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Introduction

Electricity North West Limited (‘Electricity North West’ or ‘the Company’) is the electricity
distributor for the North West of England. We own, invest in, operate and maintain the
network of poles, wires, transformers and cables which carry electricity from the national grid
to 2.4 million premises and five million customers. Our job is to keep electricity flowing safely
to our customers’ homes and businesses, keeping the lights on 24 hours a day, seven days
a week.

We are proud of who we are, the essential role we play for our customers and the
investment we make locally and nationally.

North West — We are champions of the North West and proud that it is our network that
connects communities and will support the success of the Northern Powerhouse.

Service — We invest in our people and they are experts who ensure we provide exceptional
service.

Innovation — We believe in continuous improvement, leading in energy innovation.

We are pleased to present the Annual Report and Consolidated Regulatory Accounts of the
Company and its subsidiaries (together referred to as ‘the Group’) to shareholders for the
year ended 31 March 2017. Further information on our Company can also be found by
visiting our website: www.enwl.co.uk.

Notice regarding limitations on directors’ liability under English law

The information supplied in the Strategic Report and Directors’ Report has been drawn up and presented in accordance with
English company law. The liabilities of the Directors in connection with that report shall be subject to the limitations and
restrictions provided by such law.

Strategic Report

In preparing the Strategic Report, the Directors have complied with s414 of the Companies Act 2006. The Strategic Report has
been prepared for the Electricity North West Group as a whole comprising Electricity North West Limited (‘the Company’) and
its non-trading subsidiaries (‘the Group’).

Cautionary statement regarding forward-looking statements

The Chairman’s Statement, Chief Executive Officer's Statement and Strategic Report section of the Annual Report and
Consolidated Regulatory Accounts (‘the annual report’) have been prepared solely to provide additional information to the
shareholders to assess the Group strategies and the potential for those to succeed. These sections and other sections of the
annual report contain certain forward looking statements that are subject to factors associated with, amongst other matters, the
economic and business circumstances occurring within the region and country in which the Group operates. It is believed that
the expectations reflected in these statements are reasonable but they may be affected by a wide range of variables which
could cause actual results to differ materially from those anticipated at the date of the annual report. The Group does not
undertake any obligation to update or revise these forward-looking statements, except as may be required by law or regulation.

Regulatory reporting and regulatory audits for the year ended 31 March 2017

Certain regulatory performance data contained in this annual report remain subject to regulatory audit by the Office of Gas and
Electricity Markets (‘Ofgem’). The final regulatory reporting pack and regulatory accounts for the year ended 31 March 2017 are
not due for submission to Ofgem until July 2017, and will be reviewed by Ofgem after their submission.

Website and investor relations

Electricity North West’'s website, www.enwl.co.uk, gives additional information on the Company and Group. Notwithstanding the
references we make in this annual report to Electricity North West's website, none of the information made available on the
website constitutes part of this annual report or shall be deemed to be incorporated by reference herein. Interested institutional
debt investors can also gain access to additional financial information by visiting our website


http://www.enwl.co.uk/about-us/investor-relations
http://www.enwl.co.uk/about-us/investor-relations
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Chairman’s Statement

| am pleased to present the Annual Report
and Consolidated Regulatory Accounts of
the Electricity North West Limited Group for
the year ended 31 March 2017, the second
year of the current 8 year regulatory period.

There are many areas of the Company’s
performance in which we can be justifiably
proud. The Company’s financial
performance remains strong and the
Company continues to make efficiency
savings which are shared with customers.
We continue to be leading in innovation
which was recognised by Ofgem in the
discretionary award of £1.7m made during
the year. We have now started the
commercial implementation of CLASS,
taking its innovative solution for controlling
network voltage into commercial use.

The reliability and resilience of the network
continues to improve with this year seeing
the lowest ever level of interruptions on the
network. When we were hit by Storm Doris
the resilience of the network was such that
it did not even rank as an Ofgem
Exceptional Event, in contrast to other
operators, a testament to our maintenance
and tree cutting work.

Peter Emery took up his post as Chief
Executive Officer in May 2016, and has
focused in particular on the critical areas of
safety and customer satisfaction.

The first, and most important, challenge for
the Company is in the area of safety. We
have a clear understanding of what is
needed to create a top performing safety
culture and are making changes to simplify
safety rules to make them easier to
implement.

The prosecution of the Company by the
Health and Safety Executive, as a result of
the tragic death of an overhead linesman in
November 2013, has only served to
reinforce the importance of safety in a
sector which, by the nature of the work that
it has to do and service that it provides, will
always be hazardous.

The Company was found not guilty of two
charges relating to a failure to risk assess
and a failure to ensure the safety of its
employees, but was found guilty of failing to
manage working at height, a finding which

the Company is appealing. The Company
was fined £900k.

| am pleased to be able to report that
customer performance has improved this
year compared to last but remains below
both targeted levels and below the
performance of comparable companies.
Analysis of areas of poor performance and
implementation of corrective actions has led
to an improving trend, with performance in
the final quarter being closer to targeted
levels.

Board Changes

| would like to take this opportunity to thank
Mark Walters, who resigned from the Board
on 31 January 2017 after 3 years’ service.
John Lynch joined the Board on the same
date and we very much look forward to his
contribution to the Board.

| would also like to thank my Board
colleagues for their support and contribution
during the year and, finally, | would like to
extend the Board’s thanks to all Electricity
North West employees and contractors for
their continued commitment to keeping the
lights on for our customers.

Dr John Roberts CBE
Chairman
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Chief Executive Officer’s
Statement

This is my first report as Chief Executive
Officer of Electricity North West Limited.
When | joined in May 2016, | undertook an
assessment of the business. | concluded
that there were, as expected, both areas of
strength and those in need of improvement.
I would highlight the commitment and the
skills of the employees in the business, the
quality of the plant and equipment along
with the ability for technical and regulatory
innovation, as being some of the key
positives of this review.

However, not unexpectedly, there were a
number of areas where improvements were
necessary. In particular, 1 would note the
need to improve the safety culture of the
business as well as the level of
performance in customer satisfaction, upon
which  the Chairman has already
commented. There are also opportunities to
improve cross functional team-working
across the business. This will enable the
Company to improve the execution of its
day to day activities and speed up the pace
of change.

An overview of performance in the year
against our corporate goals is contained
within the Strategic Report.

Future Outlook

The electricity industry is going through
many changes as we move to a low carbon
economy:

e There are increasingly blurred

boundaries between wholesale
markets and networks;
e The evolution of Distribution

Network Operators (DNO) to
Distribution ~ System  Operators
(DSO) as both the level of
generation connected to our network
grows, and with increasing
complexity of connection and load
constraints; and

e In some cases customers are
seeking more control and a more
holistic energy solution, rather than
a simple grid connection, which will
allow them to operate ‘off-grid’.

This brings many opportunities and
challenges in helping to shape the role the
Company will play in the electricity industry
of the future.

