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Western Power Distribution (East Midlands) plc
Regulatory Financial Statements for the year ended 31 March 2011

1. Introduction

In accordance with Condition 44 of the Distribution Licence the directors are required to and
have prepared regulatory financial statements to 31 March. These regulatory financial
statements have similar content and format as annual statutory financial statements for the
regulatory operations, except for the inclusion of a corporate governance statement, a cash flow
statement and a statement of the links between directors’ remuneration and service standards
associated with activities subject to price regulation as required by 42¢ of the Electricity Act 1989
(as amended by section 61 of the Utilities Act 2000). The regulatory financial statements are
drawn up to a March year end, whereas the statutory financial statements have a December
accounting reference date.

These regulatory financial statements have been prepared under the Company's own
accounting policies and largely following the principles of UK Generally Accepted Accounting
Practice ("UK GAAP"), the main difference being the treatment of customer contributions which
are deducted from the cost of related fixed assets (see note 1 of section 9). In the opinion of the
directors the treatment adopted is necessary to give a true and fair view.
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2. Corporate report

2.1 Review of the year

Operational issues

Background

The principal activity of Western Power Distribution (East Midlands) pic (“the Company”) during
the year and at the year end was the distribution of electricity to industrial, commercial and
domestic customers. It is regulated by the Gas and Electricity Markets Authority (Ofgem, the
Regulator).

Throughout the period under review the Company was part of the Central Networks division of
the E.ON UK Group which also included Central Networks West plc and Central Networks
Services Limited.

On 1 April 2011, the Central Networks group of companies, including the Company, Central
Networks West plc and Central Networks Services Limited, was acquired from E.ON UK plc by
PPL Corporation.

PPL Corporation (“PPL") is an electricity utility based in Allentown, Pennsylvania, United States
of America ("US"). PPL owns a number of other UK companies including Western Power
Disfribution (South West) plc (‘WPD South West") and Western Power Distribution (South
Wales) plc ("WPD South Wales”).

Central Networks East plc changed its name to Western Power Distribution (East Midlands) plc
on 1 April 2011. Also on this date, Central Networks West plc, a fellow group undertaking,
changed its name to Western Power Distribution (West Midlands) plc and Central Networks
Services Limited changed ifs name to WPD Midlands Networks Services Limited.

As part of the consideration for the sale, all non-trading balances with other E.ON entities were
settled on behalf of Central Networks by PPL Corporation.

On 10 December 2010, the Company issued £250,000,000 5.75 per cent notes due 2040 under
its £3,000,000,000 Eure Medium Term Note Programme. Prior to this, the Company was funded
through arrangements with E.ON UK plc, the principal UK trading subsidiary for the E.ON Group.
A further £600m of 5.25 per cent senior, unsecured loan notes due 17 January 2023 were
issued in May 2011, and a further £100m of index-linked senior, unsecured loan notes due 1
June 2043 were issued on 1 June 2011.

Business developments
Distribution Price Control Review 5 ("DPCR5")

The year ended 31 March 2011 was the first year of DPCRS5, the fifth five-yearly price control
period which was agreed with the regulator in December 2009. By allowing an increased level
of capital investment, 23% higher than in the fast regulatory period, Ofgem has recognised the
need to continue to maintain and improve the network.
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2.1 Review of the year (continued)

Business developments (continued)

Electricity distributed

The economic downturn and the reduction in industrial output led to a reduced level of demand
for electricity. Electrical power distributed during the year decreased compared to the prior year
by 1,039 GWh (4%).

We anticipate that, during the DPCRS5 period, the impact of the close out of the DPCR4 Losses
Incentive will reduce revenues by £73.7m. This amount is a current estimate and subject to
change as Ofgem finalises its calculation methodology and settlement data is published. It is not
yet known when this will impact revenues, although it is likely to be in the regulatory year
2013/14 or 2014/15, and may be phased in.

Safety

Safety performance remained strong with the number of lost time injuries across the Central
Networks division at similarly low levels to those achieved in 2009/10. Safety has remained the
number one priority for the Company with key process and behavioural developments being
realised during the period.

The Lost Time Injury Frequency (“LTIF") is a key safety measure monitored at a divisional level.
[.TIF is defined as the number of lost time injuries per 1,000,000 hours worked. The rate at 31
March 2011 was 2.86 compared to 1.98 at 31 March 2010 and remains in line with industry good
practice bench marks. Although disappointing when compared to the improvement made during
previous years, the 2010/11 performance should be considered against the business activities in
the same period, for example improved reporting of injury incidents, increased activity with
Alliancing, and reduced manpower figures. The number of lost time accidents has increased
from 24 in 2009/10 to 28 in 2010/11. ‘

Network performance

The number of Customer Minutes Lost (“CML”) increased by 3% in 2010/11 and the number of
Customer Interruptions (“CI") was level with 2009/10. The measure of CML was 54.9 in 2010/11
(2009/10: 53.3) and the Cl measure was 61.7 in 2010/11 (2009/10: 61.9).

Customer service

The customer satisfaction score for restoration of supply has decreased slightly during the
period under review, with the 12 month rolling average reducing from 66% to 62% in March
2011. '

Sustainability

The Company was successful in attracting £3.1m of funding from Ofgem’s new Low Carbon
Network Fund for its Low Carbon Hub in Lincolnshire. This is a project to improve and increase
the connection of a wide range of renewable energy projects to the electricity distribution
network using innovative techniques. Delivering a number of UK firsts, the Lincolnshire Low
Carbon Hub is at the forefront of helping the country meet the challenge of its low carbon future.
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2.1 Review of the year (continued)

Business developments (continued)

Cost

Net increases to fixed assets in the current year were £115m due to the ramp up agreed with
Ofgem as part of the DPCRS price control,

The Company anticipates that, as a result of the purchase of the Central Networks group of
companies by PPL Corporation, significant economies of scale will be achieved going forwards
through the combined operation of four electricity distribution network areas.

Future cost obligations

Under the Electricity Act 1888 the Company is required to comply with regulations to maintain
minimum clearances of trees from overhead lines not only for safety but also to ensure continuity
of supply (Electricity Safety, Quality & Continuity Regulations (ESQCR) amendment in 20086).
These regulations required companies to be compliant with certain aspects of the regulations by
31 January 2009 and other aspects by dates in the future. The Company has increased its
investment in tree cutting during recent years but is not yet compliant with that part of the
regulations with a 31 Jahuary 2009 deadline and estimates that it wilt incur future costs of £19m
to achieve compliance with this part.

Risk management

The corporate governance statement (section 2.2 below) and Directors’ report (section 2.3
helow) describe the approach of the Company to risk management.

Use of resources

Throughout the period under review, the Company used a mix of directly employed staff and
contractors for operational, capital and support work.

The Company seeks to ensure all contracts for materials, plant and services represent the
maximum value with regard to cost, availability, performance and quality.

People

The directors’ report in section 2.3 outlines the main policies and practices relating to people
adopted by the Company.

Safety, health and the environment

Throughout the period under review, the Company had policies covering Safety, Health, the
Environment and Quality (*SHEQ”) and had integrated policies on SHEQ across all activities to
maintain the focus across its business. Work has now started fo integrate the Company and
WPD West Midiands into the WPD South West and Wales Safety Management System.

Good safety and health performance is an essential part of business activity and personal
behaviour both in and outside work. The Company aims to achieve the highest safety standards.
The Company has a dedicated team to promote safety and health throughout the Company.
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2.1 Review of the year (continued)

Safety, health and the environment (continued)

As part of its corporate responsibility report, E.ON UK plc, the Company's intermediate parent
company during the period under review, published a detailed policy on the environment. In line
with these policies, the Company sought to minimise the impact of its operations on the
environment during the period under review.

Financial issues

This section details the key aspects of the financial performance of the Company for the year
ended 31 March 2011 and where appropriate highlights variances with the year ended 31 March
2010.

Profit and loss account

Turnover has reduced by £6m in the year from £357m to £351m. Increased base revenue
allowances as a result of the DPCR5 settlement have been offset by reduced incentive revenue
and an under recovery of revenue for the period.

Operating profit reduced by £15m to £199m while net interest payments increased by £9m to
£12m. The decrease in operating profit reflects the £6m decrease in turnover and a £9m -
increase in operating costs due to increases in depreciation and salary costs incurred. The
increase in interest is largely due to interest payments on the £250m bonds issued in December
2010 and early redemption charges paid on loans from group companies which were repaid in
advance of the sale of the Company to PPL Corporation. '

Profit on ordinary activities before téxation for the year ended 31 March 2011 was £187m, a
decrease of £24m on the previous year.

