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THIS DOCUMENT AND ITS CONTENTS ARE CONFIDENTIAL AND IT IS BEING PROVIDED TO YOU SOLELY FOR YOUR INFORMATION AND FOR USE AT A PRESENTATION TO BE HELD IN CONNECTION WITH THE PROPOSED TENDER OFFER AND THE NEW ISSUE, EACH REFERRED 
TO HEREIN, AND MAY NOT BE REPRODUCED IN ANY FORM OR FURTHER DISTRIBUTED TO ANY OTHER PERSON OR PUBLISHED, IN WHOLE OR IN PART, FOR ANY PURPOSE. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A VIOLATION OF APPLICABLE 
SECURITIES LAWS. 
By attending the meeting where this presentation is made, or by reading the presentation slides, you agree to be bound by the following limitations. This presentation does not constitute an offer to sell, or a solicitation of an offer to subscribe for, any securities referred 
to herein (the “Notes”) of National Grid Electricity Transmission plc (“NGET”), National Grid Gas plc (“NGG” and, together with NGET, the “Company"), National Grid Gas Finance plc (“GDN FinCo”) or its or their respective subsidiaries/affiliates in any jurisdiction in which 
any such offer is unlawful. This presentation is not for distribution, directly or indirectly, in or into Australia, South Africa, Canada, the United States or Japan or any other state or jurisdiction in which it would be unlawful to do so. This presentation does not constitute or 
form a part of any offer to sell, purchase or subscribe for any Notes or other securities in the United States. 
References herein to the “Group” are to National Grid plc together with its subsidiaries (including NGG, NGET and GDN FinCo). 
Neither this Presentation nor any copy of it may be taken or transmitted into the United States of America, its territories or possessions, or distributed, directly or indirectly, in the United States of America, its territories or possessions. Any failure to comply with this 
restriction may constitute a violation of U.S. securities laws. This Presentation is not an offer of securities for sale in the United States. The Notes and the proposed guarantee have not been and will not be registered under the United States Securities Act of 1933, as 
amended (the “Securities Act”). Subject to certain exceptions, the Notes may not be offered, sold or delivered within the United States or to, or for the account or benefit of, U.S. persons. There will be no public offer of the Notes in the United States or in any other 
jurisdiction. 
This presentation does not constitute or form part of, and should not be construed as, an offer or invitation to sell securities, or the solicitation of an offer to subscribe for or purchase securities, and nothing contained herein shall form the basis of or be relied on in 
connection with any contract or commitment whatsoever.  
This presentation is an advertisement and is neither a prospectus nor a tender offer memorandum and investors should not participate in any invitation or offer except on the basis of information contained in the final prospectus or tender offer memorandum, as the case 
may be, that are expected to be prepared and made available by the Company or GDN FinCo, as the case may be, (including the information incorporated by reference therein and, in the case of any new issue(s), includes any final terms published in relation to any 
Notes). Any decision to participate in the tender offer and/or new issue must be made solely and exclusively on the basis of the information set out in the final tender offer memorandum or prospectus (together with any applicable final terms), as the case may be, (when 
available). The tender offer memorandum and the prospectus will contain important information which should be read carefully before any decision is made with respect to the tender offer and/or new issue, respectively. If any bondholder or potential investor is in any 
doubt as to the action it should take, it is recommended to seek its own financial and legal advice, including in respect of any tax consequences, immediately from its broker, bank manager, solicitor, accountant or other independent financial, tax or legal adviser. The 
tender offer memorandum and the prospectus will (when published) include descriptions of certain risks and considerations related to the tender offer and new issue, respectively, and it is recommended that bondholders and potential investors read and carefully assess 
those risks, considerations and all information therein. The summary terms of the potential transactions contained in this presentation are indicative of the terms expected to be detailed within the tender offer memorandum or prospectus (together with any applicable 
final terms), as the case may be. Bondholders and potential investors are required to make their own independent investigations and appraisals of the business and financial condition of GDN FinCo, NGET, NGG, National Grid Gas Distribution Limited (“GDN Co”) and the 
nature of the potential transactions before taking any decision with respect to any transaction. Bondholders and potential investors should make their decision(s) solely on the basis of the tender offer memorandum or prospectus (together with any applicable final 
terms), as the case may be, in final form and not rely on these summary terms and conditions and information as being a complete and accurate representation of the full terms of the transaction(s) and/or any new Notes. By accepting receipt of this communication the 
recipient will be deemed to represent that they possess, either individually or through their advisers, sufficient investment expertise to understand the risks involved in any invitation or offer discussed herein.  
In the United Kingdom this presentation is being made only to and is directed only at (a) persons who have professional experience in matters relating to investments who fall within Article 19(1) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the “Order”) and (b) other persons to whom it may otherwise lawfully be communicated in accordance with the Order (all such persons together being referred to as “relevant persons”). Any person who is not a relevant person should not act or rely on this 
presentation or any of its contents. 
This presentation and its contents are confidential and should not be distributed, published or reproduced (in whole or in part) or disclosed by recipients to any other person. The distribution of this presentation and/or any other documents related to the proposed 
