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Thanet OFTO Limited
A description of these regulatory accounts

Thanet OFTO Limited ("the Company" and "the licensee"), is a holder of an Offshore Electricity Transmission Licence
("the licence") granted under the Electricity Act 1989. The licence was awarded to the Company on 17 December
2014 by The Gas and Electricity Markets Authority ("the Authority"). Under standard condition E2 of this licence, we
are required to prepare and publish annual regulatory accounts setting out the financial position and performance of
the regulatory business covered by the licence.

Scope of the regulatory accounts

These regulatory accounts are prepared in respect of the licensee's regulatory transmission business. The Company
only has one activity - that being the operation of its regulated transmission business; consequently, the regulatory
financial statements contained herein reflect the same scope as that reported in the Company's statutory accounts for
the year ended 31 March 2018 as prepared in accordance with section 396 of the Companies Act 2006.

Content of the regulatory accounts
In accordance with the licence these regulatory accounts comprise:
o an Operating and Financial Review commencing on page 3;
o aDirectors’ Report commencing on page 20;
o a Corporate governance statement commencing on page 22;
» a Statement of Directors’ responsibilities for preparing regulatory accounts on page 25;
 the Independent auditor's report on the regulatory accounts commencing on page 26;
» regulatory financial statements commencing on page 28,
« a statement showing transactions between the Company and its ultimate controller and other related
disclosures. The information required by this statement is shown in note 15 to the regulatory financial statements
“related party transactions” on page 47.

Relationship of regulatory accounting statements with statutory accounts

The financial information contained in these regulatory accounting statements does not constitute statutory accounts
within the meaning of section 396 of the Companies Act 20086. Statutory accounts for the Company for the year ended
31 March 20199, to which the financial information relates, will be delivered to the registrar of Companies.

The auditor has made a report under Section 495 of the Companies Act 2006 on those statutory accounts which was
unqualified and did not contain a statement under Section 498(2) or (3) of the Act. The auditor's opinion on the
Company's statutory accounts is addressed to, and for the benefit of, the members of the Company and not for any
other person or purpose. The auditor has clarified, in giving their opinion on those statutory accounts, that it has been
prepared for and only for the Company's members as a body in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 and for no other purpose. In giving their opinion, they do not accept or assume responsibility for
any other purposes or to any other person to whom their audit report on the statutory accounts is shown or into whose
hands it may come save where expressly agreed by their prior consent in writing.

The statutory accounts of the Company can be obtained from the website of the Company at www.thanetofto.co.uk.

This report was a;iproved by the board on  July 2019 and signed by its order.

John Sinclair
Director
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Thanet OFTO Limited
Operating and financial review

Introduction

This Operating and financial review explains the operations of Thanet OFTO Limited and the main trends and factors
underlying the development and performance of the Company during the period ended 31 March 2019, as well as
those matters which are likely fo affect its future development and performance.

The ultimate parent company of the Company is Thanet OFTO Holdco Limited, a Company registered in Engtand
and Wales, United Kingdom.

The Company’s principal activity is to provide an electricity transmission service to National Grid Electricity
Transmission pic (‘NGET”) - the electricity transmission system operator for Great Britain. The Company owns and
operates a transmission system that electrically connects an offshore wind farm generator to the onshore
fransmission system operated by NGET.

Background

The Office of Gas and Electricity Markets ("the authority”), in partnership with the Department for Business, Energy &
Industrial Strategy ("BEIS"} (previously Department of Energy and Climate Change (‘DECC")), has developed a
regutatory regime for electricity transmission networks connecting offshore wind farms to the onshore electricity
system. A key feature of this regime is that the transmission assets required by offshore generators should be
owned and operated by offshore transmission owners ("OFTOs"). OFTOs are subject to the conditions of a
fransmission licence.

The Company holds the Licence, awarded by the Authority on 17 December 2014. The asset was purchased by the
use of secured loans and subordinated debt. This Licence, amongst other matters, permits and requires the
Company to maintain and operate the Thanet offshore electricity transmission assets with a revenue enfittement
period of 20 periods from the date funds were drawn on 17 December 2014. The Company’s offshore electricity
transmission system exports the output of the Thanet wind farm owned by Thanet Offshore Winds Limited (TOWL)
to NGET's onshore electricity transmission system.

The Electricity and Gas (Internal Markets) Regulations 2011 require all transmission system operators such as the
Company to be certified as complying with the unbundling requirements of European Parliament Directive
concerning common rules for the internal market in electricity (“the third package”). On 17 December 2014, the
Company was issued a certificate pursuant to section 10D of the Electricity Act 1989 by the Authority confirming its
compliance with the third package requirements. The Company has ongoing obfigations and is required to make
certain ongoing declarations to the Authority to ensure compliance with the terms of the certificate which it has met
through to the date of this report.
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The Company's offshore electricity transmission system

The Company transmits the electrical power of the Thanet wind farm from the offshore connection point of the
Company's electrical assets to the onshore connection point of the Company's assets with the electricity
transmission system of NGET. The roles and responsibilities of parties at electrical connection points are dealt with
through Interface Agreements and industry codes.

The Thanet offshore wind farm comprises 100 turbines, with a combined capacity of around 300 megawatts {"MW"),
and Is located approximately seven nautical miles from North Foreland Point on the Kent coast. The power that is
generated by the wind farm is transported to shore by the Company and connects into the NGET system at
Richborough, Kent.

The construction of the Thanet transmission assets was completed in April 2010 and the assets were energised in
June 2010. The Thanet transmission assets are all within UK territorial waters. Ramsgate is the nearest port. The
transmission assets connect to the distribution system at the Richborough 132kV substation near Sandwich. The
onshore distribution licensee is UK Power Networks. The transmission assets for the Thanet wind farm were
constructed by Thanet Offshore Wind Ltd ("TOWL"), a wholly owned company of Vattenfall AB ("Vattenfall").

The Company’s fong term business objectives

The Company is a special purpose vehicle formed to hold the Licence. Its non-financial objectives are, therefore,
consistent with the objectives of the Licence. The Company will achieve these objectives by ensuring its compliance
with the Licence; industry codes and legislation and by operating and maintaining its transmission system in
accordance with good industry practice.

The Company’s financial objective is to provide financial returns to shareholders consistent with, or in excess of, the
business plan that supported its tender offer for the Thanet offshore fransmission system. The Company will seek to
achieve this objective by:

- meeting its revenue targets by operating the transmission system at availability levels equai to, or higher than, the
Licence target;

« adopting and maintaining a financing structure that is, as a minimum, as efficient as that contemplated by the
business plan; and

» confrolling costs and seeking efficiency improvements.

The Company's operating model

The Company's operating model is to outsource all operational and maintenance (‘O&M”) activities including asset
management capability. Q&M activities are outsourced to Balfour Beatty Utility Solutions Limited ("BBUS"™, Balfour
Beatty Investments Limited (‘BBI"} provides certain financial and management services to the Company through a
Professional Services Agreement ("PSA"). As part of its general asset management responsibilities BBI fulfils the
role of an ‘informed buyer' to ensure that the outsourced O&M services are of the required quatity to ensure that the
Company meets its Licence obligations and complies with good industry practice. The Company has mitigated the
performance risk of its outsourced service providers through the O&M and PSA contract.

With effect from 17 December 2014 the costs incurred by BBI have been recharged to the Company in accordance
with the PSA.
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The Company’s approach to managing the business

The Company's general approach to the management and operation of its business is based on ensuring that the
right balance is achieved between cost, quality, performance, innovation and financial returns so as to optimise the
cost of its services to the end consumer. In doing sc the Company:

« has a relentless focus on transmission system availability;

- recognises that the inherently hazardous nature of the Company’s assets and operations requires a strong focus
on Health, Safety and the Environment ("HS&E"),

« has the right people working safely to standards using the right processes, technology and systems;

« has implemented a risk management approach that ensures that risks are assessed, managed and reported
appropriately; and

+ has adopted a governance framework that facilitates compliance with law, regulations and licence conditions.

Principal regulatory, industry contracts and industry code matters

The Company enjoys benefits and is subject to a number of regulatory and contractual obligations arising from and
including: the Licence; the Transmission Owner Construction Agreement (“TOCA") with NGET and the System
Operator — Transmission Owner Code (‘STC"). The Company’s operations are also subject to a range of industry
specific legal requirements.

A summary of some of the major features of the Licence, industry contracts and electricity code matters is described
below.

Licence obligations

Under the terms of the Licence the Company is required to carry out its licenced activities and have in place
governance arrangements that ensure (amongst other obligations) that the Company does nhot provide cross-
subsidies to, or receive cross-subsidies from any other business of the Licensee or of any affiliate. In addition, the
Licence places restrictions on the Company's activities and how it conducts its transmission activities. In carrying out
its transmission activities it must do so in a manner that does not confer upon it an unfair commercial advantage, in
particular, in relation to any activity that does not relate to the operation of the offshore transmission business.

A failure by the Company to materially comply with the terms of the Licence could ultimately lead to the revocation of
the Licence. The Board of Directors take very seriously its obligations to comply with the terms of the licence and
has processes, procedures and cantrols in place to ensure compliance.

Regulated revenue and incentives

The Licence awarded by the Authority to the Company determines how much the Company may charge for the
OFTO services that it provides to NGET in any relevant charging period in accordance with a regulatory formula.
Each charging period is from 1 April to 31 March. The Licence also provides the Company with an incentive to
ensure that the offshore transmission assets are available to transmit electricity by reference to the actual availability
of the Company’s transmission system in any given calendar period versus the regulatory target. The regulatory
target availability is 98.31% of the total megawatt hour capacity of the Company's electricity transmission system {as
determined by the Company’s System Capability Statement) in any given charging period, or part thereof.

Transmission charges are based on the actual transmission system availability of 100%, and increase on 1 April
following any given period by reference to the average rate of increase in the UK retail price index ("RPI" in the
period to the previous December. The revenue derived from charges based on this target availability represents the
Company's "base revenue’. For the avoidance of doubt, the Company's transmission charges are not exposed to
commodity risk and are not exposed to any generation risk.
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Principal regulatory, industry contracts and industry code matters (continued)

As previously noted, the Licence contains mechanisms to incentivise the Company to provide the maximum possible
electricity transmission system avaitability, having regard to the safe running of the system. The Company is
incentivised on a monthly basis with higher targets, and higher potential penalties or credits, in the winter months,
and fower targets, and lower potential penalties or credits, in the summer months. These incentive mechanisms help
drive the management of the Company to proactively manage the transmission system availability across the period
by focusing maintenance activities, which could lower transmission system availability, into those months with the
fowest targets and related penalties or credits.

If the achieved transmission system availability is different to the target availability then there is a mechanism
contained within the Licence that could potentially affect the Company’s charges and hence its revenue in future
periods. The Licence provides for adjustments to "base revenue” where the OFTO's system availability performance
is different to the target system availability. If transmission system availability in any given period is in excess of the
target availabllity level then credits are “earned” and if availability is less than target then penaities accrue. The
Company is then permitted or required to change its prices to reflect the credits earmned or penalties accrued as
necessary. The maximum credit which the Company can "earn” and collect in charges amounts to around 5% of
base revenue for that period and the maximum penalty that can be reflected in charges is around 10% of base
revenue for that period. The detailed mechanism that is used to adjust charges to reflect these credits and penalties
in charges is described below.

The penalties and credits are recorded on a monthly, but notional basis, during each charging period. individual net
monthly penalties are first offset against any brought forward net cumulative credits from the previous charging
period. Thereafter, individual monthly net penalties are eligible for offset against credits arising in the current
charging period. If at the end of any charging period there is a cumulative net credit, this net credit is eligible for
collection in charges as an adjustment to charges at the beginning of the subsequent financial period following the
end of the charging period in which the first credit arose. The maximum amount of credit that is eligible to be
reflected in charges in the sixth financial period is the lesser of the credit that arose in the first charging period and
the cumulative net credit outstanding at the end of the preceding charging period.

In respect of net penalties which are outstanding at the end of the charging period then, in principle, the charges in
respect of the following financial period are lowered by an amount that would reduce the charges for that financial
period by the amount of the net penalty. However, the reduction in charges can never exceed 10% of the base
revenue for that period. To the extent that the cumulative net penalty, if applied, to the Company’s charges would
result in those charges being reduced by more than 10% of the base revenue for that period, the excess net penalty
is carried forward on a cumulative and notionat basis and aggregated with additional credits and penalties arising in
the subsequent period. The maximum period that penalties relating to a particular charging period can be carried
forward is five periods.
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Principal regulatory, industry contracts and industry code matters (contintied)

As a result of the arrangements described above, there are a number of risks that the Company faces that affect the
level of transmission system avaitability and therefore affect potential incentive credits and penalties. The principal
risks associated with transmission system availability stem from the following:

1) The inherent design of the transmission system e.g. system redundancy;

2) The management of maintenance activities so that the assets are maintained to good industry practice, and
where possible, the Company seeks to carry out such maintenance without the need for planned outages whilst
having regard to the safe operation of those assets; and

3) The management of planned outages of the transmission system having regard to the activities of other interested
parties and to bias such outages towards those petiods during the period, with the lowest system availability targets
and related penalties or credits.

As the end of the 20 period Licence period approaches the agreed regulatory formula relating to the Company’s
ahility to collect credits as explained above changes. There is an acceleration of the Company’s ability to collect
such credits in its invoicing and a corresponding acceleration in the Authority's ability to enforce penalties.

In certain circumstances, and in respect of certain costs, such as non-domestic rates relating to the Company's
onshore electricity network and costs charged by the Authority associated with running the OFTO tender regime, the
Company is permitted under the terms of its Licence to pass these costs to its customer by altering charges as
required.

Transmission system capability {capacity)

As described above, the Company is incentivised to provide the maximum transmission system availability as is
possible having regard to the safe running of the system. The maximum availability of the system is defined in the
Licence and is expressed in megawatt hours (*MWhr").

Under the terms of the TOCA with NGET, the Company provides a transmission service on the basis of a declared
maximum capacity of the transmission system. The declared maximum capacity for the period 1 April 2018 to 31
March 2019 was 300 MW, (2018: 300 MW). The practical significance of the declared maximum capacity is that the
maximum declared capacity of the transmission system determines the maximum MWhr availability of the
transmission system for the purpose of comparing with the Company’s actual transmission availability during any
performance period — which in turn determines the Company's performance credits or penalties as described under
“Regulated revenue and incentives” earlier in this Operating and Financial Review.

The Company has provided 100% transmission capacity based on the declared maximum capacity of the
transmission system during the performance period April 2018 to March 2019, (2018: 100% ) ~ see “Transmission
System Availability” below.

The Company minimises the risk of unexpected outages (and incurring related performance penalties} or incurring
unexpected repair costs by carrying out appropriate maintenance in accordance with good industry practice.
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Transmission system guality of supply

The STC sets out the minimum technical, design and operational and performance criteria that Offshore
Transmission Owners must ensure that their transmission system can satisfy. For the Company's transmission
system the most significant requirements are in respect of the reactive power capability, voltage control and the
quality of the power (as measured by harmonic performance) deliverable at the connection point of the Company's
transmission system with NGET’s transmission system.

The Company has met its requirements to transmit electricity in accordance with the parameters agreed with NGET
during the period under review.

