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Overview
About National Grid Gas plc

National Grid Gas plc (National Grid Gas) is a subsidiary of National Grid plc (National Grid}, based in the UK. We own and operate
the regulated gas National Transmissicn System (NTS) in Great Britain, with day-to-day responsibility for balancing supply and
demand, and provide gas metering services. We play a vital role in connecting millions of people safely, reliably and efficiently to the
energy they use

The overall management and governance of National Grid Gas is the responsibility of its Board of Directors. Strategic direction is
determined by our ultimate parent company, National Grid. Our Directors are listed on page 31.

More information on the management structure of National Grid can be found in the National Grid plc Annual Report and Accounts
2017/18 and on National Grid's website at www.nationalgrid.com,

Financial highlights

2017/18° 2016M17° Percentage change
£m £m
Operating profit 647 464 39%
Adjusted operating profit' 647 573 13%
Cash generated from operations 956 723 2%
Regulated assets® 6,014 5,755 5%
1. Beu page 21 lot further dutads
2. Sea page 24 for further detads.
2017M18° 2016/17°
Em £m
Return on equity;
Gas Transmission 10.0% 10.8%

Non-financial highlights

Number of employees 2,134 1,925
Network refiability:
Gas Transmission 99,996151% 99.975000%

* Representy continuing opetitions only
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What we do - Gas

The gas industry connects producers, processors, storage and transmission and distribution network operators, as well

as suppliers to industrial, commercial and domestic users.

The UK gas industry has four main sectors.
1. Production and importation

There are seven gas reception terminals, three Liquefied
Natural Gas {(LNG) impaortation terminals and three
interconnectors connecting Great Britain (GB) via undersea
pipes with Ireland, Belgium and the Netherlands. Importers
bring LNG from the Middle East, the Americas and other places

We do not preduce gas. Gas used is mainly sourced from gas
fields in the North and Irish seas, piped from Europe and
imporfed as LNG.

2. Transmission

The transmission system includes pipes and compressor
stations. They connect production and storage through
terminals to the distribution systems.

Gas enters the transmission system through impartation and
reception terminals and interconnectors and may include gas
previously held in storage. Compressor stations located along
the network play a vital role in keeping large quantities of gas
flowing through the system, particularly at times of high
demand.

The gas transmission system has to be kept constantly in
balance, which is achieved by buying, selling and using stared
gas. This means that, under normal circumstances, demand

can be met. We are the sole owner and operator of gas
transmission infrastructure in Great Britain.

3. Distribution

Gas leaves the transmission system and enters the distribution
networks at high pressure. it is then transported through a
number of reducing pressure tiers until it is finally delivered to
consumers.

There are eight regional gas distribution networks in the UK,
none of which we own.

On 1 October 2016 Nationai Grid Gas plc sold its Gas
Distribution business and associated assets to National Grid
Gas Distribution Limited, a fellow National Grid plc group
undertaking.

4, Supply

Pipeline shippers bring gas from producers to suppliers, who in
turn sell it to customers.

We do nol supply gas, however we own National Grid Metering
Ltd, which provides meters and metering services to supply
companies, under contract.

Customers pay the supplier for the cost of gas and for its
transportation. We transport the gas through our network on
behalf of shippers, who pay us transportation charges.



What we do — Regulation

Our business operates as a regulated monopoly. We have one
economic regulator for our business, Office of Gas and
Electricity Markets {Ofgem). The regulator safeguards
customers' interests by setting the level of revenues we are
allowed to recover, ensuring we provide value for money while
maintaining safe and reliable networks, and deliver good
customer service.

How we make money from our regulated assets

Our licence, established under the Gas Act 1986, as amended
(the Act) requires us to develop, maintain and operate
economic and efficient networks and to facilitate competition in
the supply of gas in Great Bntain. It also gives us statutory
powers. These include the right to bury our pipes under public
highways and the ability to use compulsory powers to purchase
land so we can conduct our business.

Qur network is regulated by Ofgem, which has established price
control mechanisms that set the amount of revenue our
regulated businesses can earn. Price control regulation is
designed to make sure our interests, as a monopoly, are
balanced with those of our customers. Ofgem allows us to
charge reasonable, but not excessive, prices. This gives us a
future level of revenue that is sufficient to meet our statutory
duties and licence obligations, and make a reasonable return
on our investment,

The price control includes a number of mechanisms designed
to help achieve its objectives. These include financial incentives
that encourage us to:

« efficiently deliver by investing and maintaining the
network outputs thal customers and stakeholders
require, including reliable supplies, new connections
and infrastructure capacity;

= innovate in order to continuously improve the services
we give our customers, stakeholders and communities;
and

= efficiently balance the transmission networks to support
the wholesale markets.

The Gas Transmission (GT) business operates under two
separate price controls, one as transmission owner (TO) and
one as system operator {SO). In addition to the two regulated
network price controls, there is also a tariff cap price control
applied to certain elements of domestic sized metering and
daily meter reading activities carried out by National Grid
Metering.

RIIO Price Controls

The building blocks of the RIIO price control are broadly similar
to the historical price controls used in the UK. However, there
are some significant differences in the mechanics of the
calculations.

National Grid Gas plc Annua!l Report and Accounts 2017/48 3

How is revenue calculated?

Outputs

Under RHO the outputs we deliver are clearly articutated and
are integrally linked to the calculation of our allowed revenue
These outputs have been determined through an exiensive
consultation process, which has given stakeholders a greater
opportunity ta influence the decisions.

The five output categories are:
Safety - ensuring the provision of a safe energy network.

Reliability (and availability) - promoting retworks capable of
delivering long-term reliability, as well as minimising the number
and duration of interruptions experienced over the price control
period, and ensuring adaplation to climate change

Environmental impact - encouraging companies to play their
role in achieving broader environmental objectives, specifically,
facilitating the reduction of carbon emissions, as well as
mirmising their own carbon footprint.

Customer and stakeholder satisfaction - maintaining high
levels of customer satisfaction and stakeholder engagement,
and improving service levels.

Customer connections - encouraging networks to connect
customers quickly and efficiently.

Within each of these output categories are a number of primary
and secondary deliverables, reflecting what our stakeholders
want us to deliver over the remaining price control period. The
nature and number of these deliverables varies according to the
output category. with some being linked directly to our allowed
revenue, some linked to legislation, and others having only a
reputational impact.

Totex

Ofgem, using information we have submitted, along with
independent assessments, determines the efficient level of
expected costs necessary to deliver our oulputs. Under RIO
this is known as tolex, which is our total allowable expenditure,
and is the sum of what was defined in previous price controls as
operating expenditure {opex) and capital expenditure (capex).

A number of assumptions are necessary in setting allowances
for these outputs, including the volumes of work that will be
needed and the price of the various external inputs to achieve
them. Consequently, there are a number of uncertainty
mechanisms within the RIIO framework that can result in
adjustmenis to totex allowances if work volumes differ from the
assumptions. These mechanisms protect us and our customers
from windfall gains and losses.

Where we under- or over-spend the allowed totex for reasons
that are not covered by uncertainty mechanisms, there is a
sharing factor. This means the under- or over-spend is shared
between us and customers through an adjustment to allowed
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revenues in future years. This sharing factor provides an
incentive for us to provide the outputs efficiently, as we are able
to keep a portion of savings we make, with the remainder
benefiting our customers.

The extended length of the price control to eight years is one of
the ways that RIIO has given innovation more prominence.
Innovation refers to all the new ways of working that deliver
outputs more efficiently. This broad challenge has an impact on
everyone in our business.

Allowed revenue to fund totex costs is split between 'fast’ and
'slow’ money categories using specified ratios that are fixed for
the duration of the price control. Fast money represents the
amount of totex we are able to recover in the next available
year. Slow money is added to our Regulaled Asset Value {RAV)
- effectively the regulatory 10U, For more details on the sharing
factors under RO, please see the sharing factors and fast
money section.

In addition to fast money, we are allowed ta recover a portion of
the RAV {regulatory depreciation} and a return on the
outstanding RAV balance each year. Regulatory depreciation
permits recavery of RAV consistent with each addition bringing
equal real benefit to consumers for a period of up to 45 years.
We are also allowed fo collect additional revenues related to
non-controllable costs and incentives. In addition to totex
sharing, RIIO incentive mechanisms can increase or decrease
our allowed revenue to reflect our performance against various
other measures related to our outputs. For example,
performance against our customer and stakeholder satisfaction
targets can have a positive or negative effect of up to 1% of
allowed annual revenues. Most of our incentives affect our
revenues two years after the year of performance.

During the eight-year pericd of the price control our regulator
included a provision for a mid-period review, with scope driven
by

« changes to outputs that can be justified by clear changes in
government policy, and

= the introduction of new outputs that are needed to meet the
needs of consumers and other network users.

The mid-period review of the gas transmission control focused
on a removal of the need for the Avonmouth pipeline and

associated reduction in allowances of £168.8 million {in
2009/2010 prices).

Ofgem also separately reviewed the obligation to provide
additional gas entry capacity at Fleetwood. It concluded that
this additional capacity was not required, sc no incremental
revenues would be payable. National Grid Gas had incurred no
incremental costs in anticipation of this obligation.

Allowed returns
The cost of capitat allowed under RIIO is as follows:

Gas Transmission

Cost of equity (post-tax real) 6 8%
Cost of debt (pre-tax real) iBoxx 10-year simple trailing
average index (2. 22% for
2017/18)
Notional gearing 62.5%
Vanilla WACC 3 94%

*Vanilla WACC = cost of debt x gearing + cost of equity x (1- gearing)
Sharing factors and fast money
The sharing factor means that any over- and under-spend is

shared between the businesses and consumers.

Sharing factors applicable to GT under RIIQ are as follows:

Gas Transmission System
Transmission Operator Operator
Fast' Baselina® 35 6%, Uncertainty 10% 62 60%
Slow? Baseline” 64 4%, Uncertainty 90% 37 40%
Sharing* 44 36%

Fast money allows nelwork companies fo recover a percentage of total
axpenditure within a one year period.

Silow moeney is where cosls are added fo RAV and, therefore, revenues are
recovered sfowly {e g. over 45 years) from both current and future
consumers.

The Basehne is the expenditure funded through ex ante allowances
whereas the uncertainty adjusis the allowed expendifure where the level
outputs delivered differ from the baseline level, or if tnggered by an avent

! The sharing factor is the proportion of over and under spend retained by
Nalional Gnd Gas

For more information on RNQ, including incentive mechanisms,
please see the relevant investor fact sheets on the Investor
Relations section of the National Grid website,
www.nationalgrid.com.
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Principal Operations - Gas Transmission

What we do

We own and operate the regulated gas national transmission
system, with day-fo-day responsibility for balancing supply and
demand. We play a pivotal role in connecting millions of people
safely, reliably and efficiently to the energy they use. Our
network comprises approximately 4,760 miles of high-pressure
pipe and 618 above-ground installations.

Market Context

The UK's gas market and sources of gas are changing. The UK
now obtains less than half of it's gas from the North Sea (or UK
Continental Shelf - UKCS). The UK receives gas from Norway,
continental Europe and further afield via LNG shipments into
three import terminals around the country.

Overall, supply capacity now exceeds peak demand by more
than 20%, giving our customers significant flexibility over which
sources of gas they choose to meet demand. Flexible sources
of supply, such as LNG importation terminals, interconnectors
and storage sites, can respond to demand more quickly than
traditional UKCS supplies. Therefore, our network needs to be
able to respond to changing day-to-day and within-day supply
and demand palterns,

We also need to prepare for an uncertain energy landscape in
the long term. UK reliance on imporied gas supplies will vary
depending on the level of gas supply fram the UKCS and the
development of indigenous gas sources.

We are working closely with our customers and stakeholders to
meet these operational challenges. We are focused on
continuing to develop our network and services to meet ther
needs safely, reliably and efficiently.

Operational Performance

Far the full year 2017/18 our employee lost time injury
frequency rate was 0.05 which is cansistent with world-class
safety performance. Over the year we performed significantly
better than our high potential incidents target. which tracks the
events with the potential to cause more serious harm. We have
also worked hard on risk assessments both ahead of work and
at the point of work across our business.

As well as continued focus on safety, we are constantly looking
for other ways to optimise our operational performance. We met
our customer satisfaction target for 2017/18. The score for Gas
Transmission was 7.62. This exceeds our agreed target of 6.90.

We have also made positive progress in our first year using Net
Promoter Score. We are gaining more insight into the needs of
our customers {and theirs). For example, the need for greater
transparency has been a continuing theme

Teo improve transparency we have a new online customer
connections platform, which is in the testing phase. We are
working with customers to identify a suitable pilot opportunity.

We have continued to provide reliable services, We report on
our key performance indicators in detail on page 9. This year
our network reliability score for Gas Transmission was
99.996151%.

We have updated many of our back-office systems to improve
data and management control. We have made substantial
progress in our asset health data collection efforts and we have
prioritised spend over the remainder of this regulatory control
peried,

Our business has made good progress on Project GRAID (Gas
Robotic Agile Inspection Device), which is developing an
innovative robotic inspection device for underground pipework.
This year we have developed the robot for offline trials ahead of
live site trials later in 2018. To continue to provide low-cost
services which our customers want, we know we must innovate.

In late February, adverse weather affected the UK, leading to
high demand for energy on the system. Our networks
performed strongly, maintaining secure supplies of gas. As part
of our response we issued a Gas Deficit Warning, This signalled
to the market that we required more gas to keep the system
running safely and reliably. This is part of our standard
approach to balancing supply and demand, and worked
effectively.

Looking ahead

The current price controls are set to run for an eight-year period
and will end on 31 March 2021. Ahead of the new regulatory
framework {RIIO T2) we will continue to engage with
stakeholders and work with Ofgem {o clarify the parameters of
RNO T2, We have mobilised teams to prepare for RIO T2
drawing on the depth of knowledge across our business. In
depth stakeholder engagement has commenced and will
continue throughout the process. National Grid has responded
to the RIIO T2 Framework Consultation document issued by
Ofgem in March 2018 and we expect the framewaork to be
finalised during the summer of 2018 with Ofgem publishing their
final view on the final price control allowances by the end of
2020

Next year we will continue to focus on safe, customer-led, and
innovative operations. Achieving greater efficiency in our
businesses will be a priority for us — particularly important
considering the price cap for supply to consumers that the
Government is seeking to impose.
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Principal Operations - System Operator

As Great Britain's System Operator (SO) we make sure
supply and demand are balanced in real-time and we
facilitale the connection of assets to the transmission
system.