invitation and/or offer into any jurisdiction may be restricted by law. Persons into whose possession this presentation comes should inform themselves about and observe any such restrictions. Any failure to comply with these restrictions may constitute a violation of the 
securities laws of any such jurisdiction. 
The information in this presentation has been provided by the Company or GDN FinCo, as the case may be, or obtained from publicly available sources. This presentation speaks as at the date hereof and has not been independently verified. None of the Company, GDN 
FinCo, any Group member, their respective advisers or any other party is under any duty to update or inform any recipient of any changes to information in this presentation, provide any recipient with access to any additional information or to correct any inaccuracies in 
any such information which may become apparent. No representation or warranty (express or implied) is given by the Company, GDN FinCo, any member of the Group or any of their respective affiliates, agents, directors, partners and employees or any other party that 
the information in this presentation is correct or complete, and to the fullest extent permitted by applicable law none of them accepts any liability whatsoever for any loss or damage howsoever arising from any use of this presentation or otherwise arising in connection 
therewith. 
This presentation has been issued by and is the sole responsibility of the Company and GDN FinCo. None of the Tabulation Agent, the Dealers, the Dealer Managers or their respective affiliates, agents, directors, partners and employees accepts any responsibility 
whatsoever for, or any liability for any loss howsoever arising, directly or indirectly, from this presentation or its contents, or makes any representation or warranty, express or implied, as to the contents of this presentation or for any other statement made or purported 
to be made by it, or on its behalf, including (without limitation) information regarding the Company, the Group, GDN FinCo, GDN Co or the potential transactions/Notes and no reliance should be placed on such information. To the fullest extent permitted by applicable 
law, each of the Dealers and Dealer Managers accordingly disclaims any and all responsibility and/or liability, whether arising in tort, contract or otherwise, which it might otherwise have in respect of this presentation or any such statement.  
 This presentation is published solely for information purposes and does not constitute investment advice. Recipients should consult with their own legal, regulatory, tax, business, investment, financial and accounting advisors to the extent that they deem it necessary, 
and make their own investment, hedging and trading decisions (including decisions regarding the suitability of any Notes) based upon their own judgement as so advised, and not upon any information herein. 
This presentation includes certain “forward-looking statements”. Statements that are not historical facts, including statements about the beliefs and expectations of the Company, GDN FinCo, the Group and their respective directors or management, are forward-looking 
statements. Words such as “believes”, “anticipates”, “estimates”, “expects”, “intends”, “plans”, “aims”, “potential”, “will”, “would”, “could”, “considered”, “likely”, “estimate” and variations of these words and similar future or conditional expressions, are intended to 
identify forward-looking statements but are not the exclusive means of identifying such statements. By their nature, forward-looking statements involve risk and uncertainty because they relate to events and depend upon future circumstances that may or may not occur, 
many of which are beyond the control of the Company, GDN FinCo or the Group and all of which are based on current beliefs and expectations about future events. Such forward-looking statements involve known and unknown risks, uncertainties and other factors, 
which may cause the actual results, performance or achievements of the Company, GDN FinCo, GDN Co or the Group, the performance of any assets or industry results to be materially different from any future results, performance or achievements expressed or implied 
by such forward-looking statements. In addition, even if the Company’s, GDN FinCo’s or the Group’s financial position, business strategy, plans and objectives of management for future operations are consistent with the forward-looking statements contained in this 
presentation, those results or developments may not be indicative of results or developments in future periods. Such forward-looking statements are not guarantees of future performance and are based on numerous assumptions regarding the present and future 
business strategy of the Company, GDN FinCo or GDN Co and the environment in which the Company, GDN FinCo, GDN Co and the Group will operate in the future. These forward-looking statements speak only as at the date of this presentation and the Company, GDN 
FinCo, GDN Co and the Group expressly disclaim any obligation or undertaking to provide any updates or revisions to any forward-looking statements contained in this presentation. Any projections, valuations and statistical analyses are provided to assist the recipient in 
the evaluation of matters described herein. They may be based on subjective assessments and assumptions and may use one among alternative methodologies that produce different results and to the extent they are based on historical information, they should not be 
relied upon as an accurate prediction of future performance. Market data and certain economics and industry data and forecasts used, and statements made herein regarding the Company's and/or GDN FinCo’s, as the case may be, position in the industry, were 
estimated or derived based upon assumptions the Company or GDN FinCo, as the case may be, deems reasonable and from the Company's or GDN FinCo’s, as the case may be, own research, surveys or studies conducted at the Company's or GDN FinCo’s, as the case may 
be, request for it by third parties or derived from publicly available sources, industry or general publications such as newspapers. 
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 In November 2015, we announced that we were contemplating a sale of a majority stake in our 