A review of the Company’s current position
and external environment has been used to
create priorities to help guide the Company
as the industry moves forward. We have
developed plans for the short and longer
term supported by a focus on the culture
required to achieve and sustain the
Company’s position as a high performing
organisation. These are summarised in
three areas:

e Strategic Direction — how the
Company plans to align its strengths
to exploit opportunities and mitigate
threats to develop a long-term
competitive advantage.

e Tactical Plans — the Company’'s
short-term plans to continuously
improve performance and deliver
value for customers, stakeholders
and shareholders.

e Corporate Culture - the behaviours
required to sustain long-term high
performance.

Strategic Direction

The strategic agenda is to build competitive
advantage and includes demonstrable
actions to develop and prove capability.
The RIIO incentive mechanisms that Ofgem
has put in place ensure customers share
the benefits of our success as these are
financially realised.

We have to recognise that our market, and
the environment in which we operate, is
going to go through the biggest change
since the electrification of rural areas in the
1960s. The use of innovative technology is
becoming prevalent across the industry. We
see this today within our operations, for
example using technology better to identify
the location of transient faults, reducing
customer interruptions and traffic
disruptions, or automated restoration
systems to reconnect as many customers
as possible in the event of faults. Outside of
our operations, the move to a low carbon
economy, electric vehicles in particular and
the use of more local generation involve a
step change in the way we work.
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Chief Executive Officer’s
Statement (continued)

Strategic Direction (continued)

This is already giving rise to opportunities
for the business. We are implementing our
Customer Load Active System Services
(CLASS) project into some of our
substations, a project which was initiated as
a funded Low Carbon Network Fund
(LCNF) project. This will enable us to offer
National Grid market based frequency
balancing services and, if it succeeds, save
over 20,000 tonnes CO2 equivalent from
UK emissions annually as it displaces
power station energy consumption.

In this changing environment, we must
operate differently. Whether this is to review
the range of services that we provide, or the
way we organise ourselves in a more
competitive world, the future will be both
different and exciting.

Being at the forefront of this change, we are
using our experiences to influence the
future shape of the Company’s services.
This could be through leading discussions
on how we, as an industry, construct the
electricity networks of the future to ensure
efficient delivery of the service that our
customers need. It could also be through
supporting and managing larger local
developments, not least being the Moorside
nuclear construction project in Cumbria and
the construction of Grid Transmission lines
to transfer the power to the National Grid
from the new power station.

Tactical Plans

The tactical agenda is about improving our
day-to-day operational performance.
Actions plans are in place to improve focus,
simplify and carry out detailed stewardship.

Our safety management system s
continually reviewed to ensure risks
associated with the Company’s activities
remain controlled. Safety culture is at the
heart of our plans and we have a series of
initiatives in progress which are aimed at
positioning the Company as a top-class
safety operator.

Delivering excellent customer service
underpins the credibility of the Company
and we have been disappointed that our

performance has not been as good as other
DNOs in this area. We have a Customer
Satisfaction Roadmap in place and are
starting to see an improved performance
from driving compliance against
standardised operating procedures. We
are strengthening Governance to support
delivery of the required improvement.

Productivity improvements are essential in
being able to deliver savings for our
customers and workforce flexibility is an
important part of this. We need to schedule
the working day around the length of time it
takes to complete jobs. This will involve
agreeing new ways of organising our time
and our work, and to develop new
approaches.

Corporate Culture

Ultimately operational performance is a
function of culture. The cultural
characteristics that we believe will help
ENWL become a high performing
organisation revolve around management
philosophy, leadership, policy and control,
and securing our competitive advantage.
They have been established and
communicated to leaders across the
organisation.

Defining and creating a high performance
culture requires the Company to utilise a
range of different business resources and
skills including policy, process, training,
role-modelling, reporting, measurement and
behaviours. Alongside this, our new ethics
policy has been introduced and
communicated across the business clearly
setting out how we expect our colleagues
and contractors to operate.

| look forward to the challenges and
opportunities that will come with the move
to a low carbon future. With the support of
my executive leadership team, our
committed colleagues and contractors, we
are well placed to build on the successes to
date.

Peter Emery
Chief Executive Officer
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Strategic Report

Company Background

Electricity North West Limited is the
electricity distributor for the North West of
England. We are based here and we invest
here.

Carlisle

(Workington |® Penrith

Kendal

Lancaster

Preston
Blackburn

Walkden
Salford

Birchwood

Oldham

Manchester

Stockport

The Company serves approximately 5
million customers at 2.4 million domestic
and industrial locations, has circa 1,700
employees and provides a safe and reliable
electricity supply, 24 hours a day, seven
days a week.

We own, invest in, operate and maintain the
network of poles, wires, transformers and
cables which carry electricity from the
national grid to homes and business across
the North West.

We charge our customers through their
electricity suppliers in the case of domestic
and small customers, or directly for larger
customers.

The prices that we charge our customers
for distributing electricity are regulated by
the Gas and Electricity Markets Authority
which operates through Ofgem, but
ultimately it is our customers that fund the
business. Approximately 17p from every
pound of a standard domestic electricity bill

comes to Electricity North West to provide
our services equivalent to £85 per home
last year.

From April 2015 charges have been
regulated by Ofgem through the RIIO
model, which stands for Revenue =
Incentives + Innovation + Outputs. This
model determines how much the Company
is allowed to charge its customers to fund
network investment and operating costs in
the period from 2015 to 2023 and is
designed to drive real benefits for
customers.

The RIO price controls have been
developed to ensure that the revenues
collected from customers are linked to
company performance. Income in each
year is largely fixed but will increase or
decrease depending on performance
against the outputs we deliver through a
number of incentive mechanisms.

These mechanisms aim to promote good
customer service and to minimise the
number of interruptions that customers
suffer and the average length of those
interruptions. Performance is assessed
each year and any positive or negative
adjustments are fed annually into a process
which will modify revenues for subsequent
years.

The RIIO price control model also
incentivises cost reductions. These are
shared between customers and
shareholders, again after an annual review.

The Company also charges separately for
new connections to, and diversions of, the
network.  This activity is also closely
regulated by Ofgem.

The Company is committed to ensuring the
sustainability of the network for our
customers now and in the future. We
routinely inspect the network and these
inspections inform our maintenance and
asset replacement programmes taking
electrical load and customer numbers into
account.

Investment and innovation continues to
ensure the development and availability of
the appropriate technology to meet the
changing demands of electricity supply and
meet the challenge of a low carbon future,
at a price our customers can afford to pay.

4
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Strategic Report (continued)
Company Background (continued)
Company ownership

Electricity North West is a private limited
company registered in England and Wales,
ultimately owned by two shareholders each
being long-term infrastructure funds as
shown in note 29.

Corporate goals

The Company aims to provide customers
with an excellent service at a competitive
price through a safe and reliable electricity
network.

To help achieve this objective the Company
has the following corporate goals:

o Safety — safety has to be a key priority
— every day.

e Customer - to provide excellent
customer service.

o Affordability — to keep costs down for
customers.