Market context

Sources of energy are changing. The changing location of gas
being input into the transmission system will drive greater need
for flexibility as the traditional north-south flow diminishes and
as new forms of low carbon gases are considered to support
the transition to a low carbon future.

This makes our role in matching supply and demand more
challenging, so we work with the market to make sure we have
appropriate tools in place to balance the transmission system
We work with our customers and stakeholders to shape the
future of the energy market, providing analysis and insight into
the changing nature of energy and the role that gas and
decarbonising gas can play o support national climate
ambitions. We also facilitate changes to the market frameworks
to accommodate new technologies and ways of working, while
considering how the role of the SO should evolve over time, in a
future that could see different forms of low carbon gas, such as
hydrogen, biogas and bioSNG, alongside natural gas.

The SO is at the forefront of this debate helping to find solutions
with industry and decision makers.

Operational Performance

We continue to play a leading role in helping develop the UK's
future energy strategy, and that of Europe. Our approach
includes working with customers and stakeholders on initiatives
such as the transiation of new EU code requirements for gas,
the development of new demand side services supporting the
harmonisation of gas trading arrangements across Europe, our
Future Energy Scenarios reports, our Future of Gas programme
and System Operability Framework workshops and webinars.

We are working hard across our business to place customers at
the heart of our operations. We're holding workshops for
customers so we can gain a more in-depth understanding of
their requirements, not just today, but potential needs in the
coming decades as a resuit of the low carbon transition, which
could see hydrogen and biofuels used alongside natural gas.
We have also started to examine each point of contact they
have with our Company, so we can identify where we can

imprave our processes and our customers’ experience with us.
We will be testing proposed improvements with customers
befare we implement them

Priorities for the year ahead

We will continue to find better ways to provide timely, cost
effective and innovative solutions to balance supply and
demand for gas.

Market developments

VWe will continue to work with Ofgem and The Department for
Business Energy and Industrial Strategy (BEIS) as they develop
proposals to help meet the energy and decarbonisation
challenges of the future, so gas and decarbonised gas can
support clean growth in the UK.

Customers and stakeholders

We will continue to develop our longer-term strategy to
understand the issues that will affect our customers and
stakeholders in the future, and plan how we will best support
them building on work from our Future of Gas programme

Delivering energy

We will continue to support the evolution of market frameworks
in the UK and Eurcpe to enable new types of production and
importation, also for demand to come forward in response as
the energy landscape evolves.

Principal Operations — Other activities
Other activities include National Grid Metering and other
corporate activities.

National Grid Metering

National Grid Metering (NGM) provides installation and
maintenance services to energy suppliers in the regulated
market in Great Britain. It maintains an asset base of over 12
million domestic, industrial and commercial meters.

Customer satisfaction scores for NGM remain positive for
domestic, industrial and commercial businesses. We continue
to work with our cuslomers on areas for improvement by
exploring additional products and services so we can respond
to the rapidly changing non-domestic sector.
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Our purpose, vision, strategy and values

We work within the purpose, vision, stralegy and values
of the National Grid Group to ensure we are well
positioned to respond to changeas in the operaling
environment.

Our purpose

Having a clear sense of what we stand for as a company and
what it is that binds us all together is vitally important. This is
what we call our purpose. In simple terms it's what drives our
desire to serve our cuslomers and makes us proud about the
work we do.

Our purpose is to bring energy to life

Essentially, 'Bring Energy to Life’ means getting the heat, light
and power that customers rely on to their homes and
businesses. But ‘Life’ also means supporting the communities
that we are a part of and live among to support the economic
growth and sustainability of wider society.

Our vision

Wa will exceed the expectations of our customers,
shareholders and communities today and make possible
the energy systems of tomorrow.

Qur vision describes how we create value — not just today, but
in the future {oo.

The needs of our customers, shareholders and communities
are at the heart of everything we do. So, our vision stalement
clearly describes the ambitious chalienge we have set
ourselves - lo make sure we deliver value for them every day.

Our vision alsc looks to the future, reminding us of the critical
role we will play for future generations. We continue to see
changes in our energy system as more renewable and
deceniralised generation is introduced. To be relevant in this
future, we have to play an active role in helping shape the
energy landscape, and benefiting from what it provides.

Our strategy

We are focussed on three strategic priorilies for our business,
which will set the foundations faor our future success. These are
described below

1) Find new ways of optimising our operational
performance

We will exceed the expectations of our customers, shareholders
and communities today and make possible the energy systems
of tomorrow

Our customers want and need us to be more efficient, so we
must find ways to improve how we run our business. We have
looked at enhancing our productivity and customer experience
through more efficient and customer-focused processes. Given
the scale of our core business, even small improvements will
have a huge impact on our overall performance. Finding new
ways of optimising our operational performance will be an
important factor in our ability to compete and grow. It creates
the financial capacity and the capability for us to future-proof
our business.

2) Look for opportunities to grow our core business
Delivering strong operational performance provides us with a
foundation to pursue other opportunities, We will continue to
pursue business development opportunities that are close to
our core business. In the UK competitive onshore transmission
projects will continue to be our focus over the next decade.

3) Make sure Natlonal Grid is better equipped for the future
We need to future-proaf our business against the effects of a
changing energy landscape. The operation of our networks is
already affected by changes to the generation mix, while the
needs and expectations of our customers are evolving.

Our values
Every day we do the right thing and will find a better way.

We know that how we deliver is as important as what we
deliver. If our purpose is the ‘why’, our values are the ‘how'.
They help shape our spirit, attitude and what guides us. We
have to adapt and develop our values to align with the
expectations of our customers and communities, without lesing
sight of the things that make us strong today.

Our values build on and protect our strong foundations while
looking to the future. They are aligned to our purpose and help
our people understand how we expect to achieve our purpose
and vision for our customers and each other,

‘Do the right thing’ pulls together our foundational values —
keeping each other and the public safe; complying with all the
relevant rules, regulations and policies; respecting our
colleagues, customers and communities; and saying what we
think and chatlenging constructively. ‘Find a better way’
challenges us to focus on performance and continuous
improvement for our customers, our shareholders and
communities,
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Our strategic objectives

We are focused on three strategic priorities for our business, which will set the foundations for our future success. These are

described below;

Find new ways of optimising our

operational performance

Look for opportunities tc grow our Make sure National Grid is better

corc business

equipped for the future

Why it's important

Our customers want and need us to be
more efficient, so we must find ways lo
improve how we run our business,

To make possible the energy
systems of tomomow requires
investment in our core and many
areas close to our core.

We need to future-proof our
business against the effects of a
changing energy landscape The
operation of our networks is already
affected by changes, while the
needs and expectations of cur
customers are evalving.

What this means

We have looked at enhancing our
productivity and customer experience
through more efficient and customer-

We continue to pursue business
development opportunities that are
close to our core business.

We are looking to develop new
capabilities that are essential for
long-term success.

focused processes. Finding new ways of
optimising our operational performance will
be an impartant factor in our ability to
compete and grow. It creates the financial
capacity and the capability for us to future-
proof our business.

How we measure ourselves | » Safety performance + Innovation investment
= Customer satisfaction scores
= Network reliability

= Greenhouse gas emissions reduction

+ Regulated asset base growth

« Capital investment = Skills and capabilities

The metrics below underpin all our strategic priorities:
Employee engagement; Workforce diversity




Pro

Strategic objective

Find new ways of optimising our
operational performance

ress against objectives - ke
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KPI and definition
Safety — Employee lost time frequency rate {IFR)

Imyuries rasulting in employeas taking time off work per
100,000 hours worked on a 12 month basis.

nerformance indicators (KPls

9

Performance
2017/18: 0.05 (Target 0.1)

201617 0.11 {Target 0.1)

Network reliability

Reliability of gas network as a percentage against the
target set by Ofgem.

2017/18: 99.996151% (Target 100%)
2016/17: §9.97500% (Target 100%}

Customer satisfaction scores

Cur score in customer satisfaction surveys. Ofgem seta
baseling.

2017/18: 7.62 out of 10 (Target 6.9)
2016/17: 8.0 out of 10 (Target 6.9)

Figures represent our baseline targets set by
Ofgem for reward or penalty under RIIQ.

Greenhouse gas emissions

Percentage reduction in greenhouse gas emissions
National Grid target 2017/18 and 2016/17_ 45% reduction

by 2020 and 80% reduction by 2050, compared to 1990
baseling emissions.

Tonnes carbon dioxide
2017/18: 672 KTCD2e
2016/17. 670 KTCO2e

National Gnd ple Group has achieved a 65%
reduction against the 1990 baseline to date

Look for opportunities to grow our
core business

Regulated asset base growth

Maintaining efficient growth in the total Regulated Asset
Value (RAV) base.

2017/18: 4.5%
201617 3 0%

Capital investment

Additions to Property, Plant and Equipment and Intangible
Assets.

2017/18: £340 million
2016/17: £526 million

glake sure National Grid is better
quipped for the future

Innovation investment

We are focussing our innovation on four value themes

Efficient build - finding ways to reduce the cost of building

We are in the midst of an energy revolution with the economic landscapae, developments in technology,
avolving business models and consumer behaviours all changing at an unprecedented rate

Manging assets - look for innovative ways to manage asset Iife

Service delivery — we're exploring ways to provide value to our customers
Corporata responsibility — we're constantly researching and developing safer working practices.

naw infrastructure

Skills and capabilities

We measure quality (>1 hour) interactions with young
people on STEM subjects.

We support developing the skills and capabilities of young
people through skills-sharing employae volunteering
especially in STEM subjects. While we have no specific
target, our aim is to encourage many young people to get
invelved in STEM subjects.

Number of quality interactions
2017/18B: 35,425
2016M17; 29,591

Figures represent performance for Nationa! Gnd
plc

Underptn all three strategic priorities

Employee engagement index

Employee engagement index calculated using responses (o
National Grid's annual employee survey. Target is to
increase the level of engagement compared with previous
year. See pages 12 and 13 for the actions we are taking.

2017/18: 72%
20161M7: 78%

Index represents performance for National Grid
UK entities

Workforce diversity

We measure the percentage of women and ethric
minerities in cur workforce. We aim to develop and operate
business that has an inclusive and diverse cultura. See
pages 12 and 13 for the actions we are taking

Workforce diversity %

2017/18: Women: 34.2%
Ethnic minority:  12.0%

2016/17 Women. 33 7%
Ethnic minority 93%

Greenhouse gas emissions

National Grid has remained focused on greenhouse gas emissions reduction programmes to achieve the corporate commitment targets of 45% and 80% reduction
in Scope 1 and 2 emissions by 2020 and 2050 respectively from the 1990 baseline. National Grid continues to look for innovations and efficiencies that will help us

achieve targets

National Grid measure and report in accordance with the World Resources Institute and World Business Council on Sustainable Development Greenhouse Gas
Protocol Corporate Accounting and Reporting Standard (Revised Edition) for all six Kyoto pases, using the operational approach for emissions accounting. 100% of
National Grid pic's Scope 1 and 2 emissions and 32% of Scope 3 emissions are independently assured against ISO 14064-3 Greenhouse Gas assurance protocol A
copy of this statement of assurance is available on the National Grid website. See the National Grid plc 2017/18 Annual Repart and Accounts for further information
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Strategic Report

Operating environment

Our environment is shaped by four themes. The first three are distinct objectives that need to be met in providing energy to customers,
but which are often in tension. Choices that governments make in seeking to appropriately balance these cbjectives can result in
regulatory changes. The final theme is technology, which is shaping the way we respond and transform our operations for the better.

Impact on consumer bills

Commentary

Consumers expect a reliable energy system that delivers gas
when and where it is needed. They pay for the cost of this
infrastructure and improvements to it through the part of their
energy bills that covers network costs. These costs are subject
to regulatory approval.

2017/18 developments

Affordability of energy is a critical topic, as highlighted in the
2017 General Election campaign. Price caps featured in both
the Conservative and Labour manifestos and an energy price
cap bill is currently progressing through Parliament. The
Labour Party also indicated in its manifesto that it was
considering renationalising utility networks. The Government
commissioned the Cost of Energy Review in the summer of
2017. Its main findings were that the cost of energy is too high,
and that the energy policy, regulation and market design are not
fit for the purposes of the emerging low-carbon energy market.

Qur response

Our regulated husiness continues to strive for greater efficiency,
seeking innovative ways to reduce both the time and cost to
repair or replace assets. This approach minimises the costs to
consumers. We have been able to generate £97 million of
savings for consumaers in the first five years of the RIO
arrangements.

Energy Security

Commentary

The energy system is in a phase of transition from high to low
carbon. Coal plants are closing down and being replaced with
nuclear, renewables and gas, as well as emerging battery
storage.

2017/18 developments

UK wholesale gas prices have been trending upwards as
sources of gas storage have decreased with the closure of the
Rough gas field and general global shifts in preferences from
coal o gas.

Our rasponse

We received the first ever UK LNG cargos from the US and
Peru, highlighting our ability to help deliver a more diverse gas
supply for the UK. We also published our System Needs and
Product Strategy report, which sets the scene for future
requirements, and consulis on the future balancing services
products.

Environmental sustainability

Commentary

Our world is changing as a result of human activity and its
impact on the environment. The Paris Agreement sends a clear
signal that the shift to a low-carbon economy is inevitable, and it
is now accepted that sustainable business is good business —
creating value for people, the environment and businesses. This
includes reducing greenhouse gas emissions, managing non-
renewable resources, and preserving and protecting habitats
and ecosystems.

2017/18 developments

During 2017, the UK saw a number of records broken for
renewable energy - including the first day when wind, nuclear
and solar generated more power than gas and coal. In April, the
country had its first day without coal generated energy since the
industrial revolution.

The UK Government published ‘A Green Future: Qur 25 year
Ptan to Improve the Environment', setting out the UK's long-
term approach to protecting and enhancing the natural
environment. And in July 2017 the Government announced a
ban on the sale of new petrol and diese! vehicles cars from
2040.

