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2019 At a Glance

2019 AT A GLANCE

« Continued focus on the health and safety of staff, contractors and the general public
« Cumulative Renewable generation connected to the electricity network reached 1.67GW
e 7% reduction in customer complaints through continued focus on customer service

« Awarded Best Apprenticeship Scheme for 2019 at the UK Chartered Institute of
Personnel and Development People Management Awards

« Successful response to network damage resulting from adverse weather conditions with
100% of affected customers restored within 24 hours

« Significant reduction in Customer Minutes Lost

« Ongoing investment in the network in line with the RP6 price control

« Replacement of 38,000 meters under the meter recertification programme
« Operating profit of £110.3m and profit after tax of £59.1m

o Over £144m contributed to the Northern Ireland economy through employment of circa
1,200 people and payments to local businesses and authorities

« Actively engaged with NI stakeholders on the development of a future energy framework
for Northern Ireland
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GROUP STRATEGIC REPORT

The directors present their annual report and financial statements for Northern Ireland Electricity Networks Limited
(NIE Networks or the Company) and its subsidiary undertakings (the Group) for the year ended 31 December
20109.

The Board of directors of the Company who served during the year are outlined in the Group Directors’ Report on
page 23.

NIE Networks’ subsidiary companies are NIE Networks Services Limited and NIE Finance PLC.
The Group financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) and IFRS Interpretations Committee (IFRS IC) interpretations as adopted by the European

Union and with the Companies Act 2006 applicable to companies reporting under IFRS.

The Company financial statements have been prepared in accordance with FRS 101 — Reduced Disclosure
Framework and the Company has taken advantage of certain disclosure exemptions allowed under this standard.

The financial statements of the Group and the Company have been prepared under the historical cost convention,
as modified by the revaluation of financial derivative instruments at fair value through profit or loss.

Ownership

NIE Networks is part of the Electricity Supply Board (ESB), the vertically integrated energy group based in the
Republic of Ireland (Rol). NIE Networks is an independent business within ESB with its own Board of Directors,
management and staff.

Business Model
Principal Activities and Regulation

NIE Networks is the owner of the transmission and distribution networks in Northern Ireland and the distribution
network operator. SONI Limited (SONI), a separate company owned by EirGrid plc, is the transmission system
operator and is responsible for transmission system design and planning. The Group’s principal activities are:

e constructing and maintaining the electricity transmission and distribution networks in Northern Ireland and
operating the distribution network;

e connecting demand and generation customers to the transmission and distribution networks; and

e providing electricity meters in Northern Ireland and providing metering data to suppliers and market operators
to enable wholesale and retail market settlement.

NIE Networks is a regulated company and its business activities are regulated by the Northern Ireland Authority for
Utility Regulation (the Utility Regulator or the UR). Under its Transmission and Distribution licences NIE Networks
is required to develop, maintain and, in the case of the distribution system, operate an efficient, co-ordinated and
economical system of:

e electricity transmission - the bulk transfer of electricity across the high voltage network of overhead lines,
underground cables and associated equipment mainly operating at 275kV and 110kV; and

e electricity distribution - the transfer of electricity from the high voltage transmission network and its delivery to
consumers across a network of overhead lines, underground cables and associated equipment operating at
33kV, 11kV and lower voltages.

NIE Networks manages the assets of the transmission and distribution networks on an integrated basis.
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The transmission and distribution networks comprise a number of interconnected networks of overhead lines and
underground cables which are used for the transfer of electricity to around 880,000 consumers via a number of
substations. This network ensures that electricity produced by generators is delivered to consumers through their
nominated supplier. NIE Networks does not generate, buy or sell electricity, or send any bills to electricity
consumers (apart from charges for new or upgraded connections to the network).

During the year an estimated 7.6TWh of electricity was transmitted and distributed to consumers in Northern
Ireland. There are 2,200km of transmission network, 47,000km of distribution network and over 300 major
substations. NIE Networks’ transmission system is connected to that of Rol through a 275kV interconnector and to
that in Scotland via the Moyle Interconnector. There are also two standby 110kV connections to Rol.

In addition to its core network activities, NIE Networks provides meters to consumers and takes meter readings. It
is responsible for managing market registration processes and the provision and maintenance of accurate data to
support the operation of the competitive retail and wholesale electricity markets.

Market Registration and Change of Supplier processes facilitate consumers switching suppliers in a timely manner
in accordance with retail market rules and aggregated data is provided to the Single Electricity Market Operator on
a daily basis for settlement of the wholesale market.