Taxation

The effective current tax rate is the rate calculated by dividing the current tax charge for the year
by the profit on ordinary activities before tax. For the year ended 31 March 2011 the effective
current tax rate was 25.1% (2010: 24.2%). This is lower than the standard rate of corporation tax
in the UK (28%) which is mainly due to timing differences on capital aliowances.

Dividends

For the regulatory year ended 31 March 2011 a dividend of £311m was declared and settled by
the issue of a loan note (2010; £nil).

Balance sheet

Total net assets at 31 March 2011 were £896m (2010: £1,055m), representing a decrease of
£158m. This is largely due to the payment of the dividend discussed above.

Net increases to fixed assets in the current year were £115m and this reflects the progress
made delivering the larger capital work programme agreed for DPCRS period.

Generation and use of cash resources

Cash was generated through operating activities and the raising of external finance. In
preparation for the sale of the Company, a dividend was paid and intercompany loans and other
balances were consolidated.
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2.1 Review of the year (continued)

Generation and use of cash resources (continued)

Throughout the period under review the Company adopted a rigorous approach to the
management of working capital and cash in order to reduce cash requirements and interest
charges.

There was a net cash outflow for the year ended 31 March 2011 of £4m (2010: outflow of £1m).
The main drivers for this are:

+ Net cash inflow from operating activities of £241m (20'10: inflow of £258m)
o Interest paid on borrowings of £12m (2010: £3m)
» Corporation tax payments of £71m (2010: £39m)

o Net capital expenditure of £164m (2010: £160m) on the capital work programme to
deliver the DPCR4 contract

« Settlement of a dividend of £311m by the issue of a loan note (2010: nil}
« Net increase in group borrowings of £69m (2010: reduction of £58m)

» Net increase in external borrowings of £244m (2010 nil)

Capital and debt structure

2011 2010

£m £m

Called up share capital 113 113
Share premium account 1 11
Bank overdraft ' 7 3
Loan from E.ON UK pic - 271
Euro Medium Term Note 244 -
Net amounts owed to group undertakings 405 65
Total 780 463

Amounts owed to fellow group companies comprise trading and non-trading balances.

Throughout the period under review, the treasury management activities of the Company were
conducted by E.ON UK plc, the principal UK trading subsidiary of the E.ON UK Group. Untit
December 2010, the Company was funded through fixed and rolling loan arrangements with
E.ON UK plc which were repaid during the year. In December 2010, £250m of 5.75 per cent
Euro Medium Term loan notes were issued.

The treasury policy is detailed in the directors’ report (section 2.3 below).
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2.1 Review of the year {(continued)

Principal risks and uncertainties

The management of the business and the execution of the Company’s strategy are subject to a
number of risks.

The key business risks and uncertainties affecting the Company are considered to relate to
weather and asset performance. Throughout the period under review, the management of risks
was undertaken at E.ON UK plc consolidated (“group”) level. To manage these risks, the group
used a comprehensive risk management system that was embedded within the business and
decision making process. The risk management system was designed to enable management to
recognise risks early and take the necessary countermeasures., The process was continuously
reviewed to ensure it remained effective and efficient. :

Throughout the period under review, E.ON UK plc undertook the treasury management activities
of the Company, operating within the E.ON AG framework for interest rate risk management.

Going forwards, the Company’'s debt will be substantially long term and at fixed interest rates,
thus limiting exposure to interest rate fluctuations. Treasury activities are now undertaken by the
treasury team of the Western Power Distribution ("WPD") Group. The WPD Group does not
undertake transactions in financial derivative instruments for speculative purposes. The
Company-is required by its distribution licence to maintain an investment grade credit rating,
which it has done.

Key performance indicators

Throughout the period under review, the Company was part of the Central Networks division of
the E.ON UK Group. This division also included Western Power Distribution (West Midlands) plc
(formerly Central Networks West pic) and WPD Midlands Networks Services Limited {formerly
Central Networks Services Limited). The division considered its three main priorities to be safety,
network performance and profitability. These priorities are closely aligned with Western Power
Distribution’s five key goals of safety, network reliability, customer service, environment and
business efficiency. .

Safety

LTIF is a key safety measure monitored at a divisional level. LTIF is defined as the number of
lost time injuries per 1,000,000 hours worked. The safety of people is of vital importance to the
Company and it is working hard to reduce the number of accidents. The LTIF rate at 31 March
2011 was 2.86 compared to 1.98 at 31 March 2010.

Network performance

Network performance covering the regulatory year to March is audited and published annually
by Ofgem on their website www.ofoem.gov.uk.

Profitability

Profitability is monitored monthly through structured reporting of performance against budget
and prior year.
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2.1 Review of the year (continued)

Going concern

After consideration, the Directors have concluded that the Company has sufficient resources
available to enable it to continue in existence for the foreseeable future and have therefore
continued to adopt the going concern basis in preparing the financial statements. This
consideration included the fact that the Company has net current liabilities, current borrowings,
the relatively stable and regulated nature of the business, the forecast long term business plans
and the anticipated ability of the Company to raise additional long term debt in the future.

in addition, the directors of the Company are obliged under condition 30 of its licence to prepare
a certificate annually which states that there are sufficient financial resources in place that will
enable the Company to carry on the distribution business for 12 months from the date of signing
that certificate.

Insurance

Throughout the period, the Company had a range of insurance to cover commercial and
operational risk. The policies were subject to excess or deductions on claims. Going forwards,
the WPD Group has a wholly-owned captive insurance company, Azfec Insurance Limited
(“Aztec”), based in Guemnsey. Depending on the nature of the risk, the Company now carries an
element of the risk itself (“self-insured”) or it underwrites insurance with a combination of Aztec
and external insurers. The distribution network itself is self insured. Insurance arrangements will
be reviewed in detail annually.

Subsequent Events

Throughout the period under review the Company was pait of the Central Networks division of
the E.ON Group which also included Central Networks West plc and Central Networks Services
Limited.

On 1 April 2011, E.ON UK sold the Central Networks business to PPL Corporation. The
purchase price for the equity and the assumption of certain liabilities, including around £100m of
the Group's pension provision, was approximately £4.1 billion. As part of the consideration for
the sale, all non-trading balances with other E.ON entities were settled on behalf of Central
Networks by PPL Corporation.

PPL Corporation (“PPL”) is an electricity utility based in Allentown, Pennsyivania, United States
of America (“US"). PPL owns a number of other UK companies including Western Power
Distribution (South West) plc ("WPD South West") and Western Power Distribution (South
Wales) pic ("WPD South Wales”).

As part of the WPD Group, the organisation will be fundamentaily different to that which exists
today and will have a smaller combined support structure. The WPD Group presented a new
organisational structure in June 2011 and between 620 and 820 redundancies are expected as
a result of this across what was the Central Networks group of companies. The Company’s aim
is to achieve staff reductions by voluntary means.

On 1 Aprit 2011, the directors of the Company resigned and were replaced by three new
directors and one non-executive director, The new directors of the Company believe the
business is best served by a direct labour force for electrical trades and the Company is seeking
through contract renegotiation to TUPE approximately 190 linesmen, jointers and fitters, 23
storekeepers and 25 pole planters into the WPD Group. A further 83 staff will be transferred to
the WPD Group from E.ON UK under the sale and purchase agreement.
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2.1 Review of the year (continued)

Subsequent Evenis {continued)

Also on 1 April 2011, PPL settled the Company’s non-trading intercompany balances with E.ON
UK and a new intercompany relationship was created with PPL WEM Holdings Ltd. A dividend of
£29m was paid and an interim dividend of £15m declared to be paid to PPL WEM Holdings Ltd
in May 2011. Also in May 2011, the Company issued a further £600m of 5.25 per cent senior,
unsecured loan notes due 17 January 2023 under its £3,000,000,000 Euro Meditim Term Note
Programme and a dividend of £121.5m was paid to PPL. WEM Holdings pic. A further £100m of
index-linked senior, unsecured loan notes due 1 June 2043 were issued on 1 June 2011.

The Company changed its name to Western Power Distribution (East Midiands) plc on 1 Aprit
2011. Also on this date, Central Networks West plc, a fellow group undertaking, changed its
name to Western Power Distribution (West Midlands) pic and Central Networks Services Limited
changed its name to WPD Midlands Networks Services Limited.

2.2 Corporate Governance Statement

Corporate governance

This corporate governance statement for the Company covers the period from 1 April 2010 to 31
March 2011. During this period the Company operated in accordance with the policies and
procedures of E.ON UK plc, including those relating to risk management.

For the remainder of this section the term "E.ON UK Group” is defined as the E.ON UK plc group
of companies. The term “Board" refers to the board of directors of the Company in place during
the period under review.

The Combined Code on Corporate Governance contains principles of good governance
applicable to listed companies. As an unlisted company, the Company is not strictly bound by
The Combined Code but complies with certain aspects of the code relevant to its business
activities.