UK Gas Distribution Business 

 This process is ongoing and, in the coming months, it is anticipated that the Gas Distribution 

Business will be separated from National Grid Gas plc (“NGG”) in contemplation of its future sale 

 This is a high quality, regulated infrastructure asset of scale 

 Operating in a transparent and stable regulatory regime in an attractive market and creditor 

friendly jurisdiction 

 Delivering strong and predictable cashflows 

 In contemplation of this separation and proposed sale, we are looking to raise finance for the new 

entity (“National Grid Gas Distribution” or “NGGD”) 

 The new capital structure will offer investors documentary protections to add to the 

protections provided by the regulatory Licence 

 At the same time National Grid is tendering for existing bonds, seeking to manage the Group’s 

gross leverage position post-sale 
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     UK Gas Distribution Business in the Context of National Grid 

Simplified Overview of National Grid 

The History of National Grid 

Lattice (owner of the UK gas transmission 

and distribution infrastructure) demerged 

from BG Group plc 

NG acquires New England 

Electric System and Eastern Utilities 

Associates in the U.S. 

Sale of four gas 

distribution networks 

in England, Wales 

and Scotland 

Current performance-based 

model for setting U.K. gas 

and electricity network 

companies’ price controls 

comes into effect (RIIO) 

Ownership of UK electricity 

transmission operations and 

assets (National Grid), which 

were part of CEGB(2), are 

transferred to the 12 RECs(2) 

prior to privatisation 

1995 2002 2006 2000 2005 2013 2015 1990 1986 

National Grid listed on 

the London Stock 

Exchange 

Merger of National Grid and 

Lattice Group, 

Acquisition of Niagara 

Mohawk Power Corporation, 

a New York State utility 

Announcement of acquisition 

of KeySpan and Southern 

Union’s gas distribution 

network in the U.S. (actual 

completion in 2007) 

Announcement of the 

commencement of a process for the 

potential sale of a majority stake in 

the UK Gas Distribution business 

Privatisation of 

British Gas, owner of 

the entire UK gas 

value chain 

 National Grid plc (“NG”) is a UK-headquartered international electricity and gas 

network group 

 Focused on electricity and gas transmission and distribution activities in 

the UK and north-eastern US 

 The majority of National Grid’s activities are regulated (over 90% of the group’s 

adjusted operating profit in 2015/2016) 

 National Grid’s gas activities in the UK are currently grouped within the NGG 

subsidiary and include transmission, distribution and metering 

 National Grid’s UK gas distribution business comprises of four networks and is 

currently being carved out from NGG into a stand alone, independent subsidiary 

of National Grid plc 

 Gas metering activities are outside of the scope of the gas distribution 

business and will be retained within NGG and will remain within the NG 

Group 

 LNG Grain is not part of the gas distribution business and will be retained 

within NGG and will remain within the NG Group 

 

1. NG USA Rate Base $18.3bn as at March 2016 

2. CEGB: Central Electricity Generating Board; REC: Regional Electricity Companies 

UK Gas 

Distribution 

Networks 

(GDNs) 

£8.7bn 

UK Gas 

Transmission 

(NGGT) 

£5.6bn 

National Grid Gas 

(NGG) 

NG 

NG USA 

 

Rate Base £12.7bn(1) 

NG UK Electricity 

Transmission (NGET) 

RAV £11.8bn 

Currently holds licence for 

both Gas Transmission and 

Distribution 

Metering 

 East of England 

 North London 

 North West 

England 

 West Midlands 
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     Rationale for the Sale – National Grid Portfolio Strategy 

Asset 

growth rate 

Yield 

ET 

OA 

US 

GT 

GD 

 Proposed sale of a majority stake in Gas Distribution evolves the portfolio to: 