The Group also provides connections to the network for customers requiring a new electricity supply (demand
connections) and those seeking to generate electricity (generation connections). The market for new connections
has been fully open to competition since March 2018. For ‘contestable’ elements of connections, customers can
now choose whether to accept a quotation from NIE Networks or to engage an accredited Independent Connection
Provider (ICP) to design and construct the connection.

Revenues

The Group derives its revenue principally through charges for use of the distribution system and Public Service
Obligation (PSO) charges levied on electricity suppliers as well as charges for transmission services (mainly for
use of the transmission system) levied on SONI. Revenue through charges for new demand and generation
connections is received from the customer in accordance with NIE Networks’ Statement of Connection Charges,
which is revised at least annually.

Price controls

NIE Networks is subject to periodic reviews in respect of the prices it may charge for use of the transmission and
distribution networks in Northern Ireland. Regulatory Period 6 (RP6) commenced on 1 October 2017 and will apply
for the period to 31 March 2024.

The RP6 price control sets ex-ante allowances of £735 million for capital investment and £481 million in respect of
operating costs (stated at 2018-19 prices). Additional allowances in respect of major transmission load growth
projects will be considered on a case-by-case basis, for example, the North-South Interconnector. The allowances
will be adjusted to reflect 50% of the difference between the allowances and actual costs incurred. NIE Networks’
Connections business is largely outside the scope of the RP6 price control following the introduction of
contestability as referred to above.

The RP6 baseline rate of return of 3.14% plus inflation (weighted average cost of capital based on pre-tax cost of
debt and post-tax cost of equity) will be adjusted to reflect the cost of new debt raised in RP6. This mechanism is
new for RP6, departing from the former approach of setting an ex-ante allowance, and will align the cost of debt
component of the return more closely with prevailing market conditions at the time of drawdown of new debt.

Strategy

NIE Networks’ strategic direction is determined by obligations under its Transmission and Distribution licences as
well as a commitment to the development of a low carbon energy framework for Northern Ireland. Its vision is to
be a high-performing electricity networks company that makes a positive contribution to the local community. Its
mission is to distribute electricity in a safe, reliable, efficient and environmentally sound manner. NIE Networks’
values are focussed on: ensuring the safety of employees, contractors, customers and the general public,
customer service, developing employees, being cost effective and showing integrity and respect in all its business
dealings.
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NIE Networks’ strategic objectives are:
e the health and safety of employees, contractors and the general public;

e strong customer service performance by providing a reliable and effective electricity service for Northern
Ireland and an excellent experience for customers engaging with the business;

e continued investment in Northern Ireland’s electricity infrastructure to: replace worn assets; facilitate increased
customer demand; improve the reliability of the network; and facilitate the connection of further renewable
generation;

e performance through people by ensuring a working environment that maximises the potential of employees;
e delivery of better performance for stakeholders through a competitive and transparent cost base;

e maintenance of a strong investment grade credit rating;

e enabling Northern Ireland’s transition to an effective, sustainable and affordable low carbon energy system;
and

o effective stakeholder engagement.

NIE Networks seeks to discharge its statutory and regulatory obligations in a manner which meets these strategic
objectives.

Financial Review
Financial Key Performance Indicators (KPIs)

Operating Profit

The Group’s operating profit as reported in the financial statements was £110.3m for the year to 31 December
2019, an increase of £1.2m on the previous year. Group revenue of £276.3m has increased by £0.5m from the
previous year. Group operating costs of £166.0m are largely in line with operating costs of £166.7m in 2018.

FFO Interest Cover

The Group considers the ratio of FFO (funds from operations) to interest paid to be one of the key internal
measures of the Group’s financial health. FFO interest cover indicates the Group’s ability to fund interest payments
from cash flows generated by operations and is a measure used by external reference agencies when assessing
the Group’s credit rating. The ratio, as shown in note 6 to the financial statements, at 4.1 times for the year (2018 -
3.6 times) is above the target level of 3.0 times.

Net Assets

The Group’s net assets of £390.7m increased by £17.1m on the previous year largely reflecting profit after tax of
£59.1m offset by re-measurement losses (net of tax) of £18.3m on net pension scheme liabilities and a dividend
paid to the shareholder during the year of £23.7m.

Cash Flow

Cash and cash equivalents decreased by £21.4m during the year reflecting net cash flows from operating activities
of £114.3m together with a drawdown of the Group’s Revolving Credit Facility (RCF) of £5.0m, offset by investing
activity out flows of £114.1m (reflecting the Group’s continued investment in the network), the dividend paid of
£23.7m and repayment of £2.9m of lease liabilities recognised upon adoption of IFRS 16.