¢ Reliability — to keep power flowing to
customers, 24 hours a day, seven days
a week.

e Sustainability - to maintain the
network now and for future generations.

e People — to ensure the best working
climate possible.

The safety of the Company’s people,
contractors and customers is a fundamental
cornerstone of the business. The Company
ensures that all of our people are well
trained and able to operate safely, backed
by policy driven procedures and compliance
assurance, alongside a behavioural
approach that seeks to ensure that all staff
and contractors approach any task with a
strong behavioural attitude to safety.

Electricity North West needs to deliver on
its commitment to customers. The
Company has constantly to make decisions
that balance the conflicting priorities of
maintaining a reliable network in the near
term, investing to ensure this is
sustainable in the long term, whilst
keeping costs as low as reasonably
practicable to meet the affordability
challenge for our customers.
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Safety and Environment

The Company has three broad safety
obligations:

e To ensure the safety of its
employees and contractors

e Ensure third parties are protected
from the risks inherent in the
electrical assets it operates in the
public environment

e Targeted investment in outputs that
deliver a positive environmental
impact
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Strategic Report (continued)
Company Background (continued)
Safety and Environment (continued)

This is an industry that operates with
hazards, and therefore the attention to
safety needs to be top of the agenda. It is
evident that improvements have been made
in this area in recent years — near miss
reports, a leading indicator of safety
performance — were 12,199 in the year, an
increase from the 9,240 near miss reports
recorded in the year to March 2016. Having
raised the attention on near miss reporting
and resolution, and by implication on to
safety, we are aiming to improve the quality
of the reporting, focussing on behavioural
challenge and those near misses that could
have resulted in extreme harm. We have
commenced a training  programme
designed to facilitate the ability of people
throughout the organisation to challenge
poor or risky behaviour.

We have also changed the messaging
around safety in the business, reducing the
messaging to focus on a limited number of
clear “Golden Rules” which simplify the
messaging and make behaviours easier to
enforce.

The prosecution of the Company by the
Health and Safety Executive, as a result of
the tragic death of an overhead linesman in
November 2013, has only served to
reinforce the importance of safety in a
sector which, by the nature of the work that
it has to do and service that it provides, will
always be hazardous. Safety isa
continuous challenge for our business and
our Board are fully committed to
maintaining the focus on developing the
safety culture in the Company.

The Company was found not guilty of
charges relating to failure to risk assess
and failure to ensure the safety of its
employees. It was exonerated in respect of
its underlying health and  safety
management but was found guilty of failing
to adequately manage working at height.
The Company has been fined £900k.

The Company has lodged an appeal
against this guilty verdict.

The total number of lost time incidents
involving employees and contractor
employees for the year ended 31 March
2017 was seven (2016: four). The
corresponding lost time incident frequency
rate for the year ended 31 March 2017 was
0.10 (2016:0.06).

The safety of the public, customers and
personnel from the inherent risks of
electrical assets is assured through the
Company’s ongoing investment programme
and the associated asset risk management
policies that define the programme scope.

The Company is dedicated to achieving the
highest standards of environmental
performance, not only by minimising the
risks created by our activities, but also
through targeted investment in outputs that
deliver a positive environmental impact.
This includes:

e Removal of oil filed cable — to
address oil leakage from fluid filled
cables by replacing them with
alternative modern oil free cabling
and to respond quickly to leaks on
legacy circuits.

e Undergrounding of overhead lines —
part of our Network Investment
Programme.

In terms of our own direct impact on the
environment our principal performance
indicator is the level of carbon dioxide
emissions equivalent. This measure covers
the environmental impact both from the use
of fossil fuels in vehicles and generators
and of energy in buildings, as well as the
impact of Sulphur Hexafluoride (SF6),
which is a strong greenhouse gas
historically used as insulation in electrical
equipment. We have a target to reduce our
emissions, in tonnes of CO2 equivalent, by
10% from a 2014/15 base by 2020. In the
year ended 31 March 2017, we emitted
21,012 tCO2 equivalent, a 14.4% reduction
from 2014/15.

Customer

The aim of Electricity North West is to put
customers at the heart of everything the
Company does, constantly balancing the
conflicting priorities of maintaining a reliable
network in the near term, investing to
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Strategic Report (continued)
Company Background (continued)

Customer (continued)

ensure this is sustainable in the long term,
whilst keeping costs as low as reasonably
practicable, while providing excellent
customer service.

Reliability

Customers say that “keeping the lights on”
is their top priority. This is achieved by
targeted investment in the network both to
limit the number of faults and also to limit
the number of customers affected by those
faults that do occur.

Performance is tracked using a variety of
metrics including: delivery of the capital
programme outputs, delivery against
guaranteed standards of performance and
network reliability measures including
customer interruptions (‘Cls’) and customer
minutes lost (‘CMLs’).

The reliability of the network continues to
improve though proactive investment, the
use of network automation and innovative
solutions and an ongoing focus on
operational response when incidents do
occur. This year saw the lowest ever level
of Customer Interruptions on the network,
an improvement of 14% on the prior year,
reflecting the investment in, and improved
performance of, network automation.

In the year ended 31 March 2017, the
average number of interruptions per 100
customers was 32.1, (2016: 37.2)
outperforming the target of 48.0 set by
Ofgem.

The average number of minutes for which
customers were without supply during the
year to 31 March 2017 was 33.1 (2016:
32.7), which outperformed the target of 45.8
set by Ofgem. Most customers enjoy
excellent service from us but we recognise
that there is variability in the level of service
experienced. A few customers experience a
level of service significantly worse than
average, usually by virtue of their location
or due to localised network issues. We
continued to invest in the year in schemes
to reduce the numbers of worst served
customers in line with our business plan

commitment to have no customers falling
into this category by 2023.

Investment in an affordable and sustainable
network

In the year ended 31 March 2017, a total
network investment programme of £89.7m
was delivered (2016: £91.2m).

The current network has been installed over
many decades and a significant proportion
of the programme relates to replacing
existing equipment at, or approaching, the
end of its life with modern equivalents. We
continue to deliver this replacement
programme and to meet changing customer
needs, using innovation to also ensure the
Affordability challenge is met.

Innovation is vital to the future success and
sustainability of the organisation. The
Company is a leading network operator for
innovation with a well established track
record that the Company will continue to
build on into the future.

The Company continues to be at the
forefront of innovation. We were awarded a
discretionary award of £1.7m in the year by
Ofgem, reflecting the success of some of
our past innovation projects, and a
testament to the ability of the Company to
deliver these projects.

Following the impact in our region of storms
Desmond and Eva last year the mitigation
of the impact of flooding is an important
area of focus. The Company continues to
invest in a significant programme of flood
mitigation works, which have included both
short-term measures and longer-term
investment, such as raising the height of
Rochdale and Lancaster sub-stations, both
of which are in progress for completion in
2017.