The Board

During most of the period under review, the Board comprised three directors. There were no
non-executive or independent directors. The directors who served throughout the year were as
follows:

Dr P Golby

Mr G M Thompson

Mr J Crackett

Mr B J Tear (appointed 16 February 2011, resigned 3 March 201 1)

On 1 April 2011, following the sale of the Company to PPL Corporation, all three of the above
directors resigned and were replaced by three directors and one non-executive director, who
together reflect a range of expertise and experience. These directors are:

Mr R A Symons, Chief Executive

Mr D G Harris, Resources and External Affairs Director

Mr D C 8 Oosthuizen, Finance Director

Mr R Klingensmith, Non-executive Director and President, PPL Global

(X
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2.2 Corporate Governance Statement (continued)

The Board of the Company has not formally appointed a Chairman. However, Rick Klingensmith,
who is the non-executive director of the Company, has been appointed Chairman of the holding
company of the WPD Group.

There were no contracts of significance during or at the end of the regulatory year in which a
current director of the Company, or a director during the period under review, was materially
interested. None of the directors who held office at the end of the period had any interest in the
shares of the Company or any other company within the E.ON UK Group in either year which
required to be disclosed under the Companies Act 2006.

Throughout the period under review, the Board met as required, principally to approve financiat
statements and business plans. The Board held board meetings during the year, principally to
pass written resolutions, approve financial statements and matters of importance. At least two
directors attended the board meetings and every director signed the written resolutions. In
addition, throughout the period under review, the directors at the time held monthly management
meetings to discuss business objectives and to review performance.

Due to the nature of the ownership of the Company, there are no requirements for formal
Nomination and Remuneration Commitiees going forwards. The current directors’ remuneration
has been set directly by PPL as shareholder. Prior to the sale of the Company, the functions of
Audit Committee, Remuneration Committee and Nemination Committee, were carried out by the
Company's ultimate parent company at the time, E.ON AG.

Throughout the period under review, the Board also had overall responsibility for the discharge
of legal and regulatory obligations relating to the Company. Day to day management was
discharged to the Distribution Leadership Team (see below).

Management structure

Throughout the period under review, the operations of the Company were controlled through the
Central Networks Distribution Leadership Team which comprised the following staff members:
Managing Director Distribution, Director of Operations and Asset Management, Infrastructure
Services Director, Director of New Connections, Human Resources Director, IS Director,
Finance and Regulation Director and Legal Counsel. The Managing Director, Distribution and
Finance and Regulation Director were also members of the Board.

The Distribution Leadership Team met on a monthly basis and covered all areas of Company
business and activities. The team was responsible for the determination and execution of the
Company's sirategies and objectives collectively and at a departmental level within the
strategies and framework set by E.ON UK pic. All members of the Distribution Leadership Team
had full and timely access to information required in order to operate the distribution business
efficiently. The Directors’ report describes policies on equal opportunities, safety and health and
the environment. The Distribution Leadership Team was responsible for the development and
application of statutory policies throughout the period under review. Following the sale of the
Company by E.ON UK plc to PPL Corporation, the leadership of the Company has been
assumed by the current Board of Directors.
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2.2 Corporate Governance Statement (continued)

Company internal control

Throughout the period under review, the Distribution Leadership Team was responsible for the
Company's system of internal control and risk management. The Company had a
comprehensive risk review process in place based around the identification and evaluation of
risk and the preparation and monitoring of action plans to manage risk. Agreed risks and action
pians were reviewed quarterly by the Distribution Leadership Team and were reported to E.ON's
UK business team who reviewed risk across E.ON UK plc.

The Distribution Leadership Team reviewed the effectiveness of the system of internal control
and risk by:

» Implementing E.ON UK pic strategy through the preparation and approval of business plans
and budgets.

» Reviewing the operational performance of the business, including internal controls, on a
monthly basis and instigating corrective action to ensure objectives and targets are met.
These reviews were comprehensive and covered financial performance, capital investment,
safety, customer service, staffing, regulation and the environment.

* Maintaining an up to date system of delegated authorities. These were defined by E.ON UK
plc to ensure all contracts, expenditure and income were controfled and approved at
appropriate managerial and executive levels.

» The review of every member of staff within the Company through the performance
development process to assess performance and development needs. This process together
with a regular review of staff succession plans, sought to continually improve performance of
staff and secure future staffing and skill requifements for the achievement of business
objectives.

* Reviewing and approving the terms of reference and major findings of the E.ON UK plc
Internal Audit department. Internal Audit worked to a programme agreed with the Company
and E.ON UK plc. Within the Company all reports were reviewed and actioned by managers
and the Distribution Leadership Team,

* Reviewing reports from management and external auditors on the effectiveness of internal
controls and risk processes. E.ON UK plc Internal Audit provided audit reports on the
Company to the E.ON UK plc Chief Executive Officer, Chief Financial Officer and external
auditors.

* Approving, as recommended by The Combined Code, the operation and effectiveness of the
internat controls framework.

Going forwards, the directors of the Company have overall responsibility for the system of
internal controls and for reviewing the effectiveness of the system. There are many cultural
features in the WPD Group that contribute directly to its success and the results that it has
achieved. These include:

* Good definition and communication of short term business objectives and targets.
Commitment to achievement of objectives and targets.
Speedy decision making.
Business environment that empowers managers.
An uncomplicated management structure that aids the flow of information both ways
through the organisation.
Controls start at director level, have clear policies and levels of authority and are communicated
to all levels of staff. As the WPD Group is owned by a US publicly quoted company, the
Company will be subject to the requirements of the US Sarbanes-Oxley Act 2002 going
forwards.

® o o 9
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2.2 Corporate Governance Statement (continued)

Independence of external auditors

During the period, the E.ON UK Group reviewed statutory audit arrangements and had approval
procedures in place for reviewing any non-audit work undertaken to fulfil its responsibility
regarding the independence of the external auditors. The statutory auditors also have various
requirements to confirm their independence under International Standards on Auditing (UK and
Ireland).

As a result of the sale of the Company to PPL, PricewaterhouseCoopérs LLP has resigned as
the Company’s statutory auditor and has been replaced by Ernst & Young LLP.

Systems

Throughout the period under review, the Company operated an integrated management
information and control system covering planning, procurement, materials management, asset
management, project management, sales, human resources and finance.

Related party transactions

WPD Midlands Networks Services Limited (formerly Central Networks Services Limited)
provides new connections services to the Company. Other related party transactions during the
period related aimost exclusively to services provided by E.ON UK pic for corporate services and
shared service functions. The services were mainly non discretionary and the directors assessed
that, while the Company was part of the E.ON Group, it was not appropriate to source these
services from outside the E.ON UK Group due to potential cost and quality implications.

Corporate responsibility

The Company seeks to take account of its decisions on the economy, environment and
community. A full corporate responsibility report reviewing the E.ON UK Group, of which the
Company was a part for the whole of the period under review, has been published by E.ON UK
plc.

Contributions for political and charitable purposes

Donations to charitable organisations made during the year ended 31 March 2011 by the
Company amounted to £179 (2010: £700). No political donations were made during the year
(2010: £nil).

Compliance with regulatory matters

The Company has a department dedicated to ensuring compliance with the terms of its
Distribution Licence, that all regulatory returns are made, and that these accurately reflect

relevant information. Where returns to Ofgem require significant judgement or are sensitive
because of the values or nature of the information disclosed, approval is sought from the Board.

14
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2.3 Directoré’ report

The directors present their report and the audited regulatory financial statements of the
Company for the year ended 31 March 2011.

Principal activities, review of business and future developments

The principal activity of the Company during the year was the distribution of electricity to
industrial, commercial and domestic customers. A review of business and future developments
is included in section 2.1, Review of the year.

Results and dividends

The Company’s operating profit for the year was £199m (2010: £214m). A dividend of £311m
was declared during the year and settled by the issue of a foan note (2010: £nil).

Policy and practice on payments of creditors

Where appropriate in relation to specific contracts, during the period under review the
Company's practice was to:

+ seftle the terms of payment with the supplier when agreeing the terms of each transaction:;

* ensure that those suppliers were made aware of the terms of payment by inclusion of other
relevant terms in the contracts; and

* pay in accordance with its contractual and other legal obligations.

For all other cases the Company supported the Better Payments Practice Code and had in place
weli developed arrangements with a view to ensuring that this was observed. Trade creditors at
the regulatory year end represented 31 days (2010: 45 days) of purchases.

Going forwards, the WPD Group's policy in respect of its suppliers (other than those providing
electricity utility supplies and services) is to reguire suppliers to accept our terms unless
alternative terms of mutual benefit can be agreed.