Net cash flows generated from operating activities of £114.3m are £23.6m higher than the £90.7m generated
during 2018 reflecting the Group’s increased operating profit during the year together with lower interest payments
and a smaller movement in working capital requirements between 2018 and 2019.

Financial Risk Management
The main financial risks faced by the Group relate to liquidity, funding, investment and financial risk, including

interest rate and counterparty credit risk. The Group’s objective is to manage financial risks at optimum cost. The
Group employs a continuous forecasting and monitoring process to manage risk.
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Capital Management and Liquidity Risk
The Group is financed through a combination of equity and debt finance. Details in respect of the Group’s equity
are shown in the Statement of Changes in Equity and in note 23 to the financial statements.

The Group’s debt finance at the year end comprised bonds of £350.0m and £400.0m (£348.4m and £398.8m
respectively net of issue costs) which are due to mature in October 2025 and June 2026 respectively and £5.0m
drawn down from a £120.0m Revolving Credit Facility (RCF) from ESB which is due to mature in December 2021.

The Group's liquidity risk is assessed through the preparation of cash flow forecasts. The Group’s policy is to have
sufficient funds in place to meet funding requirements for the next 12 - 18 months.

The Group's policy in relation to equity is to finance equity dividends from accumulated profits. In relation to debt
finance, the Group's policy is to maintain a prudent level of gearing.

NIE Networks’ licences contain various financial conditions which relate principally to the availability of financial
resources, borrowings on an arm's length basis, restrictions on granting security over the Group's assets and the
payment of dividends. The Group is in compliance with these conditions.

The Group maintained its strong investment grade credit rating from Standard & Poor’s during the year.

Interest Rate Risk
The £350.0m and £400.0m bonds are denominated in sterling and carry fixed interest rates of 2.500% and 6.375%
respectively.

Given that 99.3% of the Group’s total borrowings carry a fixed interest rate, the Group does not consider that it is
significantly exposed to interest rate risk.

Since December 2010, NIE Networks has held a £550m portfolio of RPI linked interest rate swaps (the RPI swaps).
The RPI swaps were put in place by the Viridian Group (the Group’s previous parent undertaking) in 2006 to better
match NIE Networks’ debt and related interest payments with its inflation-linked regulated assets and associated
revenue — in the nature of economic hedge. As part of the acquisition of NIE Networks by ESB in 2010, the swaps
were novated to NIE Networks.

Following a restructuring in 2014, the swaps have a mandatory break period in 2022. At the same time that the
restructuring took effect, and in order to achieve a back to back matching arrangement, the Company entered into
RPI linked interest rate swaps with ESBNI Limited (ESBNI), the immediate parent undertaking of the Company,
which have identical matching terms to the restructured swaps. The back to back matching swaps with ESBNI
ensure that there is no net effect on the financial statements of the Company and that any risk to financial exposure
is borne by ESBNI. Further details of the swaps, including fair values, are disclosed in note 18 to the financial
statements.

Credit Risk
The Group’s principal financial assets are cash and cash equivalents, trade and other receivables (excluding
prepayments and accrued income) and other financial assets as outlined in the table below:

Year to 31 December 2019 2018
£m £m

Cash and cash equivalents 9.0 30.4
Trade and other receivables (excluding prepayments and accrued income) 49.7 51.6
Other financial assets — current and non-current 506.6 499.4
565.3 581.4

The Group’s credit risk in respect of trade receivables from licensed electricity suppliers is mitigated by appropriate
policies with security received in the form of cash deposits, letters of credit or parent company guarantees. With
the exception of certain public bodies, payments in relation to new connections or alterations are received in
advance of the work being carried out. Payments received on account are disclosed in note 16 to the financial
statements.

Other financial assets comprise RPI linked interest rate swap arrangements entered into with ESBNI, a wholly
owned subsidiary of ESB, as outlined above. The counterparty risk from ESBNI is not considered significant given
ESB’s investment in the Group and ESB’s strong investment grade credit rating.
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The Group may be exposed to credit-related loss in the event of non-performance by bank counterparties. This
risk is managed through conducting business only with approved counterparties which meet the criteria outlined in
the Group’s treasury policy.

Further information on financial instruments is set out in the notes to the financial statements.
Going Concern

The Group’s business activities, together with the principal risks and uncertainties likely to affect its future
performance, are described in this Group Strategic Report. As noted in the section on capital management and
liquidity risk, the Group is financed through a combination of equity and debt finance.