Key performance indicators (“KPIs”)
The Company has identified the following KPls as being instrumental to the management of the transmission
business. Such KPis include financial and non-financial KPis:

Objective | Result
Financial KPl's
, , To increase ' Achieved:
Profit/tioss) before taxation (v st ancial prioc Profit of £4,997k, (2018: £1,100K)

Cash available for debt service; Net cash

H 2
inflow from operating activities plus net cash To increase

. . . . (nfa in first financial period) 2019: £16,390k (2018: £17,080Kk)
inflow from investing activities

Non- Financial KPI's

Maximise transmission availability: Making

the transmission system available to To exceed the Licence target Achieved:

transmit electricity over the performance availability 98%. 2019: 100% {2018: 100%})

period April 2018 to March 2018

To meet the standards set by the
SQSS and the STC in refation to
voltage control, reactive power
and harmonic distortion.

Achieved:
2019: Compliant throughout the
period. {2018: Achieved)

Ensure that the quality of electricity at the
export connection point is compliant with
SQSS and the STC

Health & Safety

1) Zero lost time accidents ("LTIs"} for
contractors;

2y Zero reportable environmental incidents;
3) Compliance with transferred obligations
under GGOWL's Marine Management
Organisation ("MMQ") Licence.

Achieved: 2019 no health and
To have zero health and safety  |safety accidents and fully
accidents. compliance with MMO ficence.
{2018: Achieved)

1 Where appropriate adjustments will be made where events give rise to unusual patterns of inceme, expenditure andfor one-off events.

2 After adjusiment for the initial acquisition cost of the OFTO assets.
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The Company’s operational performance

The Company's prime operational objectives are to maximise fransmission system availability and to ensure that the
quality of electricity at the onshore connection point is compliant with the SQSS and the STC having regard in all
respects to the safety of employees, contractors and the general public.

In February 2014 the International Standards Organisation (1SO) published the Asset Management standard 1SO
55000, this international standard has effectively overtaken and replaced PAS 55. Asset management
standardisation is voluntary and although compliance with PAS 55 / 1SO 53000 is seen as good practice it has not
been universally adopted by all asset owners. The O&M Operator has had a gap analysis conducted which shows
that there are some relatively small areas of improvement; the Operator is currently working to address these gaps
in time for a second audit commengcing in June 2019,

Transmission system availability

Performance Period
Apr 2018 to Mar| Apr 2017 to Mar

2019 2018
Note
Maximum system availability (MWhrs) (a) 2,628,000 2,628,000
Actual system availability (MWhrs) 2,628,000 2,628,000
Actual system availability (%) 100.00% 100.00%
Regulatory target system availability a98% 98%

Availability credits/{penalties)
Opening avaiiability credits / (penalties) - -
Net availability (penalties) /credits for the performance period

Net availability (penalties) / credits at 31 March 2019 (31
March 2018} . -

a) The maximum system availabily of the Company's transmission system as deciared io NGET duting the performance period.

Quality of supply

The quality of supply constraints agreed with NGET (see "Transmission system quality of supply” above} requires
the Company to transmit electricity within certain parameters in relation to: voltage control; reactive power; and
harmonic distortion. A failure to meet these qualities of supply constraints could result in NGET requiring the
Company's transmission system to be disconnected from NGET's electricify transmission system, resuiting in loss of
transmission availability and reduced incentive credits or performance penalties. The Company closely monitors
compliance with these qualities of supply constraints and carries out appropriate maintenance activities consistent
with good industry practice to allow the Company to meet these qualities of supply obligations.

During the financial period the Company has met its obligations to transmit electricity compliant with these
operational obligations. The Company has continued to comply with these obligations through to the date of this
report.
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Health, safety, and environmental performance

The Board recognises that the nature of its business requires an exceptional focus on health, safety, and the
environment. Safety is critical both to business performance and to the culture of the Company. The operation of the
Company's assets gives rise to the potential risk that they could injure people andfor damage property if these risks
are not properly controlled. Our objective is to eliminate or minimise those risks to achieve zero injuries or harm, and
to safeguard members of the general public. The Board is pleased to report that there has been no reportable H&S
incidents in this reporting year.

The Company is committed to reducing the environmental impact of its operations to as low as practically possible.
The Company wili do so by reducing the effect its activities have on the environment by: respecting the
environmental status and biodiversity of the area where the Company’'s assets are installed; considering whole life
environmental costs and benefits in making business decisions; fooking for ways to use resources more efficiently
through good design, use of sustainable materials, responsibly refurbishing existing assets, and reducing and
recycling waste; and continually improving management systems to prevent pollution and to reduce the risk of
environmental incidents.

The Board is pleased to report that during the period under review there were no environmental incidents or matters
that required reporting to any relevant competent authority and that it had complied with the Marine license
obligations transferred under the Sale and Purchase Agreement ("SPA”) by TOWL when the transmission assets
were acquired by the Company.

Stakeholder relationships

The potentially hazardous nature of Company’s operations and the environmentally sensitive nature of the locations
where its assets are located require the Company to engage and communicate with a wide audience of stakeholders
and to establish good relationships with them. As well as industry participants and local and national government
bodies this audience includes: Port Authorities; the emergency services; the maritime community; environmental
agencies and organisations; landowners and the general public. Accordingly the Company has established a
shareholder matrix and implemented a stakeholder engagement and communications plan. The Directors consider
that stakeholder relationships are satisfactory.

10
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Principal risks and uncertainties

The Group recognises that effective risk management is fundamental to achieving its business objectives in order to
meet its commitments in fulfiling the contract and in delivering a safe and efficient service. Risk management
contributes to the success of the business by identifying oppartunities and anticipating risks in order to enable the
business to improve performance and fulfil its contractual obligations.

Financial risks
Credit and cash flow risks to the Group arise from its client, NGET. The credit and cash flow risks are not
considered significant as the client as a quasi governmental organisation.

Contractual relationships

The Group operates within a contractual relationship with its principal customer, NGET. A significant impairment of
this relationship could have a direct and detrimental effect on the Group's results and could ultimately result in
termination of the concession. To manage this risk the Group has regular meetings with NGET.

Liguidity risk

The Group adopts a prudent approach to liquidity management by maintaining sufficient liquid resources to meet its
obligations. Due to the nature of the project, cash flows are reasonably predictable and so this is not a major risk
area for the Group.

Interest rate risk

The financial risk management objective of the Group is to ensure that financial risks are mitigated by the use of
financial instruments where they cannot be addressed by means of confractual provisions. Financial instruments are
not used for speculative purposes. Interest rate swaps are in place between 2015 and 2048 for notional principal
amounts equating to the full value of the expected bank debt that is at a variable rate of interest to give an effective
fixed interest rate payable on this debt.

The Company’s financial performance

Summary:

The financial performance of the Company for the period ended 31 March 2019, and its financiai position as at 31
March 2019, was satisfactory and is summarised below. In this report all numbers have been rounded to the nearest
£1,000 where each £1,000 is represented by the symbol £k.

The Company reports its results in accordance with International Financial Reporting Standards (*IFRS"} as adopted

by the EU.
2019 2018
£'000s £'000s
Operating Profit/(loss}) 2,047 {1,924)
Net finance income 2,950 3,024
Profit/{loss} before taxation 4,997 1,100
Taxation {1,070) (542)
Profit/(loss) after taxation 3,927 558
2019 2018
£'000s £'000s
Net cash inflow from operating activities and other investing activities 16,390 17,080
Net cash flows used in financing activities (18,951) (13,2486)
Net cash flows {2,561) 3,834

11
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Revenue and finance income
Revenue and finance income is derived from the Company’s activities as a provider of transmission services. The
vast majority of the Company’s income is derived from NGET.

Finance income for the period amounted to £11,970k (2018: £12,228k) and effectively represents the finance
income that would have been generated from an efficient stand-alone “transmission owner”. The finance income has
been recorded in accordance with the principal accounting policies adopted by the Company. A discussion of the
critical accounting policies adopted by the Company is shown in the accounting policies section of the regulatory
financial statements commencing on page 33.

Revenue for the period amounted to £3,541k (2018: £4,213k), and primarily represents the operating income that
would be generated by an efficient provider of operating services to NGET, our principal customer. Such services
include those activities that result in the efficient and safe operation of the transmission assets, and are reflective of
the costs incurred in providing those services, including the cost of insuring those assets on behalf of a stand-alone
transmission owner. Revenue has been recorded in accordance with the principal accounting policies adopted by the
Company.

Operating costs
Operating costs for the period amounted to £3,994k (2018 : £6,137k).

Operating profit / {loss)
Operating profit being the residual of operating income and operating costs amounted to £2,047k (2018 : £1,924k
loss).

Other finance income
Other finance income of £53k (2018 £29k), relates solely to interest earned on bank deposits.

Finance costs

Finance costs amounted to £9,073k, (2018 £9,233k). Funding was required to acquire the transmission system
(Transmission owner asset) from TOWL and the acquisition of the Transmission owner asset took place on 17
December 2014.

The vast majority of the finance costs relates to the interest cost of servicing senior debt holders £6,458k, (2018:
£6,625k) and holders of subordinated debt £2,618, (2018: £2,605k). Interest expense and other financial costs arise
from the cost of debt used to finance the acquisition of the Transmission owner asset.

Taxation

The net taxation on profit’(loss) before taxation for the period is £1,070k, (2018: £542k) and relates solely fo
deferred taxation. There was no current taxation arising in the perlod (2018 £nil) as the Company incurred faxable
losses.

A taxation charge of £660k, (2018: credit of £1,275k) has been recognised in other comprehensive income relating
to pre-taxation losses arising on marking the Company's cash fiow hedges to market at 31 March 2019.

The taxation credit relates solely fo deferred taxation as the Company incurred taxable losses during the period. This
taxation credit has been computed at 17% (2018: 17%).

Profit/(loss) affer faxation
Profit for the period after taxation amounted to £3,927k, (2018: £558k).

12
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Cash flows

Net cash flows generated by / (used in) operations amounted to £16,337k (2018 : £17,051k) primarily reflecting the
amounts invoiced to and received fram NGET in relation to the provision of transmission services from 1 April 2018
through to 31 March 2019 (2018: 1 April 2017 to 31 March 2018) net of cash outflows relating to operating activities
incurred during the period of operation from 1 April 2018 through to 31 March 2018.

Net cash flows generated from investing activities amounted to £63k (2018 : £29k).

Cash available for debt servicing defined as net cash flows from operations less (or add) net cash flows used in (or
generated from) investing activities (after adjustment for the exclusion of the cost of acquiring the Transmission
owner asset) and includes interest income received of £53k (2018 : £28k) amounted to £16,390k (2018 £17,080K).
Net cash used in financing activities amounted to £18,951k (2018 : £13,246k).

Principal payments to service senior debt holders during the period amounted to £4,978k (2018 : £4,013k).
interest payments to service senior debt holders during the period amounted to £6,204k (2018 : £6,896k}.

Interest payments to subordinated debt holders during the period amounted to £3,668k (2018: £2,337K) .

No corporation tax was paid in the period, due to they carry forward of tax losses.

A dividend of £4,101k (2018; £Nil) was paid in the period.

Statement of Financial Position and consideration of financial management
(Going concern

Having made enquiries, the Directors consider that the Company has adequate resources to continue in business for
the foreseeable future, and that it is therefore appropriate to adopt the going concern basis in preparing the
regulatory financial statements of the Company. More details of the Company’s funding and liquidity position are
provided under the headings "Current funding structure” and “Going concern, Liquidity and treasury management”
below.

Statement of Financial Position

The Company's Statement of Financial Position at 31 March 2019 is summarised below:

Assets Liabilities Net assets /
(liahilities)
£000s £'000s £'000s
Non-current Transmission owner asset 168,966 - 168,966
Non-current deferred taxation 1,421 - 1,421
Current assets and liabilities less borrowings 13,550 (8,606) 4,944
Total before non-current liabilities 183,937 (8,606) 175,331
Non-current liabilities - (189,783) (189,783)
Totals at 31 March 2019 183,937 (198,389) {14,452)
Totais at 31 March 2018 160,670 (201,725) {11,055}

13
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Transmission owner asset and decommissioning

The Transmission owner asset is a financial asset and is carried at the costs incurred, and directly attributable to the
acquisition of the Thanet offshore transmission system at the date of acquisition, plus finance income less receipts
attributable to the carrying value of that asset. The net result being that the carrying value of the Transmission owner
asset reflects the application of the effective interest rate method, and is determined in accordance with the principal
accounting policies adopted by the Company. A discussion of the critical accounting policies adopted by the
Company that give rise to this balance is shown in the accounting policies section of the regulatory financial
statements commencing on page 33.

The Transmission owner asset was acquired on 17 December 2014 from Thanet Offshore Wind Limited. The total
costs of acquisition of this asset amounted to £178,954k. The latest estimate of the costs of decommissioning the
Transmission owner asset at the end of its economic useful ife in 2033 amount to £6,163k. These costs will be
incurred from 2033 onwards.

Deferred taxation

The Company has recognised a deferred taxation liability of £2,216k (2018 . £1,145k). which reflects the
recognition, in full, of the deferred taxation impact of all temporary differences arising in the period, including taxable
losses. This is netied off against a deferred tax asset of £3,636k (2018 : £2,976k) relating to pre-taxation losses
arising on marking the Company’s cash flow hedges to market at 31 March 2019.

Net debt

Net debt is defined as all borrowings (senior and subordinated debt) plus the carrying value of all financial derivative
contracts that are marked to market (UK Retail Price Index (RPI) related swaps and Interest Rate swaps) less cash
and cash equivalents.

At 31 March 2019 net debt stood at £187,051k (2018 : £186,384Kk).
A discussion of the capital structure and the use of financial derivatives is provided below.

Current funding structure

The Company is funded through a combination of senior debt, subordinated debt and equity in accordance with the
Directors’ objectives of establishing an appropriately funded business consistent with that of a prudent offshore
electricity transmission operator, and the terms of all legal and regulatory obligations including those of the Licence
and the Utilities Act 2000.

Senior debt is comprised of Senior Term Loan borrowed in equal amounts from five different lenders (Sumitomo
Mitsui Banking Corporation (SMBC), Unicredit Bank AG, The Bank Of Tokyo-Mitsubishi UFJ Ltd., Norddeutsche
Landesbank Girozentrale and Credit Agricole Corporate and Investment Bank) and bear interest at a margin over
LIBOR. All senior debt is serviced on a six monthly basis, the Senior Term Loan is expected to amortise over the life
of the project through to December 2033. The fotal carrying value of the Loans outstanding at 31 March 2019
amounted to £153,547k (2018: £158,290k).

The loans are secured by fixed and floating charges over the undertaking, property, assets and rights of the
Company and have certain covenants attached.

The subordinated loan ranks behind the senior debt and is held by Thanet OFTQ Intermediate Limited. The
subordinated loan was issued on a commercially priced basis, and carries a fixed rate coupon. At 31 March 2019 the
total principal carrying value of the subordinated loan outstanding amounted to £20,625k (2018: £20,625k).