 Rebalance the portfolio towards higher growth  

 Maintain dividend policy and strong balance sheet 



Overview of National Grid Gas Distribution 

Business 
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     NG’s UK Gas Distribution Business at a Glance 

Map of Great Britain Gas Distribution Networks 

 National Grid’s Gas Distribution Networks 

(“GDNs”) account for approximately 50%(1) 

of the total regulated gas distribution assets 

in Great Britain 

 The networks operate c. 130,000 km of 

pipelines serving nearly 11 MM end 

customers(2) 

 The business controls and operates a wide 

range of infrastructure assets required to 

provide reliable and safe delivery of services 

including pipes, warehouses and vehicles 

fleet 

1. Regulatory Asset Value, nominal as of March 2016 

2. National Grid Annual Report 2015/2016 

3. Includes stakes owned by Cheung Kong Holdings Limited, Cheung Kong Infrastructure Holdings Limited and Power Assets Holdings Limited 

CKI(3) (90%) 

Li Ka Shing 

Foundation (10%) 

Wales & South 

West England 

Glasgow 

Edinburgh 

Liverpool 

Bristol 

Sheffield 

Manchester Leeds 

Leicester 
Birmingham 

London 

North West 

England 

 

SSE (50%) 

OTPP (25%) 

Borealis (25%) 

Scotland 

CKI(3) (88%), 

SAS (12%) 

North East England 

West Midlands 

 

East of England 

 

London 

 

SSE (50%) 

OTPP (25%) 

Borealis (25%) 

Southern England 



Overview of Key Assets and Business Activities 

Source: National Grid Gas plc Information 
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Overview of  Network Infrastructure 

 Operations personnel and systems will transfer with the assets 

 The business is organized around three distinct end-to-end 

processes: 

 Operate and Maintain (O&M) 

 Oversees the safe transportation of gas through the 

distribution network 

 This process covers the development of the asset 

maintenance strategy and policy through investment and 

reactive maintenance planning 

 The key focus is to monitor and guarantee network 

integrity and ensure that the statutory obligations are 

met and the network is fit for purpose 

 Emergency Response and Repair (ER&R) 

 Focused on responding to internal and external gas 

escapes and potential emission of carbon monoxide 

from appliances. Emergencies are handled by a call 

centre that operates on a 24/7 basis 

 Also includes gas meter repairs and exchanges and 

network repairs 

 Replace and Extend (R&E) 

 The Replace process oversees any major asset 

replacement programme within the networks. Currently 

the primarily focus is on the iron mains replacement 

programme (1,800 km of replacements per year) 

 The Extend process relates to the connection of new 

customers (25,000 new connections or alterations 

per year) 

High pressure 

system

< 7 bar < 75 mbarg< 70 bar

Offtake
Pressure 

reduction

Pressure 

reduction

Intermediate to medium 

pressure system

Low pressure 

system

Meter

49 offtakes from NTS

108,697 km <75 mbarg

pipeline

52,350 district and                          

5,153 I&C 2 bar PRS

596 high pressure reduction 

stations

5,041 km 70-30 bar 

pipeline

17,290 km of 7 bar –75 

mbarg pipeline

Pipelines Above ground assets
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 Ofgem helps networks mitigate uncertainties and risks that may arise during the regulatory period through several 

“uncertainty mechanisms” 

Mechanisms to  

Deal with Uncertainty 

5 

 Longest regulatory period in Europe 

 Long term visibility of cash flows allowing for longer planning horizon (Repex programme approved until 2032) 

 In May 2016, Ofgem launched a mid-period review focusing on Transmission outputs only 

Long Term Visibility 

4 

 Well-established and exemplary regulatory framework building on Ofgem’s 20+ years of experience in running a debt 

investor friendly regulatory environment, balancing the interests of various stakeholders 

 Ofgem’s periodic regulatory review process is very transparent, provides ample opportunity for consultation and relies 

heavily on data provided by the regulated networks 

Transparent Regulatory 

Framework Managed by 

Experienced and 

Independent Regulator 

1 

Attractive Allowed Return 

with Significant Ability to 

Outperform 

 The allowed equity return for NGGD is attractive, and compares well to other equivalent regulated sectors 

 Gas distribution networks are allowed to retain c.63% of any totex savings against their regulatory approved business 

plans; this retention factor is higher than for the other Ofgem regulated UK businesses 