Equal opportunities

The WPD Group is committed to equality of opportunity and this is reflected in its equal
opportunities policy and employment practices. Employees are selected, treated and promoted
according to their abilities and merits and to the requirements of the job. Applications for
employment by people with disabilities are fully considered, and in the event of members of staff
becoming disabled, every effort is made to ensure that their empioyment with the WPD Group
continues by way of making adjustments to their role and/or working environment or through
retraining as appropriate. It is the policy of the WPD Group that the training, career development
and promotion of disabled persons should, as far as possible, be identical to that of other
employees.

Employee involvement

The WPD Group places considerable value on the involvement of its employees in its affairs.
Throughout the year, principally through regular team briefings and meetings with staff and their
representatives, the Company has consulted and communicated with employees on matters
relating to business performance and objectives. Formal meetings are held regularly between
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-2.3 Directors’ report (continued)

senior managers and representatives of staff and their unions to discuss matters of common
interest.

Safety and health

The Company considers that good safety and heaith performance is an essential part of
business activities and the Company aims to achieve the highest standards. All aspects of safe
and healthy working practices are promoted throughout the Company in the interests of
employees, customers, suppliers and the wider community.

Environment

The Company seeks to minimise the impact of its operations on the environment. The Conﬁpany
holds full ISO 14001 accreditation.

Financial risk management

Throughout the period under review, the Company was a member of the E.ON UK Group.
During the period, treasury management for all companies within the E.ON UK Group, including
the Company, was conducted by E.ON UK plc. E.ON UK plc, in common with other major E.ON
AG subsidiaries, was required to comply with E.ON AG financial management and treasury
policies and procedures but was also required to have its own local operational treasury team
which serviced the treasury requirements of the business. The teams liaised closely with the
local business to ensure that liquidity and risk management needs were met within the
requirements of the E.ON AG policies and procedures. The treasury team worked closely with
the treasury and corporate finance teams at E.ON AG.

During the period, E.ON AG'’s central department was responsible for financing and treasury
strategy, policies and procedure throughout the E.ON AG Group. The corporate finance team at
E.ON AG planned and executed major strategic financings and corporate finance actions. A
treasury team also co-ordinated currency and interest risk management as well as cash
management for the whole E.ON AG Group.

E.ON UK pic also operated its own specific freasury procedures within the overall E.ON AG
treasury framework.

Throughout the period under review, the E.ON UK plc treasury team employed a continuous
forecasting and monitoring process to ensure that the E.ON UK Group complied with all its
banking and other non-financial covenants, and also the regulatory constraints that apply to the
financing of the UK business. E.ON UK treasury worked in close liaison with the various
operating businesses within the E.ON UK Group, when considering hedging requirements on
behalf of their activities. A group-wide cash forecasting and currency exposure reporting process
ensured regular reporting into treasury of future positions, both short and medium term.
Information was submitted to E.ON AG for incorporation into E.ON AG Group forecasting
processes on a monthly and quarterly basis.

it was hot the policy of E.ON UK plc to enter into speculative treasury arrangements.
Accordingly, all transactions in financial instruments were matched to an underlying business
requirement, such as committed purchases or forecast debt requirements. Treasury activities
were reviewed by internal audit on a regular basis.
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2.4 Statement of directors’ responsibilities in respect of regulatory financial statements

The directors are required under Condition 44 of the Distribution Licence to prepare regulatory
financial statements for each year to 31 March, which are subject to audit.

The regulatory financial statements are prepared on a similar basis to annual statutory financial
statements which the Company is required to produce under UK GAAP. This requires the
directors to prepare financial statements for each financial year which fairly present the state of
affairs of the Company and of the profit or loss of the Company for that year. In preparing those
accounts, the directors are required to:

» Select suitable accounting policies which are used and applied consistently in the
preparation of the financial statements;

» Make reasonable and prudent judgements and accounting estimates in the preparation
of the accounts;

» Confirm, so far as each director is aware, there is no relevant audit information of which
the Company’s auditors are unaware;

+ State whether applicable accounting standards have been followed, subject to any
material departure disclosed and explained in the regulatory financial statements (see
below for departures from the Companies Act);

+ Prepare the regulatory financial statements on the going concern basis, unless it is
inappropriate to presume that the Company will continue in business; and

» Ensure, in the case of each director in office at the date the directors’ report is approved,
so far as the directors are aware, there is no relevant audit information of which the
Company's auditors are unaware and they have taken all the steps that they ought to
have taken as directors in order to make themselves aware of any relevant audit
information and to establish that the Company’s auditors are aware of that information.

The Company maintains liability insurance for its directors and officers. This is a qualifying
indemnity provision for the purposes of the Companies Act 2006.

The directors, having met to consider these matters, confirm that they have complied with the
above requirements in preparing the regulatory financial statements, which have been prepared
on a going concern basis, and that the accounting records and reporting arrangements that are
necessary to enable the licensee to prepare and publish regulatory financial statements in .
accordance with Condition 44 of the Distribution Licence have been kept. The accounting policy
for the treatment of customer contributions represents a departure from the Companies Act
2008, however in the opinion of the directors the treatment adopted is necessary to give a true
and fair view (see Accounting Policies, section 9).

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

bl |

D C S Oosthuizen
Finance Director
19 September 2011
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3. Profit and loss account

Yearended Year ended
Section 31 March 31 March

9 2011 2010

Note £m £m

Turnover , 1,2 351 357
Cost of sales 2 (17) (17)
Gross profit | 2 334 340
Net operating expenses 2,3 {135) (126)
Operating profit ' 2,4 199 214
Interest payable and similar charges 6 (12) (3)
Profit on ordinary activities before taxation 187 211
Tax charge on profit on ordinary activities 7 (35) (22}
Profit for the financial year 15 152 189

There is no material difference between the profit on ordinary activities before taxation and the
retained profit for either of the regulatory years stated above and their historical cost
equivalents.

All the above amounts relate to continuing operations.

The accounting policies and the notes to the regulatory financial statements in sections 8 and 9
on pages 25 to 41 form part of these regulatory financial statements.

18



Western Power Distribution (East Midlands) plc
Regulatory Financial Statements for the year ended 31 March 2011

4. Statement of total recognised gains and losses

Year ended Year ended

31 March 31 March

2011 2010

£m £m

Profit for the regulatory year 152 189
Total recognised gains since last annual report 152 189

The accounting policies and the notes to the regulatory financial statements in sections 8 and 9
on pages 25 to 41 form part of these regulatory financial statements.
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5. Balance sheet

As at As at
Section 31 March 31 March
9 2011 2010
Note £m £m
Fixed assets
Tangible assets : 8 1,671 1,556
Current assets
Stocks 9 5 6
Debtors , 10 74 199
79 205
Creditors: amounts falling due within one year 11 {547) (513)
Net current liabilities (468} (308)
Total assets less current liabilities 1,203 1,248
Creditors: amounts falling due after more than one 12 (244) (118)
year
Provisions for liabilities and charges 13 (63) (75)
Net assets 896 1,055
Capital and reserves.
Called-up share capital 14 113 113
Share premium account 15 11 11
Profit and loss account 156 772 931
Totai shareholders’ funds 16 896 1,055

The regulatory financial statements on pages 18to 21 and 28 to 41 were approved by the board
of directors on 19 September 2011 and signed on its behalf by:

D}jguqﬁ

D C S Oosthuizen
Finance Director

The accounting policies and the notes to the regulatory financial statements in sections 8 and 9
on pages 25 to 41 form part of these regulatory financial statements.
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6. Cash flow statement

Net cash inflow from operating activities

Interest paid
Returns on investments and servicing of finance

Corporation tax paid
Taxation

Purchase of tangible fixed assets
Sale of tangible fixed assets
Total capital expenditure and financial investment

Equity dividends

Net cash (outflow) / inflow before financing

Financing
Decrease / (increase) in group debtors
(Decrease) / increase in group creditors
(Decrease) in group loan
Increase in external financing

Change in net cash in the year

Section

9
MNote

17

18

19
19
19
19

Year ended Year ended
31 March 31 March
2011 2010

£m £m

241 258

(12) (3)

(12) (3)

(71) (39)

(71) (39)

(164) (160)

- 1

{164) (159)

(6) 57

118 (121)

(89) 127

(271) (64)

244 -

2 (58)

(4) (1)

The accounting policies and the notes to the regulatory financial statements in sections 8 and 9

on pages 25 to 41 form part of these regulatory financial statements.
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7. Independent auditors’ report

Independent Auditors’ report to the Gas and Electricity Markets Authority (the Authority,
referred to as the “Regulator”) and Western Power Distribution (East Midlands) plc

We have audited the regulatory financial statements of Western Power Distribution (East
Midlands) plc (the “Company”) for the year ended 31 March 2011, which comprise the profit and
loss account, the statement of total recognised gains and losses, the balance sheet, the cash
flow statement, and the related notes (the “Regulatory Accounts”). These Regulatory Accounts
have been prepared in accordance with the basis of preparation and accounting policies set out
in the Statement of Accounting Policies.