Ordinary equity share capital amounted to £1,000 at 31 March 2019 (2018: £1,000).
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Operating and financial review

Going concern, liquidity, and treasury management

As indicated previously, the Directors have confirmed that they have sufficient evidence to support their conclusion
that the Company is a going concern, and has adequate resources in the foreseeable future to meet its on-going
obligations, including the servicing of bond hoiders, as those obligations fall due. This conclusion is based on a
number of factors which are summarised below,

The expected cash in-flows that are likely to accrue to the Company over the foreseeable future from its electricity
transmission operations are highly predictable, and will not fall below a certain level as explained above under
"Regulated revenue and incentives”. In addition, NGET, as a condition of its regulatory ring-fence is required to use
its reasonable endeavours to maintain an investment grade credit rating and, therefore, the likelihood of payment
default by NGET considered to be very low. As at 31 March 2019 there were no sums outstanding from NGET and
from 31 March to the date of this report all amounts due from NGET had been received on time,

‘The Company enjoys certain protections afforded under the Licence granted to the Company. In particular, provided
that the Company can demonstrate that it has applied good industry practice in the management of the Company
and its assets, then in the event that an unforeseeable incident results in the Company (in so far as it relates to its
activities under the Licence) it can apply to the Authority and seek to recover the lost amount.

The Company has also put in place prudent insurance arrangements primarily in relation to property damage such
that it can make claims in the event that an insurable event takes place and thereby continue in business.

Having incurred two cable breaks during operations in previous years, one offshore and one onshore, the Company
is determined they will remain a going concern into the foreseeable future for the following reasons:

a) The Company is able to meet all debt repayments

b) There is a 10% revenue cap meaning the company will continue to receive a revenue stream

¢} Insurance recovery and income adjusting claims are in progress

d) There are sufficient cash reserves to meet contractual requirements.

The licence protections together with the insurance arrangements reduce uncertainties and address certain risks
regarding loss/destruction of assets that arise from remote and/or catastrophic events.

The Company has also entered into certain hedging and other contractual arrangements that have been put in place
to achieve a high degree of certainty (and thereby reduce uncertainty) as to the likely cash out-flows that are
expected to occur over the life of the project.

The hedging arrangements are explained in more detail below under “Hedging arrangements”. in summary the RPI
swaps have the impact of effectively converting a proportion of the RP| variable cash flows arising from the
Company’s transmission services activities into a known series of cash flows over the life of the project and the
Interest Rate swaps are minimising the risk of changing LIBOR in connection with Senior debt interest payments.

Other contractual arrangements with third parties have been entered into that have a pricing mechanism that
features linkages to RPi or other indices, which has the effect of reducing the uncertainty as to the quantum and
frequency of cash outflows arising. As a consequence, it is the opinion of the Directors that the costs and related
cash flows associated with these arrangements are more likely than not to vary in a similar manner with the principal
cash inflows generated by the Company in relation to its transmission services that are not subject to the RPI swaps
arrangements.

The Company also has access to a liquidity facility of £3,300k (2018: £3,300k) that the Company can access in the
event that it has an insurable or income adjusting event.
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Operating and financial review

Credit rating

It is a condition of the regulatory ring-fence around the Company that it uses reasonable endeavours to maintain an
investment grade credit rating in respect of its senior debt. The rating agency carries out regular and periodic
reviews of the rating. The Company has maintained an investment grade credit rating in respect of its senior debt
consistent with its obligations under the licence.

During the rating agency’s assessment of the Company's credit rating, amongst other matters, the rating agency will
and has considered: actual and expected cash flows over the term of the project; the regulatory environment within
which the Company operates; the nature of the principal contractual arrangements in place; the insurance
arrangements; and the credit risk of all material counterparties in arriving at their assessment of the appropriate
credit rating.

it is the Directors' assessment, that having regards to the principal risks and uncertainties regarding cash flows, the
creditworthiness of counterparties, the regulatory environment, the insurance arrangements and other matters that
are discussed in this Operating and financial review, that there are reasonable grounds fo believe that the rating
agency will continue to confirm that the Company's loans are investment grade status in the foreseeable future
based on the information available to the Directors at the date of this annual report.

On-going funding requirements

The Company does not expect to have any significant funding requirements over the expected life of the project that
will require additional external funding. Debt servicing and other obligations of the Company are expected to be met
by the cash inflows generated by the Company. Consequently, based on the current capacity of the existing
transmission system operated by the Company, there is minimal refinancing risk.

To the extent that a requirement for significant expenditure is required in the future as a result of additional capital
works being required to provide incremental transmission capacity, there is a mechanism in the Company's
transmission licence to allow the Company to increase its charges in respect of such expenditure. The Directors
would expect that such additional expenditure would be capable of being funding based on the increased cash flows
arising from such additional expenditure. No such additional expenditure is planned or expected in the foreseeable
future.

Surplus funds

The Company invests surplus funds in term deposits with banks that have a short term senior debt rating of at least
A-1 or better issued by Standard & Poor's, or P-1 or better issued by Moody's. At 31 March 2019, the Company had
£nit (2018: £nil) on deposit of which £nil (2018: £nil) was held in bank accounts that restrict the use of the monies
contained in those accounts for specific purposes. Cash and cash equivalents include amounts of £9,845k (2018 :
£12,406k) that the Company can only use for special purposes and with the consent of the Company lenders. The
Common Terms Agreement ("CTA"} defines the requirements to transfer in and withdraw funds from these accounts.
If the request is not defined in the CTA the consent of the Company's lenders is required prior to use, but is held for
general corporate purposes. A description of the restrictions applied to certain deposits and other matters are
referred to below under “Lending covenants and other restrictions”.

The Company has some variability of cash flows in relation to the interest it earns on its investments, as typically
these investments are held in deposits with a typical maturity of six months or less and earn variable rates of
interest. However, in the context of the other cash flows generated by the Company these amounts are insignificant.
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Hedging arrangements
Generai

It is the policy of the Board that the Company will only enter into derivative financial instruments for the purpose of
hedging an economic risk. No derivative financial instruments will be entered into unless there is an underlying
economic position to be hedged. No speculative positions are entered into.

interest Rate swaps

The Company has entered into five arrangements with third parties for the purpose of minimising the risk of
changing LIBOR regarding the Senior Term Loan interest payments with the final payment date expected on 16
December 2033. This arrangement meets the definition of a derivative financial instrument. The period covered by
these arrangements closely matches the period over which the Company enjoys exclusive rights to operate the
offshore transmission system under the Licence, and closely reflects the period over which the majority of cash flows
from the project are expected o be generated.

RPI swaps

The Company has entered into four arrangements with third parties for the purpose of exchanging the majority
(approximately 63.5%) of variable cash inflows arising from the electricity transmission service it provides to NGET
in exchange for a pre-determined stream of cash inflows with the final payment date expected on 16 December
2033. This arrangement meets the definition of a derivative financial instrument. The period covered by these
arrangements closely matches the period over which the Company enjoys exclusive rights to operate the offshore
transmission system under the Licence, and closely reflects the period over which the majority of cash flows from the
project are expected to be generated.

As previously described (see "Regulated revenue and incentives”), under the terms of the Licence, regulatory and
other contractual agreements, the Company is permitted to charge its customer, NGET, an agreed amount for the
transmission services it provides, the price of which is uplifted each period commencing 1 April by a sum equivalent
to the average increase in RPI over the previous 12-month period measured from January to December. Where
there is a reduction or no increase in RPi over the relevant period, then the charges remain unchanged from the
previous period. These derivative aangements ("RPI swaps") have the effect of exchanging the vast majority of
variable cash inflows derived from the Company's transmission services (impacted by changes in actual RPI) in
exchange for a known and predetermined stream of rising cash flows over the same period.

The Directors believe that the use of these Interest Rate and RPI swaps is consistent with the Company's risk
management objective and strategy for undertaking the hedge. The majority of the Company's cash outflows relate
to borrowings that effectively carry a fixed coupon so that both the resultant principal repayments and coupon
payments are predetermined. The purpose of the RPI swap arrangements is to generate highly certain cash inflows
{thereby reducing uncertainty) so that the Company can meet its obligations under the terms of the Gompany's
borrowing arrangements and therefore reduce the risk of default. The Directors believe that RPI swaps have a highly
effective hedging relationship with the forecast cash inflows that are considered to be highly probable, and as a
consequence have concluded that these derivatives meets the definition of a cash flow hedge and have formally
designated them as such.

The carrying value of the RP| swaps liability at 31 March 2019 was £7,343k (2018: £6,160k) and the Interest Rate

swaps liability at 31 March 2019 was £14,043k (2018: £11,342k). A corresponding entry has been recorded in the
Statement of other comprehensive income.
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Lending covenants and other restrictions

The Company is subject to certain covenants and conditions under lending agreements with the senior debt hoiders.
The Company entered into the lending agreements to allow it to fund the acquisition of the Transmission owner
asset. Under these lending agreements, a Security Trustee has been appointed to represent the senior debt holders
and to monitor compliance by the Company with the conditions of the lending agreements it has entered into. In
addition, a Technical Adviser and an Insurance Adviser have also been appointed under the terms of the lending
agreements to support the Security Trustee in the discharge of their duties. The covenants and conditions of the
lending agreements include (but are not limited to) the following:

1} The Company is required to aperate on the basis of a financial plan while the lending agreements are in place (20
periods) which the Security Trustee has approved and subject to certain allowances; any deviation from that plan
requires the approval of the Security Trustee. The financial plan is refreshed on a six monthly basis and revised on
an annual basis as required;

2) The Company is required to deliver financial and other information at specified intervals {typically six monthly) to
the Security Trustee,;

3) The lending agreements specify the bank accounts that the Company is permitted to operate and in addition,
restrict the way in which those accounts should be operated ~ this includes, in respect of certain accounts, requiring
those accounts to be funded for specific purposes and only allowing access to those accounts for that specified
purpose. With the exception of one bank account, all withdrawals from bank accounts require the consent of the
Security Trustee;

4) The Company is required to maintain certain financial ratios (both historical and forward looking) in respect of debt
service cover: loan life cover; and in respect of incremental investments it cannot exceed a specified gearing ratio;

5)The Company is restricted under the lending agreements as to its ability to invest its surpius funds such that it is
only permitted to invest those surplus funds in investments with maturities that are allowed under the terms of those
agreements. Typically this results in the Company investing in term deposits with maturities nhot exceeding six
months;

6)The Company is required to maintain adequate insurances at all times;

7)The Company is required to meet all the conditions contained within the lending agreements before any servicing
of the subordinated debt holders can take place or any distributions can be made to shareholders.

There is a risk that if the Company materially fails to comply with the terms of the lending agreements, or has failed
to apply one of the specified remedies, the Company would be in default of the lending agreements. In these
circumstances the amounts due under the lending agreements are immediately due and payable or are repayable on
demand. The Company monitors and has put in place controls and procedures to ensure material compliance with
the terms of the lending agreement at all times.

Since entering into the lending agreements the Company has met with all of the lending covenants and conditions
and has continued to do so through to the date of this report.

Accounting policies

The financial statements present the results of the Company using the accounting policies outlined in the financial
staternents and are in accordance with International Financial Reporting Standards {IFRS) as endorsed by the
European Union. IFRS permits certain choices and the following material choices have been made as foliows;
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Presentation of regulatory financial statements
The Company uses the nature of expense method for the presentation of its Income Statement and presents its
Statement of Financial Position showing net assets and total equity.

I the Income Statement the Company presents a sub-total of operating profit, being the total of operating income
and operating costs.

Financial Instruments
The Company has elected to apply hedge accounting to its derivative financial instruments, where it is allowable
under the relevant standards.

Critical accountiny policies

The application of accounting principles requires the Directors of the Company to make estimates, judgements, and
assumptions that are likely to affect the reported amounts of assets, liabilities, revenue, and expenses, and the
disclosure of contingent assets and liabilities in the regulatory financial statements. Better information, or the impact
of an actual outcome, may give rise to a change as compared with any estimates used, and consequently the actual
results may differ significantly from those estimates. The impact of revised estimates, or the impact of actual
outcomes, will be reflected in the period when the better information or actuat outcome is known.

A discussion of critical accounting policies is contained within the accounting policies section of the regulatory

financial statements together with a discussion of those policies that require particularly complex or subjective
decisions or assessments. The accounting policies section of the financial staternents commences on page 33.
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Thanet OFTO Limited
Registered number: 07343534
Directors' Report

The Directors present their Report together with the audited regulatory financial statements for the
year ended 31 March 2019.

The following information has been disclosed in the Operating & Financial Review:

* Principal activities and business review

+ Indication of likely future developments in the business
» Key performance indicators

« Principal risks and uncertainties

+ The use of financial instruments

Returns and dividends
The Company recorded a profit for the year after taxation of £3,927k (2018 : £558k).

A dividend was paid during the year of £4, 101k (2018 : £nil).

Share Capital
The issued share capital of the Company at 31 March 2019 was £1,000 consisting of 1,000
ordinary shares of £1 each.

Directors
The Directors serving throughout the year and subsequently (unless otherwise indicated) were:

Rebecca Collins

Brian Roland Watker
John Sinclair

Nathan John Wakefield

No Director has any interest in the issued share capital of the Company or the Company's parent
undertaking.

Donations and research and development
No charitable or political donations were made during the year {2018 : £nil) and expenditure on
research and development activities was £nil (2018 : £nil).

Financial instruments
Details on the use of financial instruments and financial risk management are included on pages 3
to 19 in the Operating and financial review.

Going concern

Having made enquiries, the Directors consider that the Company has adequate resources fo
continue in business for the foreseeable future, and that it is therefore appropriate to adopt the
going concern basis in preparing the regulatory financial statements of the Company. More details
of the Company's funding and liquidity position are provided in the Operating and financial review
under the headings “Current funding structure” and “Going concern, liquidity and treasury
management”.
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Directors' Report

The Company'’s strategy, long term business objectives and operating model

The Company’s strategy, long term business objectives and operating model are set out in the
Operating and financial review and includes an explanation of how the Company will generate
value over the longer term.

Employee involvement

The Company does not have any employees, and does not expect to engage any employees in
the foreseeable future — see "The Company's Operating Model" in the Operating and financial
review on page 3.

Supplier payment policy

The Company’s policy is to settle terms of payment with suppliers when agreeing the terms of
each transaction, ensure that suppliers are made aware of and abide by the terms of the
payment. Trade creditors of the Company at 31 March 2019 were equivalent to 18 (2018 : 43)
days' purchases, based on the average daily amount invoiced by suppliers during the year.

Company Information
Thanet OFTO Limited is incorporated in Great Britain, registered in England and Wales and
domiciled in the United Kingdom.

Company Secretary and Registered Office
The Company Secretary is Saiema lbrahim - appointed 26/09/2018. The registered address is
6th Floor, 350 Euston Road, Regent's Place, London, NW1 3AX.

Provision of Information to the Auditor
Each of the persons who is a Director at the date of approval of this report confirms that:

(i) so far as the Director is aware, there is no relevant audit information of which the Company's
auditor is unaware; and

(ii) the Director has taken all the steps that he ought to have taken as a Director in order to make
himself aware of any relevant audit information and to establish that the Company's auditor is
aware of that information

This confirmation is given and should be interpreted in accordance with the provisions of s418 of
the Companies Act 2006.

Pursuant to Section 487 of the Companies Act 2006, the auditor will be deemed to be reappointed
and KPMG LLP will therefore continue in office.