Our response

Reducing greenhouse gas emissions forms part of the KPlIs,
see page 9. We are working with customers and stakeholders in
the UK to gather insights on the future role of gas in managing
the transition to a low-carbon future. We also continue to work
with BEIS and Ofgem on the development of future energy
systems as we respond to the shift to low-carbon energy in the
UK. Nationa! Grid's environmental strategy, ‘Our Contribution’,
focuses on the areas where it can make the greatest
contribution,

Technology

Commentary

The interaction between the gas and electricity is changing with
maore gas used to create electricity than ever before. This
transformation is being assisted by a range of factors: political
and regulatory push, consumer pull and the rapid pace of
change in digital technologies.

2017418 developments

Digitisation of energy networks from producers and generators
to households is changing how people engage with energy. We
face the challenge of adapting our networks to meet new



demands, and making sure we acl on the opportunities that will
benefit our customers and stakeholders.

Our response

We are part of the National Grid plc Group technology and
innovation team to develop our strategy with regards to new
technology, to monitor disruptive technology and business
model trends, and to act as a bridge for emerging technology
into the core regulated businesses and business development
teams.

The Impact of Brexit
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National Grid has established a partnership with Energy Impact
Partners to gain exposure to emerging start-up companies.

We are taking advantage of the latest technological innovations
to improve our performance. For example, we are using
robotics for gas pipeline inspection, improving asset health and
lowering costs; and we continue to use digital engineering,
which also helps us lower costs.

We believe UK-EU cooperalion on energy is positive for UK and EU consumers in terms of energy security, affordability and

decarbonisation.

We contintie to keep the implications of Brexit under review, especially regarding our access to energy markels and the impacits on
revenues and costs. Based on the worst case scenario (*no deal” on free trade), we have determined that the risk of increased costs
of tariffs and any possibility that National Grid owned interconnectors may be “switched off” is low

Throughout the year, we have been engaging with our customers and stakeholders, especially with our regulators, as we seek lo
inform them of Brexit outcome we believe would be in the best interesis of consumers.
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Our commitment to being a responsible business

Businesses should be a force for positive social and environmental change. To do this, companies have to act responsibly in
everything they do, and the way in which they do it. This belief is fundamental to the way we work at National Grid.

Our approach

Businesses are a key part of the communities in which they
operate, and we believe they should be aiming to leave a
positive purpose-led legacy for fulure generations. At National
Grid Gas, we work hard to bring energy to life and exceed the
expectations of our customers, shareholders and communities.

The National Grid Group took part in the 2017 UK Social
Mobility Index and were ranked 34th out of the 98 companies
that took part, Following feedback, we have introduced changes
to our recruitment processes and the data we capture so we
can better understand and address social diversity. We are
undertaking a significant piece of work to move the focus of our
corporate responsibility activities towards supporting social
mobility in the UK. We will describe the outcomes from this work
in next year's report.

Being a responsible business covers every aspect of our work,
both what we do and how we do it. When we are undertaking
major infrastructure projects, we work with our customers,
stakeholders and communities to gather their views to help
inform whal we do. We support communities through our
employee volunteering programmes, partnering with charities
and civil society, and providing community groups with financial
support.

We report on a number of non-financia! performance measures
relating to these policies. You can find details about our key
non-financial performance measures on page 9, and also on
the National Grid website, in the Responsibility and
Sustainability section

Our priorities

Our priorities are shaped by the Group's strategic priorities, and
a number of other factors, including the risks we face as a
business, the views of our customers and stakeholders, and the
challenges faced by the communities where we operate.
National Grid is a signatory to the United Nation’s Giobal
Compact and support its Sustainable Development Goals
(SDGs). These goals promote prosperity while protecting the
planet. All 17 goals are important, and there are five (see
betow) that are particularly linked to our respansible business
focus areas.

Environmental sustainability

We know that our business operations have the patential to
affect the environment. Managing any risks, whether these are
short-term through our physical operations, such as air quality
and pollution, or long-term through our greenhouse gas
emissions or resource use, is fundamental to our approach to
environmental sustainability.

Additionally, an environmental event arising from catastrophic
assel failure is one of our operational risks. You can read more
about this on page 17, together with our approach to mitigation.

Our priorities

National Grid's environmental strategy, ‘Our Contribution’, was
ariginally developed in 2012 with a wide range of internal and
external stakeholders, and has been refined over the years to
reflect changing stakeholder priorities. It {ocuses on three
areas: climate change, resources and caring for the natural
environment. Our strategy is delivered through our
environmental policies. We focus on:

« reducing our carbon footprint.

« maximising the value of resources and reducing the impact
on the environment through re-use and re-cycling; and

» using our land holdings in ways that benefit our business, the
environment and the communities in which we live and work.

This is all underpinned by maintaining high environmental
management standards.

As a company, we support climate change science. Reducing
greenhouse gas emissions is an important area of focus for us,
and is one of National Grid's KPls. You can read more about
this, on page 9.

We support the Paris Agreement and Nationa! Grid has made
a commitment to reduce National Grid's greenhouse gas
emissions by 45% by 2020, 70% by 2030 and 80% by 2050.
This aligns with the trajectory required to meet the goal of the
Agreement: to limit global warming to a 2°C temperature rise
from 1990 levels.

In June 2017, the Financial Stability Board released its final
report on the recommendations of the Task Force on Climate-
related Financial Disclosures (TCFD). The voluntary framework
for disclosure of climate-related information in financial filings is
structured around four themes: governance, strategy, risk
management, and metrics and targets. We recognise the
importance of these disclosures and are commilted to
implementing the recommendations.

This year National Grid wasdelighted to win Business in the
Community's Award for Environmental Leadership.

People

We are working hard to overcome some of the biggest energy
challenges of the 21" century. We need to make sure we have
highly motivated people, with the right skills, working for us, and
helping equip us for the future.

Our focus on people covers our current and future employees,
We aim to have an engaged and diverse workforce to stimulate



innovation, reflect the communities where we work, and deliver
great customer service.

The culture we strive for stems from embracing our values of
‘Doing the right thing' and ‘Finding a better way’. You can read
more about our values on page 7.

We also know that building sufficient capability and leadership
capacity (including effective succession planning) is an
important factor in delivering our vision and strategy. You can
read more about how we are mitigating this on page 18.

Engaging our people

Through our approach te developing our people and the wider
benefits of working at National Grid we aim to have an engaged
and productive work force. To attract and retain employees we
make sure our remuneration package is both fair and
competitive. Through a third party company, we aiso carry out
an annual employee survey to measure engagement levels and
to help us address areas employees believe we need {o
improve. Employee engagement forms one of our KPIs — you
can read more about this and our performance on page 9.

The wellbeing of our workforce is also important. This year our
employee lost time injury frequency rate improved {o 0.05. Qur
KPI is to achieve a safety performance below 0.10.

Safeguarding the future

We continue to raise awareness of the career opportunities in
the energy utility industry. The need for a skilled workforce to *
develop, deliver and use new technologies within the energy
sector is becoming more acute according to the EU Skilks
Workforce Strategy. Science, Technology, Engineering and
Mathematics (STEM} skilis underpin our business. and we
promote STEM as an exciting career path for young people
through education outreach activity such as the Big Bang Fair,
work experience, and hosting school visits to our sites.

Whistleblowing

We have confidential external whist'eblowing helplines available
24/7. We publicise the contact information to our employees
and on our external website so concerns can be reported
anonymously. Our policies make it clear that we will support
and protect ‘whistle-blowers" and any form of retaliation will not
be tolerated.

Promoting an inclusive and diverse workforce
In 2017 we implemented inclusion and diversity policies. The
purpose of the policies is to demonstrate ocur commitment tc
providing an inclusive, equal and fair working environment
through
= driving inclusion and promoting equal opportunities for
all;
» ensuring the workforce, whether parl-time, full-time or
temporary, will be treated fairly and with respect;
= eliminating discrimination; and
« ensuring selection for employment, promotion, training,
development, benefit and reward, will be on the basis of
merit.
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12% of our total workforce has declared themselves to be of
‘'minority’ racial or ethnic heritage. We recognise the value a
diverse workforce and an inclusive cuiture hring to our business
and have many initiatives to encourage and pramote this. For
example, our UK employee resource groups created our
second edition of ‘Remarkable’, which highlights the full
diversity of our people. We have implemented a diverse panel
interview approach to appoint senior leaders.

The gender demographic table that follows shows the
breakdown in numbers of employees by gender at different
levels of the organisation. We define 'senior management’ as
those managers who are at the same level, or one level below,
our Executive Committee. It also includes those who have
responsibility for planning, directing or controlling the activities
of the Campany, or a strategically significant part of the
Company, and are employees of the Company

Gender Financial year ending 31 March 2018
% %

Male Female Total Male Female
Our Board 5 K] 8 63 37
Senior Management 30 14 44 68 32
Whole Company 1403 731 2,134 66 34

Ethnicity demographic as at financial year end 31 March
2018

‘Minority' refers to racial/ethnic heritage declarations recorded in
our system. Those who have not stated their ethnicity are
excluded from the baseline.

White 1.675
Minority 236
Total 1,911
White (%} 88%
Minority (%) 2%

Our role in communities

An important part of our vision is to exceed the expectations of
our communities. We do this by providing a safe and reliable
service, and by helping our communities to thrive through our
responsible business activities. We also know that, from time-
to-time, when we are carrying out large construction projects
that our work can have a negalive impact on communities. We
work with communities to reduce this impact and to help
support their social and ecanomic needs.

Safe reliable energy

Providing a reliable and safe service at as low a cost as
possible is important to our customers and to us as we work
hard to exceed their expectations

The safety of our employees, contractors and the public is one
of our highest priorities and this is reflected in our KPI's,



14 National Grid Gas plc Annual Report and Accounts 2017/18

described on page 9. We have policies, procedures and training
in place fo make sure we maintain our safety performance at
the high level that we expect.

The reliability of our networks s world class, running at more
than 99.9% availability. You can read more about this on page
& as well as how we manage our operational risks on page 17.

Supporting communities to thrive

We don't just supply power to communities, we are part of
them. As a purpose-led organisation, we believe that helping to
build strong communities is goed for the people who live there,
good for our business and good for the wider economy.

We achieve this by partnering with civil society, providing
communities with one-off grants to support their social,
economic and environmental development. We encourage our
employees to pursue skills-based volunteering and fundraising
oppartunities. In the future, we will be focusing on helping to
address social mability in the UK.

National Grid voluntarily set up a £150 millon Warm Home
Fund after the sale of a 61% stake in the UK Gas Distribution
business to help address fuel poverty. To date, National Grid
has given out just over £63 million to improve homes and help
people across England, Wales and Scotland by, for example,
enabling them to have central heating systems for the first time.

Our employees also support local schools and colleges with
work experience oppoertunities and careers advice sessions.
Last year we had more than 35,000 quality STEM interactions
with young people across the National Grid plc group.

Investing in future generations links in with one of our strategic
priorities to ensure that National Grid Gas Plc is better equipped
for the future. National Grid is part of the Government's
Inclusive Economic Partnership, a partnership between the
business sector, Government and Civil Society. We are
supporting work in the vital areas of mental health in the
workplace and equipping people lo successfully transition to the
world of work,

Preventing modern slavery

We strive to make sure that modern slavery is not taking place
anywhere in our business or in our supply chain. We recognise
that we are reliant on our suppliers to deliver our human rights
requirements within their own supply chains and we expect all
suppliers to be compliant with the Modern Slavery Act. Each
year we publish our modern slavery statement on the National
Grid website.

We work with our suppliers and peers to understand what
approach they are {aking to combat modern slavery. In 2017
the group completed a desktop risk assessment of the group's
top 250 suppliers. We are now engaging with those suppliers
that have been identified as potentially high risk and will be
working with them to complete a range of assessment
guestions to develop risk mitigation plans for any identified
issues.

We are also developing a framework for our buyers so that the
sustainability risk criteria, including modern slavery, can be
embedded into the initial stages of the sourcing process and
integrated into the selection criteria. Any risks identified will be
reviewed through the contract management process.



Good business conduct

To provide an understanding of the company's development,
performance and position, we describe our respect for human
rights, anti-corruption and anti-bribery matters below.

Human rights

Respect for human rights is incorporated into our employment
practices and our values, which are integral to our ethical
business conduct guide — the way in which we conduct
ourselves allows us to build trust with the people we work with,

We earn this trust by doing things in the right way, and by
building our reputation as an ethical company that our
stakeholders want to do business with and our employees want
to work for. However, due to the jurisdictions in which we
operate, the nature of the work we undertake, and cur
associated supply chain, human rights is not considered to be a
principal risk to our business.

Although we do not have specific policies relating to human
rights, slavery or human trafficking, our procurement policies
integrate sustainability into the way we do business throughout
our supply chain, so that we create value, preserve natural
resources and respect the interests of the communities we
serve and from which we procure goods and services.

Through our Supplier Code of Conduct we expect our suppliers
to keep to all laws relating to their business, as well as adhere
to the principles of the United Nations Global Compact, the
Ethical Trading Initiative Base Code, the UK Modern Slavery
Act 2015, and the requirements of the Living Wage Foundation.

Anti-bribery and corruption

We have policies and governance in place that set and monitor
our approach to being responsible, including Our Code of
Business Conduct (covering bribery and corruption). We have a
Company-wide framework of controls designed to prevent and
detect bribery.

We investigate all aflegalions of ethical misconduct theroughly,
and where appropriate, we lake corrective action. We also
record trends and metrics relating io such allegations — only a
small percentage of these relate to bribery or corrupt practices,
s0 we do not consider them to be material for reporting
purposes. For the seventh successive year we have been
awarded the World's Most Ethical Business title fram
Ethisphere.

Governance and oversight

We regularly review and update our framework 5o we can make
sure our procedures remain proportionate to the principle risks
we have identified.

Our Ethics and Compliance Committee (ECC) cversees the
Code of Ethical Business Conduct and associated awareness
programmes. Any cases alleging bribery are required to be
referred immediately to the ECC so the members can satisfy
themselves that cases are investigated promptly and where
appropriate, acted upon, including ensuring any lessons leamt
are communicated across the business,
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The Audit Committee receives an annual report on the
procedures currently in pface to prevent and detect bribery. You
can read more about the Audit Committee's role on pages 28
and 29. None of our investigations over the last twelve months
have identified cases of bribery.

Anti-bribery policy

the National Grid Policy Statement - Anti Fraud and Bribery
applies to all permanent employees, temporary agency staff
and contractors, i sets out our zero tolerance approach to
bribery.