 The regulatory framework also provides various incentive mechanisms that reward companies that meet and exceed the 

network output targets set by Ofgem 

 Ofgem expects that gas distribution networks will achieve average real returns on regulatory equity (RoRE) ranging from 

8.9% to 11.8% over the current regulatory period 

6 

 Ofgem has a statutory duty to ensure that licence holders can finance their licence obligations, provided they operate 

efficiently 

 The regulator seeks to meet this duty by ensuring that efficient GDNs, with a notional capital structure, can earn an 

appropriate weighted average cost of capital (WACC) and exhibit healthy credit metrics 

Obligation for  

Regulator to Ensure 

Company’s Financeability 

2 

 Revenues are insulated from volume or commodity risk 

 Minimal inflation risk as cash flows and RAV are set in real terms and inflated on the basis of RPI 
Low Risk Profile 

3 
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Continuing Creditor Protections in the Regulatory Licence 

 Maintain an investment grade credit rating at all times; 

 Not make distributions if the credit rating falls to BBB- with negative outlook; 

 Not conduct any business other than (i) transportation business; (ii) metering business; and (iii) a 

de minimis amount of non-transportation business; 

 Not dispose of, or relinquish control over, any transportation assets without Regulator consent; 

 Not enter into any agreement or commitment incorporating a cross-default obligation with another 

entity; 

 Not give or receive cross-subsidies to/from any affiliates; 

 Certify that it is compliant with certain key aspects of its Licence before making any 

dividend/other form of distribution; 

 Ensure it has sufficient financial, management or operational resources to carry on its business 

and comply with its Licence obligations; 

 Annually certify that it has sufficient financial and operational resources to enable it to carry on its 

business for the coming 12 months; and 

 Licence holder to procure from each ultimate controller an undertaking that it will refrain from any 

action, and will procure that any other group company will refrain from any action, that would 

cause the Licence holder to breach any obligations under the Gas Act or the Licence  
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RIIO-GD1 Regulatory Overview 

 The regulatory framework sets an Allowed Revenue amount, with any over or under collection 

due to changes in volumes caught up in later years 

 It is based on earning a reasonable real return on the Regulatory Asset Value (“RAV”) 

 6.7% cost of equity post tax real in RIIO GD-1 

 Real cost of debt tracker based on bond market index (10-year trailing average) e.g. 2.38% 

for 2016/17(1) 

 Costs are remunerated either by being added to the RAV (“slow money”) or directly through 

Allowed Revenue in the year incurred (“fast money”) 

 Part of any cost outperformance versus the agreed business plan is retained by the 

business (c. 63% for the National Grid Gas Distribution assets) 

 Actual non controllable costs and pension and tax allowances also added to Allowed Revenue 

 Further incentives can be earned based on performance and based on estimated cost efficiency 

(IQI Income) 

+ 
Totex incentive 

200bps 

Other incentives 

100bps 13.0% 
ACHIEVED 

RETURN 
10bps 

Additional allowances 

+ + = 
Base return 

9.9% 

Gas Distribution Business Actual Return Performance in 2015/16 

1. Ofgem Cost of Debt Indexation Model 31 October 2015 



Highly Experienced Management and Workforce with a Track Record 

of Delivery 

 The senior management team has worked in the UK 

regulated energy sector for a significant proportion of 

their careers 

 Led by Chris Train OBE the team has extensive 

experience of the gas network business and 

has demonstrated its ability to optimise the 

business and deliver out-performance over 

multiple price control periods 

 NGGD has a strong track record of outperforming its 

regulatory contract and achieving returns in excess of 

its allowances and targets 

 Totex outperformance in 2014/15 was c. 10% 

vs. allowances, consistent with an overall target 

outperformance for the entire RIIO-GD1 period 

of approximately 8% 

 Repex is the principal driver of outperformance 

due to the streamlining of contractor 

relationships and an enhanced contract 

framework successfully negotiated by the 

management team 

 The focus on safety and reliability is relentless leading 

to a network reliability of 99.999% and a standard of 

service for gas emergencies in excess of the 

required 97% 
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11.3  
10.5  

8.9  9.0  

0.0

5.0

10.0

15.0

London West Midlands East of England North West

6.7% 

Ofgem Expects a Well Run Business to Outperform its 

RoRE Allowance 

The Management Team Has a Track Record of Keeping the 

Networks Safe and Reliable 

2014–2021 Average Real Return on Regulatory Equity According to Ofgem 

(%) 