This report was approved by the board on.2% July 2019 and signed by its order.

I

John Sinclair
Director
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Corporate governance statement

The Company is required by its Licence obligations to include within its regulatory financial statements a
corporate governance statement which describes how the principles of good corporate governance have
been applied and which has the same content as the statement a listed Company is required to prepare.

As a Subsidiary undertaking of Thanet OFTO Holdco Limited (“TOHL") the Company operates within the
corporate governance framework of TOHL and its Subsidiary undertakings (“the Group"). Consequently,
an understanding of the Group’s governance framework is required to understand the Company's
position within that framework.

Appointments to the Board of Directors of TOHL and its Subsidiary undertakings are governed by a
shareholders’ agreement (“the Agreement”) between the two shareholders of TOHL that jointly control
this Company through a common class of ordinary shares, Balfour Beatty OFTO Holdco Limited and
Equitix Infrastructure 3 Limited. The Agreement requires that all Boards within the Group must comprise
four Directors, with two Directors appointed by each shareholder. Consequent upon these arrangements
between the shareholders, no Group Company has a nomination committee and the performance of the
Boards is not evaluated.

The Agreement ensures that Boards are balanced, with no one shareholder having majority
representation, and allows the Group to draw on the respective financial and operational expertise of
each of its shareholders. Accordingly, the Directors have the relevant expertise and experience, drawn
from their involvement in a wide range of infrastructure companies, to define and to develop the strategy
of the Company so as to meet its objectives and to generate or preserve value over the longer term. The
Directors regularly review the effectiveness of the Group's risk management and internal control
framework and are satisfied that they are effective.

TOHL
Meetings of the Board of TOHL

TOHL is governed by a Board of four executive Directors. There are no non-executive or independent
Directors. The TOHL Board does not have a separately appointed chairman. Meetings are chaired by a
member of the TOHL Board and are convened as required, but usually not less than four times per
annum. The TOHL Board is accountable to the shareholders of TOHL for the good conduct of the
Company's affairs.

22




Thanet OFTO Limited
Registered number: 07343534
Corporate governance statement

Audit committee

The Company does not have an internal audit function or Audit Committee as the Directors have
concluded that the cost of such a functions would be disproportionate to the benefits. Duties normally
fulfiled by an Audit Committee are fulfilled by the board and include the following.

a) monitoring the integrity of financial and financial regulatory reports issued by TOHL and its two
Company undertakings with the objective of ensuring that these reporis present a fair, clear, and
balanced assessment of the position and prospects of the Company, as the case may be;

b) reviewing the economy, efficiency and effectiveness of the Company's operations and internal controls,
the reliability and integrity of information and accounting systems, and the implementation of established
policies and procedures,

c) reviewing and approving the internal control and risk management policies applicable to the Company;
d) maintaining an appropriate relationship with the external auditor, and

e) ensuring that audit objectivity and independence is maintained.

The Company
Board and management meetings

The Company is governed by a Board of four non-executive Directors, none of whom are independent.
The Board does not have a separately appointed chairman. Meetings are chaired by a member of the
Board and are convened as required, but usually not less than four times per annum. The Company
Board is responsible for monitoring the effectiveness of the day-to-day operation and management of the
Company's regulated transmission business.

The Company's operating model is to outsource all O&M activities and asset management capability. BBI
provides certain financial and management services to the Company through a PSA. Additional technical,
accounting and administration support is provided to the Company by BBI through the PSA.

Directors and their attendance at Company Board meetings
The Directors of the Company are as shown below. Board meetings were held on seven occasions

during the year under review. Attendance by the Directors at Board meetings, expressed as a number of
meetings attended out of a number eligible to attend are shown below.

Rebecca Collins 40f4d
Brian Roland Walker Jof4d
Nathan John Wakefield 4 0f4
John Sinclair 3of4
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Compliance committee

The Company has a Compliance Committee. The Compliance Committee is a permanent internal body
having an informative and consultative role to fulfil the compliance requirements of the Licence, without
executive functions, with powers of information, assessment, and presentations to the Board. Following
consultation with the Gas and Electricity Markets Authority, on 17 December 2015 the Board appointed
Henderson Loggie as Compliance Officer. Henderson Loggie is not engaged in the management or
operation of the Company’s Licensed transmission business system, or the activities of any associated
business. The Compliance Officer is required to report to the Compliance Committee and the Boards of
the Company at least once annually.

The principal role of the Compliance Officer is to provide relevant advice and information to Directors of
the Company, the compliance committee and consultants and other third parties providing services to the
Company. The Compliance Officer is required to facilitate compliance with the Licence as regards the
prohibition of cross subsidies; restriction of activities, and financial ring fencing; the conduct of the
transmission business and restriction on the use of certain information. In addition, the Compliance
Officer is required to monitor the effectiveness of the practices, procedures and systems adopted by the
Company in accordance with the compliance statement required by amended standard condition E12 -
C2 of the Licence (Separation and Independence of the Transmission Business).

Members of the Compliance Committee and their attendance, expressed as a number of meetings
attended out of a number eligible to attend during the year under review was as follows:

Rebecca Collins 20f2
John Sinclair 20f2

The compliance committee met in July 2019 to receive the compliance report for the year ended 31
March 2019 from the compliance officer and in turn produced a report approved by the Board.

Compliance statement

The Company has published a compliance statement and code of conduct “Separation and
Independence of the Transmission Business Compliance Statement” (copy available from
http://thanetofto.co.uk) at addresses how the Company has addressed its Licence obligations.

Health, Safety and Environment

The Board recognises that the nature of the Company's business requires an exceptional focus on
health, safety and the environment (HSE). The OFTO General Manager provides the Board with a
monthly report that shows HSE performance through the month and year to date. In addition, the
monitoring of HSE issues relating to the OFTO has been kept under routine review as part of the monthly
Economic Infrastructure Support Services meetings, chaired by Brian Walker, the OFTO's HSE Director.

The OFTO is also part of an HSE forum with some other OF TOs to provide a mechanism for sharing and
learning. The HSE Forum meets quarterly.

This report was approyed y the board on 2.4 July 2019 and signed by its order.

L
P :

John Sinclai

Director
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Statement of directors’ responsibility in respect of the strategic report, the directors report
and the regulatory financial statements

The Directors are obliged by Standard Condition E2 of the Licensee’s Transmission Licence to prepare
regulatory accounts for each financial year which comply with the requirements set out in Standard
Condition E2, as amended by consents received from Ofgem (the 'Requirements’).

Under the Requirements, the Directors have responsibility for ensuring that:

+ the Company and related undertakings keep accounting records and other records as are necessary so
that the revenues, costs, assets, liabilities, reserves, and provisions that are reasonably atlributable to the
transmission business and are separately identifiable in the accounting records of the Licensee from those
of any other business;

» the regulatory accounts are prepared on a consistent basis from such accounting records in respect of
each financial year and, so far as reasonably practicable the regulatory accounts and information in respect
of a financial year have the same content and format as the most recent statutory accounts of the Company
and Licensee;

+ the regulatory accounts include for the transmission business and in total, an I[ncome Statement, a
Statement of Comprehensive Income, a Statement of Financial Position, a Statement of Changes in Equity,
a Statement of Cash Flows, including notes thereto and statement of accounting policies adopted;

- the regulatory accounts include, for the transmission business, a Corporate Govermnance Statement, a
Directors’ Report and an Qperating and Financial Review; and

« the regulatory accounts show separately and in appropriate detail the amounts of any revenues, costs,
assets, liabilities, reserves or provisions that have been charged from or to any other business of the
ultimate controlling parties (other than the Company or Licensee), or that have been determined by
apportionment or allocation, where they relate to goods or services received or supplied for the purposes of
the transmission business.

in addition, in preparing the regulatory accounts, the Directors are required fo:

» select suitable accounting policies and then apply them consistently;

« make judgements and accounting estimates that are reasonable and prudent;

« state whether they have been prepared in accordance with [FRSs as adopted by the EU; and

+ prepare the regulatory accounts on the going concern basis unless it is inappropriate to presume that the
Company will continue in business.

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy
at any time the financial position of the Company and enable them to ensure that the regulatory accounts
comply with Standard Condition E2 of the Electricity Transmission Licence as applicable. They are also
responsible for such internal control as they determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error, and have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the company
and to prevent and detect fraud and other iregularities.

Each of the Directors, whose names are listed in the Directors’ report on page 20, confirms that, o the best
of their knowledge:

» the regulatory accounts have been prepared in accordance with the Requirements and fairly present the
assets, liabilities and financial position of the Company's electricity transmission business.

+ the regulatory accounts are prepared on a going concern basis, under the historical cost convention and in
accordance with the Companies Act 2006 and applicable UK accounting standards.
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Independent auditors' report
to the Gas and Electricity Markets Authority "the Regulator"} and Thanet OFTO Limited

Opinion

We have audited the Regulatory Accounts of Thanet OFTCO Limited {"the Company”) for the year ended 31 March 2019 which
comprise the income statement, the statement of comprehensive income, the statement of changes in equity, the statement of
financial position, the statement of cash flows and the related notes, including the accounting policies set out in note 1.

In our opinion the Regulatory Accounts for the year ended 31 March 2019 have been properly prepared, in all material respects, in
accordance with conditions E2 of the Company's Regulatory Licence and the accounting policies set out in note 1.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)), including ISA {UK) 800, and
having regard to the guidance contained in ICAEW Technical Release 02/16AAF (Revised) Reporting to regulators on regulatory
accounts. Our responsibilities are described below. We have fulfilled our ather ethical responsibilities under, are independent of the
Company in accordance with, UK ethical requirements, including the Financial Reporting Council's (FRC's) Ethical Standard. We
believe that the audit evidence we have obtained is a sufficient and appropriate basis for our opinion.

Emphasis of matter — special purpose basis of preparation

We draw attention note 1 to the Regulatory Accounts, which explains that the Regulatory Accounts have been prepared in
accordance with a special purpose basis of preparation, being conditions £2 of the Company's Regulatory Licence and the
accounting policies set out in the statement of accounting policies. 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.

The Regutatory Accounts are separate from the statutory financial statements of the Company and have not been prepared under
the basis of International Financial Reporting Standards as adopted by the European Union ("EU-IFRS"). Financial information other
than that prepared on the basis of EU-IFRS 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 2006.

Our apinion is not modified in respect of this matter.

Going concern

The directors have prepared the Regulatory Accounts on the going concern basis as they do not intend to liquidate the company or
ta cease its operations, and as they have concluded that the company’s financial position means that this is realistic. They have also
concluded that there are no material uncertainties that could have cast significant doubt over its ability to confinue as a going
concern for at least a year from the date of approval of the Regulatory Accounts ("the going concern period™}).

We are required to report to you if we have concluded that the use of the going concern basis of accounting is inappropriate or there
is an undisclosed material uncertainty that may cast significant doubt over the use of that basis for a period of at least a year from
the date of approval of the Regulatory Accounts. In our evaluation of the directors’ conclusions, we considered the inherent risks to
the company's business model, including the impact of Brexit, and analysed how those risks might affect the company's financial
resources or ability to continue operations over the going concern period. We have nothing to repart in these respects.

However, as we cannot predict all future events or conditions and as subseqguent events may result in outcomes that are inconsistent
with judgements that were reasonable at the time they were made, the absence of reference to a material uncertainty in this auditor's
report is not a guarantee that the company will continue in operation,

Other information

The directors are responsible for the other information. The other information comprises the operating and financial review and
director's report included in the annual report, other than the Regulatory Accounts and our auditor's report thereon. Our opinion on
the Regulatory Accounts does not cover the other information and, accordingly, we do not express an audit opinien or any form of
assurance conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether, hased on our Regulatory Accounts audit work,

the other infarmation is materially misstated or inconsistent with the Regulatory Accounts or our knowledge obtained in the audit.
Based solely on that work, we have not identified material misstatements in the other information.
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Independent auditors’ report
to the Gas and Electricity Markets Authority "the Regulator") and Thanet OFTQ Limited

Directors’ responsibilities

As explained more fully in the Directors' Responsibility Statement on page 25, the directors are responsible for the preparation of the
Regulatory Accounts in accordance with conditions E2 of the Company's Regulatory Licence and the accounting policies set out in
note 1 to the Regulatory Accounts, and for such internal control as the directors determine is necessary to enable the preparation of
Regulatory Accounts that are free from material misstatement, whether due to fraud or error.

In preparing the Reguiatory Accounts, the directors are responsible for assessing the Company's ability to confinue as a going
concem, disclosing, as applicable, matters retated to going concern and using the going concern basis of accounting unless the
directors either intend to liquidate the Company or to cease operations, or have no realistic alternative but to do so.

Auditor's responsibilities

Our objectives are to obtain reasonable assurance about whether the Regulatory Accounts as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance is a
high level of assurance, but is not a guarantee that an audit conducted in accordance with 1SAs (UK) will always detect a material
misstaternent when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of the Regulatory
Accounts.

A further description of our responsibilities is located on the FRC's website at: www.fre.org.uk/auditorsresponsibilities.

The purpose of our audit work and to whom we owe our responsibilities

This report is made, on terms fhat have been agreed, solely to the Company and the Regulator in order to meet the requirements of
the 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 (a) to assist the Company to meet its obligation under the
Reguiatory Licence to procure such a report and (k) to facilitate the carrying out by the Regulator of its regulatory functions, and for
na other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Regulatar, for our audit work, for this report or for the opinions we have formed,

Our opinien on the Regulatory Accounts is separate from our opinion on the statutory financial statements of the Company for the
year ended 31 March 2019 on which we reported on 29 July 2019, which are prepared for a different purpose. Our audit report in
relation to the statutory financial statements of the Gompany (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. To the fullest extent permitted by faw, we do not accept or assume responsibility to anyone other than the company and the
company’s members as a body for that audit work, for the audit report, or for the opinians we have formed in respect of that audit.

e

Tom Eve
for and on behalf of KPMG LLP

Chartered Accountants
15 Canada Square
London, E14 5GL

Z? July 2018
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Thanet OFTO Limited

Registered number: 07343534
Income Statement

for the year ended 31 March 2019

Notes
Revenue 3
Other operating income 4
Other operating expenses 4
Operating profit/{loss)
Financiat Income 5
Financial expenses 5
Profit before taxation
Taxation 6

Profit for the year

2019 2018
£'000s £'000s
3,541 4,213
2,500 -
(3,994) (6,137)
2,047 (1,924
12,023 12,257
(9,073) (9,233)
4,997 1,100
(1,070) (542)
3,927 558

The notes on pages 33 to 57 form part of these regulatory financial statements.