To ensure compliance with the UK Bribery Act 2010, we carried
out a risk assessment across the Company so we could
highlight higher risk areas and make sure adequate procedures
were in place to address them. We introduced an e-learning
course for all employees so they can adequately understand
the Company’s zero tolerance approach to fraud, bribery or
corruption of any kind.

Ethical business conduct

We follow the National Grid Group Code of Ethical Business
Conduct, which sets out the standards and behaviours we
expect from all employees to meet our values of Do the Right
Thing and Find a Better Way. The document is issued to all
employees and is supported by a regular programme of
communications to promote a strong ethical culture.
Additionally, we provide briefings for high risk areas of the
business, such as Procurement.

Suppliers
Our Supplier Code of Conduct is issued to our suppliers and

sets oul our requirements that they have in place a programme
with procedures to prevent and detect bribery and corruption, in
accordance with all applicable laws or regulations, including the
UK Bribery Act 2010.

We provide specific guidance and briefings for high risk areas,
50 contractors, agenlts and athers who are acting on behalf of
National Grid Gas Plc do not engage in any illegal or improper
conduct. Our Global Procurement {eam carries out regular
supplier screening to identify any requirements for prasecutions
or sanctions within our supplier base.

Compliance framewaork

Each of our business areas are required to consider their
specific risks and maintain a compliance framework setting out
the controls they have in place to prevent bribery. Every six
months, as part of the compliance procedure, the business is
asked lo self-assess the effectiveness of their controls and
provide evidence that supporis their compliance.

Each year, all function heads are asked to certify the
compliance in their area, and to provide details of any
exceptions. This culminates in presentation of a Cerlificate of
Assurance from the National Grid plc CEO to the National Grid
plc Board {following consideration by the National Grid plc Audit
Committee).
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Internal control and risk management

The National Grid Gas Board is committed to protecting and
enhancing our reputation and assets, while safeguarding the
interests of our stakeholders. It has overall responsibility for the
Company's system of risk management and internal contro.

Managing our risks

National Grid Gas is exposed {o a variety of uncertainties that
could have a material adverse effect on its financial condition,
its operational results, its reputation, and the value and liquidity
of its shares.

The National Grid Gas Board oversees the Company’s risk
management and internal control systems as it relates to our
gas operations. The Board assesses these risks and monitors
the risk management process through risk review and challenge
sessions twice a year.

Risk management process

Overall risk strategy, policy and process are set at the Group
level by Nationat Grid plc with implementation cwned by
National Grid Gas. Our enterprise risk management process
provides a framewark through which we can consistently
identify, assess and prioritise, manage, monitor and report risks.

Our UK Regional risk profile, which is presented to the National
Grid Gas Board biannually, contains the most impartant gas
and electric risks currently facing the company as we
endeavour lo achieve our sirategic objectives. We agree these
top risks through implementation of our top-down/botiom-up risk
management process. The risks are reporied and debated with
the National Grid UK Executive Committee every three months.

A broad range of factors are considered when determining our
most important risks. The potential for nationalisation of energy
supply networks by the UK Labour Party continues to be kept
under review. Should the UK Labour Party come into power, the
timing and route to energy supply network nationalisation
generally is uncertain, and therefore the impact upon National
Grid Gas remains unclear. Options considered have included
acquisition of the listed plc, the UK business, the transfer of
transmission assets to ‘regional communities’ and regulatory
change. The Government would have to pay compensation for
the Company’s property, which would be determined at the
time, but would be an amount reasonably related to the value of
the property taken. We have taken a number of steps, including
canvassing a wide range of stakeholders — government
officials, consumers, members of the public — to understand the
impact of nationalisation on certain stakeholder groups.

In addition to the issues above, senior leaders have also
considered certain aspects of the risks in more detail, including
cyber security and Brexit.

The UK Regional risk profile informs the Nationa! Grid Principal
Risk profile which is tested annually to establish the impact on
the company’s ability to continue operating and to meet its
liabilities over a specified assessment periodThe impact of
these risks are tested on a reasonable worst case basis, alone
and in clusters, the result of which is utilised to develop our
viability statement. The National Grid Board, Nationat Grid
Group Executive Committee and other leadership teams
discuss the results of the annual testing of our principal risks at
the end of the year.

Changes during the year

Significant changes have been made to the UK Regional risk
profile as a result of UK Executive Committee workshops in
2017 including the addition of new risks, removal of existing
risks and the rewarding and/or consolidation of several risks to
better refiect the current meaning of the risk. Additionally this
year, a reassessment of the Company’s risk appetite resulted in
the establishment of a system of classification of risks into
categories (Operational, Strategic, Regulatory, People and
Financial) which is utilised in our reporting.

The UK Regional risk profile as it relates to gas operations is
presented in table below.

Internal Controls

There has been a Naticnal Grid Group wide focus on internal
control improvement throughout the year. This review resulted
in observations across a number of key UK processes and
included a focus on the reliance placed on the data used in
controls and on third-party reports, and the precision of key
review controls

In response, the UK Executive leadership defined a
comprehensive multi-year control programme to identify and
implement solutions to optimise the UK business contral
environment while continuing o focus on the real-time need of
addressing the findings of the National Grid Group led SOX
refresh programme in the short term.

The UK Executive Committee and the National Grid Gas Audit
Commitiee has challenged management on its progress on
mitigating control observations as they arose and requested
additional insight into areas which were subject to shorter-term
fixes. The Commitiee sought additional context from
management on its assessment of the severity of the matters
identified, the identification of mitigating controls and the impact
on the year-end aggregation exercise.

After careful consideration the Committee concurred with
management's overall assessment that the company's internal
control over financial reporting is effective.
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Qur principal risks and uncertainties

Accepting that it is not possible to identify, anticipate or eliminate every risk that may arise and that risk is an inherent part of doing
business, our risk management process aims to provide reasonable assurance that we understand, maonitor and manage the main
uncertainties that we face in delivering our objectives. This includes consideration of inherent risks, which exist because of the nature of
day-to-day operations in our industry, and financial risks, which exist because of our financing activities. Our principal risks and a
summary of management and mitigation actions are provided in the table below.

Operational
risks

Operationial risks relate to the nsk of losses resulting from inadequate or failed internal processes. people and systems or due {o
external events. We normally have low appetite for such risks, as there is no strategic benefit from accepting risks which are not
in lina with our vision and values.

Our operational principal risks have a low likelhood of occurring but have a high level of impact should the event occur without
effective prevention and mitigation controls. The risk owners, executive leaders. and their teams develop and monitor actions to
control the risks. Operational risks are managed through policy. standards, and procedure based controls, active prevention and
monitoring. The operational risks link to our strategic priority of, “Find new ways of oplimising our operational performance’.
Principal risk assessment includes reasonable worst case scenario testing — i e. gas transmission pipeline failure, loss of licence
to operate, cyber security attack = and the financial and reputational impact should a single risk or multiple risks materialise
Externat events over this past year including exireme weather events, the WannaCry cyber secunty attack, and new data privacy
legistation were considered in the assessment and testing, as well as in the development of mitigation actions,

Risks Actions taken by management

Catastrophic major hazard assel failure results in a We continue to commit significant resources and financial

significant safety event, investment to maintaining the integrity and security of our assals
and data. This year, we have continued to focus on risk mitigation

Risk trend: ” actions designed to reduce risk and help meet our business

gbjectives. Monitoring action statuses has been incorporated into

. various business processes and senor leadership meetings
Failure of critical national infrastructure (CNI) IS Systems. Examples of actions include:

Risk rend:  {ump * A Nationa! Grid Group-wide process safety management
system is in place to make sure a robust and consistent
framework of nsk management exists across our higher
hazard asset pertfolio

«  We continually invest in strategies that are commensurate
with the changing nature of the security landscape. This

. X includes collaborative working with the Centra for Protection

Risk trend:  uml af National infrastructure (CPNI) on key cyber risks, as wall
as development of an enhanced CNI securiy strategy

. Business continuity and emergency plans are in ptace and

Major cyber security breach of business and CNI
systems/data.

Failure of a Business Critical Enterprise (non-CNI) IS practised to ensure we quickly and effectively respond to a

System or Systems variety of incidents — storms, physical and cyber-related
attacks, environmental incidents and asset failures

Risk trend {mmp e Safety plans have been daveloped to identify key risks and

mitigation actions implemented as appropriate
. Wa have a mature insurance strategy thal uses a mix of self-

We will fail to meet gas supply and fail to deliver obligations insurance, captives and direct (rejinsurance placements.
This provides some financial protection in respect of property
Risk trend “ damage. business interruption and liability risks.

Our workers, coniractors or members of the public
experience an occupational safety incident that results in a
fatal or life-changing injury

Risk trend “
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Strategic
g Strategic risk is the risk of failing to achieve the Company's overall strategic business plans and objectives as well as failing to
and have the ‘right’ strategic plan. We voluntarily accept some risk so we can generate the desired returns from our sirategy
regulatory
risks Management of sirategic risks focuses on reducing the probability that the assumed nsk would materialise and improving the
Company's ability to effectively respond to the risk should it occur. The risk owners, executive leaders, and their teams develop
and monitor actions to control the risks. These risks link to our strategic priorities of, "Look for opportunities to grow our core
business’ and 'make sure National Grid is better equipped for the future.’ The political climate and policy decisions of our
regulators this past year were key considerations in assessing our risks
Risks Actions taken by managemant
By the end of RIIO T1 we have failed to secure adequate *  We strive to maintain a good understanding of the regulatory
new allowances This will make it harder to deliver agenda and emerging issues, so that robust, public interest
performance commitments to shareholders and customers. aligned responses can be selected and developed in good
) time. Our repultation as a competent operator of important
Risk trend:  dump national infrastructure is critical to our ability to do this. We
have plans and governance structures in place to address
specific issues such as RIIO-T2 and continucusly work to
foster open and effective relationships with our regulators
We are unable to secure an acceptable RIIO - T2 outcome and other stakehalders.
for the UK Reguialed Businesses.
. «  Ourunderstanding of regulatory obligations and
Risk trend. accountabilities is enhanced through the conduct of mapping
exercises. Action plans have been effectively implemented
to mitigate non compliances and control weaknesses
We are unable to transform the customer experience as . i
- ; . . +  Threats and opporunities related to external and political
2:'Ck.:‘i'lifsi:‘:‘m‘:::u';ﬁeb;c:;:ﬁl'i:g:"ed capacity and for pressure are discussed with intemal and extemal
paility ) stakeholders thereby ensuring our knowledge and
. ication channels remain current.
Risk trend “ communica
We fail to manage the business according to the terms of
the licenses and laws we operate under and thereby risk
reputational damage, higher costs and / or a fine.
Risk trend  {mmp
External pressures adversely impact achievement of
Business chjectives
Risk trend”  {mmp
People It is through the high-guality work of our employees that we will achieve our vision, respond to the changing needs of our
stakeholders and create a competitive advantage. Obtaining and fostering an engaged and talented team that has the knowledge,
training, skills and experience to deliver our strategic objectives is vital to our success We must altract, integrate and retain the
talent we need at all levels of the business.
Risks Actions taken by management
We cannot attract, recruit, davelop or retain people with the Strategic workforce planning has been embedded in our
right skills and capabilities to deliver our strategy and UK organisation. This process helps to effectively inform financial and
priorities. business planning as well as human resourcing needs
Risk frend: “ Our entry level talent development schemes (e.g. apprenticeships)
are a potential source of competitive advantage in the market
place. We are involved in a number of initiatives to help secure the
future engineering talert required including the UK annual
residential work experienca
We maintain a clear strategic focus on talent through the creation
of aligned talent plans with agreed metrics.




Our internal control process

We have a number of processes to support our internal contral
enviranment. These processes are managed by dedicated
specialist teams, including risk management, ethics and
compliance management, corporate audit and internal controls,
and safety, environment and health. Oversight of these activities
is provided through regular review and reporting to the Board
and appropriate Board commitiees as outlined in the Corporate
Governance section on pages 25 to 30.

Monitoring internal control is conducted through established
boards and committees at different levels of the National Grid plc
organisation, Deficiencies are reported and corrected at the
appropriate entity-level. The most significant risk and internal
controls issues are monitored at the Senior Executive and
National Grid plc Board fevel. The National Grid Audit
Committee is responsible for keeping under review and reporting
to the Board on effectiveness of reporting, internal control
policies, UK Bribery Acl legislation, appropriateness of financial
disclosures and procedures for risk and compliance
management, business conduct and internal audit,

Reviewing the effectiveness of our internal control
and risk management

The Audit Committee continually monitors and assesses the
effectiveness of our internal control systems and risk
management pracesses covering all material systems, including
financial, operational and compliance controls, to make sure
they remain robust

The latest review covered the financial year to 31 March 2018
and the period to the approval of this Annual Report and
Accounts. In this review, the Board considered the effectiveness
of areas such as the control environment, risk management and
internal control activities, including those described below.

Fostering a cutture of integrity is an important element of our risk
management and internal controls system. National Grid's
values: ‘do the right thing' and *find a better way' provide a
framework for reporting business conduct issues, educating
employees and promoting a culture of integrity at all levels of the
business. We have policies and procedures in place to
communicate behaviour expected from employees and third
parties, and to prevent and investigate fraud and bribery and
other business conduct issues. We monitor and address
business conduct issues through several means, including a bi-
annual review by the Audit Committee

Overall compliance strategy, policy and frameworks are set at
the National Grid pic Group-level with implementation owned by
National Grid Gas. The business is responsible for identifying
compliance issues, continuous monitoring, and developing
actions to imprave compliance performance. We monitor and
address compliance issues. through several means including
reviews leadership meetings and a bi-annual review by the Audit
Committee.
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A feature of our internal controls system is our three lines of
defence model. This medel is a way of explaining the
relationship between functions and how responsibilities for risk
and controls are allocated and monitored. Each business
function owns and is responsible for managing its own particular
risk and controls (the first line of defence). Central management
teams (the second line of defence) act as an advisory function
on implementing the principal risk assessments and actions
taken to mitigate and manage those risks. The internal audit
function then audits selected controls to provide indepaendent
assessments of the effectiveness of our risk management and
internal control systems (the third line of defence).