Customer Service

Delivering excellent customer service is a
priority for Electricity North West. Historic
performance levels in this area have been
below the acceptable level, with a relative
ranking of 13" or 14™ out the DNO group.
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Strategic Report (continued)
Company Background (continued)
Customer (continued)

Whilst there has been some recent
improvement in  performance levels,
performance in this area needs to improve
further. A customer strategy and detailed
roadmap is in place and closely monitored
by the executive leadership team.

The customer strategy is to provide to
customers an easy to use service through a
choice of communication channels 24 hours
a day, 365 days a year. The tailored
options and higher expectations of some
customers  require  investment  and
development of current IT systems that
manage both the customer journey and
associated communication channels. The
customer experience will be tailored based
on individual customer needs and situation
(such as fault type, resource availability).
Every customer needs to feel that they are
important.

During the year ended 31 March 2017 an
improvement was seen in the customer
satisfaction results measured through the
Ofgem survey. The Company’s overall
satisfaction rating was 83.2% (2016: 80%)
although the ranking among the Distribution
Network Operators remained in 14"
position. This is well below targeted levels
and a continued focus on compliance with
the customer journey has, however, seen
performance in the last quarter improve to
closer to targeted levels.

Analysis of the underlying reasons for poor
customer satisfaction has resulted in
targeted changes to operating procedures.
For example, improvement in the way that
our people communicate restoration times
during faults, through the use of mobile
technology that enables the identification of
good and bad performance alike, has led to
an improvement in the scores we receive
from this area.

We are continuing the development of an
improved website to improve the customer
interaction that will continue into the year to
March 2018.

The overall complaints performance within
the year continued to outperform the Ofgem

penalty incentive. Complaints performance
has achieved a 76.8% (2016 52%) 24 hour
resolution with a complaint metric of 3.76
(2016 7.65) forecasting us to 6™ position
within the DNO league table. This is an
improvement on the previous year.

We have continued to focus on our
Guaranteed Standards of Performance for
connections during the year. We were
disappointed in the high number of failures
to meet the standards during last year.
Whilst we have reduced the numbers of
failures this year we are still not at the level
of service that we want to give to our
customers and will be continuing to focus
on making improvements next year.

During 2016/17 we have introduced the
welfare team to focus on the service for
Priority Service Registered customers; this
has provided the focus to contact over
77,000 customers from the register to
deliver against our RIIO commitment.

The national Single Emergency Number
(SEN) was launched in September 2016
with great success and call volumes are
being monitored monthly showing that in
March over 36% of our “no supply calls”
came through this new channel.

People

The Company is a major employer in the
North West of England and employs circa
1,700 people in the region. The Company
also works with a carefully chosen
contractor workforce providing even greater
levels of employment for the region. We
are committed to providing secure, long-
term employment and career development
opportunities for employees. We look to
balance the right skills and people
resources to support the business in the
long term.

Ultimately operational performance is a
function of organisational culture. The
overarching goal is to create a culture that
drives the behaviours required for sustained
high performance. Climate is the measure
the Company uses to quantify how people
feel about working for the business and, in
turn, makes the link between this ‘feeling’
and how the Company performs.
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Strategic Report (continued)
Company Background (continued)
People (continued)

Significant investment is made by the
Company in developing our managers into
leaders who are able to demonstrate the
Company’s culture. Half yearly surveys are
undertaken to measure both colleague
engagement and levels of agreement with
the Company’s identified climate priorities.
Time is provided between each survey to
allow leadership teams to reflect on what
they've learnt through the survey and then
act to address issues identified.

Levels of colleague engagement are high,
with a survey completion rate of almost
1,300 colleagues. The last survey in
January 2017 had an overall agreement
rate of 72%, an increase of two percentage
points from the prior year. We have set a
target of 75% employee agreement.

Electricity North West is committed to high
ethical standards and to conducting our
business with honesty and integrity. The
Company expects all colleagues to act in
the best interests of our business at all
times and to operate in a manner which
enhances and protects the Company’s
reputation.

During the year our ethics policy was
approved by the Board and launched into
the business to support this expectation.
The policy provides a single statement
which applies to everyone who works for
the business and to our contract partners.
We provide a supportive environment for
colleagues to voice any concerns, with
training and refresher sessions launched to
ensure our policies and ethical standards
are adhered to. We also provide a
confidential  ‘Whistleblower’  telephone
number to encourage disclosure.

The Group sets policies and encourages a
working culture that recognises, respects,
values and harnesses diversity for the
benefit of the Group and the individual, and
we are committed to integrating equality
and diversity into all that the Group does.

The Group is committed to fulfilling its
obligations in accordance with the Disability

Discrimination Act 1995 and best practice.
As an equal opportunities employer, equal
consideration is given to applicants with
disabilities in the Group’s employment
criteria. The business will modify equipment
and practices wherever it is safe and
practical to do so, both for new employees
and for those employees that become
disabled during the course of their
employment.

Corporate Social Responsibility
Stakeholder engagement

Electricity North West is committed to
ongoing stakeholder engagement and
recognises that such  engagement
enhances the Company’s ability to achieve
its aims and objectives and to provide the
highest level of service at a price customers
can afford.

A strategic approach to stakeholder
engagement provides structure to the
activity undertaken by the business to
support work reported in the RIIO-ED1
Stakeholder Engagement and Customer
Vulnerability Incentive and the Connections
Incentive as well as to the dissemination
and learning work undertaken to support
Low Carbon Network and Network
Innovation Competition projects.

The Company has a number of Stakeholder
Advisory Panels, each aligning to the
Company goals of affordability, reliability,
sustainability and customer service,
together with an overarching Strategic
Stakeholder Advisory Panel. All work is
overseen by an Executive-level Internal
Stakeholder Advisory Panel.

To support adherence to these initiatives,
for the 6th year running the Company has
engaged auditors for a non-financial
assurance of its Stakeholder Engagement
and Customer Vulnerability Submission and
its commitment to AA1OOOAPS.
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Strategic Report (continued)

Corporate Social Responsibility
(continued)

Our Corporate Social Responsibility
approach

On top of the engagement with its
stakeholders the Company is committed to
being a responsible and sustainable
business and has set out Corporate Social
Responsibility focus areas being;
community, workplace, marketplace and
environment.

The Corporate Social Responsibility activity
is informed and shaped by the Business in
the Community (BITC) Corporate
Responsibility Index. This is the fifth year
that the Company has participated in the
Index and, in line with its plan, has
maintained performance at 79%. The aim
is to achieve 90% by September 2018.

Further information on these and other
initiatives can be found under the
Sustainability section of the Company’s
website:

http://www.enwl.co.uk/sustainability
Gender and diversity

Human rights

The Company operates exclusively in the
UK and, as such, is subject to the European
Convention on Human Rights and the UK
Human Rights Act 1998 and the Modern
Slavery Act 2015.

The Company respects all human rights
and regards those rights relating to non-
discrimination, fair treatment and respect for
privacy to be the most relevant and to have
the greatest potential impact on key
stakeholder groups of customers,
employees and suppliers.

