tariffs are
set and the time at which the corresponding plocmement cost is fixed; this may result in lower than expected
margins or unprofitable sales. The Company is also exposed to volumetric risk in the form of uncertain
consumption profiles arising from a range of factors which include weather, economic climate and changes in
energy consumption patterns.

The Company’s exposure to commodity risk is managed through the use of derivative financial instruments, The
Company does not use derivatives and other financial instruments for speculative purposes.

Derivatives are measured at fair value on the contract date and are re-measured to fair value at subsequent
leporting dates. Changes in the fair value of derivatives and other financial instruments are recognised in the
income statement as they arise. Umeallsed net losses on open contracts at the year-end were £nil (31 December
2016: £nil).

The Ovo group‘manageé this risk by entering into forward contracts for a variety of periods. Energy

procurement contracts are entered into and continue to be held for. the purpose of the receipt of a non-financial
item which is in accordance with the Company’s expected purchase and sale requirements and are therefore out
of scope ‘of IAS 39. Energy contrdcts that are not financial instruments under IAS 39 are .accounted for as
executory contracts and chianges in fajr value do not immediately impact profit or equity, and as such, are not
exposed to conunodity price risk as defined by IFRS 7. So whilst the'risk associated with energy procurement
contracts outside the scope of IAS 39 is monitored for internal risk management purposes, only those energy
contracts within the scope of IA'S 39 are within the scope of the IFRS 7 disclosure requirements.

Liquidity risk

_ Liquidity risk is the risk that the Company will not be ‘able to meet its financial obligations as they fall due.

The Ovo group management team uses short and long—texm cash flow forecasts to manage liquidity risk.,
Forecasts are supplemented by sensitivity analysis which is used to assess funding adequacy for at least a 12
month period.

The biggest threat to the Company’s liquidity would arise from unusually cold weather or other factors causing .
customer volumes to be much higher than anticipated. This could place a strain on the Company's working
capital as payments due to supplier invoices could become due before customer collection levels could be
adjusted. :

"The Company manages its cash resources to ensure it has sufﬂcmnt funds to meet all expected demands as they
. fall due. .

2

Capital risk management .

Capltal components

.Capital risk is managed to ensure the Ovo group contmues as a going concern and grows in a sustainable

manner, The Company-and Ovo group have no borrowings from third parties, should debt be introduced into the
capital structure in the future then géaring would be managed and monitored. :
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Ovo Energy Ltd
Notes to the Financial Statements for the Year Ended 31 Decembei 2017 (continued)

24 Related party transactions

Key management .personnel

Key management includes directors and’ membels of the Group management team. Their remuneration is paid
" by Ovo Group Ltd whom rechar ge a management charge to the Company. .

Summary of transactions with parent entities '

During the year the Company received loan funds from its immediate parent, OVO Group Ltd of £1,974,000
" (2016 - £4,400,000). The loan incurred an interest charge on the capital balance of 7% (2016: 10%); the total

interest pai'd in the year was £1,181,000 (2016: £1,465,000). As at 31 December 2017, the balance outstanding

was £19,587,000 (2016: £16,433,000). :

Dufing'tlle year the Company was charged management charges by OVO Gxoup Ltd for the.'pxovision of
- management personnel of £2,019,000 (2016 - £2,036,000). The costs are included in the balance outstandmg
above.

During the year Imagination Industries Limited (ultimate parent company) charged OVO Energy Ltd brand
royalty fees totalling £3,625,000 (2016 - £3,333,000). As at 31 December 2017 the Company owed Imagination
Industries Limited £1,266,000 (2016: £444,000). In the year the Company has surrendered tax losses to
Imagination Industries lelted of £nil (2016 - £2,423,000).

Summar: y of transactions with subsidiaries-

During the year the Company traded with Ovo Electrxcnty Litd (subsidiary) and made sales of electricity totalling

£129,089,000 (2016 - £118,437,000) and made purchases of electricity totalling £132,321,000 (2016 -
£121,647,000). The Company also provided management services to Ovo Electricity Ltd of £284,000 (2016 -
£279,000).-As at 31 December 2017, the total balance due to Ovo Electricity Ltd was £10,514,000 (2016 -
£7,608,000).

During the year the Company traded with Ovo Gas Ltd (subsidiary) and made sales of gas of £15,206,000 (2016
- £11,865,000) and made punchases of gas totalling £15,662,000 (2016 - £12,221,000). The Company also
provided management services to Ovo Gas Ltd of £142,000 (2016 - £139,000). As at 31 December 2017 the
total amount owing to Ovo Gas Ltd was £664,000 (2016 - £350,000).
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Ovo Energy Ltd
Notes to the Financial Statements for the Year Ended 31 December 2017 (contlnued)

24 Related party transactions (continued)

Summary of transactions with other related pal ties '

During the year In Home Technology Limited repaid the net funding the Company provided to it and provided
net Joan funding to the Company. This was a total movement of £8,061,000 (2016 - £4,560,000), The ‘loan
incurred interest charges at 7% annually on the.capital balance at the end of each month (2016: 10%), the total
interest charged by In Home Technology lelted in the year was £46,000 (2016 Interest receivable -
£621 000) p .

Due to the sale of Smal’t Meter Assets 1 Ltd in 2016, the Company didn't pay for any pr ovision lelated services
to In Home Technology Ltd in the year (2016: £50,000). . '

In the current year, the Company charged In Home Technology Limited a fee for cach customer referred for a
smart meter installation totalling £29,905,000 (2016 - £19,359 ,0001).

During the year the Company provided loan funding to Ovo Technology Limited. This was for £1,966,000
(2016 - £nil), The loan incurred interest charges at 7% annually on the capital balance at the end of each month,
The total interest charged by in the year was £54,000 (Interest receivable2016 - £nil). .

'

25 Parent and ultimate parent undertaking

" .The company's immediate parent is Ovo Group Ltd.

The ultimate parent is Imagmatlon Industries Limited. These financial statements are available upon request
. from the registered office shown in note 1. :

The smallest consolidated statements that incorporate Ovo Energy Ltd are those of Ovo Gr oup Ltd whwh are
available upon request from the registered office shown in Note 1.

The largest consolidated statements that incorporate Ovo Energy Ltd are those of Imagmatlon Industries
Limited, which are avallable upon Jequest from the mglsten ed office shown in Note 1.

The ultimate contl'olllng party is Stephen Fltzpatnck.
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