The Certificate of Assurance (CoA} from the Chief Executive of
National Grid to the National Grid Board provides overall
assurance around the effectiveness of our risk management and
internal contrels systems, The Certificate of Assurance (CoA)
process operates via a cascade system and takes place
annually in support of the financial end of year review. The
CoA's from senior managers within National Grid provide
upwards assurance on the risk management and internal
cantrols systems for their areas of responsibility. The National
Grid Chief Executive's certificate was prepared using the
information provided to him in the certificates of the National
Grid Group Executive Committee members and was the final
certificate presented to the National Grid Audit Commitiee and
National Grid Board for review and consideration,

The periodic reports on management’s opinion on the
effectiveness of internal controls over financial reporting are
received by the National Grid Gas Audit Committee and Board in
advance of the full-year results.

Internal control over financial reporting

We have specific internal mechanisms that govemn the financial
reporting process and the preparation of the Annual Report and
Accounts. Our financial controls guidance sets out the
fundamentars of internal control over financial reporting, which
are applied across the Company. Our financial processes
include a range of system, transactional and management
oversight controls. In addition, our businesses prepare detailed
monthly management reporis that include analysis of their
results, along with comparisons to relevant budgets, forecasis
and prior year results. These are presented to, and reviewed by,
senior management within our Finance function,

These reviews are supplemented by quarterly performance
reviews, attended by the UK CEO and UK CFO. The reviews
consider historical results and expected future performance
and involve senior management from both operational and
financial areas of the business. Each month, the UK CFO
presents consolidated financial report to the Board,
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Viability statement

The Board's consideration of the longer-term viability of the
Company is an extension of National Grid plc's business
planning process. This includes financial forecasting, a robust
risk management assessment, regular budget reviews and
scenario planning incorporating industry trends and economic
conditions. Our business strategy aims to enhance our long-
term prospects by making sure our operations and finances are
sustainable.

National Grid Gas plc (NGG} is a wholly-owned subsidiary of
National Grid plc which performed a group wide business plan
that was reviewed and approved by the National Grid plc Board
and which included details of the NGG operating segment,

The Board have concluded that five years is the most
appropriate timeframe over which to assess the long-term
viability of the Company given our business model, current
regulatory clarity, other factors impacting our operating
environment, and the robustness of our business planning
process. This is in line with our five year business plan and one
year budget which are reviewed and approved by the National
Grid plc Board.

The business plan considers the significant solvency and
liquidity risks involved in delivering our business model in light
of our sirategic priorities. The business plan models upside and
downside scenarios derived from the risks and opportunities
identified, and determines the impact these would have on our
results and financial position over the five-year period. We have
set out the details of the principal risks facing our Company on
pages 17 to 18, described in relation to our ability to deliver our
strategic objectives. We identify our principal risks through a
robust assessment that includes a continuous cycle of bottom
up reporting and review, and top down feedback.

The business model calls for significant capital investment to
maintain and expand our network infrastructure. To deliver this,
our business plan highlights that we will need to access capital
markets to raise additional funds from time to time. We have a
long and successful history in this regard. Qur business plan
also models various KPIs used by lenders in assessing a

company’s credit worthiness. These models indicate that we
would continue to have access to capital markets at
commercially acceptable interest rates throughout the five-year
period.

The National Grid plc Board assessed our financial *headroom”,
and reviewed principal risk testing results against that
headroom. No principal risk or cluster of principal risks was
found to have an impact on the viability of the Company over
the five-year assessment period. Preventative and mitigating
controls in place to minimise the likelihood of occurrence andfor
financial and reputational impact are contained within our
assurance system.

The NGG Board review and approve the annual certificates in
respect of compliance with certain licence conditions (including
Financial Ring-fencing and Availability of Resources). The
Electricity Transmission Financial Ring-fencing certificate was
approved by the Board in March 2018, and the Availability of
Resources certificate was issued in July 2017, the next
Awvailability of Resources certificate will be issued in July 2018.

In assessing the impact of the principal risks on the Company,
the Board has considered the fact that we operate in stable
markets and the robust financial position of the Company,
including the ability to raise capital and suspend or reduce the
payment of dividends. It has also considered Ofgem's legal duty
to have regard to the need to fund licenced NGG activities.

Based on the assessment described above and on page 31, the
Directors have a reasonable expectation that the Company will
be able to continue operating and meet its liabilities over the
period to June 2023.

The Strategic Report was approved by the Board of Directors
on 21 June 2018 and signed on its behalf by

Alan Foster
UK CFO



Financial review

We have delivered another year of solid financial performance
Revenue from continuing operations increased by £84 million to
£1,424 million, and adjusted operating profit increased by £74
million to £647 million.

Use of adjusted profit measures

In considering the financial performance of our business and
segments, we use various adjusted profit measures in order to
aid comparability of results year on year.

The various measures are presented and reconciled below,

In considering the financial performance of our businesses and
segments, we analyse each of our primary financial measures
of operating profit, profit before tax and profit for the year
attributable to equity shareholders into two components.

The first of these components is referred to as an adjusted
profit measure, also known as 'Headline’ or a' business
performance’ measure, This is the measure used by
management that forms part of the incentive target set annually
for remunerating certain Executive Directors. Adjusted results
exclude exceptional items and remeasurements. These items
are reported collectively as the second component of the
financial measures. Note 3 explains in detail the items which
are excluded from our adjusted profit measures.

Adjusted profit measures have limitations in their usefulness
compared with the comparable total profit measures as they
exclude important elements of our financial performance.
However, we believe that by presenling our financial
performance in two components it is easier to read and interpret
financial performance between periods, as adjusted profit
measures are more comparable having removed the distorting
effect of the excluded items. Those items are more clearly
understood when separately identified and analysed.

The presentation of these two components of financial
performance is additional to, and not a substitute for. the
comparable total profit measures presented.

Management uses adjusted profit measures as the basis for
menitoring financial performance. These measures are also
used in communicating financial performance to its investors in
external presentations and announcements of financial results.

Internal financial reports, budgets and forecasts are primarily
prepared on the basis of adjusted profit measures, atthough
planned exceptional items, such as significant restructurings,
are also reflected in budgets and forecasts. We separately
monitor and disclose the excluded items as a component of our
overall financial performance,

Nalional Grid Gas plc Annual Report and Accounts 2017118 21

Reconciliations of adjusted profit measures

Reconciliation of adjusted operating profit to total
aperating profit

Adjusted operating profit is presented on the face of the income
staternent under the heading operating profit before exceptional
items.

Years ended 31 March

Continuing 2018 2017

£m £m
Adusted operating profit 647 573
Exceptional items - (109)
Total operating profit 647 454

Reconciliation of adjusted operating profit to adjusted
earnings and earnings
Years ended 31 March

Continuing 2018 2017
£€m Em
Adjusted operating profit 647 573
Adjusted net finance costs (196)  (155)
Adjusted profit before tax 451 418
Adjusted taxation (98)  (86)
Adjusted profit after tax 353 352
Altributable te non-controliing interests - -
Adjusted earnings 353 352
Exceptional items after tax - (47}
Remeasurements after tax 17 (6)
Eamings aro 288

Reconciliation of adjusted operating profit excluding timing
differences to total operating profit

Adjusted profit excluding timing differences is presented below.
Years ended 31 March

Continuing 2018 2017
Em £m

Adjusted operating profit excluding timing differences 665 511

Timing differences’ {18) 62
Adjusted operaling profit 647 573
Exceptional items - (109)
Total operating profit 647 464

' Our operating profit for the year includes a total estmated in-year
under-colection of £18 million (2016/17: £62 miliion over-collection)
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Consolidated income statement
commentary

The commentary below describes the continuing business
results for the year ending 31 March 2018.

Years ended 31 March

2018 2017
Em £m

Revenue 1,424 1,340
Operating costs (777) (767)
Operating profit 847 573
Exceptional items - (109)
Finance income 8 5
Finance costs.
Before axceptional items and remeasurements {204) {160)
Exceptional items and remeasurements 21 (7)
Profit before tax 472 302
Taxation
Before exceptional items and remeasurements {98) (66)
Exceptional items and remeasurements {4) 63
Profit after tax 370 299
Revenue

Revenue for the year ended 31 March 2018 increased by

£84 million to £1,424 million. The increase in revenue is
reflective of increased exit capacity allocations due to an
increase in prices, combined with an increase in sales to
Cadent which is now classified as external following the sale of
the Gas Distribution business in 2016/17.

Operating profit

Adjusted operating profit for continuing aperations for the year
ended 31 March 2018 of £647 miillion represents an increase
against last year of £74 million.

Exceptional items of £108 million included in our operating
costs for the year ended 31 March 2017 refate to £109 million
gain on the sale of land sites, offset by the creation of £107
million of gas holder demolition provisions, £89 million of costs
incurred due to sectionalisation of the National Grid UK Pension
Scheme and £22 million of pension deficit charges

The resuits for 2017/18 include a release of a one off
dilapidations provision of £11m for the demolition of the LNG
Storage site in Avonmouth. The provision was made in
2014/15 when there were plans to demolish the Avanmouth site
and remarket it as a brownfield site for sale. In2017/18 a
number of the conditions for sale were reached and it is
expected that the remaining conditions will be met soon soitis
highly unlikely that the tanks would ever need 1o be demolished
hence no dilapidation provision was retained at 31 March 18.

Net finance costs

For the year ended 31 March 2018, net finance costs of £196
million are £41 million higher than the prior year, principally
driven by higher RP| rates during the year impacting our index
linked debt.

Taxation

The tax charge on profits before exceptional itemns and
remeasurements was £32 million higher than 2016/17. This was
due to the non-recurrence of one-off prior year tax credits and
increased profits in the year offset by a benefit from a 1%
reduction in the UK taxation rate.

Consolidated statement of
financial position commentary

The consolidated statement of financial position sets out all the
Group's assets and liabilities at the year end. As a capital-
intensive business, we have significant amounts of physical
assets and corresponding borrowings.

Years ended 31 March

2018 2047

Em Em

Non-current assats 9,045 8,762
Current assets 2,184 2,447
Total assets 11,230 11,209
Current liabilities {1,890) {1.787)
Non-current liabfities (5,039} (5.583)
Total liabHities (6,729}  (7.370)
Net assels 4,501 3 839

Property, plant and equipment

Property, plant and equipment increased by £77 million to
£4,416 million as at 31 March 2018. This was due to capital
expenditure of £324 million, offset by £213 million of
depreciation in the year and disposals of £24 million

Other non-current assets

Other non-current assets comprises an inferesi-free loan to our
immediate parent company National Grid Gas Holdings Limited
of £3,427 million, and non-current prepayments which
increased by £84 million.

Trade and other receivables

Trade and other receivables have decreased by £206 million to
£314 million at 31 March 2018. This decrease is principally due
to a decrease in amounts owed by fellow subsidiaries of £121
million and a decrease in prepayments of £92 million which is
largely as a result of reclassification to non-current.

Derivative financial instruments

The £33 million decrease in derivative value is mainly due to
foreign exchange rate movements impacting our cross currency
swaps offset by swap terminators associated with restructuring
of the financing portfolio.



Trade and other payables

Trade and other payables have increased by £18 million to
£632 million. This was mainly due to an increase in amounts
due to fellow subsidiaries of £28 million

Current and deferred tax liabilities

Current and deferred tax liabilities have increased by £89
million to £464 million. This was mainly as a result of the
increase in the pension scheme asset.

Provisions

Provisions {both current and non-current) decreased by £88
million in the year largely relating to utilisation of provisions
relating to business set up costs and business restructuring
cosis on the disposal of Gas Distribution.

Other non-current liabilities

Other non-current liabilities decreased by £12 million to £177
million due primarily to the crop and quarry accrual being
reclassified to provisions

Other balance sheet items

During the year ended 31 March 2017 pension sectionalisation
occurred within the National Grid ple Group, with the National
Grid UK Pension Scheme being split into three parts, Sections
A, B and C. National Grid Gas became a sponscring employer
for Section 8. This has resulted in a change in National Grid
Gas from recognising a pension charge for the year and
recognising the scheme as if it were a defined contribution
scheme to recognising a net pension asset on the balance
sheet and accounting as a defined benefit scheme.

We operate pension arrangements on behalf of our employees
the majority of whom are members of the defined benefits
section which is closed to new entrants. Membership of the
defined contribution section of the National Grid Pension
Scheme is offered to all new employees.

Net pensions obligations
A summary of the total assets and liabilities and the overall net
IAS 18 (revised) accounting surplus is shown below:
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Further information on our pensions benefit cbligations can be
found in notes 19 and 26 to the consolidated financial
statements

Cash flow statement commentary

The commentary below describes the continuing business
resulis for the year ending 31 March 2018

Cash inflows and outflows are presented to allow users to
understand how they relate to the day-to-day operations of the
business {operating aclivities); the money that has been spent
or earned on assets in the year, including acquisitions of
physical assels or other businesses (investing activities); and
the cash raised from debt or share issues and other loan
borrowings or repayments (financing activities).

Recaonciliation of cash flow to net debt 2018 2017
£m £m
Cash generated from operations 956 723
Net capital expenditure (324)  (246)
Business net cash flow 632 477
Net interest paid (92) (88}
Tax received / {paid) 16 (30)
Dividends paid - (8.100)
Discontinued operations (329) 7,249
Other 139 5759
Net debt decrease 366 5,267
Opening nel debt (3,185) (B 452)
Closing net debt (2,819) (3.185)

Net scheme asset Em
As at 1 April 2047 45
Current service cost {18)

Net inferest cost -

Administration and other 7
Acluanal gains
on plan assets 330

on plan liabilities -
Employer contributions 62

As at 31 March 2018 412

The principal movements in the pension asset during the year
include net actuarial gains of £330 million and employer
contributions of £62 million. The overall obligation maved by
£367 million to a closing asset of £412 million.

Cash generated from operations

Cash flows from our operations are largely stable when viewed
over the longer term. Qur gas transmission operation is subject
to multi-year price contro! agreements with Ofgem.

For the year ended 31 March 2018, cash flow from operations
increased by £233 million to £856 million. Changes in working
capital decreased by £143 million from the prior year, principally
due to an increase in payables and current accounts.

Net capital expenditure
Net capital expenditure in the year of £324 million was
£78 miillion higher than the prior year.

Dividends paid

National Grid Gas did not pay any dividends in 2017/18. This
was £8,100 million lower than 2016/17 (see nole 6). The
2016117 dividends were made to ensure partial distribution of
the proceeds from the Gas Distribution business,

Discontinued operations

The Gas Disposal business contributed £7,248 miliion {o the
cash flow in the prior year, primarily due to proceeds fram the
sale and debt restructuring within investing activities of £6,585
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million. Cash flows from operations were £460 million and cash
flows from financing activities were £204 million.