On the basis of their assessment of the Group’s financial position, which included a review of the Group’s projected
funding requirements for a period of 12 months from the date of approval of the financial statements; the directors
have a reasonable expectation that the Group will have adequate financial resources for the 12-month period. In
light of the current Covid-19 pandemic, the directors have considered the possible financial impact on the Group's
financial position. While the Covid-19 situation is evolving at a fast pace, the directors are of the opinion that the
Group has adequate financial resources for the 12-month period. Accordingly the directors continue to adopt the
going concern basis in preparing the annual report and financial statements.

Corporate Social Responsibility

NIE Networks provides a vital service to every home, farm and business in Northern Ireland as part of its day-to-day
work in delivering electricity supplies. Through its mainstream business activities and various specific initiatives, the
Group seeks to make a positive impact on the communities in which it operates.

In previous Annual Reports, details of NIE Networks’ principal Corporate Social Responsibility (CSR) initiatives in
relation to public safety, customer care, educational outreach, community and charitable giving were included in a

separate CSR section. As each of these themes are of strategic importance and are embedded within NIE Networks’
day-to-day activities, progress on each during 2019 is reported within the Operational Review.

Operational Review
Operational KPIs

Throughout this Operational Review reference is made to the KPIs used to measure progress towards achieving
operational objectives. Performance during the year is summarised below:

KPIs — Year to 31 December 2019 2018

Health & Safety:
Lost time incidents (number of) 3 2

Network Performance:
Customer Minutes Lost (CML)

e Planned CML (minutes) 45 41
e Fault CML (minutes) 38 53
Customer Service:
Overall standards — defaults (number of) None None
Guaranteed standards — defaults (number of) None None
Stage 2 complaints to the Consumer Council (number of) 2 1

Connections:
Customer demand connections completed (number of) 4,100 5,095

Sustainability:

Waste recycling rate (%) 98 97
Staffing:

Headcount (at 31 December) 1,216 1,180
Absenteeism 3.27% 3.25%
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Health and Safety

Ensuring the health, safety and wellbeing of employees, contractors and the general public continues to be the
number one value at the core of all NIE Networks’ business operations. The aim is to provide a zero-harm working
environment where risks to health and safety are assessed and controlled. This is achieved by the promotion of a
positive health and safety culture and adherence to legislation and recognised safety standards. The approach to
safety is based on the principles of: Leadership, Competence, Compliance and Engagement.

The health and safety management system is accredited to ISO 45001 standard and based on best practice
guidance from the Health and Safety Executive Northern Ireland (HSENI) and the Institute of Directors. NIE
Networks continues to engage with various organisations including the HSENI, the NI Utilities Safety Group, the NI
Roads Authority and Utility Committees, the NI Environment Agency (NIEA) and various Energy Networks
Association (ENA) health and safety committees to share information and improve safety performance and
learning.

The target for lost time incidents continues to be set at zero: there were three incidents during the year (2018 - two)
each of which occurred during non-operational, lower risk activities.

Safety Engineers are aligned with organisational structures through a ‘Business Partner’ relationship which
facilitates integration of skills and allows influence and support. During 2019 the Safety Team continued to support
all business units with particular focus on the following areas:

e the reporting, analysis and investigation of “near miss” events which is key to reducing harm. The quality of
reports continued to improve with an increase in reports detailing “unsafe acts”. Each report is analysed by a
team of Safety Engineers to ensure consistency and accurate follow-up, enabling further improvements in
equipment and operational procedures to be identified and addressed;

e formal incident investigation procedures with monthly reporting to the Health and Safety Management
Committee;

e two external ISO audits were completed with zero hon-conformances identified;

e continued programme of formal safety training for employees and contractors including: safety seminars
delivered to all staff to increase risk awareness and perception, the publication of a monthly Safety newsletter
and implementation of a contractor management Safety Improvement Plan;

e a further 17 employees attained certificates in Construction Health and Safety from the National Examination
Board in Occupational Safety and Health (NEBOSH) bringing the total within the Group to 112 employees;

e over 4,300 site safety inspections completed, the focus of which was to provide coaching and to encourage
good site behaviours while ensuring compliance with safety rules. In line with the Leadership and Engagement
principles these were completed by a range of staff including the Managing Director, Executive Committee
members, Business Unit Managers and front-line Managers;

e continued focus on identifying the causes of road traffic incidents including post-incident driver appraisals and
training where required; and

e a programme of health and wellbeing checks, health screening and lifestyle advice was made available to all
staff to coincide with “European Health & Safety Week”.