Respective responsibilities of the Regulator, the Directors and the Auditors

As explained more fully in the Statement of Directors’ Responsibilities set out on page 17, the
directors are responsible for the preparation of the Regulatory Accounts and for their fair
presentation in accordance with the basis of preparation and accounting policies. Our
responsibility is to audit and express an opinion on the Regulatory Accounts in accordance with
International Standards on Auditing (UK and Ireland), except as stated in the ‘Scope of the audit
of the Regulatory Accounts’ below, and having regard to the guidance contained in Audit 05/03
‘Reporting to Regulators of Regulated Entities’ issued by the Institute of Chartered Accountants
in England and Wales. Those standards require us to comply with the Auditing Practices Board's
Ethical Standards for Auditors.

This report is made, on terms that have been agreed, solely to the Company and the Regulator
in order to meet the requirements of Condition 44 of the Company’s Regulatory Licence. Our
audit work has been undertaken so that we might state to the Company and the Regulator those
matters that we have agreed to state to them in our report, in order () to assist the Company to
meet its obligation under the Regulatory Licence to procure such a report and (b) to facilitate the
carrying out by the Regulator of its regutatory functions, and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Regulator, for our audit work, for this report or for the opinions we have
formed.

Scope of the audit of the Regulatory Accounts

An audit involves obtaining evidence about the amounts and disclosures in the Regulatory
Accounts sufficient to give reasonable assurance that the Regulatory Accounts are free from
material misstatement, whether caused by fraud or error. This includes an assessment of:
whether the accounting policies are appropriate to the Company’s circumstances and have been
consistently applied and adequately disclosed; the reasonableness of signiticant accounting
estimates made by the directors; and the overall presentation of the Regulatory Accounts.
However, we have not assessed whether the accounting policies are appropriate to the
circumstances of the Company where these are laid down by the Regulatory Licence. Where the
Regulatory Licence does not give specific guidance on the accounting policies to be followed,
our audit includes an assessment of whether the accounting policies adopted in respect of the
transactions and balances required to be included in the Regulatory Accounts are consistent
with those used in the preparation of the statutory financial statements of Western Power
Distribution (East Midiands) pic. Furthermore, as the nature, form and content of Regulatory
Accounts are determined by the Regulator, we did not evaluate the overall adeguacy of the
presentation of the information, which would have been required if we were {o express an audit
opinion under Auditing Standards.
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7. Independent auditors’ report (continued)
Opinion on Regulatory Accounts
In our opinion the Regulatory Accounts:

» fairly present, in accordance with Condition 44 of the Company’'s Regulatory Licence
and the accounting policies set out on pages 28 to 30, the state of the Company's affairs
at 31 March 2011 and its profit and cash flows for the year then ended; and

¢ have been properly prepared in accordance with Condition 44 of the Regulatory Licence
and the accounting policies.

Basis of preparation

Without modifying our opinion, we draw attention to the Statement of Accounting Policies which
describes the basis of preparation of the Regulatory Accounts. The Regulatory Accounts are
separate from the statutory financial statements of the Company and have not been prepared
under the basis of United Kingdom Generally Accepted Accounting Practice (‘UK GAAP").
Financial information other than that prepared on the basis of UK GAAP does not necessarily
represent a true and fair view of the financial performance or financial position of a company as
shown in statutory financial statements prepared in accordance with the Companies Act 2008.

Opinion on other matters prescribed bj the Regulatory Licence

The Company's Regulatory Licence (Condition 44), requires the Regulatory Accounts and the
Corporate Report to be prepared as if the licensee was a quoted company and as if these were
the licensee’s statutory financial statements prepared in accordance with Part 15 of the
Companies Act 2006. The Directors have therefore prepared a Corporate’ Report, Directors’
Remuneration Report and Corporate Governance Statement accompanying the Regulatory
Accounts. Under the terms of our contract we have assumed responsibility to provide those
opinions that would be provided if this was the statutory annual report of a quoted company, in
accordance with the Companies Act 2006.

in our opinion:

» the information given in the introduction (section 1), the Corporate Report (section 2), the
Corporate Governance Statement (section 2) and the non-emolument information within
the Directors’ Remuneration Report (section 8) for the financial year for which the
Regulatory Accounts are prepared is consistent with the Regulatory Accounts;

s the part of the Directors’ Remuneration Report to be audited has been properly prepared
in accordance with the Companies Act 2006; and

» the information given in the Corporate Governance Statement set out in section 2 with
respect to internal control and risk management systems is consistent with the
Regulatory Accounts.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where, under Condition 44 of the
Company's Regulatory Licence, we are required to report to you if, in our opinion:
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7. Independent auditors’ report (continued)

« adequate accounting records have not been kept by the Company, or returns adequate
for our audit have not been received from operating locations not visited by us;

« the Regulatory Accounts and the part of the Directors’ Remuneration Report to be
audited are not in agreement with the accounting records and returns;

e certain disclosures of directors’ remuneration specified by law are not made;
a corporate governance statement has not been prepared by the Company; and

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

QOther matters

The nature, form and content of Regulatory Accounts are determined by the Regulator. It is not
appropriate for us to assess whether the nature of the information being reported upon is
suitable or appropriate for the Regulator's purposes. Accordingly we make no such assessment.

Our opinion on the Regulatory Accounts is separate from our opinion on the statutory financial
statements of the Company for the year ended 31 December 2010 on which we reported on 9
February 2011, which are prepared for a different purpose. Our audit report in relation to the
statutory financial statements of the Company (our “Statutory audit’) was made solely to the
Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act
2006. Our Statutory audit work was undertaken so that we might state to the Company’s
members those matters we are required to state to them in a statutory audit report and for no
other purpose. In these circumstances, to the fullest extent permitted by law, we do not accept or
assume responsibility for any other purpose or to any other person to whom our Statutory audit
report is shown or into whose hands it may come save where expressly agreed by our prior
consent in writing.

PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors,
East Midlands

1@ September 2011

Notes:

1. The maintenance and integrity of the Western Power Distribution (East Midlands) plc’s web
site is the responsibility of the Company’s directors and the maintenance and integrity of the
Regulator's web site is the responsibility of the Regulator; the work carried out by the auditors
does nhot involve consideration of these matters and, accordingly, the auditors accept no
responsibility for any changes that may have occurred to the Regulatory Accounts since they
were initially presented on the web sites.

2. Legislation in the United Kingdom governing the preparation and dissemination of statutory
financial statements and Regulatory Accounts may differ from legislation in other jurisdictions.
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8. Directors’ remuneration report
Directors (non-auditable part)

The directors who held office during the year are given below:

Dr P Golby

Mr G M Thompson

Mr J Crackett ‘

Mr B J Tear (appointed 16 February 2011, resighed 3 March 2011)

Directors’ remuneration (auditable part)

Year ended Year ended

31 March 31 March

2011 2010

£'000 £'000

Aggregate emoluments 958 485

Throughout the period under review, Mr G M Thompson and Mr J Crackett were directors of
both the Company and Central Networks West plc, a fellow group undertaking. They shared
their management time equally between these two companies. As a result, their emoluments, for
the years ended 31 March 2011 and 2010, have been split equally between the Company and
Central Networks West plc.

Dr P Golby and Mr B J Tear received no emoluments from the Company during the year (2010:
£nil). Their remuneration was borne by E.ON UK plc and not recharged.

Retirement benefits accrued to two (2010: two) directors under a defined benefit scheme. The
number of directors entitled to shares under a long-term incentive scheme during the year was
two (2010: two). During the year no directors exercised options over shares they were awarded
for services to the E.ON Group (2010: none). During the year two (2010: two) directors
exercised Stock Appreciation Rights over shares in E.ON AG, the ultimate parent company at
the time, that they were awarded for services to the E.ON UK Group.

Highest paid director

Year ended Year ended
31 March 31 March
2011 2010

£000 : £000

Total emoluments, excluding gains on the
exercise of share options and benefits 670 293
under long-term incentive schemes

Defined benefit pension scheme:
Accrued pension at end of period Al 65

During the year the highest paid director exercised Performance Rights over shares in E.ON AG,
the ultimate parent company at the time, which they were awarded for services to the E.ON UK
Group.
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8. Directors’ remuneration report (continued)

Directors’ remuneration and electricity service standards

Section 42¢ of the Electricity Act 1989 (as amended by section 61 of the Utilities Act 2000)
requires the Company to publish a statement regarding the links between directors’
remuneration and service standards associated with activities subject to price reguiation.

Arrangements for 2010

The Company's Managing Director was remunerated on the basis of performance across a
number of key business activities. These activities include the financial performance of the
business, health and safety measures and delivery against regulatory targets.