The Company seeks to anticipate, prevent
and mitigate any potential negative human
rights impacts as well as enhance positive
impacts through policies and procedures
and, in particular, through policies regarding
employment, equality and diversity, treating
customers fairly and information security.

The Company’s Modern Slavery Act
statement is available on its website:

http://www.enwl.co.uk/about-us/modern-
slavery-act-compliance-statement

Information on the composition of the workforce at the year end is summarised below:

Turnover
2017 - 145 leavers (2016: 144 leavers)

Training courses delivered
2017 - 281* (2016: 177%)

Training course attendees
2017 — 6,482 (2016: 4,757)

*These figures include e-learning courses and operational and non-operational training.

Workforce composition

Total employees 1,287
Senior managers 30
Executive leadership team* 7
Directors 9

415 1,274 367
10 29 12
1 8 1

0 9 0

* The Executive leadership team figure includes the two Executive Directors, who are also included in

the Directors figure.
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Corporate Social Responsibility
(continued)

Environment

The protection and enhancement of the
natural environment impacted by our
activities is a core value of the Company.
The Company is dedicated to achieving the
highest standards of environmental
performance. This is achieved by
minimising the risk of adverse impacts such
as emissions, as well as investing in
outputs that enhance the environment such
as the undergrounding of overhead cables
and supporting the UK in its move to a low
carbon economy.

The RIIO-ED1 business plan and the
supporting health, safety and environment
strategy, set out the objectives and plans
for delivering exceptional performance in
environmental management, delivered
though an environmental management
system that is certified to 1SO 14001
standard.

The Company continued during the year to
implement energy efficiency measures
through the refurbishment of its buildings
and the replacement of fleet vehicles and
company cars with more efficient vehicles.
The Company also achieved certification of
its energy management system to the ISO
50001 Energy Management Standard as
well as retaining its ISO14001 certification.

Business Carbon footprint

The Company’s business carbon footprint
(excluding losses) for the year was 21,012
tCO2e (tonnes of CO2 equivalent), a 9%
reduction on the year ended 31 March 2016
of 23,133 tCO2e.

The Company undergrounded and
connected 11.2km of overhead lines in the
year through the completion of three
schemes. It remains on plan to complete
the 80km planned in the RIIO-ED1 period.

! The reported electrical losses figure is a snapshot of
received data as of the date of this report and will change as
further settlement reconciliation runs are carried out (up to
28 months after each relevant settlement date).

2017 2016
tCO2e tCO2e
Scope 1
Operational transport 7,151 7,419
Business transport - 1,231 1,192
road
Fugitive emissions 1,276 352
Fuel combustion 2,657 4,113

Business Carbon
Footprint (excl. losses)
Electrical Losses*

Business Carbon
Footprint (incl. losses)

12,315 13,076

Scope 2
Buildings energy usage 8,595 9,840
Scope 3
Business transport - ralil 19 29
Business transport - air 83 188

102 217

21,012 23,133

580,352 668,012

601,364 691,145

A further 7.2km of oil filled cable was
removed in the year and our overall
leakage of oil from underground cables was
21,096 litres which is below the target of
30,000 litres per year across the RIIO-ED1
period, was in line with the forecast.

Electricity losses are measured as the
difference between energy entering the
network (generation) and energy exiting the
network (demand). Whilst it is impossible to
eliminate these losses, we do take steps to
minimise them. This is done through
installing more efficient assets in our
network, particularly low loss transformers
and cables and through our revenue
protection unit, addressing the issue of
theft.

Next year the Company will deliver more
reductions in its carbon footprint and focus
on delivering planned asset related
environmental investment.
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Strategic Report (continued)
Key Performance Indicators

KPI

Definition and comment

Performance

Safety

Lost time incident
frequency rate

Definition: The total number of reportable
incidents in the period divided by the number of
hours worked in that period by employees and
contractors’ employees, multiplied by 100,000
hours.

Performance: There were seven lost time
incidents in the year, four involving Company
employees and three involving contractors’
employees. Improving the safety culture and
reducing the risk of harm to our employees and
contractors remains our highest priority.

0.10

2017
2016
2015
2014
2013

Near miss reporting

Definition: Near miss reports are collected to
provide valuable information on hazards and
behavioural attitude. Near miss reporting is
actively encouraged to promote a safety culture.

Performance: In the year ended 31 March 2017
the number of near misses reported by Electricity
North West employees was 12,199 compared with
9,240 in the previous year and also above the
target of 8,000. Having seen an increase in the
volume of near misses over the last two years, the
intention is now to focus on improving the quality
and level of ‘behavioural challenge’.

12,199 near miss reports

2017 12,199
2016 9,240

2015 4,800

Overall customer
satisfaction

Definition: The overall customer satisfaction
score is a composite score from an Ofgem survey,
assessing levels of customer satisfaction for
connections quotations and delivery, interruptions
and general enquiries.

Performance: Performance this year has
improved to 83.2%, from 80% in the prior year
and reflects the ongoing focus on improvement
actions. Performance continues to be short of
internal targets and remains a key focus area.

83.2%

oy K

o | -
o | -

203 [ s«

Employee
engagement

Definition: Climate is measured through a climate
survey which through a series of questions
provides details of overall employee engagement
and how employees feel about the ‘working
climate’.

Performance: Overall employee engagement
increased to 72% in the year from 70% in the prior
year.

72% Climate score

2017
2016
215
2014

2%
0%
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Strategic Report (continued)

Key Performance Indicators (continued)

Sustainability

KPI Definition and comment Performance
Customer Definition: Customer interruptions represents the | 32.06 Cls
interruptions? number  of interruptions our  customers

experience. It is calculated by taking the total
number of customers affected divided by the total
number of customers connected to the networks,
multiplied by 100, adjusted for exceptional events.

Performance: The result of 32.06 for the year
outperforms the Ofgem target of 48.03 and is our

best year ever. The improved performance
reflects the ongoing investment in network
automation and interconnection, to secure

supplies to our customers.

Customer minutes
lost 2

Definition: Customer minutes lost represents the
time customers are without power in the event of
an interruption. It is calculated by taking the sum
of the customer minutes lost for all restoration
stages for all incidents, excluding exceptional
events, and dividing by the number of connected
customers as at 30 September each year.

Performance: The result of 33.06 for the year
outperforms the Ofgem target of 45.83 and is our
second best year ever, marginally behind the prior
year.

33.06 minutes

2017
2016
2015
2014
2013

Carbon footprint
excluding electrical
losses

Definition: Carbon footprint measures the impact
of our operations on the environment and is
calculated in line with Ofgem guidance. The
calculation excludes electrical losses arising from
the operation of the network which cannot be
directly controlled or accurately measured.

Performance: We are aware of the environmental
impacts we can have and are committed to
manage the impact of our operations. Our carbon
footprint has reduced by 9% from the prior year
reflecting the ongoing focus in energy usage.

There may be some year-on-year volatility in
emissions dependant on levels of generation
deployed on the network as a result of
interruptions or exceptional events.