Updates on safety performance are provided to each Health and Safety Management Committee, Executive
Committee and Board meeting. This provides a level of regular assurance against objectives agreed in the annual
Health, Safety and Wellbeing Business Plan.

Electricity provides a vital service for everyone in Northern Ireland, however it is dangerous and NIE Networks
aims to continually heighten and improve the awareness of those in the close vicinity of the electricity network. NIE
Networks’ Public Safety programme addresses the Group’s legislative obligations in respect of safety and involves
employees from across the Group.

During 2019 approximately 25,000 farmers and contractors received safety advice from NIE Networks at farm
safety events. Safety presentations were made to contractors in the transport industry and to other utilities and
their contractors.
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NIE Networks’ “Kidzsafe” programme continued with over 10,000 schoolchildren participating in the interactive
programme to educate and raise awareness of the dangers of the electricity network in an effort to reduce
incidences of electricity-related injuries. NIE Networks continued to utilise the dedicated safety training facility for
children and young people, known as RADAR (Risk Avoidance and Danger Awareness Resource).

The Group continued to work with the Police Service of Northern Ireland (PSNI), the network operators in Great
Britain and other utilities in Northern Ireland to address the dangerous issue of metal theft. Thieves targeting
electrical installations endanger themselves, employees and the wider public.

NIE Networks’ safety advice is supplemented by a proactive media campaign, including social media, with
information available on its website at www.nienetworks.co.uk/safety.

Network Performance

The provision of a safe, reliable and responsive electricity service, which endeavours to meet the standards
customers expect, is a key priority for NIE Networks.

During 2019 NIE Networks continued to efficiently manage outages required for essential maintenance and
development to minimise the occasions and length of time that customers were off supply. Performance of the
distribution network is measured in its availability, the number of minutes lost per customer (CML).

CML due to planned outages is the average number of minutes lost per customer for the period through pre-
arranged shutdowns for maintenance and construction. The average number of planned CML for 2019 was 45
minutes (2018 - 41 minutes) reflecting the RP6 programme of works. The average number of CML due to faults on
the distribution network in 2019 was 38 minutes (2018 - 53 minutes), a significant improvement from the previous
year mainly due to favourable weather conditions. Each measure is calculated excluding incidences where Severe
Weather Exemptions have been applied as agreed with the Utility Regulator.

The Utility Regulator sets overall and guaranteed standards of performance. The majority apply to services
provided, for example the timely restoration of customers’ supplies following an interruption, and prescribed times
for responding to customers’ voltage complaints. During the year, each of the overall standards was achieved. In
2019 there were no defaults against Guaranteed Standards of Performance for customer service activities
delivered (2018 - none). During the year 94.6% (2018 — 94.2%) of electricity supplies were restored within three
hours, within the regulatory standard of 87%.

NIE Networks continues to test and confirm the robustness of its emergency response capabilities during severe
weather events in order to effectively restore supply to all customers. The significant commitment from staff across
the business helps to ensure that NIE Networks manages effectively this very important aspect of the business with
every employee having an “escalation” role in addition to their normal day-to-day role.

During the year there were two occasions (wind and gales in mid-March and also in mid-December) where adverse
weather caused damage to the network and affected several thousand customers’ supplies. On each of these
occasions 100% of affected customers were restored within 24 hours.

Customer Service and Care

NIE Networks strives to engage with customers professionally and courteously while being respectful of their
individual needs.

The focus on reducing the number of complaints from customers continued in 2019 with the number of complaints
received being 7% lower than in the previous year. Individual complaints received are analysed and assessed,
based on the specific circumstances, to determine whether or not the complaint was avoidable.

The continued strong focus on customer service limits the number of instances when customers are dissatisfied to
the extent that they refer a complaint to the Consumer Council for Northern Ireland (CCNI) for review (Stage 2
Complaints). During the year, two Stage 2 Complaints were taken up by the CCNI on behalf of customers (2018 —
one).

NIE Networks has committed to delivering customer service improvements during RP6 as it seeks to meet and
exceed ever increasing customer expectations, especially in relation to increased means of engagement with the
Company. These improvements are incorporated into the annual Customer Service Action Plan, endorsed by the
Board.
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The Consumer Engagement Advisory Panel (CEAP), established during the development phase of the RP6
business plan and comprising NIE Networks with the UR, Department for the Economy (DfE) and CCNI, will
continue to oversee ongoing consultation with customer groups during the RP6 period on the delivery of the RP6
programme and priorities leading into the next price control period.

During 2019 the first stakeholder workshops were hosted by the Managing Director. Feedback was gained in
areas of customer service approach; enabling developments/connections; and a low carbon future and also
explored the best approach to ongoing stakeholder engagement with relevant groups. The next phase, to survey a
large number of domestic and business customers took place in early 2020.