Regulated financial performance

Timing and Regulated Revenue Adjustments

Our allowed revenues are set in accordance with our regulatory
price controls. We calculate the tariffs we charge our customers
based on the estimated volume of energy and cost we expect
will be delivered during the coming period. The actual valumes
delivered will differ from this estimate, Therefore, our total
actual revenue will be different from our total allowed revenue.
These differences are commonly referred to as timing
differences. If we collect more than the allowed level of
revenue, the balance must be returned to customers in
subsequent periods, and if we collect less than the allowed
level of revenue we may recover the balance from customers in
subsequent periods.

In addition to the timing adjustments described above, following
the start of the RUO price controls outperformance against
allowances as a result of the totex mechanism, together with
changes in output-related allowances included in the original
price control, will almost always be adjusied in future revenue
recoveries, typically starting in two years' time.

Our current IFRS revenues and earnings will therefore include
these amounts that will need to be repaid or recovered in future
periods. Such adjustments will form an important part of the
continuing difference between reported IFRS results and
underlying economic performance based on our regulatory
obligations.

Return on Equity

Retum on Equity for the year, using a long-run inflation rate of
3%, was 10.0% compared with a regulatory assumption, used
in calculating the original revenue allowance, of 10.0%. The
principal components are shown in the table below.

performance on constraint management transmission support
services and shrinkage incentives. On a pre-tax basis, this
equates to an estimated £30m of additional revenue allowance,
most of which is due to be recovered in future years under the
RINO funding mechanisms.

Cessation of legacy revenue allowances, as expected, led to
the reduction in pre-determined additional allowances.

Regulated Financial Position

RAV increased by 4.5% in the year, reflecting the impact of
inflation and a planned increase in asset health spend and
increase on the Feeder 9 project under the Humber Estuary.
Net other regulatory assets decreased by £91 million, mainty
reflecting revenues associated with Avenmouth which will start
lo be repaid next year and an over-recovery on pensien deficit
payments.

Em 2018 2017
Opening Regulated Assel Value 5,755 5,597
{RAVY

Asset additions (aka slow monay) 304 201
{(actual}

Performance RAV or assets created {16) (11}
Inflation adjustment (actual RPI) 194 175
Depreciation and amortisation (223) {207)
Closing RAV 6,014 5755
Opening balance of other reguiated (34) 56
assels and (liabilities)”

Movement {91) (120}
Closing balance {125} (B4}
Closing Regulated Financial Position 5,883 5,691

*2017/18 opening balances adjusted to carrespond with 2016/17
regulatory filings and calculations

Discontinued operations

Discontinued operations comprise the Gas Distribution and
Xoserve businesses. The results of the discounted operations
are presented below:

Year ended .TH Ma.":h 2018 2017 Years ended 31 March
Fasg return (including avg. 3% long-run 10.0% 10.0% 2017 2016
inflation) " . i
Totex incentive mechanism {0.8)% {0.8)% Discantinued operations £m £m
QOther revenue incentives 1.2% 1.1% Revenue 927 1,813
Return including in year incantive 10.4% 10.3% Operating cosls {531) {1,058)
performance Operati fit 396
Pre-determined additional allowances {0.4%) 0.5% perating profi e
Return on Equity 10.0% 10.8% Net finance costs ) (115)
~——— P — Profit before tax 319 742
usiness perform elow the e totex
. he . p il targels set by the tote e ——— &) =5
incentive mechanism in the fifth year of RIIO. Totex spend was
. n Profit after tax 314 77
£476m, compared to an estimated allowance, adjusted for
outputs and phasing of £438m, howaver this was in lina with Gain on disposal 4,024 i
prior year overali totex performance, The Company’s share of Taxation an gain on disposal 213 -
this difference js expected to be £17m. Gain on disposal 4,237 -
Total 4,551 77

The business had another good year of incentive performance,
slightly up on 2018/17. Overall, the Gas Transmission business
delivered around 120 bps of additional returns through other
revenue incentives. The majority of this was from strong

In 2017/18, a profit of £17 million is reported in discontinued
operations, which relates to the reversal of provisions in respect
business restructuring costs following the sale of the Gas
Distribution business.



Corporate

Governance
Corporate Governance Statement

National Grid Gas aims to achieve high standards of leadership
and governance. At the National Grid pic leve!, its Board
considers that it complied in full with the provisions of the UK
Corporate Governance Code 2016 (the Code) during the year
being reported on. National Grid Gas is not required to comply
with the Code, however, the Board is mindful of the principles of
the Code and develops its governance and oversight of the
Company considering not only its ultimate shareholder, National
Grid, but the wider range of stakeholders in its business. The
Corporate Governance Statement sets oul the principal areas
of National Grid Gas Board governance together with an
explanation of areas where it considers that it has operated
consistently with the main principles of the Code.

Governance framework

The Board of the Company is collectively responsible for its
governance, and oversees its effective oversight of the
Company and its businesses, and compliance with all relevant
laws and regulations, including compliance with its obligations
under its Gas Transporter Licences. To facilitate this, a
comprehensive governance framework has been established.
This governance framework forms part of the wider National
Grid plc governance framework and is aligned, as required and
is applicable, to the Company. Risk management is
fundamental to delivering the long term success of the
Company and for that reason a separate section of this Annual
Report and Accounts has been dedicated to describing our
internal controls and risk management, see page 16. The day-
to-day operaticnal and financial management of the Company's
businesses is undertaken by commitiees. The committees are
operated in compliance with business separation abligations set
out in its licenses.

Reinforcing its commitment to sound corporate governance the
Board has continued to strengthen and develop both its
composition and governance framework, implementing, as
applicable, many of the best practice governance principles in
operation at the National Grid plc level,

Board composition

The Board consists of six executive directors and two
Sufficiently Independent Directors {“SIDs"™) who between them
provide a broad and diverse range of experience and technical
skills from both within and externa! to the organisation, from the
energy sector, other regulated industries and external bodies.
This depth and breadth of experience, and the independence
brought by the S1Ds, enables the Board to engage in
constructive and challenging discussions, considering the
perspectives and interests not only of the Company’s
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sharehoider but the wider range of stakeholders in the
business. Details of the director positions, demonstrating their
area of responsibility within the business, can be found under
the section “How our Board operates”.

During the last financial year the Board consolidated its
composition under the leadership of the Executive Director, UK,
Nicola Shaw CBE. who became Chairman of the Board in July
2016. Nicola continues fo sit as an Executive Director on the
National Grid plc Board. Through her parlicipation at the Boards
of both companies, the Board of National Grid Gas is wel
placed to identify and facilitate understanding of the views of ils
ultimate shareholder.

Sufficiently Independent Directors

The appointment of two Sufficiently Independent Direclors
(SIDs) in April 2014 has provided the Board with independent
challenge and input to the decision making process. The SIDs
bring to the Board a wealth of experience and knowledge
derived from working in other businesses in the utility sector,
government and regulatory organisations and other businesses
and organisations outside of the energy sector. Dr Catherine
Beil and Dr Clive Elphick have remained in these roles
providing continuity, and an independent voice in the
boardroom, during a period of internal change. Their input and
involvement in developing the governance framewaork is
demonstrated through their leadership of two committees of the
Board: the Audit Committee and Business Separation
Compliance Committee. Within the boardroom, the constructive
independent challenge and input brought by the SIDs, supports
the Board in considering the wider range of stakeholders in the
business. Outside of the boardroom, the SIDs hold an annual
meeting with the Chief Executive Officer of National Grid plc,
enabling them to strengthen their, and the Board's, engagement
and understanding of the views of the shareholder. Additionally,
in their roles as members of the Company's Audit Committee,
the SIDs hold an annual meeting with the Chair of the National
Grid pic Audit Committee creating a formal information flow
between the independent directors of the two committees.

The SIDs attend a range of site and operational visits and
briefing sessions throughout the year, enabling them to
strengthen their knowledge and understanding of the business
and current operational matters. These visits and briefing
sessions also provide the opportunity to create further links
belween the business and the Board room.

Executive Directors

The executive director membership of the Board consists of the
senior managers of the gas transmission and system operator
businesses, regulatory function and financial function.

During the year the Board's executive direclor composition
changed as a result of Cordi O'Hara, Director of UK System
Operator, starting a new role in the Nationat Grid Group’s US
business. Phil Sheppard was appointed to the role of Interim
Director of UK System Operator and was appointed to the
Board in July 2017. Fintan Slye was appointed Director of UK
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System Operator and a director of the Board in February 2018

Phil Sheppard continued his directorship on the Board and was ~

appointed Director Gas Transmission Owner in March 2018
following the resignation of Pauline Walsh.

Following the year end, Andy Agg, Group Tax & Treasury
Director. resigned from the Board following his acceptance of a
new role within National Grid Ventures. Alexandra Lewis,
Group Treasurer, was appointed to the Board in Aprii 2018

All Board appointments are made in consultation with its
shareholder and in accordance with National Grid's Procedure
for the Appointment of Directors to Subsidiary Companies

Director induction and development

Directar training on the statutory duties and responsibilities of
directors has been made available to new and existing directors
and reference material has been placed in the online document
library.

Continuing director training and development is delivered both
within and outside of the boardroom. A programme of head
office and operational site visits, briefings and internal
conferences and evenis aims o strengthen and refresh the
Board's knowledge and understanding of the Company's
operations, the external business and regulatory envircnment
and specific technical briefings to support the directors in
fulfilling their roles on both the Board and Board Committees.
The visits and briefings provide an opportunity for the directors
to support and reinforce the Company’s culture, values and
ethics and promote a culture of openness between Board
members and employees and add depth and knowledge to the
discussions in the boardroom.

Within the boardroom, the Board receive updates and
presentations on current operational matters and specific
initiatives within the business and wider National Grid group.
These presentations also provide an opportunity for the
individual executive directors to benefit from the input of other
Board members on matters within their area of the business.

How our Board operates

The Board maintains a schedule of matters specifically reserved
for its consideration and decision. This is aligned, as
appropriate, to that of the National Grid plc board with additional
responsibilities as required by licence obligations. The matters
reserved cover matters categorised as: Strategy, Management
and Finance, Director and Employee Issues, Corporate
Governance, Financial and Regulatory Reporting and
Shareholders and includes oversight of the relationship with the
regulatory bodies, including Ofgem, Department for Business,
Energy and Industrial Strategy and the Health and Safety
Executive.

To support the Board, there is an established framework of
Committees, to which the Board delegates defined duties under
Terms of Reference and within a framework of Delegations of
Authority. Further detail on the work of the Commitiees can be
found betow.

The Board's accountability for financial and business reporting
and risk management and internal control is undertaken within
the wider Group governance framework and processes. As a
regulated entity, the Board has respensibility for the annual
regulatory accounts to which it applies the same rigorous
governance processes as thal of the statutory accounts, and it
involves the work of the Audit Committee. Reporting on the
regulatory regime is overseen by the Board, and further detail
can be found in the section “What we do - Regulation”.

Board meetings are scheduled and communicated a minimum
of one year in advance providing all directors with sufficient
notice to attend meetings. The matters to be considered
throughout the annual board meeting schedule fulfil the Board's
responsibilities in line with its statutory duties, licence
obligations, its matters reserved for the Board and its authority
under the Group Delegations of Authority from National Grid
ple. The Board's supervision of the Company's operations is
fulfilted through standing agenda items on safety matters,

-business overviews from the transmission owner and system

operator and financial performance. The Board's consideration
of health and safety matters covers all parts of the operational
business and takes into account the health and safety of
employees. Throughout the year, the Board has allocated
additional time to focus on the potential impact that the
Company's operations may have on the health and safety of
members of the public. In addition to this the Board receives a
suite of management reporis, in line with Group reporting,
providing updates on different aspects of the business.

In its steering role, providing leadership to the business, the
Board receive papers requesting their input and decision on
matters, aligned to the matters reserved fo it. The Board
regularly reviews the annual business schedule, and amends
this to take account of changes in the external and internal
environment, enabling it to provide effective, time appropriate
leadership and oversight of matters affecting the business

To enable the Board to be effective and efficient within the
boardroom a number of procedures have been established:
papers supporting each agenda item are distributed in advance,
typically a week before the meeling; training and briefings on
specific matters are scheduled prior to the beard meeling; and
the Chairman holds a short meeting with the SIDs, before each
meeling to discuss the focus of the upcoming meeting. After
each meeting the Chairman and SIDs meet to share feedback
and discuss the dynamics of the meeting, enabling a process of
continuous improvemnent for the operation of future board
meetings

Board performance evaluation

Following the externaily facilitated board evaluation in June
2015 (the “2015 Evaluation”) progress against the actions has
continued, develaping and enhancing the performance of the
Board. The Board has undertaken an evaluation process during
February and March 2018, led by Nicola Shaw in her role as
Chair of the Board. The process built on the 2015 Evaluation
and focused on three key topics: the Board's effectiveness; the



coverage of the Board at its meetings, and change
management in key strategic areas over the next three to five
years, The evaluation process consisted of a structured
questionnaire and one-to-one interviews between the Chair and
each director. The Board plans to review the resulis of the
evaluation process later in 2018 before agreeing an agreed
action plan aimed to further develop and enhance performance
of the Board.

Board membership and attendance

Six Board meetings were scheduled and held during the last
financial year. Board membership and attendance at the
meetings is set cut below. Attendance is expressed as the
number of meetings attended out of the number possible or
applicable for the individual Director during the year to 31
March 2018.

Attendance

Nicola Shaw CBE (Chair} Executive Director UK 6ofb

Andy Aggy Group Tax & Treasury Saf6
Director

Alan Foster UK CFOQ 5of6

Pauline Walsh; Director Gas 50f5
Transmission Owner

Cordi O'Hara; Director of UK System 1ofi
Operator

Fintan Slye, Director of UK System 10of1
Operator

Phil Sheppards Director Gas Sofs
Transmission Owner

Chris Bennett Director UK Regulation 6ofé

Catherine Bell Sufficiently Independent 6of6
Director

Clive Elphick Sufiiciently Independent Gof6
Director

1 Resigned 13 April 2018

2 Resigned 9 March 2018

1 Resigned 18 July 2017

+«  Appointed 7 February 2018

5 Appointed 17 July 2017

For those meetings where an executive Director was unable to
attend, alternative arrangements were put in ptace to ensure
the Board had representation from the relevant functional area.
This was either through the attendance of a senior manager
from within the applicable functional area or a written briefing
provided by the Director to the Chairman.