Source: Ofgem Annual Report 2014/2015 

RIIO-GD1 RoRE Allowed RoRE 

Achieved 

above target 

across all 

networks for 

repairing 

gas 

escapes 

12hrs 
Kept the 

network 

safe and 

prevented 

any major 

incidents 

Average 

increase in 

customer 

awareness of 

the dangers 

of carbon 

monoxide 

32% 
We 

connected 

more than 

4,000 

vulnerable 

customers to 

gas in 

2014/15 

4,000 
Gas escapes 

attended 

within 

timescale 

97% 

Source: National Grid Information 2014/2015 



Key Financial Metrics of the Gas Distribution Business and Share of the 

Current Group 

15 
1. Sum of Additions to Intangible Assets and Property, Plant & Equipment from the Notes to the Accounts 

Source: Carve out Financials for NGGD and Company Annual Reports 2015/2016 

79% 

8% 

13% 

NGGD Other NGG NG Group 

£1,905m 

£857m £548m 

£8,654m 

£8,250m 

65% 
14% 

21% 

68% 

11% 

21% 

80% 

6% 

14% 

63% 15% 

22% 

71% 

10% 

19% 

Revenue 

Operating Profit 

Net Operating Cashflows 

Capital Expenditure1 

Regulatory Asset Value 

PP&E 

£1,156m 



Sale Process 



Timeline and Overview 

17 

Business Separation Progress 

Employees  90% transferring under TUPE legislation 

Management Team  Substantially complete 

Systems In progress Being transferred to the new entity 

Outsourcing contracts  Will transfer to NGGD 

Pensions  Sectionalisation agreed with the Pension Trustees 

Insurance  Covered by National Grid group policies until sale completion 

HSE Approvals  Received 

Ofgem Licence Final Step Expected to be in place once separation process finalised 

Business Separation 

Sale Process 

CY 2016 CY 2017 
Q1 Q2 Q3 Q4 Q1 



Operating Company Target Capital Structure 
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 Targeting 65% Net Debt to RAV at NGGD in line with the capital structure assumed by Ofgem 

 Apart from the new debt and pension arrangements, NGGD is a new entity with no legacy liabilities 

 Ongoing discussions with Private Debt providers and Banks about financing 

 

D
e

b
t 

In
s
tr

u
m

e
n

ts
 

 Long Term Private debt: c. £1.0bn 

 Remaining drawn debt: £4.6bn 

 Expect a roughly even split between bonds and long term 
bank debt 

 Undrawn Committed Facilities of £800 million 

OpCo – Base Case 

65% of RAV £5.6bn 



Transaction Structure 



Note: the above represents a simplified group structure 

1. Expected to occur around October 2016 20 

Issuance Structure 

National Grid Gas 

(NGG) 

National Grid 

Holdings One 

 As the Gas Distribution Business has not yet been transferred out of National Grid Gas plc, the issuance structure allows the transfer to 

take place while ensuring that investors always benefit from a guarantee from a UK regulated operating company owning the Gas 

Distribution Business 

 On Issuance: The bonds will be issued by National Grid Gas Finance Plc (“NGGF”) with a guarantee from NGG 

 Following Hive Out: Upon hive out of the Gas Distribution Business, and the transfer of shares in NGGF, from NGG into NGGD 

and subject to certain conditions precedent (as set out on page 23), the NGG guarantee will fall away and be replaced by a new 

guarantee from NGGD 

On Issuance Following Hive Out of Gas Distribution Business1) 

NGGF 

National Grid Gas 
(NGG)  

comprising mainly of transmission 

assets (also including metering) 

National Grid 

Holdings One 

NGGD 
(post asset transfer) 

Bonds 

NGGF 

Guarantee Guarantee 

NGGD 
(pre asset transfer) 

Bonds 
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Indicative Structure Upon Sale Completion  

HoldCo 

NGGD 
(post asset transfer) 

Bonds 

NGGF 

Guarantee 

MidCo 

 It is envisaged that, at the time of the sale, NG and the new 

investor will together form HoldCo, held 49% by NGHO and 

51% by the new investor 

 HoldCo will own the entire share capital of an intermediate 

holding company (MidCo), a newly-created entity formed to 

enter into security arrangements to facilitate potential 

additional leverage beyond the regulatory assumption of 65% 

of RAV. If required by bidders additional debt finance of up to 

20% of RAV (circa £1.8 billion) could be raised at this level 

 Upon completion of sale, MidCo will acquire the entire issued 

share capital of NGGD 

 The financial covenants and ratings steps in the bonds 

provide a level of protection for NGGF Bondholders from the 

impact of any additional debt at MidCo 

 

 