Arrangements are in place with ESB Networks, Northern Ireland Water, Openreach Northern Ireland and Phoenix
Natural Gas to provide mutual support, such as sharing resources and equipment, so that customers’ utility
supplies can be restored more quickly during periods of severe weather or other emergency situations. In addition,
together with district councils, emergency planners, health trusts and other organisations, NIE Networks has
arrangements in place to respond to wider community needs in the event of customers being without electricity for
an extended period of time due to severe weather or an emergency situation. A Winter readiness communications
campaign is in place to ensure homeowners have the utility companies’ contact details should they need them.

NIE Networks’ medical customer care information service is a priority service for customers who rely on electricity
for their healthcare needs with customers or their carers receiving prioritised information on faults or planned work
on the network. During the year, the number of customers registered for the service increased to approximately
10,000 (2018: approximately 9,000).

NIE Networks works with electricity suppliers to offer a Password scheme to reassure customers that the employee
visiting their home or premises is a genuine caller, whereby a pre-agreed password is delivered to the customer
before the employee is allowed to enter a property. In addition, NIE Networks is a member of the PSNI Quick
Check 101 scheme.

NIE Networks is in the second year of its three year partnership with the NOW Group, the social enterprise that
supports people with learning difficulties and autism into employment, on its JAM Card initiative. JAM stands for
Just A Minute and is a card originally designed as a way for people with communications difficulties to ask for
some more time to complete their activities. Over 90% of NIE Networks’ employees are ‘JAM friendly’ having
undertaken NOW Group’s training package.

During the year, NIE Networks introduced ‘Browse Aloud’ technology on its website to support customers with
visual impairments, low literacy, dyslexia or neuro-diverse needs interact with the online content. This technology
also automatically translates the content on the website into over 80 languages to support those customers for
whom English is not their first language.

Connections

NIE Networks’ Connections business provides safe, secure, reliable and timely electricity connections to the
distribution system within Northern Ireland. Typically, connections work involves: connecting new or additional
load, for housing, farms and businesses; altering the network; or connecting generators to the distribution network.
More recently, customers have expressed interest in connecting energy storage devices to the network.

The number of customer demand connections completed during the year reduced from 5,095 in 2018 to 4,100 in
2019; mainly reflecting the impact of customer timeframes.

The market for new connections has been fully open to competition since March 2018. For ‘contestable’ elements
of connections, customers can now choose whether to accept a quotation from NIE Networks or to engage an
accredited ICP to design and construct the connection.

There are a number of accredited ICPs registered to complete the ‘contestable’ elements of connections in
Northern Ireland. ICPs must adhere to NIE Networks' policies and technical specifications when completing the
contestable works. Further information in relation to Competition in Connections for customers and ICPs is
available on NIE Networks’ website at https://www.nienetworks.co.uk/connections/competition-in-connections.

A significant milestone in Northern Ireland’s energy history was reached during 2019 when the long term target of
40% of electricity consumption being produced from renewable sources by 2020 was achieved, and in fact
exceeded, with 45% of consumption for the 12 month period ended 30 September 2019 being produced from
renewable sources. This has been supported through the connection of approximately 1.7GW of renewable
capacity to the network by NIE Networks. With a further 0.2GW capacity committed to be connected, the total
connected renewable capacity is expected to reach over 1.9GW by 2022.
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To date, NIE Networks has successfully connected over 23,000 generators providing renewable generation
capacity to the network, significantly adding to the available market capacity.

The renewable future of Northern Ireland is dependent on good partnership and collaboration with industry
participants, customers and other stakeholders. NIE Networks continues to work closely with all these
stakeholders.

NIE Networks continued to actively participate in the Connections Innovation Working Group to consider and
progress appropriate solutions which facilitate the connection of further Distributed Energy Resources (DER) in
Northern Ireland. In December 2019, NIE Networks and SONI issued a joint consultation on NIE Networks
Providing Distribution Generation Offers with Non-Firm Market Access, which closed in early 2020.

During the year, the Connections business has also continued to deliver the outputs specified in NIE Networks’
business plan, including strengthening customer service and account management for project developers seeking
connections to the electricity network and ensuring information provided in documentation and online meets the
needs of customers.

The Connections business will continue to provide an excellent service to customers connecting to the network
whilst facilitating competition in the connections market.