Board remuneration

The Directars of the Company are not separately remunerated
in that capacity with the exception of the SIDs. The
remuneration of any Director wha is also a member of the
Board of National Grid, is determined by the Remuneration
Committee of the Board of National Grid, as set out in its annual
report and accounts. The remuneration of other Directors is
determined in accordance with National Grid's remuneration
policies for employees. As required by Section 33f of the Gas
Act 1986, the Company has provided to Ofgem details of the
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linkages between Directors’ remuneration and service
standards.

Committees

The Board has established a number of commitiees and sub-
committees which assist it in its activities and operate within
agreed Terms of Reference and a framework of Delegations of
Authority. The Committees of the Board are listed below:

« Gas Transmission Executive Committee

¢ System Operator Executive Commitlee

» Business Separation Compliance Committee
* Finance Committee

« Audit Committee

The Company does not have a Nominations or Remuneration
Committee as these functions are provided by National Grid pic.
See the Annual Report and Accounts of National Grid plc for
further information about these committees.

Gas Transmission Executive Committee
The purpose of the Gas Transmission Executive Committee
(GTEC} is ta direct the affairs of the Gas Transmission Owner

- business on behalf of its Board and to perform an assurance

role within the context of the overall RIIO networks governance
framework and oversee the performance of any sub-committeas
reporting to it. The Committee’s remit extends to approving the
Gas Transmission strategies and business objectives for
managing the RIIO contract and for approving opportunities to
deliver value within that contract in accordance with published
Delegation of Authority (DoA) limits

Additionally the Committee performs assurance responsibilities
for the Gas Transmission Owner business performance
frameworks including the moritoring of performance against the
RO contract, financial targets, high-level risks and audit
oulcomes. To this end the Committee receives summary
reports from Process Performance Meetings, Regulatory
Commercial Committees and Business Partner Functions.

GTEC acts within National Grid's overall corporate governance
framework and delegated authorities and is responsible for the
operational and financial management of the Gas Transmission
Owner business. Membership of this Committee comprises at
least two Directors of the Company, senior managers of the
Gas Transmission Owner business and certain other senior
managers. Attendance of the voting members is expressed as
the number of meetings attended out of the number eligible to
attend, and includes attendance by a nominated deputy during
the year to 31 March 2018. There were 12 Committee meetings
held during the year.



28 National Grid Gas plc Annual Report and Accounts 2017/18

Attendance
Pauline Walsh, Director, Gas Transmission 10 of 11
Owner
Phil Sheppard; Director, Gas Transmission 10of1
Owner
Isabelle Haigh Head of GTOQ Business Change 110f12
and Optimisation
Mark Lissimore Head of GTO Operations 110f 12
Karl Yates Head of GTO Delivery Services 11 of 12
David Salisbury; Head of Netwotk Engineering S5of6
Tony Nixon, Head of Network Enginaering 4 of4
Tony Greens Head of Netwark Engineering 20f2
lan Radley Head of Gas Construction t10f12
Andy Malins Head of Network Capability & 110f12
Operations, Gas
Chris Bennstt Director, UK Regulation 8aof 12
Vicki Flindalls Lead Finance Business Partner, 405
GTO
Dean Sutton; Lead Finance Business Partner, Tol7

GT0

N i o m s K -

Resigned March 2018

Appointed March 2018

Resigned September 2017

Appointed October 2017, Resigned February 2018
Appointed February 2018

Resigned September 2017

Appointed Seplember 2017

The GTEC has a number of sub-committees dealing with
matters such as investment, governance, safety and
coordination of operations.

System Operator Executive Committee
The System Operator Executive Committee (SOEC) acts within
National Grid’s overall corporate governance framework and
delegated authorities and is responsible for the strategic
direction of Great Britain SO activities (Gas and Electricity
combined) and RO incentive and output performance
measures. The SOEC was set up following the implementation
of the new UK Operating Model in 2013. Membership of this
Committee comprises Directors of the Company, senior
managers of the Transmission business and certain other
senior managers. Attendance of the voting members is set out
below and is expressed as the number of meetings attended
out of the number eligible to attend, and includes atlendance by
a nominated deputy during the year to 31 March 2018. There
were three Committee meetings held during the year.

Attendance
Cordi O'Hara Director of UK System Operalor 2of2
Phil Sheppard Interim Director of UK System 1of1

Operator

Duncan Burt Director of SO Operations 10of1
Damren Pettifer S0 Finance Businaess Pariner 20of2
Claire Tuckman S0 Finance Business Partner 10f1
Chris Bennett Director UK Regulation 3of3
Simon Johnston Head of Business Change 20f3
Roaisin Quinn Head of SO Strategy 20f2

The SOEC has a number of sub-committees dealing with
matters such as SO specific invesiments, SO Risk and
Compliance and SO Incentive Performance.

Business Separation Compliance Committees

The Business Separation Compliance Committee of the Board
is responsible for overseeing the duties and tasks of the
Business Separation Compliance Officer and for overseeing
compliance with the business separation licence conditions.

Membership of the Commitiee is by appointment of the Board
and comprises all directors of the licensee. The Commitiee is
chaired by Dr Catherine Bell, SID, providing independent
leadership of the Commitiee. The Business Separation
Compliance Officer/Compliance Officer are in attendance and
present reports on their duties, activities and compliance with
the licence obligations

Two Committee meetings were held during the year, with
additional meetings taking place between the Chairman of the
Committee and the Business Separation Compliance
Officer/fCompliance Officer. Following the meetings, the
Chairman provided updates to the Board on matters considered
at the meetings.

Finance Committee

The Finance Committee of the Board is responsible for setting
policy and grants authority for financing decisions, credit
exposure, hedging and foreign exchange transactions,
guarantees and indemnities subject to the risk appetite of the
Board. It also approves, other treasury, tax, pension funding
and insurance strategies, and if appropriate, recommends them
to the Board. During the year, the Company's Pensions
Committee was disbanded and the Finance Committae's remit
was extended to also provide governance of the Company's
pension schemes.

Membership of the committee comprises the Finance Director
of National Grid plc and the Group Tax and Treasury Director, a
director of the Board, The Commitiee interfaces with the
Finance Committee of National Grid plc and the Board.

Each Board meeting considers a separate agenda item on the
work of the Finance Committee. Financial reporting on the
financing activities, taxation and financial costs and liabilities of
the pension schemes is provided through the regular financial
management reports discussed at each beard meeting.

Audit Committee

The Audit Committee's role is to keep the Company's financial
reporting and the effectiveness of its internal controls under
review, together with its risk management processes. It also
reviews the external audit plan and the external auditors’
findings.

Membership of this Committee is comprised of three Board
directors: the two SIDs and an executive director, the Group
Tax and Treasury Director. The Committee is chaired by Dr
Clive Elphick, SID, providing independent leadership. Financial
experience is provided by both Clive and the Group Tax and



Treasury Director. In addition to the members of the Committee,
individuals such as representatives of the external auditors,
Head of UK Audit, representatives of the Assurance function,
UK Chief Financial Officer and other representatives of the
finance function and the UK General Counsel and Company
Secretary may be invited to attend by the Committee and
normally attend each meeting. Other Direclors, representatives
of the business and external advisors may be invited to attend
as and when considered appropriate by the Committee and in
respect of items that are relevant to them.

Since its inception in November 2014, the Audit Committee's
role has been developed and enhanced, providing the
assurance required by the Board on matters within ils authority.
The Chairman provides a report on each meeting to the
following Board meeting, and where applicable makes
recommendations to the Board. The Board considers these
recommendations and, where required, seeks further
assurance and details to be brought to the Board.

To strengthen the governance links to National Grid, the SIDs
hold an annual meeting with the Chairman of the National Grid
ple Audit Committee.

The preparation and management of the Audit Committee's
annual meeting schedule follows the same governance
processes as those for the Board. Technical briefings and
meetings with the UK Chief Financial Officer and members of
the financial function are held before meetings, as required, to
provide further details on matters to be discussed during the
meetings.

Five meetings took place during the last financial year.
Commitiee membership and atlendance at meetings is set out
below. Attendance is expressed as the number of meetings
attended out of the number possible or applicable for the
individual Director during the year to 31 March 2018

Attendance

Clive Elphick {Chair) Sufficiently Independent 50of5
Director

Catherine Bell Sufficiently Independent Sof§
Director

Andy Agg Group Tax and Treasury 50f5
Directar

Following the year end, Andy Agg resigned as director of the
Board and was replaced by Alexandra Lewis, Group Treasurer;
it followed that Alexandra also replaced Andy as a member of
the Audit Committee at the same time

Areas of focus

The Audit Committee meetings considerad a programme of
matters comprising those which were aligned to that of the
National Grid plc Audit Committee and specific matters as they
related to the Company, as a listed and regulated entity and as
defined in the Terms of Reference for the Committee. Examples
of key areas of focus included:
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« Statutory and regulatory accounting statements

= Going concern statements

= Fair, balanced and understandable statements

« Financial reporting

« Internal controls and processes

+ Regulatory to RIIQ accounts transition

+ Risk management processes

= Compliance matters, including compliance with licence
obligations

¢ Intemnal (corporate) audit plan

= Business conduct, including whistleblowing

Significant issues

The most significant issues the Committee considered during
the year were matters relating to inlernal controls and
processes, compliance and judgements made in the
preparation of the year-end financial statements, including
assumptions used in the calculation of provisions and pension
liabilities.

Looking forward, the Committee will continue to focus on the
effectiveness of the internal control environment, providing input
to the Group wide process

In terms of financial reporting changes, the Committee will
continue to focus on the changes in the regulatory accounting
reporting for the implementation of RIIO accounts

External audit

The Committee is responsible for overseeing relations with the
extemnal auditors, as part of the Group wide external audit
arrangements. Each Commitlee meeting is preceded by a
meeling between the SIDs and the external auditor, without
management present, to allow independent discussions on any
matters the auditors would like to bring to the attention of the
Committee.

The Committee reviews the audit plan and audit findings in
respect of the audit of the statutory and regulatery accounts.
The Committee also engages on auditor recommendations for
improvements around internal controls. Through regular
management reporting on internal controls, the Committee is
able to monitor progress of the actions being taken.

Following the National Grid plc Audit Committee audit tender
process, Deloitte LLP was appointed by shareholders as the
Group's statutory auditors at the AGM in July 2017.

Auditor transition

Deloitte’s transition plan focused on developing a deeper
understanding of the Company's business, processes and
control, and leveraging the experience and knowledge of
PricewaterhouseCoopers (PwC) during the shadowing period.
Deloitte shadowed PwC during 2016/17 year end close process
and attended Audit Committee meetings in June and July 2017.
They also undertook a review of the PwC audit files and held
meelings wilh key management. The Committee received
regular updates on the status of the transition during the year.
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Internal (corporate) audit

The Company does not have a separate internal audit team
This function is provided by National Grid's Corporate Audit
function which provides independent and objective assurance
to the National Grid Gas Audit Committee, Safety, Environment
and Health Committee (SEH) and Executive Committees on
whether our existing control and govemance frameworks are
operaling effectively in order to meet National Grid's strategic
objectives. Assurance work is conducted and managed in
accordance with the llA international standards for the
Professional Practice of Internal Auditing and Code of Ethics.

Inputs to the audit plan include principal risks, risk registers,
corporate priorities, and external research of emerging risks
and trends, and discussions with senior management to make
sure the plan aligns with the Committee and Company's view of
risk. The audit plan is considered and approved by the
Committee annually and progress against the pfan is menitored
throughout the year,

The Committee receive regular controls updates from the
Corporate Audit team. Management actions on audit findings

have continued to be a focus at Executive meetings resulting in
greater visibility of audit findings, increased ownership of
actions and greater engagement by senior management

Auditors’ independence and abjectivity

Mindset, integrity and objectivity enable auditors to undertake
their role with professional scepticism while maintaining
effective working relationships with those subject to audit i.e
management and other employees

As highlighted in National Grid's Annual Report and Accounts
for 2017/18 the independence of the external auditors is
essential to the provision of an objective opinion on the true and
fair view presented in the financial staterments.

Following consideration of the auditors’ independence and
objectivity, the audit quality and the auditors’ performance, the
Committee was satisfied with the effectiveness, independence
and objectivity of Deloitte and recommendead to the Board their
reappointment for the year ended 31 March 2019. A resolution
to re-appoint Deloitte and giving authority to the Directors to
determine their remuneration will be submitted to shareholders
at the 2018 AGM



Directors’ Report

The Directors present their report and the audited consaolidated
financial statements of the Group for the year ended 31 March
2018. In accordance with the reguirements of the Companies
Act 2006, the following sections describe the matters that are
required for inciusion in the Directors’ Report and were
approved by the Board. Further details of matters required to be
included in the Directors’ Report are incorporated by reference
into this report, as detailed balow.

Directors

The Directors of the company who were in office during the
year and up to the date of signing the financial statements
were:

Andy Agg

Catherine Bell CB (SID)*
Chris Bennett

Clive Elphick (SID}*

Resigned 13 April 2018

Alan Foster

Alexandra Lewis Appointed 13 April 2018
Cordi O'Hara Resigned 16 July 2017
Nicola Shaw CBE

Phil Sheppard Appointed 17 July 2017
Fintan Slye Appointed 7 February 2018
Pauline Walsh Resigned 8 March 2018

*Sufficiently Independent Director

The Company has arranged, in accordance with the Companies
Act 2006 and the Articles, qualifying third party indemnities
against financial exposure that Directors may incur in the
course of their professional duties. Equivalent qualifying third
party indemnities were, and remain, in force for the benefit of
those Directors who stood down from the Board during the year
ended 31 March 2018. Alongside these indemnities, the
Company places Directors’ and Officers' liability insurance
cover for each Director.

Principal activities and business review

A full description of the Company's principal activities,
businesses, key performance indicators and principal risks and
uncertainties is contained in the Sirategic Report on pages 10
to 15, which are incorporated by reference into this report

Material interests in shares

National Grid Gas plc is a wholly owned subsidiary undertaking
of National Grid Gas Holdings Limited, The ultimate parent
company of National Grid Gas plc is National Grid plc.