The results reported above relate to continuing operations.
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Thanet OFTO Limited

Registered number: 07343534
Statement of comprehensive income

for the year ended 31 March 2019

Notes 2019 2018
£'000s £'000s
Profit for the financial year 3,827 558

items that are or may be reclassified subsequently to
profit or loss:

Effective portion of changes in FV of cash flow hedges 12 (3,883) 7,500
Deferred taxation arising on cash flow hedges 6 660 {1,275)
Total other comprehensive (loss)/profit (3,223) 6,225
Total comprehensive profit for the year 704 6,783
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Thanet OFTO Limited
Registered number: 07343534
Statement of Financial Position
as at 31 March 2019

Notes
Non-current assets
Transmission owner asset 7
Deferred taxation asset 8
Total non-current assets
Current assets
Trade and other receivables
Transmission owner asset 7
Cash and cash equivalents 9
Total Current Assets
Total Assets
Current Liabilities
Borrowings 10
Trade and other payables 1"
Total current liabilities
Non-current liabilities
Borrowings 10
Derivative financial liabilities 12
Total non-current liabilities
Total Liabilities
Net Liabilities
Equity
Called up share capital 13

Cash flow hedge reserve
Retained earnings

Total equity

These financial regulatory statements, comprising the Income Statement, Statement of
Comprehensive Income, Statement of Financial Position, Statement of Changes in Equity,
Cash flow Statement, accounting policies, and notes to the regulatory financial statements, on
pages 33 to 57 were approved by the Board of Directors on 2 July 2019 and were signed on

its behalf by:

A

John Sinclair
Director
Approved by the board on 29 July 2019

30

2019 2018
£'000s £'000s
168,966 172,289
1,421 1,831
170,387 174,120
343 731
3,362 3413
9,845 12,406
13,550 16,550
183,937 190,670
(7,113) (7,366)
(1,493) (2,935)
(8,6086) (10,301)
(168,397) (173,921)
(21,386) (17,503)
(189,783) (191,424)
(198,389) (201,725)
(14,452) (11,055)
1 1
(17,749) (14,526)
3,296 3,470
(14,452) (11,055)




Thanet OFTO Limited

Registered number: 07343534
Statement of Changes in Equity
for the year ended 31 March 2018

Note

At 1 April 2017

Profit or loss

Cash flow hedge movements in the year
Deferred taxation on cashflow hedge
movements in the year

Total comprehensive income (loss)
Dividends

At 31 March 2018

At1 April 2018

Profit or loss

Cash flow hedge movements in the year
Deferred taxation on cashflow hedge
movements in the year

Total comprehensive income (loss)

Dividends 13

At 31 March 2019

3t

Share Cash flow Retained Total
capital Hedge Earnings Equity
Reserve
£000's £'000s £'000s £'000s
1 {20,751) 2,912 {17,838}
- - 558 558
- 7,500 - 7,500
(1,275) - (1,275)
- 6,225 558 6,783
1 {14,528} 3.470 {11,055}
i (14,526) 3,470 (11,055)
- - 3,927 3,927
- (3,883) - {3,883)
860 - 660
- (3,223) 3,927 704
- - (4,101} {4,101}
1 (17,749) 3,296 (14,452)




Thanet OFTO Limited

Statement of Cash Flows
for the year ended 31 March 2019

Notes
Cash flows from operating activities
Profit for the year
Adjustments for:
Taxation 6
Financial income 5
Financial expense 5
income recognised in respect of financiai asset 7

Decreasef{increase) in trade and other receivables
{Decrease)increase in trade and other payables

Net cash flows generated from operating activities

Cash flows from investing activities
Interest received

Net cash flow generated from investing activities

Cash flows from finarncing activities
Equity dividends paid

Interest Paid

Repayment of senior debt

Net cash used in financing activities

Net (decrease)fincrease in cash flow

Cash as at 1 April
Cash as at 31 March
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2019 2018
£'000s £000s
3,927 558
1,070 542
{12,023) (12,257)
9,073 9,233
2,047 {1,924)
15,344 15,633
388 4,605
(1,442) (1,263
14,290 18,975
16,337 17,051
53 29

53 29
(4,101 -
(9,872) {(9,233)
(4,978) {4,013)
(18,951) {13,246}
(2,561 3,834
12,406 8,572
9,845 12,406




Thanet OFTO Limited
Notes to the regulatory regulatory financial statements
for the year ended 31 March 2019

1

Summary of significant accounting policies

Thanet OFTO Limited {company registration number: 07343534) is a company incorporated, domiciled and registered in the
UK. Registered office: 6th Fioor Balfour Beatty Investments Limited, 350 Euston Road, Regents Piace, London, United
Kingdom, NW1 3AX.

Basis of preparation

These regulatory financial statements have been prepared in accordance with standard condition E2 of the licence and IFRS as
issued by the IASB and as adopted by the European Union. They are prepared on the basis of all IFRS accounting standards
and interpretations that are mandatory for the year ended 31 March 2019, and in accordance with the Companies Act 2006
applicable to companies reporting under IFRS. The reguiatory financial statements have been prepared on an historical cost
basis except for the revaluation of derivative financial instruments. The regulatory financial statements are presented in pounds
sterling, which is the functional currency of the Company and are rounded to the nearest £1,000.

The preparation of regulatory financial statements requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosures of contingent assets and liabilities and the reported amounts of revenue
and expenses during the reporting period. Actual results could differ from these estimates, as referred in section J, Critical
accounting judgements, key assumptions and sources of estimation uncertainty on page 37.

Going Concern

The current economic conditions create some general uncertainty, The Directors have reviewed the Company's supply chain
and do not believe that any specific risk has been identified. The Directors have also considered the ability of the Authorities to
continue to pay unitary fees due under the concession contract to the Company's Company and da not consider this to be a
materia risk. The Company's forecasts and projections, taking account of reasonably possible counterparty performance, show
the Company expects to be able to continue to operate for the full term of the concession. Accordingly, they continue to adopt
the going concern basis in preparing the annual report and regutatory financial statements.

The Directors have considered the potential consequences to the Company of the United Kingdom leaving the European Union
and, as at the date of signing this repart, do not anticipate that this will have a significant impact on the Company. This is
primarily because the Company's contractual agreements, including those which cover its financing, are unlikely to he affected.

The Gompany is in a net liabilities position as at 31 March 2018 due to the fair value of the interest rate swaps. The directors
have reviewed the Company's forecasts and projections, taking into account future cash reguirements and forecast receipts,
which show that the Company can continue to meet its debts as they fall due.

Transmission availability arrangements

The Company owns and operates an electricity transmission network that is principally offshore based. This network electrically
connects a wind farm generator to the onshore electricity transmission operator (NGET). The ownership of this transmission
network is subject to regulatory and contractual arrangements that permit it to charge for making its transmission network
available (“transmission availability charges”) to the wind farm generator thereby atlowing the wind farm generator to transmit its
electicity.

The characteristics of the regulatory, legal and contractual arrangements that give rise to the transmission availability charges
referred to above are consistent with the principles contained within IFRIC 12, an interpretation issued by the IFRS
Interpretations Committee. Consequently, the accounting for charges made by the Company for transmission network
availability is consistent with that interpretation.

The major characteristics that result in the application of IFRIC 12 include the following:
« the regulatory arrangements determine the price charged by the Company for its transmission availability services; and

- the regulator has granted a ficence to operate the transmission system for an exclusive period of around 20 years and retains
the rights to grant a transmission licence to a future operator.
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Thanet OFTO Limited
Notes to the regulatory regulatory financial statements
for the year ended 31 March 2019

C Transmission availability arrangements (continued)

A Transmission owner asset has been recognised at cost in accordance with the principles of IFRIC 12. The Transmission
owner asset includes: the cost of acquiring the Transmission network asset from the constructor of the network; and those costs
incurred that are directly attributable to the acquisition of the transmission network. Decommissioning costs will be a service
provided at the end of the contract under the terms of the contract and were factored into the pricing of the contract, as such
they have been treated as a revenue generating activity under IFRIC 12 and costs will therefore be recognised as incurred, as
opposed to being under the scope of IAS 37. The Transmission Owner asset has been classified as a financial asset and is
accounted for as described below — see [ - Financial Instruments.

In accordance with IERIC 12, transmission availability charges are recognised in the regulatory financial statements in three
ways:

- as an adjustment to the carrying value of the Transmission owner asset — see D. Financial Instruments beiow;

« as finance income - see H. Operating and finance income below;

« as operating income - see H. Operating and finance income below.

Transmission availability payments are recognised at the time the transmission service is provided.

The value of amounts invoiced for transmission availability services in any one year is determined by a regulatory agreement
that allows the transmission system operator to invoice an amount primarily relating to the expected availability of the
transmission system during that year, together with the recovery of certain costs. Where the level of availability of the
transmission system or the costs that are permitted to be recovered is different to that expected this might result in an
adjustment to charges in a subsequent accounting period. Such potential adjustments to future charges are not recognised in
the regulatory financial statements as assets or liabilifies, until as such time as prices are changed to reflect these adjustments
and, consequently, there is no impact on the Income Statement until such time as prices are changed.

D Financial instruments
Trade and loan receivables - applicable before 1 January 2018
Trade and loan receivables, including time deposits and demand deposits, are initially recognised at fair value and
subsequently measured at amortised cost, less any appropriate allowances for estimated irrecoverable amounts. A provision is
established for irrecoverable amaunts when there is objective evidence that amounts due under the original payment terms will
not be collected. Indications that the trade or foan receivable may become irmecoverable would include financial difficulties of
the debtor, likelihood of the debtor's insolvency, and default or significant failure of payment.

Trade and loan receivables - applicable after 1 January 2018

Trade debtors, loans and other receivables that have fixed or determinable payments that are not quoted in an active market
are classified as 'amortised cost'. Loans and receivables are measured at amortised cost using the effective interest method,
less any impairment. Interest is recognised by applying the effective interest rate, except for short-term receivables when the
recognition of interest would be immaterial. The effective interest method is a method of calculating the amortised cost of a debt
instrument and of allocating the interest income over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts through the expected Ffe of the debt instrument to the net carrying amount on initial
recognition,

The Transmission owner asset is classified as a financiai instrument and is carried at amortised cost using the effective interest
rate method reflecting adjustments to its carrying value as referenced above — see C. Transmission availability arrangements.
The annual revenue is agreed upfront with the client including the RPI uplift per the licence. The maximum credits available are
5% and penalties available are 10% of base revenue for that year which is shared. Due to the nature of the contractual
arrangements the projected cash flows can be estimated with a high degree of certainty. Finance income relating to the
Transmission owner asset is recognised in the Income Statement as a separate line item — “Finance income”, see H. Operating
and finance income below.

Trade payables are initially recognised at fair value and subsequently measured at amortised cost.
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Thanet OFTO Limited
Notes to the regulatory regulatory financial statements
for the year ended 31 March 2019

D Financial instruments {continued)
Borrowings, which include fixed interest-bearing debt, are recorded at their carrying value which reflects the proceeds received,
net of direct issue costs. Derivative financial instruments are recorded at fair value, and where the fair value of a derivative is
positive, it is carried as a derivative asset and, where negative, as a derivative liability. Gains and losses arising from the
changes in fair value are included in other comprehensive income in the period they arise.

No adjustment is made with respect to derivative clauses embedded in financial instruments or other contracts that are closely
related to those instruments or contracts.

There are no embedded derivatives in host contracts that are not considered to be closely related; consequently, no embedded
derivatives are separately accounted for as derivative financial instruments.

E Hedge Accounting
Cash Flow Hedges
The Company has entered into an arrangement with third parties that is designed to hedge future cash receipts arising from its
actlvities as a provider of transmission availability services (RPI swaps) and to minimise the risk of changing LIBOR in
connection with the Senior Term loan interest payments (interest Rate swaps). The Company has designated that this
arrangement is a hedge of another (non-derivative) financial instrument, to mitigate the impact of potentiai volatility on the
Company’s net cash fiows.

To qualify for hedge accounting, documentation is prepared specifying the hedging strategy, the component transactions and
methodology used for effectiveness measurement.

Changes in the carrying value of financial instruments that are designated and effective as hedges of future cash flows ("cash
fiow hedges™) are recognised directly in the hedging reserve under equity and any ineffective portion is recognised immediately
in the Income Statement. Amounts deferred in equity in respect of cash flow hedges are subsequently recognised in the Income
Statement in the same period in which the hedged item affects net profit or loss.

F Impairment of assets

jmpairments of assets are calculated as the difference between the carrying value of the asset and its recoverable amount, if
lower. Where such an asset does not generate cash fiows that are independent from other assets, the recoverable amount of
the cash-generating unit to which that asset belongs is estimated. Recoverable amount is defined as the higher of fair value
fess costs to sell and estimated value in use at the date the impairment review is undertaken. Value in use represents the
present value of expected future cash flows, discounted using a pre-tax discount rate that reflects current market assessments
of the time, value of money, and the risks specific to the asset for which the estimates of future cash flows have not been
adjusted. Tests for impairment are carried out only if there is some indication that the carrying value of the assets may have
been impaired. impairments are recognised in the Income Statement and, where material, are disclosed separately.

G Income taxation
Income taxation comprises current and deferred taxation. Income taxation is recognised where a taxation asset or liability arises
that is permitted to be recognised under generally accepted accounting principles. All identifiable taxation assets or liabilities
are recognised in the Income Statement except to the extent that the taxation arising relates to other items recognised directly
in equity, in which case such taxation assets or liabilities are recognised in equity.

Taxation
Corporation tax is provided at amounts expecied to be paid (or recovered) using the tax rates and laws that have been enacted
or substantively enacted by the Statement of Financial Position date.
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Thanet OFTO Limited
Notes to the regulatory regulatory financial statements
for the year ended 31 March 2019

G Income taxation (continued)
Deferred Taxation
Deferred taxation is provided using the Statement of Financial Position liability method, and is recognised on temporary
differences between the carrying amounts of assels and liabilities in the regulatory financial statements, and the corresponding
tax bases used in the computation of taxable profit.

Deferred taxation liabilities are generally recognised on all taxable temporary differences, and deferred taxation assets are
recognised to the extent that is prabable that taxable profits will be available against which deductible temporary differences can
be utilised.

Deferred taxation is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset is
realised, based on the tax rates (and tax laws) that have been enacted, or substantively enacted, by the Statement of Financial
Position date.

Unrecognised deferred taxation assets are reassessed at each Statement of Financial Position date and are recognised to the
extent that it has become probable that future taxable profit will allow the deferred taxation asset to be recovered.

H Operating and finance income
General
As indicated above, see C. Transmission availability arrangements, amounts invoiced in respect of transmission availability
charges, net of vaiue added tax, are attribtted to operating income, finance income or as an adjustment to the carrying value of
the Transmission owner asset in the manner described below. Finance and operating income reflect the principal revenue
generating activity of the Company, that being revenue associated with the provision of transmission availability services and
consequently, are presented as separate line items within the Income Statement before other costs and net interest costs.

Operating income

Operating income represents the income derived from the provision of operating services. Such services include those
activities that result in the efficient and safe operation of the Company's transmission assets, and are reflective of the costs
incurred in providing those services, including the cost of insuring the transmission assets on behalf of a stand-alone
transmission owner. An estimate has been made as to the appropriate revenue that shouid be attributable to a stand-alone
operator with responsibility for operations, maintenance and insurance.

Finance income

Finance income arising from the provision of transnission availability services represents the return that an efficient stand-
alone "transmission owner” would expect to generate from the holding of the Transmission owner asset and an estimate has
been made as to the appropriate refurn that such an owner would generate having regard to the risks associated with those
arrangements. The return that is generated on this asset is allocated to each period using the effective interest rate method.