Sustainability

NIE Networks’ Environmental Policy commits to protecting the environment and mitigating the impact of its
activities upon the environment. The environmental management system is certified to ISO 14001. It is designed to
ensure compliance with all relevant legislative and regulatory requirements and, where practical and economically
viable, NIE Networks seeks to develop standards in excess of such requirements, introducing best practice
solutions where possible.

The annual environmental business plan sets out detailed steps to ensure the achievement of the key objectives
of: minimising the risks of air and water pollution and land contamination; minimising the impact on local
communities; enhancing energy and resource consumption efficiency and waste management practices whilst
ensuring appropriate overall environmental management.

During 2019 the Company continued to focus on each of the following areas:

e waste management targets with the recycling rate for all hazardous and non-hazardous waste (excluding
excavation from roads and footpaths, civil projects excavation and asbestos removal) remaining high at 98%
(2018 — 97%));

e managing environmental incidents and ensuring clean up procedures are followed where environmental
incidents occur; and

e acontinued reduction in energy usage across operational sites.
Two external audits of ISO 14001 were completed with zero non-conformances identified.

NIE Networks received the Ulster Wildlife’'s ‘Wildlife Aware’ accreditation for its work to develop positive
relationships between employees and nature. Working with Ulster Wildlife, NIE Networks produced a Wildlife
Aware guide and training programme for all employees.

To support its environmental programme and 1SO 14001 targets, NIE Networks has developed a number of
successful partnerships. As an addition to its tree planting programme, it undertook a tree seed collection pilot
whereby a number of employees gathered seeds of native trees which were then returned to The Conservation
Volunteers to plant, nurture and ultimately boost the number of native trees in Northern Ireland.

NIE Networks is one of only 23 companies in Northern Ireland to achieve the top level platinum award in Northern
Ireland's Environmental Benchmarking Survey. This survey recognises those organisations that go above and
beyond their legal requirements to improve their environmental impacts and better manage their resources.

Network Investment
In 2019 NIE Networks invested a total of £93.9m (2018 - £89.0m) (net of customer contributions) in the

transmission and distribution networks. This investment was primarily related to the refurbishment and
replacement of aged transmission and distribution assets to maintain reliability of supply and ensure the safety of
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the network. The marginal increase in investment from the prior year reflects the Company’s strategic objective of
delivering its RP6 work programme on a flat phased basis during the Price Control period.

During the year over 1,800km of transmission and distribution overhead lines were addressed as part of an
ongoing refurbishment programme. In addition, tree cutting, which is an essential programme of work to maintain
the networks’ resilience to storm conditions and reduce network fault rates, was performed across 9,600km of
overhead lines.

Significant volumes of asset replacements were also delivered on underground and substation assets totalling
5,000 units during the year.

Substantial progress was made in delivering the programme of work to inspect and improve the safety of
equipment on the network. Following a risk assessment, permanent solutions were put in place at 130 locations
with significant volumes of signs, stays and clearances delivered against planned programmes.

Other key investments included the progression of pre-construction works on the Coolkeeragh — Magherafelt
275kV double circuit tower line which is a key strategic supply to the North West of Northern Ireland.

During 2019, NIE Networks commenced six innovation projects with the objective of developing cost effective
alternatives to conventional network investment while maintaining system capacity and capability. In parallel, and
following engagement with the Energy Networks Association on its Open Networks project, NIE Networks conducted
a stakeholder exercise which sought to understand, from a Northern Ireland perspective, what changes and
associated investments are required to be made to its current functions as a Distribution Network Operator (DNO) to
transition to a Distribution System Operator (DSO). This transition is a key focus for plans to decarbonise the energy
system.

Market Operations

NIE Networks continued to achieve full compliance with its regulatory obligations in respect of customer
appointments for metering work. Each year approximately three million visits to customer properties are made to
take meter readings and, during 2019, NIE Networks continued to meet its regulatory standard to obtain actual
meter readings from 99.5% of all customers at least once per year, therefore ensuring that electricity consumption
is calculated accurately and minimising the number of estimated bills issued by electricity suppliers.

NIE Networks has certain obligations under the Trading and Settlement Code to provide aggregated meter data for
the purposes of settlement of the wholesale Integrated Single Electricity Market and continued to be fully compliant
with these obligations throughout 2019.

A major programme to replace meters that have reached the end of their life cycle continued during 2019 with NIE
Networks replacing 38,000 meters during the year. This programme has involved the replacement of circa 35% of
customers’ meters since it commenced in 2015.