Elements of the annual bonus paid by the Company to its Managing Director were also based on
the achievement of both customer service and network performance standards. These form a
part of the price regulated “service standards” referred to above, with targets set annually for the
calendar year. Results were assessed, and any bonus was paid, following the end of the
calendar year.

In 2010, the Company met its targets for both Network Performance and Customer Service.
These achievements were recognised in the bonus paid to its Managing Director. :

Network performance in terms of Customer Minutes Lost was on target despite poor weather in
February 2010. High Voltage restoration was slightly worse than target. The new ‘alliance’
organisational structure was implemented successfully from 1 April 2010 and actual
performance against target was achieved.

The Company's Customer Service performance remained sfrong in 2010 with customer
complaints befow 2009 levels.

Given the strong business performance against these key indicators, a bonus of 20% was
awarded to the Managing Director for Network Performance and Customer Service
Performance. (When establishing the objectives in early 2010, ‘on target’ bonus was agreed at
15% for Network Performance and Customer Service Performance targets).

Similar targets were also incorporated into other senior managers’ objectives but no other legal
directors of the business were remunerated based directly on these measures.

Arrangements up to 31 March 2011

The Company had similar arrangements in place for its Managing Director for the calendar year
2011, however the Company was sold to PPL on 1 Aprif 2011 and the existing Managing
Director resigned on that date.

An on target, pro rata bonus was paid to the Company's Managing Director in April 2011 in
relation to customer and network performance for quarter 1, 2011.

The Company’s former directors who resigned following the sale on 1 April 2011 received

termination payments of £612,000. This is not recorded in the regulatory financial statements as
no liability existed at 31 March 2011.
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8. Directors’ remuneration report (continued)
Arrangements for the current Directors, appointed on 1 April 2011

Set out below is the bonus structure in effect for the Company’s current directors for the
calendar year ending 31 December 2011. The bonus currently relates to performance in WPD
South West and WPD South Wales but it is expected that these arrangements will be extended
to cover performance in WPD Midiands in 2012. This shows the maximum bonus amounts
refated to standards of performance inciuded in the annual bonus programme. No bonuses are
paid to directors unless the PPL consolidated group achieves a threshold level of earnings.

Maximum Bonus Amount (% of base pay)

Chief Finance Resources and
Executive Director External Affairs
Director
Network reliability:
Minutes lost per customer 6.75% 6.00% 5.25%
Customer interruptions 2.25% 2.00% 1.75%
Customer impact:
Contact Centre performance 4.50% 4.00% 3.50%
Total 13.50% 12.00% 10.50%
Notes:
(i ‘Minutes lost per customer’ and ‘Customer interruptions’ are defined as per Ofgem's
Information and Incentives Scheme ("IIS") definitions.
(ii) 'Contact Centre performance’ relates to the time taken to answer telephone calls from

customers who have lost supply.
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9. Notes to the financial statements and accounting policies

1. Accounting policies
(a) Basis of preparation

These regulatory financial statements, which represent the regulatory operations of the
Company, have been prepared on the going concern basis and under the historical cost
convention. They are prepared in accordance with the Companies Act 2006 (and applicable
United Kingdom Accounting Standards, all of which have been consistently applied) except for
the accounting policy for customer contributions (see tangible fixed assets and depreciation
below) where an alternative treatment has been adopted in order to present, in the opinion of the
directors, a true and fair view. The principal accounting policies are set out below.

(b} Turnover

Turnover comprises revenue from the distribution of electricity to industrial and commercial and
domestic customers and is recognised when supplied. Turnover excludes value added tax.

Turnover, relating to the distribution of electricity, represents the value of charges for electricity
distributed during the year including estimates of the sales value of units distributed to
consumers between the date of the last meter reading and the year end.

All the Company's turnover arises in the course of the Company’s principal activity in the United
Kingdom. Turnover also includes amounts billable to third parties in respect of subcontracted
services in relation to the distribution of electricity.

(¢) Tangible fixed assets and depreciation

Tangible fixed assets are stated at their historic purchase or production cost less accumulated
depreciation. Cost includes the original purchase price of the asset and the costs atiributable to
bringing the asset to its working condition for its intended use. Depreciation is calculated so as to
write off the cost of tangible fixed assets, less their estimated residual values, on a sfraight line
basis over their useful economic lives. Tangible fixed assets are not revalued. The estimated
usaful economic lives used for the principal categories of fixed assets are as follows:

Life in years
Distribution network:

Distribution network assets and customer contributions 40-70
Meters A 15-20
Other assets: |

Plant, machinery, fixtures, equipment and fools Up to 10
Vehicles and mobile plant Up to 10
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1. Accounting policies (continued)

(c) Tangible fixed assets and depreciation (continued)

Customer contributions are deducted from the cost of the related fixed assets. This accounting
treatment represents a departure from the Companies Act 2006 which requires fixed assets to
be included at their purchase price or production cost and therefore any contribution would be
presented as deferred income. However, it is the opinion of the directors that the treatment
adopted is necessary to give a true and fair view, as the contributions relate directly to the cost
of fixed assets used in the distribution network. Customers’ contributions towards distribution
network assets are credited to the profit and loss account over the life of the distribution network
assets to which they relate by virtue of a reduction in the depreciation charge.

Charges for impairments of assets are recognised when indicators suggest that an asset may be
impaired and an impairment charge is caiculated as the difference between the carrying value of
the asset and its recoverable amount, if lower. Where such an asset does not generate cash
flows that are independent from other assets, the Company estimates the recoverable amount of
the income generating unit to which the asset belongs.

(d) Stocks and stores

Stocks and stores are stated at the lower of cost and net realisable value. In general, stocks are
recognised in the profit and loss account on a weighted average cost basis. Where necessary,
provision is made for obsolete, slow moving or defective stocks. The Companies Act 2006
requires stocks to be categorised between raw materials, work in progress and finished goods.
Stocks and stores are raw materials under this definition. '

(e) Pension costs

Throughout the period under review the Company contributed to a defined contribution pension
scheme and also a defined benefit group pension scheme which were operated by E.ON UK plc.
The assets of these schemes are invested in separate trustee-administered funds. Further
details of these schemes are available in the consolidated financial statements of E.ON UK plc.

The Company is unable to identify its share of the underlying assets and liabilities of the group
pension scheme. The Company has accounted for its contribution to the group pension scheme
as if the scheme was a defined contribution scheme and accounts for contributions payable to
the group pension scheme in the accounting period in which they fall due.

(f) Taxation

The tax charge for the year is based on the profits or losses on ordinary activities for the year
and takes into account fuil provision for deferred tax in respect of timing differences on a
discounted basis, using the approach set out in Financial Reporting Standard 19 'Deferred tax'.
Timing differences arise primarily from the differing freatment for taxation and accounting
purposes of provisions and depreciation of fixed assets. Deferred tax liabilities are recognised in
respect of all timing differences that have originated but not reversed at the balance sheet date
where transactions or events that result in an obligation to pay more tax in the future or 3 right {o
pay less tax in the future have occurred at the balance sheet date.

Deferred tax is measured at the tax rates that are expected to apply in the periods which the

timing differences are expected to reverse, based on tax laws that have been enacted or
substantially enacted by the balance sheet date.
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1. Accounting policies (continued)

(g) Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the
lessor are classified as operating leases. Payments made under operating leases are charged to
the profit and loss account on a straight-line basis over the period of the lease.

(h) Provisions

Provisions are recoghised in the balance sheet when the Company has a present obligation
(legal or constructive) as a result of a past event, it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation and a reliable estimate can
be made of the amount of the obligation. A provision for restructuring is recognised when the
Company has approved a detailed and formal restructuring plan, and the restructuring has either
commenced or has been announced to those affected by it.

(i) Borrowings

A financial liability is initially recognised net of issue costs incurred. Costs that are incurred
directly in connection with the issue of a capital instrument are netted against the liability and
amortised at a constant rate over the life of the undetlying instrument.

(i) Financial instruments

The Company has not adopted Financial Reporting Standard 26 'Financial instruments:
recognition and measurement’ as the current financial instruments are not listed on a regulated
market for the purposes of Directive 2004/39/EC. Therefore the disclosure requirements of
Financial Reporting Standard 28 'Financial instruments: disclosures' are not applicable.