21,012 tCO2e

2017
2016
2015
2014
2013

24,538

25,088

% The year ended 31 March 2017 figure includes assumptions for exclusion of exceptional events and is yet to be audited by

Ofgem.
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Strategic Report (continued)
Key Performance Indicators (continued)

Financial KPIs

KPI

Definition and comment

Performance

Total Expenditure®

Definition: Totex is a key financial measure for
the business. It is an abbreviation which stands
for total expenditure. It includes the money we
spend on running our business day-to-day, and
the amount we invest in new assets through our
network investment programme. We aim to deliver
efficiencies in totex which we share with our
customers and that helps reduce customers’ bills.

Performance: Totex for the year ending 31
March 2017 was £209.3m compared to an Ofgem
allowance of £243.2m in outturn prices.
Efficiencies have been delivered in the network
investment programme and there was some
delivery slippage which will be caught up in future
years. Performance in the year benefited from a
£7m insurance payout in relation to the December
2015 storms. 2015/16 costs included significant
expenditure in relation to these storms.

£209.3m

Revenue

Definition: Revenue is largely fixed and is
determined by Ofgem to allow recovery of efficient
costs to maintain the network, This revenue is
profiled over the price review period to 2023.
Additional revenue is generated through charges
for new connections to the network, along with an
opportunity to earn incentive revenue for
delivering improved performance.

Performance: Revenues have increased from the
prior year in line with the average price increase.
The revenue over recovery for the year was
£3.7m and it will be corrected through
adjustments in pricing in two years’ time.

£485.5m

2017
2016
2015 £533.7
2014

2013

Profit before tax
and fair value
movements

Definition: Profit before tax and fair value is the
operating profit after interest charges.

Performance: Profit before tax and fair value
movements has increased to £187m (2016:
£164m), mainly as a result of the lower operating
costs.

£187.2m

2017
2016
2015
2014

2013

® Totex is calculated on a regulatory basis and reported to Ofgem annually on 31 July. For management reporting purposes an
approximate calculation of totex is prepared to track performance. The final regulatory totex figure will differ from this approximation
when detailed cost allocations are performed.
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Strategic Report (continued)
Key Performance Indicators (continued)

KPI

Definition and comment

Performance

Net debt

Definition: Net debt includes the total borrowings,
current and non-current, net of cash and cash
equivalents and money market deposits.

Performance: Net debt has increased over the
year by £6m, the net effect of £16m higher debt
and £10m higher cash balances. The increase in
debt is due to the increased fair value of the
£250m 8.875% 2026 bond at FVTPL and
indexation on the inflation-linked debt. There were
no new borrowings in the year.

£1,096.4m

2017 £1,096.4

2016 £1,090.2
2015 £1,100.4
2014 £1,087.4

2013 £1,044.3

RAV gearing

Definition: Regulatory Asset Value (‘RAV’)
gearing is measured as borrowings at nominal
value, plus accretion where applicable, net of
cash and short-term deposits divided by the
estimated RAV of £1,696m as at March 2017
(2016: £1,643m).

60%

Performance: The RAV gearing is within the | 2 R s
required maximum level of 65% and ahead of the
internal target of 63%.

Interest cover Definition: Interest cover is the number of times | 5.5 times

the net interest expense, adjusted for indexation
and capitalisation of borrowing costs, is covered
by operating profit from continuing operations.

Performance: Interest cover has increased due
to the £45m increase in Operating Profit, with the
interest expense (excluding inflation movements
on inflation-linked  instruments and FV
movements) remaining in line with the prior year.

2017

2016

2015

2014

2013

Capital expenditure

Definition: This represents investment in the
network to maintain its reliability and resilience for
future customers. Capital expenditure represents
the total additions to property, plant and
equipment and software. Expenditure is less than
the prior year reflecting the investment
programme for RIIO ED1 and the impact of the
December 2016 storms causing delays in
delivery.

Performance: We continue to invest to improve
the quality and reliability of the network. During
the year we invested £210.5m; this was lower
than planned investment levels due to a
combination of scope efficiencies and some
delivery slippage, which will be caught up in future
years.

£210.5m

2017
2016
2015 £249.7
2014

2013
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Strategic Report (continued)
Financial Performance

Given the nature of the business, traditional
revenue and profitability measures are less
meaningful than in  other trading
organisations.

Revenue is largely fixed across a price
review period. It is set at a level that meets
our efficient operating costs and expenses,
as well as funding efficient investment,
interest on necessary loan funding, taxes so
it allows for a return to shareholders at a
level that regulates the return and
encourages future investment.
Consequently the profit earned in any given
period does not reflect a return to
shareholders. The measure that is most
closely aligned to this result is cash flow
before financing activites (see page 17).

In any given year, an underspend against
the allowed revenue can either be the result
of efficient delivery and/or under-delivery, for
example of investment expenditure. Where
under-delivery has taken place, although
this is recorded in the Regulatory Accounts
as an increased level of profitability in the
year, as investment commitments are still
required to be met, this expenditure will
need to be undertaken in subsequent
periods. Consequently underspends result in
an overstatement of true returns to
shareholders, with the converse true for
overspends.

Revenue

Revenue has increased to £486m (2016:
£451m) during the year, in line with the
allowed Distribution Use of System (DUoS)
revenue under the RIIO price control.

The allowed revenue is recovered against
an estimated level of electricity demand
across the network. Given the difficulty of
predicting this demand each year we end up
with either an over or an under recovery
against planned revenue. These over or
under recoveries are included in the profit
and loss account for the period and will be
corrected in future periods through the
Ofgem price setting mechanism.

For the year 31 March 2017 there was an
over recovery of DU0OS revenue of £3.7m
against plan, before adjustment for RPI
indexation (2016: £10.4m over-recovery),
reflecting variability against forecast in
consumption volumes year on year. This
over recovery will be corrected through
adjustments in pricing in two years’ time, in
accordance with Ofgem methodology.

Operating profit

Operating profit has increased to £260m
(2016: £215m) as a result of the increase in
revenue detailed above and lower operating
costs.

Profit before tax and fair value
movements

Profit before tax and fair value movements
has increased to £187m (2016: £164m),
mainly as a result of the lower operating
COsts.

Taxation

Corporation tax is calculated at 20% (2016:
20%) of the estimated assessable profit for
the period. The rate will be reduced to 19%
on 1 April 2017 and to 17% on 1 April 2020.
The deferred tax is calculated based on the
expected future tax rates.

The overall taxation for the year has
increased from a charge of £5m in 2016 to
a charge of £10m in 2017 mainly as a result
of the lower impact of the changes in future
tax rates on deferred tax.
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Financial Performance (continued)
Dividends and dividend policy

The Group’s dividend policy is to distribute
the maximum amount of available cash in
each financial year at semi-annual intervals.
Distribution decisions take into account the
forecast business needs, the Group’s
treasury policy on liquidity, financing
restrictions, applicable law in any given
financial year and are subject to the
Company’s licence obligations.