I Cash and cash equivalents
Cash and cash equivalents include cash held at bank and in hand, together with short-term highly liquid investments with an
original maturity of less than six months that are readily convertible to known amounts of cash, and subject to an insignificant
change in value.
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Thanet OFTO Limited
Notes to the regulatory regulatory financial statements
for the year ended 31 March 2019

J  Critical accounting judgements, key assumptions and sources of estimation uncertainty
The preparation of regulatory financial statements requires management to make accounting judgements, estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosures of contingent assets and liabilities, and the
reported amounts of revenue and expenses during the reporting period. Actual results could differ from these estimates.

Assumptions and estimates are reviewed on an on-going basis and any revisions to them are recognised in the period the
revision occurs. The following is a summary of the oritical accounting policies adopted by the Company together with
information about the key judgements, estimations and assumptions that have been applied.

Judgements

i) Transmission availability arrangements — income and related asset recognition

The Directors after due enquiry have identified that the characteristics of the regulatory, legal and contractual arrangements that
give rise fo transmission availability charges are consistent with the principles contained within IFRIC 12. Consequently, the
accounting for charges made by the Company for transmission network availability is consistent with that interpretation.

As a consequence of this decision, the following outcomes foliow:
a. A Transmission owner asset has been recognised at cost in accordance with the principles of IFRIC 12; and

b. In accordance with IFRIC 12, transmission availability charges are recognised in the regulatory financial statements in three
ways: as finance income, as operating income and as an adjustment to the carrying value of the Transmission owner asset,

An alternative accounting analysis could result in a significantly different accounting outcome which would affect the amounts
and classification of asset and liahilities in the Statement of Financial Position and alter the income recognition and presentation
of amounts included within the Income Statement.

The Company has determined that the Transmission owner asset wilt be recovered over a period of 20 years from the date of
Licence grant {17 December 2014) — being the principal period over which the Company is permitted fo levy charges for
transmission availability. This assumption has the effect of determining the amount of finance income and carrying value of the
Transmission owner asset that is recognised in any one year over the life of the project.

Estimates
ii) Operating and finance income

Operating income

Operating income represents the income derived from the provision of operating services to our principal customer, NGET.
Such services include those activities that result in the efficient and safe operation of those assets and are reflective of the
costs incurred in providing those services, including the cost of insuring those assets on behalf of a stand-alone transmission
owner. Estimates and judgements have been made by management to estimate the appropriate amount of revenue that would
be attributable to this income classification as if this service were provided by an independent stand-alone operator with
responsibility for operations, maintenance and insurance. To the extent that an alternative judgement or estimate was made as
ta the reascnable level of revenue attributable to such an operator, then in the case of the Company, the level of income
attributed to finance income {see below) would be amended.
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Thanet OFTO Limited
Notes to the regulatory regulatory financial statements
for the year ended 31 March 2019

Finance income

Finance income arising from the provision of transmission availability services represents an estimate of the return that an
officient stand-alone and independent “transmission owner” would expect to generate from the holding of the Transmission
owner asset. Estimates and judgements have been exercised by management to determine an appropriate return to the owner
of such an asset having regard to the risks associated with those arrangements. To the extent that an aiternative judgement or
estimate was made as to the reasonable level of return aftributable to such a transmission asset owner, then in the case of the
Company, the level of income attributed to operating income (see ahove) would be amended.

iii) Hedge accounting and consideration of the fair value of derivative financial instruments

The Company uses derivative financial instruments to hedge certain economic exposures in relation to movements in RPI and
LIBOR as compared with the position that was expected at the dale the underlying transaction being hedged was entered into.
The Company fair values its derivative financial instruments and records the fair value of those instruments on its Statement of
Financial Position.

Movements in the fair values of the Company’s derivative financial instruments may be accounted for using hedge accounting
where the requirements of hedge accounting are met under [FRS inciuding the creation of compliant documentation and
meeting the effectiveness testing requirements. If a hedge does not meet the criteria for hedge accounting, or where there is
some degree of ineffectiveness, then the change in fair value in relation to these items will be recorded in the Income
Statement. Otherwise, in respect of the Company’s derivative financial instruments, these changes in fair value are recognised
in other comprehensive income.

The Company's derivative financial instruments currently meet the stringent hedge accounting criteria under IFRS and alt
movements in fair value of these instruments have been recognised in other comprehensive income. If these hedging criteria
nad not have been met these movements would have been recognised in the Income Statement. As referred to above, the
Company carries its derivative financial instruments in its Statement of Financial Position at fair value. No market prices are
available for these instruments and consequently the fair values are derived using financial modelfs developed by a third party
that is independent of the Company, but use observable market data in respect of RP[ and interest rates as an input to valuing
those derivative financial instruments,

K Accounting developments

i} Accounting standards as applfed to these regulatory financial statements
The Company has adopted the following IFRSs in these regulatory financial statements, with no significant impact on the
regulatory financial statements as a resuit:

+ IFRS 9 Financial Instruments (effective date 1 April 2018)
+[FRS 15 Revenue from Contracts with Customers (effective date 1 April 2018).

The following Adopted IFRSs have been issued but have not been applied by the Company in these regulatory financial
statements. Their adoption is not expected to have a material effect on the regulatory financial statements unless otherwise
indicated:

- IFRS 16 Leases (effective date January 2019);
- Amendments to IAS 12; Recognition of Deferred Tax Assets for Unrealised Losses (effective date to be confirmed);

With the exception of the items disciosed below, the above standards and interpretations are either not relevant to the
Company's current activities or are not expected to have any significant impact on the measurement of assets or liabilities or
disclosures in the regulatory financial statements. Those standards and interpretations that are expected to impact on the
regulatory Enancial statements, either by way of measurement or disclosure, are as follows:

IFRS 9, ‘Financial instruments’ — classification and measurement’

IFRS 9 became effective with effect from the financial year commencing 1 April 2018. The Company adoption of [FRS 9 has not
lead to any material measurement changes as compared with the policies previously adopted by the Company. Further details
are provided in Note 18.
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for the year ended 31 March 201¢

K Accounting developments (continued)
IFRS 15, ‘Revenue from Contracts with Customers’
IFRS 15 became effective with effect from the financial year commencing 1 April 2018.

A 1% margin was applied to the transfer value of the of OFTO assets and revenue was calculated by grossing up the cost of
sales to refiect this margin. OFTO SPV's have a policy of applying a fixed 1% margin during construction and this policy is
unchanged on adoption of IFRS 15. Therefore, there is no impact on the revenue recognised in relation to the vaiue of the
asset transferred to the SPV's at the start of the project.

A feature of the OFTQ's is the absence of ongoing lifecycle works although it does include provisioning for decommissioning
costs which would scope into the above "lifecycle margin®. In all cases, this cash flow would occur in the later phases of the
project and therefore the project to date revenue recagnised is nil. Decommissioning costs have not changed since contract
inception. As lifecycle costs have remained unchanged and the margin applicable to such costs remains at 1%, both costs and
revenue remain unchanged and is unaffected by the intreduction of IFRS 15,

Currently the OFTO's SPV re-calculates the OPEX margin % on a six monthly basis in line with new OPEX cashflow
expectations. Given the only changes to cash flows on a project to date basis affects this margin, the introduction of IFRS 15
does not result in a difference in the amount of revenue recognised under the existing standards.

For the reascns above, on the adoption of IFRS 15 there were no material measurement changes as compared with the
policies currently adopted by the Company.

IFRS 186, 'Leases'

[FRS 16 is currently excepted to be effective with effect from the financial year commencing 1 April 2619. Management are
currently assessing the impact of [FRS 16 and do not expect that its adoption will lead to any material measurement changes as
compared with the policies currently adopted.

2 Operating segment

The Board of Directors is the Company's chief operating decision-making body. The Board of Directors has determined that
there Is only one operating segment - electricity transmission. The Board of Directors evaluates the performance of this
segment on the basis of profit before and after taxation, and cash avaitable for debt service (net cash inflows from operating
activities less net cash flow used in investing activities). The Company and segmental results, Statement of Financial Position
and relevant cash fiows can be seen in the Income Statement, the Statement of Financial Position and cash flow statement on
pages 28, 30 and 32 respectively. Additional notes relating to the Company and segment are shown in the notes to the
regulatory financial statements on pages 33 to 57.

The electricity transmission operation of the Company comprises the transmission of electricity from a wind farm located
approximately seven nautical miles from North Foreland Point on the Kent coast and then connecting directly into the national
grid at the Richborough 132kV substation near Sandwich.

All of the Company's sales and operations take place in the UK and its territorial waters.

Ali of the assets and liabilities of the Company arise from the activities of the segment,

3 Revenue

Revenue of £3,541k, (2018 : £4,213k) relates primarily to the Company's activity as a provider of electricity transmission
services to the Company's principal customer - NGET. The vast majority of the Company's income is derived from NGET.
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4 Other operating income and expenses

Other operating income 2019 2018

£'000s £'000s
Cable repair settlement 2,500 -
Total 2,500 -

Other operating income of £2,500k {2018 £Nil} refates to the final settiement received from the windfarm developer (Thanet
Offshore Wind Limited “TOWL”) in refation to the £3m insurance deductible that was incurred by the OFTO in repairing this

cable fault in previous year.

Other operating expenses 2019 2018
£'000s £'000s

Total 3,994 6,137

Other operating expenses includes auditor remuneration, which comprises:

Auditor remuneration (1) 18 18

Audit-related assurance services (2) 15 15

Total 33 33

1. These represent fees in respect of the statutory audit.

2, These represent fees payable for services by the auditor as per the Licence.

Fees payable for the audit of these regulatory financial staternents were £18k to KPMG LLP {2018 : £18k payable to KPMG
LLP). Fees payable to the Company's auditor in respect of services in relation to engagements performed as per the License
were £15k to KPMG LLP (2018 : £15k}.

The Directors received no safary, fees or other benefits in the performance of their duties during the current or preceding year.
The Company had no employees in the current or preceding year. All costs of the Directors and other staff are borne by the

shareholders who second their empioyees to the Company.

5 Finance Income

Net interest income and expense is as tabulated below:

2019 2018
£'000s £000s
Interest income
interest on bank accounts and deposits 53 29
Financial income 11,970 12,228
12,023 12,257
Interest expense and other financial costs
Interest on senior debt {6,458) (6,625)
Interest on subordinated debt (2,618) (2,605)
Other financial costs 3 3
(9,073} (9,233)
2,950 3,024
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6 Taxation

a) Taxation on items included in the Income Statement

The net taxation for the year is £1,070k (2018 ; £542k), and the composition of that credit is shown in the table below.

The taxation credit on current year profits arising in the year represents deferred taxation, and has been computed at 17%

(2018 : 17%). There is no current taxation included in the Income Statement (2018 : £nil).

The taxation credit for the year differs from the standard rate of corporation tax in the UK of 19% (2018 : 19%) for the reasons

outlined below:

2019 2018

£'000s £000s

Profit before taxation 4,997 4,100

Taxation at 19% (2018 : 19%) on profit/(loss) before taxation 949 209
Effects of:

partial exemption of financial asset revenue (65) 23

adjustments in respect of prior periods (1) -

non quatifying amortisation 288 332

effect of deferred tax rates {101) {22)

Total tax charge 1,070 542

b) Taxation on items included in other comprehensive income

The net taxation credit on items included in other comprehensive income for the year is £660k credit (2018 - £1,275k debit) and
comprises a credit on items arising in the current year of £660k computed at 17% (2018 : 17%) on losses of £3,883k (2018 :
£7,500k gain) and a charge relating to the effect of rate change of £nil. The taxation credit on ifems arising in the current year

represents deferred taxation. There is no current taxation included in other comprehensive income {2018 : £nil).

7 Transmission owner asset

The movement in the carrying value of the transmission owner asset is shown in the table below:

2019 2018
£'000s £'000s
Opening Balance 175,702 179,106
Additions - -
Income recognised in the income statement:
Interest income 11,870 12,228
Other Movements
Cash expenditure 3,051 3,776
Cash received (18,395) {19,408)
Closing Balance 172,328 175,702
Comprising:
Amounts falling due within one year 3,362 3,413
Amounts falling due after more than one year 168,566 172,289
172,328 175,702
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7 Transmission owner asset (continued)
The Transmission owner asset is carried at amortised cost. The estimated fair value of the Transmission owner asset at 31
March 2018 was £233,445k (2018 ; £228,417k). The basis for estimating the fair valus of the Transmission owner asset was to
estimate the net cash flows arising over the estimated economic life of the project, and to discount those expected net cash
flows at a discount rate of 3.44% per year, (2018 : 3.76% per year).

8 Deferred taxation asset

The net deferred taxation asset recognised in the Statement of Financial Position arises as follows:

Fair value Accelerated capital Tax losses Total
losses on allowances
derivatives
£000s £'000s £'000s £'000s
At 31 March 2018 2,976 (2,338) 1,191 1,831
Additions/(Utilisations) 660 (1,069} - {409)
Effect of change in tax rate - - - -
Prior year adiustment - 19 {20) (1)
At 31 March 2019 3,636 (3,386) 1,171 1,421

The deferred tax asset is expected to be recoverable over the asset's life and utilised on future taxable profits.
The fair value losses on derivatives are recognised in the statement of comprehensive income, Accelerated capital allowances
and tax losses are recegnised in the income statement.

Reductions in the UK corporation tax rate from 20% to 19% {effective from 1 April 2017) and to 18% (effective 1 April 2020}
were substantively enacted on 26 October 2015, and an additional reduction to 17% (effective 1 April 2020) was substantively
enacted on 8 September 2016. This will reduce the company's future current tax charge accordingly. The deferred tax assets
and liabilities at 31 March 2019 have been calculated based on these rates.

9 Cash and cash equivalents
Cash and cash equivalents include amounts of £9,131k (2018 : £8,738k) that the Company can only use for specific purposes
and with the consent of the Company's lenders. Of the remaining cash and cash equivalents £714k {2018 : £3668k]} are held for
generat corporate purposes.

The estimated fair value of cash and cash equivalents approximates fo its carrying value.
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10 Borrowings

11

The following table analyses borrowings:

2019 2018
£000s £'000s
Current
Loans 5,791 4,433
Loan interest (16) 545
Subordinated debt interest 1,338 2,388
7,113 7,366
Non-current
Loans 147,772 153,296
Subordinated debt loans 20,625 20,625
168,397 173,921
Total borrowings 175,510 181,287
The following table reconciles the movement of borrowings for the period ending 31 March 2019,
£000s
At 31 March 2018 181,287
Drawdowns -
Repayments (4,978)
Interest accrued 5,406
Interest paid (6,205)
At 31 March 2019 175,510

Loans comprise the Senior Term Loan which bear interest at a margin over LIBOR. The secured subordinated loan stock has
been subscribed by the fellow Company. The loan stock bears interest at a fix rate of 8.5% plus the greater of 1% or
{{RPId/RPId-d)-1)x 100) per cent where RPId is the value of RPIx published or determined for the March which is the last month
prior to the beginning of the financial year and RPId-1 is the value of RPIx for the March which is the last month prior to the
beginning of the previous financial year. For the current financial year 11.87% (2018 : 11.91%) was used to accrue interest.
The loan stock is repayabile in instaiments between 2615 and 2034,

All borrowings are carried at amortised cost. Fair value information in refation to borrowings is shown in note 16.

There have been no instances of default or other breaches of the terms of the financing agreements during the year in respect
of all borrowings outstanding at 31 March 2019,

Trade and other payables

Trade and other payables are as tabulated below.