(k) Going concern

Notwithstanding the fact that the Company has net current liabilities, the directors have prepared
the regulatory financial statements on the going concern basis. The directors have put in place
sufficient committed borrowing facilities such that the Company can meet its obligations as they
falt due for a period of at least twelve months from the date of the directors’ approval of these
regulatory financial statements.
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2, Segmental reporting

From 1 April 2010, Condition 44.7 of the licence requires a segmental analysis as follows:

Distribution  Distributed Excluded Metering Other Out of De Total
generation Services Equipment Consented Area minimis
{excl. and Activity Networks Activity
Metering) Services
£m £m £m £m £m £m £m £m
Turnover 337 {3 11 5 - - 1 351
Cost of (8) - {9) - - - - (17)
sales
Gross profit 329 (3) 2 5 - - 1 334
Operating (132) - - 4] - - (1) (135)
costs
Operating 197 {3) 2 3 - - - 199
profit
Capital
expenditure 203 - - - - - - 203

Excluded services (excluding metering) comprises engineering work for third parties (such as
diversions for road works), supply top up and standby and any sole use connections work which
is defined as excluded under DPCR5 reporting requirements,

Metering Equipment and Services comprises income from the service of providing legacy
metering equipment.

Other consented activity comprises any business or activity conducted to which the Authority
has given its consent.

Capital expenditure is shown gross of customer contributions.
3. Net operating expenses

Year ended Year ended
31 March 31 March

2011 2010

£m £m

Staff costs (note &) 37 30
Depreciation (note 8) ‘ 48 46
Other operating expenses 50 50
135 126
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4. Operating profit

Operating profit is stated after charging:

Year ended
31 March
2011
£m
Depreciation of tangible fixed assets:
Owned assets 48
Loss on disposal of fixed assets 1
Operating lease charges:
Vehicles 3
Auditors’ remuneration:
Statutory audit services 0.1

Year ended
31 March
2010

£m

46

0.1

Auditors’ remuneration in relation to the audit of the Regulatory Financial Statements and work
on the other regulatory submissions was £45,696 (2010: £45,500).

Auditors' remuneration includes half the audit fee of WPD Midlands Holdings Limited (formerly
Central Networks Limited) of £3,000 (2010: £3,000), a feliow group undertaking, which has not
been recharged. Non-audit fees of £23,000 were incurred during the year in relation to the bond
issue (2010: £nil). These fees were capitalised with other related fees and will be amortised over
the life of the bond.

The Auditors also carried out work during the period in relation to PPL's post acquisition
financing. The total remuneration paid was £285,000 and was borne by PPL WEM Holdings
Limited and not recharged.

5. Employee information

Year ended Year ended

31 March 31 March
2011 2010
£m £Em

Total employee costs during the year amounted to:
Wages and salaries 50 43
Social security costs 5 4
Other pension costs (note 20) 9 7
64 54
Less: capitalised in fixed assets (27} (24)
37 30

The average number of employees (including executive directors) employéd by the company
during the year was:

Year ended Year ended

31 March 31 March

2011 2010

Number Number

Industrial 680 851
Non industrial 481 591
Total : 1,161 1,242
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6. Interest payable and similar charges

Year ended Year ended
31 March 31 March

2011 2010

£m £m

Interest payable to group undertaking 8 3
Interest payable on external borrowings 4 -
12 3

Interest payable to group undertakings includes a market value financing charge of £3m on early
repayment of long term debt to E.ON UK pic during the year.

7. Tax charge on profit on ordinary activities

Year ended Year ended
31 March 31 March

2011 2010
£m £m
Current tax:
UK corporation tax on profits for the year 47 55
Adjustment in respect of previous periods - (4)
Total current tax 47 51
Deferred tax:
Origination and reversal of timing differences 5 4
Changes in laws and rates (14) -
Movement in deferred tax discount 7 (36)
Adjustment in respect of previous periods (10) 3
Total deferred tax (note 13) (12) ‘ (29)
Tax charge on profit on ordinary activities 35 22

The difference between the current tax on the profit on ordinary activities for the year and the tax
on the profit on ordinary activities for the year assessed at the standard rate of corporation tax in
the UK of 28% (2010: 28%) can be explained as follows:
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7. Tax charge on profit on ordinary activities (continued)

Year ended Year ended
31 March 31 March

2011 2010
£m £m
Profit on ordinary activities before tax 187 21
Profit on ordinary activities multiplied by standard rate 52 59
in the UK at 28% (2010: 28%)
Effects of:
Capital allowances in excess of depreciation (5) (4)
Adjustment in respect of previous periods - (4}
Current tax charge for the year 47 51

The corporation tax payable for the year has been reduced by £33m (2010: £561m) because of
group relief received from a fellow group undertaking for which a payment has been made.

8. Tangible assets

Distribution Customers’ Other Total
network confributions assets
£m £m £m £m
Cost .
At 1 April 2010 3,146 (857) 25 2,314
Additions 197 - (39) 6 _ 164
Disposals (4) - - (4)
At 31 March 2011 3,339 (896) 3 2,474
Accumulated
depreciation
At 1 April 2010 971 (228) 15 758
Charge for the year 61 (17 4 48
Disposals (3) - - (3)
At 31 March 2011 1,029 (245) 19 803
Net book amount .
At 31 March 2011 2,310 (651) 12 1,671
Af 31 March 2010 2,175 (629) 10 1,556
As at As at
31 March 31 March
2011 2010
£m £m

Fixed asset expenditure commitments
In respect of contracts placed 6 12
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9. Stocks
As at As at
31 March 31 March
2011 2010
£m £m
Raw materials and consumables 5 6

10. Debtors

As at As at
31 March - 31 March
2011 2010
£m £m
Trade debtors 21 17
Amounts owed by group undertakings 49 167
Other debtors 3 15
Prepayments and accrued income 1 -
74 199

Amounts owed by group undertakings are unsecured, interest free and are payable on demand.
On 1 April 2011, PPL settled the Company's non-trading intercompany balances with E.ON UK
and a new intercompany relationship was created with PPL WEM Holdings Ltd.

11. Creditors: amounts falling due within one year

As at As at

31 March 31 March

2011 2010

£m £m

Bank overdraft 7 3
Trade creditors 16 22
Amounts owed to group undertakings 454 385
Corporation tax 27 51
Other taxation and social security 6 6
Other creditors 1 -
Accruals and deferred income 36 46
547 513

The Company had a £575m rolling loan facility with £.ON UK pic, expiring on 1 October 2011,
which was repaid in February 2011 as part of preparations for the sale of the Company to PPL
therefore the balance as at 31 March 2011 was £nil (2010: £152.8m). As part of the sale
preparations, the company also took out a £100m credit facility with £.ON UK plc in March 2011.
The drawn down amount under this facility as at 31 March 2011, included within amounts owed
to group undertakings above, is £0.3m. This loan was unsecured and incurred interest at 0.7%
above LIBOR and has since been repaid. Remaining amounts owed to group undertakings are
unsecured, interest free and are repayable on demand. On 1 April 2011, PPL settled the
Company's non-trading intercompany balances with E.ON UK and a new intercompany
relationship was created with PPL WEM Holdings Ltd.
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12. Creditors: amounts falling due after more than one year

As at As at

31 March 31 March

2011 2010

£m £m

Amounts owed to fellow group undertakings - 118
Amounts owed to external debt holders

5.75% sterling bond 2040 244 -

244 118

The £250m 5.75% fixed rate sterling bond is shown net of issue costs. The issue costs are
amortised at a constant rate based on the carrying amount of debt over the life of the underlying
instruments. Notwithstanding the investor put and issuer call options, the bond is otherwise due
for repayment on 10 December 2040. There is no material difference between the book value
and the fair value. On issue, the coupon rate on the bond was 5.75 per cent. As a resuit of the
downgrade to the Company’s credit rating upon the purchase of the Company by PPL, the
coupon rate will increase to 6.25% after the payment of the first coupon on 10 May 2011.

The Company repaid its fixed term agreements with E.ON UK plc in February 2011 as part of its
preparations for the sale to PPL.

13. Provisions for liabilities and charges

Provisions for liabilities and charges relate entirely to deferred tax. The deferred tax provision
comprises:

As at As at

31 March 31 March

2011 2010

£m £m

Accelerated capital allowances 190 208
Undiscounted provision for deferred tax 190 208
Discount (127) (133}
Discounted provision for deferred tax 63 75

The opening and closing deferred tax positions can be reconciled as follows:

£m
Deferred tax provision at 1 April 2010 75
Credit to profit and loss account (Note 7) (12)
Deferred tax provision at 31 March 2011 63

During the year there were two changes to the corporation tax rate that have been included in
the financial statements. The change from 28% to 27% with effect from 1 Aprit 2011 was
enacted by Finance Act 2010. The change to 26% with the same effective date was
substantively enacted on 29 March 2011.
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13. Provisions for liabilities and charges (continued)

Further reductions to 25% from 1 April 2012 and 1% annually thereafter to 23% from 1 April
2014 have been announced but not substantively enacted at the balance sheet date and
therefore are not included in these financial statements. The impact of the expected reduction in
tax rates to 23% is expected to reduce the deferred tax liability provided at 31 March 2011 by
approximately £5.2m in 2012, £5.6m in 2013 and £5.6m in 2014 with corresponding credits to
the profit and loss account.