In the year ended 31 March 2017 the
Company declared a final dividend for the
year ended 31 March 2016 of £18m, paid in
June 2016, and an interim dividend of £63m
that was paid in December 2016. In the year
ended 31 March 2016 the Company
declared an interim dividend of £30m that
was paid in December 2015.

Property, plant and
software

equipment and

The Group’s business is asset-intensive.
The Group allocates significant financial
resources in the renewal of its network to
maintain services, improve reliability and
customer service and to invest to meet the
changing demands of the UK energy sector.

The total original cost of the Group’s
property, plant and equipment at 31 March
2017 was £4,586m (2016: £4,391m), with a
net book value of £3,037m (2016: £2,943m).
In the year ended 31 March 2017, the Group
invested £200m (2016: £206m) in property,
plant and equipment in a large number of
projects to reinforce and improve the
network, and £10m (2016: £15m) on new
computer  software platforms. New
investment is  financed through a
combination of operating cash flows and
increased borrowing capacity against the
Regulatory Asset Value.

Pension obligations

The valuation of the Group’s Pension
Scheme under IAS 19 has resulted in a net
pension deficit at 31 March 2017 of £58m
(2016: £16m). The main reason for the
increase in the deficit is due to a significant
decrease in the discount rate from 3.5% to
25% and a small increase in market

expectations for future inflation over the
period. This has been offset to some extent
by the positive returns on the pension assets
over the year, the payment of deficit repair
contributions and the incorporation of
experience gains from the 2016 actuarial
valuation for funding purposes.

The most recent triennial valuation of the
Group’s Pension Scheme was carried out as
at 31 March 2016 and identified a shortfall of
£142.6m against the Trustee Board’s
statutory funding objective. In the event of
underfunding, the Group must agree a
deficit recovery plan with the Trustee Board
within statutory deadlines. As part of the
2016 Actuarial valuation, the Group agreed
to eliminate the shortfall by paying additional
annual contributions from April 2016 to
December 2023.

Cash flow before financing activities

Cash generated before financing in the year
was £112m (2016: £32m), reflecting the
increase in cash from operations and
reduced investment.

Net debt
Cash and deposits 153 143
Borrowings (1,249) (1,233)
Net debt (1,096) (1,090)

Included within the total borrowings figure
are £71m of loans from the parent company
North West Electricity Networks plc, due to
mature in March 2023 (2016: £70.9m) and
£198m loans from an affiliated company
ENW Finance plc, maturing in 2021 (2016:
£197m).

£6.4m (2016: £4.6m) of the borrowings are
due to be repaid within the next year, under
the European Investment Bank (EIB) loans
that have an amortising repayment profile.

All other borrowings are repayable after
more than one year and include bonds with
long-term maturities of £724m (2016:
£711m) and EIB loans of £249m (2016:
£249m). Note 19 provides more details on
the borrowings.
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Financial Performance (continued)
Liquidity

The Group’s primary source of liquidity is

from Group operations and from funding
raised through external borrowings.

Short-term liquidity

Short-term liquidity requirements are met
from the Group’s operating cash flows.
Further liquidity is provided from short-term
deposit balances and unutilised committed
borrowing facilities.

As at 31 March 2017, the unutilised
committed facilities were £25m (2016:
£50m) and together with £153m (2016:
£143m) of cash and short-term deposits
provide short-term liquidity for the Group.

Utilisation of undrawn facilities remains
subject to limits based on gearing levels
determined against the Regulatory Asset
Value.

Long-term liquidity

The Group’s long-term debt is comprised of
a combination of fixed, floating and index-
linked debt, with a range of maturities and
interest rates reflective of prevailing market
rates at issue.

The Group issues debt in the public bond
markets and maintains credit ratings with a
number of leading credit rating agencies.
During the period, the Group’s credit ratings
have been formally reviewed and affirmed
on a stable outlook basis. Long-term debt
ratings have also remained stable. Currently
the Group is rated BBB+ with stable outlook
by Standard and Poor’s, Baa1l with stable
outlook by Moody’s Investors Service and A-
with stable outlook by Fitch Ratings. Our
short-term debt ratings are A-2 and F2 with
Standard and Poor's and Fitch Ratings
respectively. Further details are available to
credit investors on the Companies’ website
www.enwl.co.uk.

Treasury policy

The Group’s treasury function operates with
the delegated authority of, and under
policies approved by, the Board. The
treasury function does not undertake any
speculative trading activity and seeks to
ensure that sufficient funding is available in

line with policy and to maintain the agreed
targeted headroom on key financial ratios.
Long-term borrowings are mainly at fixed
rates to provide certainty or are indexed to
inflation to match the Group’s inflation-linked
(‘RPI’) cash flows.

The Group’s use of derivative instruments
relates directly to underlying indebtedness.
The proportion of borrowings at effective
fixed rates of interest for a period greater
than one year is set in conjunction with the
level of floating rate borrowings and
projected regulatory revenues that are
exposed to inflationary adjustments (index-
linked).

Going concern

When considering whether to continue to
adopt the going concern basis in preparing
the Annual Report and Consolidated
Regulatory Accounts, the Directors have
taken into account a number of factors,
including the following:

e The Company’s electricity distribution
licence includes the obligation in standard
licence condition 40 to maintain an
investment grade issuer credit rating.

e Under section 3A of the Electricity Act
1989, the Gas and Electricity Markets
Authority has a duty, in carrying out its
functions, to have regard to the need to
secure that licence holders are able to
finance their activities, which are the
subject of obligations imposed by or
under Part 1 of the Electricity Act 1989 or
the Utilities Act 2000.

e Management has prepared, and the
Directors have reviewed, Group budgets
for the year ending 31 March 2018 and
forecasts covering the period to the end
of the current price review in 2023. These
forecasts include projections and cash
flow forecasts, including covenant
compliance considerations. Inherent in
forecasting is an element of uncertainty
and our forecasts have been sensitised
for possible changes in the key
assumptions, including RPIl and under
recoveries of allowed revenue. This
analysis demonstrates that there is
sufficient headroom on key covenants
and that there are sufficient resources
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Financial Performance (continued)
Going concern (continued)

available to the Group within the forecast
period.

e Short-term liquidity requirements are
forecast to be met from the Group’s
normal operating cash and short-term
deposit balances. A further £25m of
committed undrawn bank facilities are
available from lenders; these have a
maturity of more than one year. Whilst
the utilisation of these facilities is subject
to gearing covenant restrictions, 12
month projections to 31 May 2018
indicate there is significant headroom on
these covenants.

Consequently, after making appropriate
enquiries, the Directors have a reasonable
expectation that the Company and Group
have adequate resources to continue in
operational existence for the foreseeable
future. Accordingly, they continue to adopt
the going concern basis in preparing the
Annual Report and Regulatory Accounts.

The going concern basis has been adopted
by the Directors, with consideration of the
guidance given in ‘Going Concern and
Liquidity Risk: Guidance for Directors of UK
Companies 2009’ published by the Financial
Reporting Council in October 2009.