2019 2018

£'000s £'000s

Trade payables 75 718
VAT creditor 507 526
Accrued expenses 911 1,693
1,493 2,935

Due to their short maturities, the fair value of all financial instruments included within frade and other payables approximates to
their book value. All frade and other payables are recorded at amortised cost,
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12 Derivative financial instruments

Derivatives are financial instruments that derive their value from the price of an underlying item, such as interest rates or other
indices. The Company's Use of derivative financial instruments is described below.

RPI| swaps

The Company has entered into arrangements with third parties for the purpose of exchanging the majority {approximately
63.5%) of variable cash inflows arising from the operation of the Company's transmission assets in exchange for a pre-
determined stream of cash inflows fom these third parties. These arrangements meet the definifon to be classified as
derlvative financial instruments. The Company entered into these derivative arrangerments on 17 December 2014 with a forward
start date for the calculation of the relevant rates commencing on 17 December 2014 and ending on 16 December 2033.

Under the terms of the Licence, regulatory and other contractual agreements, the Company is permitted to charge its principal
customer, NGET, an agreed amount for the services it provides. This amount is uplifted each year commencing 1 April by an
amount computed by reference to the average increase in RPI over the previous 12-month period measured from 1 January
through to 31 December. Where there is a reduction, ar no increase, in the retail price index over the relevant period, then the
charges remain unaitered from the previous year. These derivative arrangements (RP1 swaps) have the effect of exchanging
variable cash inflows (impacted by changes in RPI) in exchange for a known and predetermined stream of cash flows expected
to arise over the same period.

Interest Rate swaps

The Company has entered into arrangements with third parties for the purpose of exchanging the interest rate cash flows,
nased on the notional amount of the Senior Term Loan from a fixed rate of 2.287% to a floating rate of 6M LIBOR for the period
from 17 December 2014 to 16 December 2033. The Directors believe that the use of these swaps is consistent with the
Company's risk management objective and strategy for undertaking these hedges. The vast majority of the Company's cash
outflows relate to borrowings that carry a fixed coupon so that both the principal repayments, and coupon payments are
predetermined. The purpose of these hedges is to generate highly certain cash inflows so that the Company can meet its
obligations under the terms of its borrowing arrangements.

The Directors believe that these hedging relationship are highly effective and that the forecast cash inflows are highly probable
and as a consequence have concluded that the RPI swap and Interest Rale Swap derivatives meet the definition of a cash flow
hedge and have formally designated them as such.

Carrying value of all derivative financial instruments

Alt of the Company’s derivative financial instruments are carried at market value. The catrying value of all derivative financial
liabilities at 31 March 2019 was £21,386k (2018 : £17,503k). All of the movement in the fair value of these derivative
instruments has been recorded in the cash flow hedge reserve amounting to a debit of £3,883k (2018 ! credit of £7,500k).

ineffective portion of cash flow hedge recognised in the income statement was £nil (2018 : £nil).

Further details regarding financial instruments and their refated risks are given in note 186.
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13 Called-up share capital

Share capital is as analysed below.

2019 2018
No. 000's No. 000's
Authorised, aliotted, called-up and fully paid
Opening balance 1 1
Shares issued - -
Closing balance i 1
2019 2018
£ 000's £000's
Authorised, allotted, calied-up and fully paid
Opening balance 1 1
Shares issued -
Closing halance 1 i

The Company has one class of Ordinary Share with a nominal value of £1 which carries no right to fixed income. The holders of
Ordinary Shares are entitled to receive dividends as declared and are entitted to one vote per share at meetings of the
Company.

Dividends
2019 2018
£ 000's £000's
Dividends paid 4,101 -
2019 2018
No. of Shares £ £
Dividends per share 1000 4101 -

The holders of the ordinary shares are entitled to receive dividends as declared from time to time and are entitled to one vote
per share at meetings of the Company.
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14 Cash flow statement

a) Recongciliation of net cash flow to movement in net debt

The reconciliation of net cash flow to movement in net debt is as analysed below:

2019 2018
£'000s £000s
Movement in cash and cash equivalents (2,561) 3,834
Net increase in borrowings 14,850 13,243
Change in net debt resulting from cash flows 12,289 17,077
Non-cash net interest expense included in net debt {9,073) (9,230
Change in fair values of derivatives (3.883) 7,500
Movement in net debt in the year {667) 15,347
Net debt at start of year {1686,384) {201,731)
Net debt at end of year (187,051) {186,384)
Cash and Borrowings Derivatives Total
cash
equivalents
£'000s £'000s £'000s £'000s
At 1 April 2017 8,572 (185,300) (25,003) {201,731}
Cash fiow 3,834 13,243 - 17,077
Change in fair values - - 7,500 7,500
Non-cash net interest - (9,230} - (9,230)
At 31 March 2018 12,406 (181,287) {17,503} (186,384)
Cash flow (2,661) 14,850 - 12,289
Change in fair values - - {3,883) (3,883}
Non-cash net interest - {8,073) - (9,073}
At 31 March 2019 9,845 (175,510) (21,386) {187,051)
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15 Related party transactions

The following information relates to transactions with related parties during the year. These transactions were carried out in the
normal course of business.

Total
2019 2018
£'000s £'000s
Expenditure
Thanet OF TO Intermediate Limited - Interest 2,618 2,605
Balfour Beatty Investments Limited - Management Services 329 290
Equitix Infrastructure 3 Limited - Managed Services 307 296
Balfour Beatty Utility Solutions - O & M Services 2,467 2,387
5,721 5,558
Total
2019 2018
£'000s £'000s
Outstanding balances at 31 March:
Borrowings payable - Thanet OFTO Intermediate Limited 20,625 20,625
interest accrual - Thanet OFTO Intermediate Limited 1,338 2,121
Balfour Beatty Investments Limited - Management Services 29 -
Equitix Infrastructure 3 Limited - Managed Services 77 1
Balfour Beatty Utility Solutions - O & M Services 200 518
22,269 23,263
A summary of funding transactions with Thanet OFTO Intermediate Limited is shown below:
2019 2018
£000s £'000s
Borrowings from intermediate undertaking
Opening balance 23,013 22,745
interest payments (3,668) (2,337)
Non-cash interest 2,618 2,605
Closing balance 21,963 23,013

Borrowings from Thanet OFTO Intermediate Limited were negotiated on normal commercial terms and are repayable in
accordance with the terms of the secured 8.50% loan notes 2034 (“the notes”). Repayments of interest were made during the
year. Absent any non-compulsory repayment of the notes, the notes are coniractually repayable on 30 September 2034,

Balfour Beatty Investments Limited (BBE) was a related party of the Company during the year ended 31 March 2019 by virtue of
it being a related party in Balfour Beatty OFTO Holdings Limited (BBOHL} through to 31 March 2019. The services provided to
the Company by BBI were under normal commercial terms and refated to professional management and financial services as
described in the PSA.

Equitix Infrastructure 3 Limited (Equitix) was a related party of the Company during the year ended 31 March 2019 by virtue of it
being a related party of a Company that held 80% of the equity shareholding in Thanet OFTO Holdco Limited through to 31
March 2019. The services provided to the Company by Equitix were under normal commercial terms and related to professional
management and financial services.

Balfour Beatty Utility Solutions Limited (BBUS) was a related party of the Company during the year ended 31 March 2019 by

virtue of it being a related party in BBOHL through to 31 March 2019, The services provided to the Company by BBUS were
unider normal commercial terms and refated to operator services as detailed in the Operating and Maintenance Agreement.
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15

16

Related party transactions {continued)
No amounts have been provided at 31 March 2019 (2018 : £nil), and no expense was recognised during the year {2048 : £nif} in
respect of bad or doubtful debts for any related party transactions.

Information relating to financial instruments and the management of risk

The Company has the following financial instruments:

2019 2018
Note £'000s £'000s
Financial assets that are debt instruments
measured at amortised cost:
Trade and other receivables 343 731
Financial Asset 7 172,328 175,702
Cash and cash equivalents g 9,845 12,4068
182,516 188,839
Financial liahilities at fair value through profit
or loss:
Derivative financial instruments 12 21,386 17,503
Financial liabilities measured at amortised
cost:
Senior secured loan 10 153,547 158,274
Subordinated loan 10 21,963 23,013
Trade and other payables 11 1,493 2,935
198,389 201,725

a) Fair value disclosures

The following is an analysis of the Company’s financial instruments at the Statement of Financial Position date comparing the
carrying value included in the Statement of Financial Position with the fair value of those instruments at that date. None of the
Company’s financial instruments have quoted prices. Consequently, the following techniques have been used to determine fair
values as follows:

« Cash and cash equivalents — approximates to the carrying value because of the short maturity of these instruments;

. Transmission owner asset — based on the net present value of net discounted cash flows, using a discount rate of 3.44%;
(2018 3.757%)})

« Current borrowings — approximates to the carrying value because of the short maturity of these instruments;

« Non-current borrowings — based on the net present value of net discounted cash flows, using a discount rate of 3.44%, (2018
3.757%)

« Derivative financial instruments ~ based on the net present value of discounted cash flows;

The discount rates above are derived by taking the expected yield from UK gilt treasury bonds with a similar maturity fo the
OFTO licence as at the year end date, with additional risk factor applied.

The tables on the following page compare the carrying value of the Company's financial instruments with the fair vaiue of those
instruments at the Statement of Financial Position date, using the technigues described above. The table excludes those
instruments where the carrying value of the financial instrument approximates to its fair value because the carrying value
approximates to fair value as a result of the short maturity of those instruments. Consequently, no financial instruments which
fall due within the next twelve months are included in this table.
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16 Information relating to financial instruments and the management of risk (continued)
a) Fair value disclosures (continued)

Valuation Method Carrying value
2019 2018
£'000s £'000s
Assets
Mon-current
Transmission owner asset 172,328 175,702
172,328 175,702
Liabilities
Senior secured loan 147,772 153,296
Loan notes 2035 20,625 20,625
Derivative financial instruments 21,386 17,503
189,783 191,424
Fair value
2019 2018
£'000s £'000s
Assets
Non-current
Transmission owner asset Level 3 233,445 228,417
233,445 228,417
Liabilities
Senior secured loan Level 3 165,423 162,137
Loan notes 2035 Level 3 43,356 41,886
Derivative financial instruments Level 2 21,386 17,503
230,165 221,526

The best evidence of falr value is a quoted price in an actively traded market; where this data is available then the instrument is
classified as having been determined using & level 1 valuation. In the event that the market for a financial instrument is not
active, alternative valuation techniques are used. The Company does not have any financial instruments where it is eligible to
apply a tevel 1 valuation technique,

With the exception of the Transmission owner asset and borrowings, alf of the other fair values have been valued using Levet 2
valuation techniques as identified in the preceding table which means that in respect of the Company's financial instruments
these have been valued using models where all significant inputs are based directly or indirectly on observable market data.
Fair value of interest rate swaps has been calculated using the RBS toolkit taking into consideration loan repayment profiles.
RP| swaps have been valued by management by discounting future cashflows from the Company's financial model, with
reference to bank valuations from four banks; Sumitomo Mitsui Banking Corporation (SMBC), Unicredit Bank AG, The Bank Of
Tokyo-Mitsubishi UFJ Ltd., and Credit Agricole Corporate and Investment Bank. Management have benchmarked the
individual bank valuations against each other o verify the valuations.

In the case of the Transmission owner asset, these have been valued using a valuation technique where significant inputs such
as the assumed discount rate are based on unobservable market data. This means that these financial instruments have been
classified as having been valued using a level 3 valuation and have been identified as such in the previous table.

The Transmission asset has been valued using a discount rate of 3.44%. At a discount rate of 2.94% the fair vaiue of the asset
is £241,765k and at a discount rate of 3.94% the fair value of the asset is £225,555k.
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16 Information relating to financial instruments and the management of risk {continued)
a) Fair value disclosures {continued)
The valuation categories that have been assigned to the financial instruments in the forgoing table have been applied
throughout the year and there have been no reclassifications or transfers between the various valuation categories during the
year.

Cash flow hedges: Interest Rate Swaps

2019 2019 2019
Average contract Notional Fair value

fixed interest rate principal

value
% £'000s £'000s
Less than 1 year 2.29% 5,776 (5,250)
110 2 years 2.29% 7,011 2,629
2 to 5 years 2.29% 24 287 (11,340}
More than & years 2.29% 118,835 (82)
155,909 (14,043)

b) Management of risk
The Board has overall responsibility for the Company's risk management framework. This risk framewark is discussed further in
the Operating and financial review.

The Company's activities expose it to a variety of financiaf risks, which arise in the normal course of business: market risk,
credit risk, and liquidity risk. The overall risk management programme seeks to minimise the net impact of these risks on the
operations of the Company by using financial instruments, including the use of derivative financial instruments ~ being the RPI
swaps and Interest rate swaps described in note 12 that are appropriate to the circumstances and economic environment within
which the Company operates. The objectives and policies for holding, or issuing, financial instruments and similar contracts,
and the strategies for achieving those objectives that have been followed during the year are explained below.

1) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market prices. Changes in market price are derived from: currency movements; interest rate changes, and changes in prices
caused by factors other than those derived from currency or interest rate changes.

The Company operates in the UK and has no significant exposure to foreign currency, and therefore this has an immaterial
impact on market risk. Short-term financial assets and liabilities, such as trade receivables and payables, are not subject to
market risk. lnterest rate risk arises from the use of following financial instruments: Transmission owner asset; borrowings; and
cash and cash equivalents.
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16 information relating to financial instruments and the management of risk (continued)
b) Management of risk (continued)
The Transmission owner asset is carried at amortised cost, and the carrying value is affected by the rate of interest implicit
within the calculation of finance income that has a consequential effect on the carrying value of the Transmission owner asset.

The fair value of the Transmission owner financial asset is subject to price risk caused by changes in RP1.

All of the Company's borrowings, have been issued at variable rates. All borrowings are carried at amortised cost, and therefore
changes in interest rates, in respect of those borrowings, do not impact the Income Statement or Statement of Financial
Position.

Gash and cash equivaients all attract interest at variable rates and therefore are subject to cash flow interest rate risk as cash
flows arising from these sources will fiuctuate with changes in interest rates. However, the interest cash flows arising from these
sources are insignificant to the Company’s activities.

The cash flows arising from the Transmission owner financial asset fluctuate with positive changes in RPIL The Company has
entered into a series of RPI swaps to significantly reduce this cash flow risk. Further details and an explanation of the rationale
for entering into these arrangements are explained in note 12.

For the reasons outlined in note 12, the Directors have designated the RPI swaps as cash flow hedging derivatives and these
are carried at fair value in the Statement of Financial Position. The RPI swaps are considered to be effective cash flow hedges.

iiy Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty fails to meet its contractual obligations.

Credit risk primarily arises from the Company's normal commercial operations that actualty, or potentially, arises from the
Company's exposure to: a) NGET in respect of invoices submitted by the Company for transmission services; b) the
counterparties to the RPI swaps and Interest rate swaps described in note 12; and ¢) short term deposits. There are no other
significant credit exposures to which the Company is exposed. The maximum exposure to credit risk at 31 March 2019 is the
fair value of all financial assets held by the Company. Information relating to the fair value of all financial assets is given above
~note 16 (a). None of the Company's financial assets are past due or impaired.