The deferred tax balance has been discounted in fine with FRS19. The discount periods used
are the number of years between the balance sheet date and the dates on which it is estimated
that the underlying timing differences will reverse. The discount rates used are the post tax
yields to maturity that could be obtained at the balance sheet date on government bonds with
maturity dates similar to those of the deferred tax assets and liabilities.

14. Called up share capital

As af As at
31 March 31 March
2011 2010
£m £m
Authorised
264,000,000 (2010: 264,000,000) ordinary shares of 150 150
56 9/11pence each
Allotted and fuily paid
198,381,191 (2010: 198,381,191) ordinary shares of 113 113
56 9/11pence each ‘
15. Reserves
Share Profit and Total
premium loss
account account
£m £m £m
At 1 April 2010 11 931 942
Profit for the financial year - 152 152
Dividend - (311 {(311)
At 31 March 2011 11 772 783
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16. Reconciliation of movements in shareholders’ funds

Year ended Year ended

31 March 31 March

2011 2010

£m £m

Profit for the financial year 152 189
Dividend (311} -
Net increase in shareholders’ funds (159} 189
Opening shareholders’ funds at 1 April 1,055 866
Closing shareholders’ funds at 31 March 896 1,055

On 28 February 2011, the Directors resolved that an interim dividend at the rate of
approximately £1.57 per ordinary share-at a total cost of £311,000,000 for the year ending 31
December 2011 be paid to East Midlands Electricity Distribution Holdings Limited (“EMEDH")
and that the proposed interim dividend be satisfied by the issue of a loan note to EMEDH.

17.Reconciliation of operating profit to net cash inflow from operating

activities

Year ended Year ended
31 March 31 March
2011 2010
£m £m
Operating profit 199 214
Loss on sale of tangible fixed assets 1 -
Depreciation charge 48 46
Decrease in stock 1 1
Decrease / {increase) in external debtors 7 (12)

{Decrease} / increase in amounts owed to external
creditors (15) g
Net cash inflow from operating activities 241 258

18. Capital expenditure cash flow

Yearended Year ended
31 March 31 March
2011 2010
£m £m
Purchase of tangible fixed assets {203) (197}
Customers' contributions to tangible fixed assets 39 37
Sale of tangible fixed assets - 1
Total capital expenditure and financial investment {164) {159)
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19. Analysis of changes in net debt

At Cash flow Non-cash At

31 March movement 31 March

2010 2011

£m £m ~ Em £m

Bank overdraft (3) 4 - (7}
Group debtors 167 (118) - 49
Group creditors A (232) 89 311) (454)
Group foan 271) 271 - -
External financing - {244) - (244)
Net debt (339) (6) (311) (656)

Non-cash movement comprises the issue of a loan note as settlement for dividend.

20. Pension commitments

Throughout the period, the Company participated in a funded group pension scheme operated
by E.ON UK plc, which is part of an industry wide scheme, the Electricity Supply Pension
Scheme ("ESPS”). The pension scheme is of the defined benefit type and its assets are held in a
separate trustee-administered fund. The fund is valued every three years by a professionally
qualified, independent actuary, the rates of contribution payable being determined by the
actuary. In the intervening years the actuary reviews the appropriateness of the rates.

The Company is unable to identify its share of the underlying assets and liabilities in the
scheme. Consequently, the Company accounts for the scheme as a defined contribution
scheme. The cost of contributions to the scheme amounts to £9m {2010: £7m). An amount of
£0.7m (2010: £0.5m) is included within amounts owed to group undertakings being the
outstanding contributions to the scheme. ‘

As a result of the sale of the Company to PPL, on 1 Aprit 2011 all active members of the pension
scheme employed by former Central Networks companies, and all pensioners and deferred
pensioners who were members of the Midlands, East Midlands, MEPS and EMEPP categories
of the E.ON UK Group of the ESPS, transferred to a new Group of the ESPS called the Central
Networks Group. The Central Networks Group is a separate and self contained Group of the
ESPS which mirrors the E.ON UK Group except for some minor administrative changes. All the
assets and liabilities relating to the Central Networks Group members will also transfer to the
new Group. As part of the sale to PPL, the trustees also agreed that a one-off payment of
£94.9m was paid into the Central Networks Group of the ESPS,

The latest published actuarial assessment of the E.ON scheme was at 31 March 2007. A
valuation as at 31 March 2010 has been performed for the Retained Section of the E.ON Group
of the ESPS. However, it is a legal requirement that the new Central Networks Group of the
ESPS carry out a new valuation and a valuation as at 30 June 2011 is currently in progress.
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21. Financial commitments

The Company had annual commitments under non-cancellable operating leases in respect of
vehicles expiring as foliows:

As at As at

31 March 31 March

2011 : 2010

£m £m

Within two to five years 2 2
2

22. Related Party Transactions

WPD Midlands Networks Services Limited (formerly Central Networks Services Limited, a feillow
group entity) provides new connections services to the Company. Other related party
transactions in the period related almost exclusively to services provided by E.ON UK pic for
corporate services and shared service functions,

Related party transactions during the year were as follows:

Year ended Year ended

31 March 31 March

2011 2010

£m £m

Interest paid (note 6) 8 3
Net loan movement from group undertakings (note 20) (271) (84)
DUoS income billed to group companies (96) (87)
Recharges from group companies 81 21
27%) &

Balances owed to and from group undertakings at the year end are disclosed in notes 10 to 12.

23. Subsequent events

Throughout the period under review the Company was part of the Central Networks division of
the E.ON Group which also included Central Networks West plc and Central Networks Services
Limited.

On 1 April 2011, E.ON UK sold the Central Networks business to PPL Corporation. The
purchase price for the equity and the assumption of certain liabilities, including around £100m of
the Group's pension provision, was approximately £4.1 billion. As part of the consideration for
the sale, all non-trading balances with other E.ON entities were settled on behalf of Central
Networks by PPL Corporation.
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23. Subsequent events (continued)

PPL Corporation (“PPL") is an electricity utility based in Alientown, Pennsylvania, United States
of America ("US"). PPL owns a number of other UK companies including Western Power
Distribution (South West) plc (“WPD South West") and Western Power Distribution (South
Wales) plc ("WPD South Wales").

As part of the WPD Group, the organisation will be fundamentally different to that which exists
today and will have a smaller combined support structure. The WPD Group presented a new
organisational structure in June 2011 and between 620 and 820 redundancies are expected as a
result of this across what was the Central Networks group of companies. The Company’s aim is
to achieve staff reductions by voluntary means.

On 1 Aprit 2011, the directors of the Company resigned and were replaced by three new
directors and one non-executive director. The new directors of the Company believe the
business is best served by a direct labour force for electrical trades and the Company is seeking
through contract renegotiation to TUPE approximately 190 linesmen, jointers and fitters, 23
storekeepers and 25 pole planters into the WPD Group. A further 83 staff will be transferred to
the WPD Group from E.ON UK under the sale and purchase agreement.

Also on 1 April 2011, PPL settled the Company’s non-trading intercompany balances with E.ON
UK and a new intercompany relationship was created with PPL WEM Holdings Ltd. A dividend of
£29m was paid to PPL WEM Holdings Ltd in May 2011. Also in May 2011, the Company issued
a further £600m of 5.25 per cent senior, unsecured loan notes due 17 January 2023 under its
£3,000,000,000 Euro Medium Term Note Programme and a dividend of £121.5m was paid to
PPL WEM Holdings plc. A further £100m of index-linked senior, unsecured loan notes due 1
June 2043 were issued on 1 June 2011,

The Company changed its name to Western Power Distribution (East Midlands) plc on 1 April
2011. Also on this date, Central Networks West pic, a fellow group undertaking, changed its
name to Western Power Distribution (West Midlands) plc and Central Networks Services Limited
changed its name to WPD Midlands Networks Services Limited.

24. Ultimate parent undertaking and controlling party

The immediate parent company is now PPL WEM Hoidings Ltd. Until 1 Aprit 2011, the
immediate parent was East Midiands Electricity Distribution Holdings. The uitimate parent
undertaking and controlfling party is PPL Corporation, a company incorporated in the United
States. Prior to 1 April 2011, the ultimate parent undertaking and controlling party was E.ON AG,
which was the parent undertaking of the largest group to consolidate these financial statements.

Copies of E.ON AG’s accounts are available from the offices of E.ON AG at the following
address:

E.ON AG

E.ON- Platz 1

D-40479

Dusseldorf

Germany

Copies of PPL. Corporation's accounts may be obtained from:
Two North Ninth Street

Allentown

Pennsylvania

PA18101-117

Us :
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