Post Sale of a Majority Stake in NGGD 

National Grid Holdings One New Investors   

51% 49% 



A cross acceleration provision within the bonds(1) 

An “all monies” negative pledge(1) 

                 An investor put at par(2) on loss of licence and a consequential negative rating action(1)  

Cross-acceleration in respect of monies borrowed or related guarantees / indemnities; threshold basket of £50MM (or its equivalent)  

Prohibiting any secured financing other than customary “Permitted Security”; threshold basket of £50MM (or its equivalent) 

Bondholder put option if the Licence is revoked or materially modified and, within the period of 90 days from such event, the Rating Agencies 

downgrade or withdraw  their ratings as a result    

Breach of gearing Ratio(1) 

It will be an Event of Default if the Net Debt to RAV Ratio on any Relevant Calculation Date is equal to or greater than 70%.  

The Issuer retains the ability to add more restrictive covenants if needed to facilitate the proposed MidCo structure 

                 Coupon Step up on Ratings Downgrade below Baa1/BBB+ within 18 months of Sale 

Coupon Step Ups of 25 basis points if any rating falls to Baa2/BBB (50 basis points if any rating falls to Baa3/BBB-) within 18 months of Sale. 

Altered coupon becomes permanent at the end of the 18 month period 

22 

A 

B 

D 

1. Will only apply once the Guarantor Substitution has taken place 

2. Indexed par for index-linked notes (if any) 

 

C 

Protections for Investors 

E 



Conditions Precedent to Guarantor Substitution (at Stage 2)  
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   The transfer of the Initial Guarantor’s gas distribution business to the Successor Guarantor 
1 

The Gas and Electricity Markets Authority (or any successor) having granted or transferred a gas transporter licence to the 

Successor Guarantor in respect of its gas distribution business 

2 

The Issuer having become a wholly-owned subsidiary of the Successor Guarantor 
3 

At least one Rating Agency having confirmed publicly or in writing to the issuers that upon the substitution of the Successor 

Guarantor such Rating Agency expects the Notes to continue to be assigned an investment grade rating 

(BBB-/Baa3, or better) 

4 

No Event of Default or potential Event of Default is continuing 
5 

 The Successor Guarantor has obtained all necessary governmental and regulatory approvals and consents necessary for 

its assumption of liability in place of the Initial Guarantor and its performance of the Guarantor’s obligations under the Trust 

Deed and the Notes and such approvals and consents are at the time of substitution in full force and effect 

6 

 The Notes are listed on the official list of the Financial Conduct Authority and admitted to trading on the London Stock 

Exchange plc, and immediately upon substitution of the Company as guarantor the Notes will remain so listed   

7 
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Ratings 

 On Monday 5th September, Moody’s and Standard & Poor’s announced ratings for the newly established NGGF 

EMTN Programme 

 At the same time Moody’s also affirmed the National Grid Gas rating 

(P)A3 rating, on review for downgrade 'A-’ CreditWatch Negative 
“We anticipate that the new guarantor, NGGD, will own and operate the 

four U.K. gas distribution network operators (East of England, North 
London, North West England, and West Midlands) currently held by 

NGG. We view the stable revenue and cash flows from low-risk, 
regulated gas distribution businesses--which are supported by our 

assessment of the U.K.'s regulatory framework as strong—in line with an 
excellent business risk profile. Based on the company's expected 

financial leverage (debt to regulatory asset value of 65% with an event 
of default at 70%), we estimate that NGGD's financial risk profile will be 

more in line with a 'BBB+' rating..” 

“Although NGG’s ratio of gross debt to regulated asset value is likely to 
rise significantly when the majority of its regulated asset value is sold to 

NGGD, the rating affirmation and stable outlook reflect Moody’s 
expectation that the company will repay debt or retain cash proceeds 
from the sale such that leverage returns to levels commensurate with 

the current rating, up to the high 60s in percentage terms, by 2019.  The 
outlook also takes into account NGG’s importance in the wider National 
Grid group and the high likelihood of support should this be necessary.” 

“If NGGD’s future parent companies maintain a moderate financial 
policy, or if, as Moody’s anticipates, the eventual financing structure for 

NGGD incorporates additional structural features which sufficiently 
insulate the operating company from the credit quality of the broader 
group, taking into account the position and quantum of any additional 

debt, any downgrade could be limited to one notch.” 