NGET is the Company's principal customer and income derived from NGET represents the vast majority of the Company's
income. NGET operates a low risk monopoly business within the UK, and the regulatory regime under which they operate
results in a highly predictable, and stable, revenue stream. The regutatory regime is managed by The Adthority and is
considered by the Directors to have a well-defined regulatory framework, which is classified as a predictable and a supportive
regime by the major rating agencies. NGET has an obligation to maintain an investment grade credit rating, which it has
currently maintained. It is also subject to a regulatory financial ‘ring fence’ that restricts NGET's ability to undertake transactions
with other National Grid subsidiaries, which includes the paying of dividends, lending or the tevying of charges. Even in the very
unlikely circumstance of NGET's insolvency, it is probable that any amounts outstanding would still be recovered. This arises
because NGET is also a 'protected energy Company' under the terms of the Energy Act 2004, which allows the Secretary of
State to apply for an energy administration order which would give priority to the rescue of NGET as a going concern,

Having considered the credit risks arising in respect of the exposures to NGET, as detailed above, the Directors consider that
those risks are extremely low. At 31 March 2019 amounts due from NGET amounted to £nif {2018 : £nil).
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16 Information relating to financial instruments and the management of risk (continued)
k) Management of risk (continued)
In respect of the counterparties to the cash fiow derivative hedges {RPI swaps and Interest Rate swaps) these arrangements
have been entered into with banks. At 31 March 2019, the fair values attributable to these positions were liabilities amounting to
£91,386k (2018 ; £17,503k), and as a consequence there is no credit risk to the Company at this date.

Cash and cash equivalents comprise cash in hand and deposits which are readily convertible to cash. It is the Company’s
policy, and requirement under the Company's fending agreements, that such investments can only be placed with banks and
other financial institutions with short term senior debt rating of at least A-1 or better issued by Standard & Poor's, or P-1 or
better issued by Moody’s. Ali of these deposits are subject to insignificant risk of change in vaiue or credit risk.

i#i) Liquidity risk and Going Concern

Liquidity risk is the risk that the Company will have insufficient funds to meet its liabilities. The Board of Directors manages this
risk.

As a result of the regulatory environment under which the Company operates; the credit worthiness of the Company’s principal
customer (NGET), and the RP| swaps that has been put in place, the cash inflows generated by the Company are highly
predictable and stable. In addition, all of the Company's senior debt carries a fixed coupon, and based on the forecasts
prepared by the Company, all of these debt service costs are expected to be met from the cash inflows the Company is
expected to generate over the whote period of the project. During the year ending 31 March 2019, senior debt service costs
amounted to £11,184k {(2018: £10,909k).

There is no contractual obligation for the Company to service the secured loan notes untit Masch 2031 although it is the
Company’s intention to service this borrowing when cash flows are sufficient, and it is prudent fo do so. Cash outflows in
respect of the secured loan notes amounted to £3,668k (2018: £2,337K).

In accordance with the conditions of the various lending agreements, the Company is required to transfer funds to certain
specified bank accounts andfor hold certain amounts on deposit for specified purposes. Access to these bank accounts by the
Company is subject to the agreement of the lenders and, in particular, access to amounts held on deposit held for specified
purposes is restricted under the lending agreements. Such specific purposes include the holding of sufficient funds in restrictive
bank accounts to meet senior debt servicing requirements for a period of six months in the future. The Company's use of these
funds is restricted either to the specific purpose contemplated by the lending agreements, or until certain conditions are met or
exceaded. Where these conditions are met or exceeded then the use of any net cash generated in excess of the minimum
necessary to meet the restrictive conditions is unfettered.

At 31 March 2019, cash and cash equivalents included £9,131k (2018 : £8,738k) that are held for specific purposes in the
rsanner described above and additional amounts of cash and cash deposits amounting to £7,144k (2018 : £3,668k) are
avaifable for general corporate purposes.

The Company prepares both shori-term and fong-term cash fiow forecasts on a regular basis to assess the liquidity
requirements of the Company. These forecasts also include a consideration of the lending requirements including the need to
transfor funds to certain bank accounts that are restricted as to their use. it is the Company's policy to ensure, as far as
possible, that it will have sufficient liquidity to mest its liabilities when due without incurring unacceptable losses or risking
damage to the Company’s reputation.

Future coste are potentially at risk due to the cost of decommissioning. To mitigate this risk a Decommissioning Reserve
Account has been opened and will start to be funded from year 11.
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16 Information relating to financial instruments and the management of risk (continued)

b) Management of risk {(continued)

During the year the Company has continued fo meet its contractual obligations as they have fallen due and based on the
forecasts prepared the Directors expect that the Company wil continue to do so far the foreseeable future. The Company has
exceeded its financial covenants in relation to the obligations that it has to senior debt hoiders and the forecasts continue to
support that these will continue to be exceeded. In addition, further liquidity is also availabie in the form of committed facilities,
as referenced above. Al of these factors have allowed the Directors to conclude that the Company has sufficient headroom to
continue as a going concern. The statement of going concern is included in the Operating and financlal review.

The contractual cash flows shown in the table on the following page are the contractual undiscounted cash flows relating to the
refevant financial instruments. Where the contractual cash flows are variable based on a price or index in the future, the
contractual cash fiows in the table have been determined with reference to the relevant price, interest rate or index as at the
Statement of Financial Position date.

In determining the interest element of contractual cash flows in cases where the Company has a choice as to the length of
interest calculation periods and the interest rate that applies varies with the period selected, the contractual cash flows have
heen calculated assuming the Company selects the shortest available interest calculation periods.

Where the holder of an instrument has a choice of when to redeem, the following tables are prepared on the assumption the
holder redeems at the earliest opportunity.

The numbers in the following tables have been included in the Company's cash flow forecasts for the purposes of considering

Liquidity Risk as noted above. The table below shows the undiscounted contractual maturities of financial assets and financial
liabilities, including interest.
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16 information relating to financial instruments and the management of risk {continued}
b) Management of risk {continued)

2019 2019 2019 2019
0-1 years 1-2 years 2-5 years > 5 years
£'000s £'000s £000s £'000s
Liquidity risk
Non-derivative financial assets
Transmission owner asset 15,095 15,042 52,021 217,998
Prepayments 343 - - -
Cash and cash equivalents 9,845 - - -
25,283 15,042 52,021 217,898
Non-derivative financial liahilities
Senior Loan {11,830} (12,778) (39,834) (144,164}
Subordinated debt {2,188) (2,614) (7,367} (48,443)
Trade and other non-interest bearing liabilities {1,493} - - -
{15,511) {15,392} (47,201) (192,607)
Derivative financial liabilities
RPI1 and Interest Rate Swaps 461 481 1,612 8,343
Net total 10,233 1,031 6,432 33,734
2018 2018 2018 2018
0-1 years 1-2 years 2-5 years > 5 years
£'000s £000s £'000s £'000s
Liquidity risk
Non-derivative financial! assets
Transmission owner asset 14,747 15,006 50,398 235,611
Prepayments 731 - - -
Cash and cash equivalents 12,408 - - -
27,884 15,096 50,398 235,611
Non-derivative financial liabilities
Senior Loan (11,167) {11,830) {38,957} {157,819)
Subordinated debt (3,668) (2,177} (7,623) (50,816)
Trade and other non-interest bearing liabilities (2,935) - - -
{17,770} (14,007) (46,580) (208,635)
Derivative financial liabilities
RPI and Interest Rate Swaps (2,370) {2,200) (5,823) {18,222)
Net total 7,744 {1,111) (2,005) 8,754
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b} Management of risk {continued)
Confractual Cash flows

2019 2018
Total Total
£'000s £'000s
Liquidity risk
Non-derivative financial assets
Transmission owner asset 301,056 315,852
Prepayments 343 731
Cash and cash equivalents 9,845 12,406
311,244 328,989
Non-derivative financial liabilities
Senior Loan (208,606} {219,773)
Subordinated debt (60,612) (64,284)
Trade and other non-interest bearing liabilities (1,493) (2,935}

(270,711} (286,992)
Derivative financial liabilities
RP! and interest Rate Swaps 10,897 (28,615)

Net total 51,430 13,382

iv) Sensitivities

Changes in RPI and LIBOR affect the carrying value of those financial instruments that are recorded in the Statement of
Financial Position at fair value. Two financial instruments that are carried in the Statement of Financial Position at fair vaiue are
the stand-alone derivative financial instruments - RPI and Interest Rate swaps as described in note 12 above. As explained in
note 12, the Directors believe that these derivative financial instruments have a highly effective hedging retationship with the
underlying cash flow positions they are hedging, and they expect this refationship to continue into the foreseeable future. Any
movement in the fair vaiue of these derivatives would be expected to be recorded in the cash flow hedge reserve, and wouid
not affect the Income Statement. Changes in the fair value of RPI and Interest Rate swaps are expected to be substantially
matched by changes in the fair values of the positions they are hedging, due to the highly effective hedging relationships.
However, the underlying positions being hedged - in the case of RPI swaps a substantial proportion of the cash flows
emanating from the Transmission owner asset are carried at amortised cost. Consequently, any change in the fair value of the
underlying hedged positions wotild not be recorded in the regulatory financial statements. The Directors are of the opinion that
the net impact of potential changes in the fair value of the derivative financial instruments held by the Company has no
substantive economic impact on the Company because of the corresponding economic impact on the underlying derivative
financial instruments it is hedging.

Any changes in future cash fiows in relation fo the derivative financial instruments heid by the Gompany, arising from future
changes in RPI and LIBOR, are expected to be matched by substantially equal and opposite changes in cash flows arising from
or relating to the underlying revenues and costs.

Swap liability fair value sensitivity

SWAPS SWAPS

2019 2018

£'000s £'000s
Af fair value 14,043 11,342
Interest Rate + 0.05% 12,708 9,914
Interest Rate - 0.05% 156,381 12,801

Swap liability fair value sensitivity analysis only impacts equity and not profit and loss, on the assumption that the hedging
relationship remains 100% effective, as per the latest financial model forecasts.
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17

b} Management of risk (continued)

RPI asset fair value sensitivity

RPI RPI

2018 2018

£000s £000s
At fair value 7,343 6,160
RPI + 0.06% 8,008 5,384
RPI - 0.05% 5,860 6,952

RP{ fair value sensitivity analysis only impacts equity and not profit and loss, on the assumption that the hedging relationship
remains 100% effective, as per the latest financial modet forecasts.

v) Capital management

The Company is funded by a combination of senior debt, subordinated debt and equity in accordance with the Directors’
objectives of establishing an appropriately funded business consistent with that of a prudent offshore electricity transmission
operator and the terms of all legal and regulatory obligations including those of the Licence and the Utilities Act 2000.

Senior debt is comprised of a Senior Term Loan borrowed in equal amounts from five different lenders (Sumitomo Mitsui
Banking Corporation (SMBC), Unicredit Bank AG, The Bank Of Tokyo-Mitsubishi UFJ Ltd.,, Norddeutsche Landesbank
Girozentrale and Credit Agricole Corporate and Investment Bank) at a LIBOR+1.6% rate. All senior debt is serviced on a six
monthly basis. The Senior Term Loan is expected to amortise over the life of the project through to December 2033. The total
carrying value of the Loans outstanding at 31 March 2019 amounted to £153,547k (2018 @ £158,274k}. Cover rafios are
managed by way of calcutating any impact shareholder distributions may have on ratios prior to any distribution taking place.

The subordinated loan ranks behind the senior debt and is issued by the Company to Thanet OFTO Intermediate Limited. The
subordinated loan was issued on a commercially priced basis, and carries a fixed rate coupon. At 31 March 2019 the total
principal carrying value of the subordinated loan outstanding amounted to £21,983k (2018 : £23,013k).

Ordinary equity share capital issued during the year amounted to £1 (2018 ; £1).

The Directors consider that the capital strucfure of the Company meets the Company's objectives, and is sufficient to allow the
Company to continue its operations for the foreseeable future based on current projections, and consequently has no current
requirement for additional funding.

Ultimate parent companies and controlling parties

The Company's immediate parent company is Thanet OF TO Holdco Limited, which is incorporated in The United Kingdom and
registered in England and Wales, Thanet OFTO Holdco Limited is the parent company of the largest and smatlest Company of
which the Company is a member and for which Company accounts are drawn up. Copies of the parent regulatory financial
statements are available from its registered address; Level 6, 350 Euston Road, London, NWW1 3AX.

The Company's ultimate parent companies and controlling parties are Balfour Beatty pic and Equitix Fund IIl LP which are
incorporated in The United Kingdom and registered in England and Wales. Copies of the regulatory financial statements for
Balfour Beatty Plc are available from the registered address; 5 Churchill Place, Canary Wharf, London, United Kingdom, E14
5HU. Copies of the regulatory financial statements for Equitix Fund IIf LP are available from the registered address; Welken
House, 10-11 Charterhouse Square, London, United Kingdom, EC1M 6EH.
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18 Change in significant accounting policies

IFRS 9 Financial Instruments
The Company has adopted [FRS 9 with a date of initial application of 1 April 2018. The requirements of IFRS 9 represent a
significant change from |AS 39 Financial Instruments: Recognition and Measurement.

Transition

The Company has assessed that comparative periods do not require restatement as described below,

- An assessment has been performed of the differences in the carrying amounts of financial assets and financial liabifities
resulting from the adoption of IFRS @ and this assessment concluded that there was an immaterial difference.

- Impact to classification of financial instrument:

IFRS 8 contains three principat classification categories for financial assets: measured at amortised cost, Fair vaiue through
other comprehensive income (“FVOCI”) and Fair value through profit and joss (‘FVTPL"). The classification of financial assets
under IFRS 9 is generally based on the business model in which a financial asset is managed and its contractual cash flow
characteristics. [FRS 9 eliminates the previous 1AS 39 categories of held to maturity, [oans and receivables and available for
sale.

IFRS 6 largely retains the existing requirements in tAS 39 for the classification and measurement of financial liabilities.

The following table and the accompanying notes below explain the original measurement categories under 1AS 39 and the new
measurement categories under [FRS 9 for each class of the Group's financial assets and financial liabilities as at 1 April 2018.

Original New carrying

Original carrying amount
Financial Assets Classification New Classification amount under IFRS 9
£'000s £'000s
Loans and
Financial asset receivables Amorttised costs 172,328 172,328
Loans and
Trade and other receivables receivables Amortised costs 731 731
Loans and
Cash and cash equivalents receivables Amortised costs 12,406 12,408

IFRS 15 Revenue from Contracts with Customers
The Company has adopted IFRS 15 with a date of initial application of 1 April 2018.

The adoption of IFRS 15 has resulted in no significant change to the revenue recognised under IAS 18 and IAS 11. The
Company has identified the following performance obligation in relation to the transmission license:

+ Lifecycle maintenance works to be performed over the period of the license and decommissioning costs at the end of the
license.

« Operation support services over the perlod of the license.

Revenue for the above performance obligation continues to be recognised based on the margin method as described in Note
1(K).

Transition

The Company has assessed that comparative periods do not require restatement as there is an immaterial impact on adopting
this standard. Therefore, the comparative information has not been restated and continues to be reported under IAS 18 and IAS
11.
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