Viability statement

In accordance with the provision of C.2.2 of
the 2014 UK Corporate Governance Code,
the Directors have assessed viability over a
period longer than that required for going
concern and have chosen three years.

Whilst the Board has no reason to believe
the Group will not be viable over a longer
period, the period over which the Board
considers it possible to form a reasonable
expectation as to the Group’s longer-term
viability, based on the risk and sensitivity
analysis undertaken, is the three-year period
to 31 March 2020. Whilst this period is
shorter than the forecast period the Board
reviews, this three-year forecast period
gives management and the Board sufficient,
realistic visibility of the future. The Board
has considered whether it is aware of any
specific relevant factors beyond the three-

year horizon and confirmed that there are
none.

The Directors have conducted a robust
assessment of the principal risks facing the
Company and believe that the Company is
in a position to manage these risks.

In arriving at their conclusion, the Directors
have considered the Company’s forecast
financial performance and cash flow over
the three year viability period. The forecast
has been subject to sensitivity analysis
driven by the principal risks and the potential
impact has been considered by sensitising a
number of key assumptions, including Retail
Price Index (RPI), interest rates and
incentive revenue performance. Each
analysis considered the Company’s ability to
meet its operational and financial obligations
throughout the period, including debt
covenant compliance.

On the basis of this assessment, and
assuming that the principal risks are
managed or mitigated as expected, the
Directors have a reasonable expectation
that the Company will be able to continue in
operation and meet its liabilities as they fall
due over the three year period of their
assessment.
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Fair, balanced & understandable

The Directors have reviewed the thorough
assurance process in place within the Group
with regards to the preparation, verification
and approval of financial reports. This
process includes:

e Detailed review and appropriate
challenge from key internal Group
functions, such as Group Risk, Control
and Assurance;

e Formal sign-offs from the business area
senior managers, the finance managers
and Chief Financial Officer;

e Group Audit Committee oversight,
involving a review of key financial
reporting judgements, review and
appropriate challenge on matters such
as any changes to significant accounting
policies and practices during the year,
significant adjustments and the going
concern assumption;

e The involvement of qualified,
professional employees with an
appropriate level of expertise and
experience throughout the business; and

e Engagement of a professional and
experienced external auditor, a
framework for full transparent disclosure
of information during the audit process
and post audit evaluation.

As a result of these processes together with
the information and assurance provided by
the day to day internal control processes,
the information provided by the Executive
Leadership Team and the in-depth reporting
required by Ofgem, both the Audit
Committee and the Board are satisfied that
the Annual Report and Consolidated
Regulatory Accounts taken as a whole,
provide a fair, balanced and understandable
assessment of the Group’s position at 31
March 2017.

Risk Management

The Board is responsible for the alignment
of strategy and risk, and for maintaining a
sound system of risk management and
internal controls. Our processes and
systems are always evolving with the needs
of our business and have been developed in
accordance with the Financial Reporting
Council's (FRC’s) Guidance on Risk
Management, Internal Control and Related
Financial and Business Reporting.

Our Corporate Risk Register currently
details a wide range of risks. These risks
are considered in the context of the
corporate goals — Safety, Customer,
Affordability, Reliability, Sustainability and
People and monitored by a business wide
network of Risk Co-ordinators.

The electricity industry is embarking on a
journey of unprecedented change. As with
any business, the achievement of our goals
necessitates a certain level of risk being
taken. The key is ensuring that such a scale
of change is managed with a good
understanding of the risks involved, in a
manner consistent with our strategy, and
importantly making sure that these risks are
managed within our agreed risk appetite.
Risks should only be accepted where
appropriate reward is achievable given the
level of resources employed to manage
them.

Our appetite for risk is defined using a
framework which is reviewed annually by the
Board. The framework enables our Board to
demonstrate its risk appetite for the overall
strategic direction of the business, and maps
appetite for risk taking in the pursuit of each
of our company goals at a tactical and
operational level.

In line with the framework which provides
descriptors on a scale of ‘averse’ to ‘bold’,
the Company generally operates within a
‘cautious' risk range, given that the
achievement of the stretching business plan
would not be possible without a level of
measured risk taking. The areas where a
‘very cautious' risk appetite is adopted relate
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to Sustainability, given our desire to ensure
that the Company maintains its reputation
for compliance and an ethical way of doing
business, and most notably our Safety goal,
on the basis that sound working practices
that protect our employees and the general
public are the number one priority for the
business.

The Kkey features of the risk
management system include:

e Clear risk management strategy
approved by the Board.

o Risk appetite framework, approved by
the Board, in place that forms a key
driver of the strategic business plan.

e Board oversight in identifying and
understanding significant risks (and
opportunities) to the Group in achieving
strategic objectives.

e Dedicated Board and Executive
Committees to oversee the management
of risks for the Group.

e Appropriate  operational and non-
operational risks being managed within a
corporate risk system.

e The underpinning of the corporate
register by a number of “local” risk
registers across the business with a
network of Risk Co-ordinators which
enhance the local monitoring process.
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Risk Management (continued)

Principal risks and uncertainties

The Group considers the following to be the principal risks that it faces.

Risk

Mitigations

Safety

Health Safety and the
Environment:
Risk associated with unsafe

working practices, man-made or
naturally occurring hazards that

could cause harm to people or
the environment.

e Board Health, Safety and Environment Committee
oversees this area.

e Extensive policy and procedures to ensure a safe system
of work

e Behavioural safety training programme across all areas of
the organisation.

o Simple “Golden Rules” to ensure strong safety approach
throughout the Company’s operations

e Robust lessons learned exercises conducted to identify
root causes when safety issues occur.

e Robust authorisation process to control who works on the
network and the activities that they can perform.

e Annual programme of audits and an inspection regime.

¢ Enhanced hazard and near miss reporting.

Customer

Meeting our customers’
commitments:

Failure to meet the required
level of customer satisfaction
performance and to achieve
costs and efficiencies against
the commitments made to our
customers in the RIIO-ED1
period.

e A programme of improvement activities described in more
detail on pages 6 to 8 is being co-ordinated by the
Executive Leadership Team to optimise Electricity North
West's position against all elements of the customer
satisfaction measure.

e Robust plans in place to achie

e ve other commitment targets, or outperform where
possible.

e Controls in place regarding the ongoing reporting of
performance against targets.

Developing our people:
Resource and succession
planning for the business.

e Succession plans are in place, that are subject to periodic
executive level review.

e Training delivered throughout the Company to ensure
employees are equipped to do their roles competently and
effectively.
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Principal risks and uncertainties (continued)

Sustainability

Risk

Mitigations

Cyber and physical security
threat:

Breach of our security regime
and access to key network
security systems by an
internal/external party.

Dedicated qualified personnel allocated to Cyber and IT
security.

A training programme in place to inform all users of the
risks of e mail and social engineering attacks.

A cyber risk assessment methodology implemented within
the Group.

Pre-employment screening.

A strong governa