Tender Offer 



Concurrent Tender 

 Concurrently with the new issue(s), National Grid is tendering for existing bonds to help manage group gross 

gearing levels 
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Target Bonds 

Priority Currency Issuer Coupon Maturity Tender Spread to Gilts (bps) 

1 

Any and All 

GBP National Grid Gas 6.375% 03-Mar-2020 5 

GBP National Grid Gas 7.000% 16-Dec-2024 35 

GBP National Grid Gas 8.750% 27-Jun-2025 35 

GBP National Grid Gas 6.000% 13-May-2038 40 

GBP National Grid Gas 4.188% (RPI Linked) 14-Dec-2022 115 

          

2 

Capped: £1,000m 

less take-up in 

Any and all 

tender 

GBP National Grid Electricity Transmission 5.875% 02-Feb-2024 25 

GBP National Grid Electricity Transmission 4.000% 08-Jun-2027 35 

GBP National Grid Electricity Transmission 6.500% 27-Jul-2028 35 

GBP National Grid Electricity Transmission 7.375% 13-Jan-2031 40 

 Acceptance of the tender offer is subject to a Financing Condition 

 Tender documentation is available from the Tender Agent, Lucid IS (+44 20 7704 0880 Email: ngrid@lucid-is.com) 

 Offer restriction: The tender offer is not open into the US. Other restrictions apply 

Expected Timing 

Announcement 6th September 

Expiration 4pm London on 15th September 

Settlement 22nd September 



Conclusion 



Key Investment Highlights 
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High Quality, Regulated Infrastructure Asset of Scale 1 

Transparent and Stable Regulatory Regime in an Attractive Market and Creditor Friendly Jurisdiction 2 

Highly Experienced Management with a Track Record of Delivery transferring into NGGD 4 

Strong and Predictable Cashflows with Potential for Outperformance 3 

Regulatory Ringfencing and Restrictions on Credit Rating 5 

Transaction Structure ensures Bondholders always have a Guarantee from a UK Regulated OpCo 6 

Full suite of Creditor Protections within the Bond Documentation including Coupon Step Ups 7 



New Issue Termsheet 
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Issuer National Grid Gas Finance plc 

Initial Guarantor National Grid Gas plc 

Substitute Guarantor National Grid Gas Distribution Limited 

Status Senior Unsecured 

Ratings (M/S/F) A3 on review for downgrade / A- credit watch with negative implications/ A Rating Watch Negative 

Documentation GBP 6 billion EMTN Programme dated 5th September, 2016 

Tranches Under 

Consideration 

Short, Intermediate and Long dated fixed rate nominal Sterling benchmarks 

Long dated Inflation Linked Sterling 

Intermediate fixed rate Euro benchmarks 

Covenants (applicable 

following substitution 

of Guarantor) 

Cross Acceleration, All Monies Negative Pledge, Gearing Ratio Event of Default, Put at 
Par on loss of licence and negative rating action, Coupon Step up on Ratings Downgrade 
below Baa1/BBB+ within 18 months of sale 

Early Redemption Bund/Gilts based Make Whole Call (will be set at 15% of Re-Offer Spread) 



Appendix 



RIIO-GD1 Regulatory Revenue 
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1. Replacement Expenditure 

2. Capitalisation ratio is set by regulator. For Repex it progressively increases over time from 50% to 100% at the end of RIIO1, for other Totex is stays within a 24% – 27% range 

3. Information Quality Incentive 

4. Ofgem Cost of Debt Indexation Model 31 October 2015 

Allowed Revenue Build-Up 

Other Cost 

Allowances 
Fast Money 

IQI(3) 

Income /  

Output Incentives 
+ + + Return on RAV RAV Depreciation Allowed Revenue + = 

 Calculated as WACC x average RAV 

 Weighted average cost of capital (WACC) based on 

 6.7% cost of equity post-tax real 

 65% notional gearing (regulatory assumption on the 

leverage of GDNs as a % of RAV) 

 Cost of debt linked to a bond market index (10-year 

trailing average); e.g. 2.38% for 2016/17(4) 

 Non controllable 

costs (pass-

through costs) 

 Tax allowances 

 Pension 

allowances 

 Upfront reward / 

penalty for 

estimated cost 

efficiency (IQI 

Income) 

 Output incentives 

earned based on 

performance 

 

Totex 

“Slow Money” “Fast Money” 

 Added to RAV(1) and depreciated 

over time 

 Added to the “Allowed Revenue” 

(i.e., expenses recovered in the 

year they are incurred) 

Capitalised in RAV(2) Not Capitalised in RAV(2) 

Totex: Total expenditures (Opex, Capex, Repex(1)) 