People

NIE Networks’ resourcing strategy is to use highly skilled employees for core strategic activities working in
partnership with bought-in-services as appropriate. This ensures that knowledge and skills are retained, allows
greater agility and flexibility to redeploy employees where needed and builds a strong culture of engaged employees
motivated to deliver business objectives. An organisational realignment implemented in May 2019 created
development opportunities for employees at all levels. The number of employees at the end of 2019 was 1,216
(2018 - 1,180).

Against the challenges of delivering the outputs required in the RP6 price control within the allowances set,
management have continued to focus on cost reduction by challenging resourcing across the business while at the
same time recognising the significant challenges faced and the need to ensure the Group has the appropriate skills
for the future. This has created upskiling and development opportunities for employees by increasing their
responsibilities and also offering opportunities for retraining.

Training and Development

NIE Networks seeks to attract, develop and retain highly skilled people through its award winning apprenticeship
programme, as well as graduate, apprentice-to-graduate and scholarship programmes. The Group’s Technical
Training Centre, which includes Apprentice Training, continued to maintain its extremely high standards and again
achieved an “Outstanding” classification in its annual inspection by the Education and Training Inspectorate. It is
accredited by the Institution of Engineering and Technology (IET) for its apprenticeship programme and was
awarded Best Apprenticeship Scheme at the UK CIPD People Management Awards in 2019.
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NIE Networks is committed to a working environment which enables employees to realise their maximum potential
and to be appropriately challenged and fully engaged in the business, with opportunities for skills enhancement and
personal development. Human Resources policies are aligned with key business drivers including: performance and
productivity improvement; clearly defined values and behaviours; a robust performance management process; and a
strong commitment to employee development.

A strong focus on development continued during the year with a high percentage of employees involved in a variety
of training and development initiatives which included leadership skills programmes, support programmes for formal
qualifications, role enhancement, role changes, team development initiatives, coaching and mentoring. To continue
to support the management team, a 360 degree feedback process commenced in 2019. This engagement will allow
targeted leadership development.

NIE Networks continues to promote the professional development of engineers through the IET Professional
Registration Scheme and encourages and supports more employees to become IET members and Chartered
Engineers. During 2019 seven engineers achieved IET professional membership at varying levels.

Equality and Diversity

NIE Networks is proactive in implementing and reviewing human resource policies and procedures to ensure
compliance with all relevant legislation. NIE Networks is committed to providing equality of opportunity for all
employees and job applicants with ongoing monitoring to ensure that equality of opportunity is provided in all
employment practices. The Group uses outreach initiatives to actively seek female applications in male dominated
job roles. NIE Networks has been successful in its application for the Bronze Diversity Charter Mark in recognition of
the many initiatives in place in the business to support gender diversity.

Group policy is to provide people with disabilities equal opportunities for employment, training and career
development, having regard to aptitude and ability. Any member of staff who becomes disabled during employment
is given assistance and re-training where possible.

Sickness Absence

The proactive management of absenteeism is to the mutual benefit of the organisation and its employees. A health
and wellbeing policy covering stress management is in place, with specific policies on mental health, alcohol and
drug-related problems and support to stop smoking. External occupational health and counselling services are
available for all employees.

The Health and Wellbeing Forum and champions across the business rolled out various initiatives during the year to
provide additional guidance and support to enable employees to proactively manage their own health and wellbeing.
Sickness absence during the year was 3.27% of employee time, an increase of 0.02% from the previous year owing
to long-term sickness absences.

Employee Engagement

NIE Networks places considerable emphasis on its employee participation and engagement processes which are
well embedded in the Company’s culture. The Employee Engagement Board, comprising members representing
each employee location and chaired by the Human Resources (HR) Director, meets bi-monthly and is held in a
different location each time to maximise the opportunity for wider engagement. Meetings include updates on key
areas of the business, participative group work, idea sharing and two way feedback. Separate engagement groups
operate at each main staff location ensuring local discussion and information sharing. Through this process matters
are identified for improvement and followed through by management or with employees via a wide variety of
participative working groups.

Separate company-wide working groups and forums focus on specific issues/problems or ideas generation, including
Health & Wellbeing, Digital Strategy, Innovation and Pensions to drive improvements for both the business and
employees. As a large proportion of the workforce are field based working on the network across NI, meetings take
place regularly at depots to ensure that all of these employees have an opportunity to raise issues directly with
management.

Three separate Employee Relations Forums, comprising management and the relevant trade union representatives,
meet monthly to progress a wide range of employee relations issues. More formal negotiating committees, chaired
by the HR Director are held regularly and are attended by management, the respective fulltime union official and
trade union representatives to discuss more complex issues including terms and conditions and pay. The Executive
Committee holds workshops with the s