Dividends

During the year, no interim dividend was paid {(2016/17. £8,100
million interim dividend). The Directors have not proposed a
final dividend.
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Share capital
Share capital remains unchanged See note 21 to the
consolidated financial statement for further details

Research and development
Expenditure on research and development was £4 million
during the year (2016/17: £4 million).

Financial instruments

Details on the use of financial instruments and financial risk
management are included in note 25 to the consolidated
financial statements.

Future developments
Details of future developments are contained in the Strategic
Report.

Employee involvement

Details of how the Company involves its employees are
contained in the Strategic Report on pages 10 and 15, which
are incorporated by reference into this report.

Audit information

Having made the requisite enquiries, so far as the Directors in
office at the date of the signing of this report are aware, there is
no relevant audit information of which the auditors are unaware
and each Direclor has taken all reasonable steps to make
themselves aware of any relevant audit information and to
establish that the auditors are aware of that information.

Annual General Meeting
Notice of the National Grid Gas's Annual General Meeting for
2018 will be issued separately to the shareholder.

Going concern

Having made enquiries and reviewed management's
assessment of the going concern assumption, the Directors
consider it appropriate to prepare the financial statements on a
going concern basis. The going concern basis presumes that
the Company has adequale resources to remain in operation,
and that the Directors intend it to do so, for at least cne year
from the date the financial statements are signed. More detail
on our financial risks, including liquidity and solvency, is
provided in note 25 to the consolidated financial statements
There have been no major changes o the liquidity and
solvency risks in the year. Although not assessed over the
same pericd, the viability has been assessed on page 20.

On behalf of the Board

Alan Foster

UK CFO

21 June 2018

National Grid Gas ple,

1-3 Strand, Landon WC2N SEH

Registered in England and Wales Number 2006000
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Introduction to the financial statements

Throughout these financial statements we have provided Notes
L L L RGO TG R L) Nates to the financial statements provide additional information
the understanding of our financiat performance and position required by statute, accounting standards or other regulations

to assist in a more detailed understanding of the primary
financial statements. In many notes we have included an
accounting policy that describes how the transactions or
balance in that note have been measured, recognised and
disclosed. The basis of preparation section provides details of
accounting policies that apply to transactions and balances in
general.
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Statement of Directors’ responsibilities

The directors are responsible for preparing the Annual Report
and the financial statements in accordance with applicable law
and regulations.

Company law requires the directors to prepare financial
statements for each financial year. Under that Iaw the directors
have elected to prepare the group financial statements in
accordance with Intemational Financial Reporting Standards
{IFRSs) as adopled by the Eurcpean Union and the parent
company financial statements in accordance with United
Kingdom Generally Accepted Accounting Practice (United
Kingdom Accounting Standards and applicable law), including
FRS 102 “The Financial Reporting Standard applicable in the
UK and Republic of Ireland”. Under company law the directors
must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affairs
of the company and of the profit or loss of the company for that
period.

In preparing the financial statements, the directors are required
to

= Select suitable accounting policies and then apply the
consistently;

» Make judgements and accounting estimates that are
reasonable and prudent;

s State whether applicable UK Accounting Standards have
been followed, subject to any material departures disclosed
and explained in the financial statements; and

= Prepare the financial statements on the going concern basis
unless it is inappropriate to presume that the company will
continue in business,

In preparing the financial statements. International accounting
Standard 1 requires that directors;

= properly select and apply accounting policies;

= present infermation, including accounting policies, in a
manner that provides relevant, reliable, comparahle and
understandable information;

« provide additional disclosures when compliance with the
specific requirements in IFRS are insufficient to enable users
to understand the impact of paricular fransactions, other
evenls and conditions on the entity's financial position and
financial performance; and

s make an assessment of the company's ability to continue as
a going concern.

The directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the company's
transactions and disclose with reasonable accuracy at any time
the financial position of the company and enable them to
ensure that the financial statements comply with the Companies
Act 2006. They are also responsible for safeguarding the assets
of the company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

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

On behalf of the Board

Alan Faster
UK CFO
21 June 2018
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Independent Auditors’ report
to the Members of National Grid Gas pic

Report on the financial statements

Opinion

In our opinion:

= the financial statements give a true and fair view of the
state of the group’s and of the parent company's affairs as
at 31 March 2018 and of the group’s profit for the year then
ended,

= the group financial statements have been properly
prepared in accordance with International Financial
Reporing Standards (IFRSs} as adopted by the European
Union and IFRSs as issued by the International Accounting
Standards Board (IASB),

= the parent company financial statements have been
properly prepared in accordance with United Kingdom
Generally Accepted Accounting Practice including
Financial Reporting Standard 102 “The Financial Reporting
Standard applicable in the UK and Republic of Ireland”,
and

= the financial statementis have been prepared in
accordance with the requirements of the Companies Act
2006 and, as regards the group financial statements,
Article 4 of the IAS Regulation.

We have audited the financial statements of National Grid Gas

plc {the ‘parent company') and its subsidiaries {the ‘group’)

which comprise:

 the consolidaled income statement,

« the consolidated statement of comprehensive income;

 the consolidated statement of changes in equity;

» the consolidated statement of financial position;

» the consolidated cash flow statement;

s the related notes 1 to 28 of the consolidated financial
statements;,

« the Company accounting policies,

the Company balance sheet;

the Company statement of changes in equity; and

the related notes 1 to 17 of the Company financial

statements.

The financial reporting framework that has been applied in the
preparation of the group financial statements is applicable law
and IFRSs as adopled by the European Unien. The financial
reporting framework that has been applied in the preparation of
the parent company financial statements is applicable law and
United Kingdom Accounting Standards, including FRS 102 “The
Financial Reporting Standard applicable in the UK and Republic
of [reland” {United Kingdom Generally Accepted Accounting
Practice).

Basis of our opinien

We conducted our audit in accordance with International
Standards on Auditing (UK) (ISAs (UK)) and applicable law. Qur
responsibilities under those standards are further described in
the auditor’s responsibilities for the audit of the financial
statements section of our report.

We are independent of the group and the parent company in
accordance with the ethical requirements that are relevant to
our audit of the financial statements in the UK, including the
FRC's Ethical Standard as applied o listed public interest
entities, and we have fulfiled our other ethical responsibilities in
accordance with these requirements, We confirm that the non-
audit services prohibited by the FRC's Ethical Standard were
not provided to the group or the parent company.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.
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Summary of our audit approach

Key audit matters The key audit matters that we have identified in the current year were;
« the internal control refresh programme;
= |T user access management controls;
+ net pension obligations;
= revenue recognition;
classification of capital costs, and
treasury derivative transactions.

Materiality The materiality that we used for the group financial statements was £24.2 million based on 5% of profit before
tax.
Scoping We focused our group audit scope on the parent company, which accounts for 99% of the group’s revenue

and 98% of the group's profit before tax and net assets

First year audit The year ended 31 March 2018 is our first as auditor of the group. We have been independent since 1
transition January 2017 and commenced our transition from that date. The transition included:
» establishing a detailed audit transition plan;
¢ shadowing the previous auditor through the 31 March 2017 audit, including attendance at key meetings;
= holding transition workshops with finance and operational management, Internal Audit, the treasury
function, the pensions, tax and legal teams in order to inform our audit planning;
reviewing the previous auditor's audit file; and
reviewing historic accounting policies and accounting judgements through discussion with management
and review and challenge of management's papers and supporting documentation.

This process built our understanding of the group which informed our risk assessment process, from which
we identified the risks of material misstatement to the group’s financial stalements. We presented our audit
plan and transition observations to the group’'s senior management and to the Audit Committee throughout
the transition process, including in a transition report and audit plan presented in September 2017 and
updates to our audit plan in November 2017 and March 2018

Conclusions relating to going concern

We are required by ISAs (UK) to report in respect of the following We have nothing to report in respect of these matters.
matters where:

« the directors’ use of the going concern basis of accounting in
preparation of the financial statements is not appropriate; or

= the directors have not disclosed in the financial statements any
identified material unceriainties that may cast doubt about the
group’s or the parent company's ability to continue to adopt the
going concern basis of accounting for a period of at least twelve
manths from the date when the financial statements are
authorised for issue.

Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial
statements of the current period and include the most significant assessed risks of material misstatement (whether or not due to fraud)
that we identified. These malters included those which had the greatest effect on: the overall audit strategy, the allocation of resources
in the audit; and directing the efforts of the engagement team.

Throughout the course of our audit we identify risks of material misstatement (“risks") and classify those risks according to their
severity. In assigning a category we consider both the likelihood of a risk of a material misstatement and the potential magnitude of a
misstalement in making the assessment. Certain risks are classified as “significant” or “higher” depending on their severity. The
category of the risk determines the leve! of evidence we seek in providing assurange that the associated financial statement item is
not materially misstated.

We have described herein the risk categorisation assigned to each of our key audit matters and the reasoning behind that jJudgement.

These matters were addressed in the context of our audit of the financial statements as a whole, and in forming our opinion thereon.
and we do not provide a separate opinion on these matters.
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Internal control refresh programme

Key audit matter
description

@

Throughout the period the group has undertaken a refresh of its intemal control over financial reporting
framework including the scoping, risk assessment, process and design of control documentation, and the
evaluation and testing of controls {"the refresh programme”)

As a result of the programme undertaken by management a significant focus has been placed on the
understanding of the group's processes and the assessment of the design, implementation and operating
effectiveness of the group's interal control framework.

The assessment of the group’s control framework is a key part of our audit and core to the group's ability to
maintain financial records, prepare financial statements in accordance with IFRS and, where material,
prevent or detect unauthorised acquisition, use or disposition of the group's assets. In particular, in the
current period, the refresh programme has meant that the control environment has evolved through the
period and accordingly has required additional resource to perform procedures on new or enhanced
controls as they are designed and implemented by the group.

The internal control refresh programme is pervasive to the group's operations and accordingly the level of
risk ascribed to our work in this area is dependent on the nature and complexity of the control itself and the
balance or balances within the financial statements to which the control relates.

Refer additionally to the Strategic Report on page 16.

How the scope of our
audit responded to the
key audit matter

In performing our assessment of the group's control environment we have perfermed a number of

procedures, including.

s detailed walkthroughs of the processes associated with each of the group’s key business cycles including

financial reporting, revenue, purchase-to-pay, order-to-cash and property, plant and equipment;

identification of the audit risks impacted by a change in process or control during the period;

testing of relevant controls where the controf has changed in the period following the refresh programme;

identifying reports and other information used in the operation of relevant controls and performing

appropriate procedures to determine their accuracy and compleleness;

identifying relevant IT applications, infrastructure and operating systems used in the operation of the

group’s relevant controls and performing testing of the general IT controls over those systems, including

the use of our automated controls testing tool, and

* where deficiencies in internal control were identified testing compensating controls or performing
alternative procedures, including modifying our audit approach, where appropriate.

Key observations

We idenlified weaknesses relating to user access controls over some IT systems, which could have had a
negative impact on other controls by allowing unauthorised access to the financial reporting systems, As a
result of our findings we identified a further key audit matter in relation to IT user access management
controls discussed below.

IT user access management controls

Key audit matter
description

©

Due to the reliance on IT systems within the group, controls over access rights are critical to maintaining an
effective control environment. As a result of our procedures over internal control we identified a number of
deficiencies relating to segregation of duties, contral over privileged access and user access management
both within the group and the group’s IT service organisations {together “access deficiencies”). The
deficiencies identified increase the risk that individuals within the group and at service organisations had
inappropriate access during the period. The existence of deficiencies during the year and at the year end
result in an increased risk that data and reports from the affected systems are not reliable.

The group put in place a programme of activities to remediate the deficiencies during the year which is on-
going at year end.

The |T user access management controls are pervasive to the group's operations and accordingly the level
of risk ascribed to our work in this area is dependent on the nature and complexity of the control itself and
balances within the financial statements the control addresses.

Refer additionally to the Strategic Report on page 16
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How the scope of our  In responding to the identified deficiencies in user access we have
audit rasponded to the

key audit matter = obtained and reviewed reports on the internal controls implemented and operated by relevant service
organisations and, where necessary directly tested certain third party controls or identified business

controls that do nol rely on information that is poltentially affected by the IT access management controls
which mitigate reported control issues;

= determined the impact that utilising inappropriate levels of access could feasibly have had on the affected
systems including assessing the likelihood of inappropriate user access impacting the financial
statements, and testing controls implemented by management to identify instances of the use of
inappropriate access; and

» identified and tested alternalive or compensating controls where such controls existed within the group's
control framework or where no such controls existed extended the scope our audit such that we have not
placed reliance on controls for information produced or held in the impacted systems, including
expanding the scope of our substantive testing.

Key observations We confirmed that the mitigating business controls address the risk of a material misstatement to the
financial statements. Furthermore we conducted a largely substantive audit and only continued to rely on

revenue and environmental provisions controls.

Net pension obligations

Key audit matter Substantially all of the group’s employees are members of one of a humber of pension schemes. These

description pension schemes include both defined benefit and defined contribution schemes.

@ We have identified a key audit matter specifically in refation to the assumptions used in the valuations of the
defined benefit schemes which as at 31 March 2018 represent an obligation of £5.3 billion and scheme

assets of £5.7 billion. The key judgements relating o the pension obligations include inflation assumptions,
discount rates, mortality assumptions and future safary changes applied to aclive members. The setting of
these assumptions is complex and changes to these assumptions can have a material impact on the value
of pension liabilities.

The pension schemes also include a number of “level 3" assets, baing those assets which do not have
market-observable inputs, to use in calculating their fair value. As such there is significant judgement in
determining the fair value of these assets including the selection of the valuation methodology and other
key assumptions.

We have identified the discount rates applied to net pension obligations as a 'significant’ risk within our
audit plan due to the sensitivity of the balance to changes in the rate and the level of eslimation uncertainty
and judgement involved in determining the fevel of liability. We have assessed ather areas of the net
pension abligations to be ‘higher' or ‘lower risk’ in aur audit plan

We additionally note that during the year there has been a change in the specialist acluaries used by the
group to calculate net pension obligations.

Refer additionally to note 19 for further discussion on the Group's net pension obligations.

How the scope of our  We have tested the operating effectiveness of controls over the pension assets and liabilities.
audit responded to the

key audit matter We have engaged our actuarial experts to assist in testing of the discount rate used in calculating the
pension liabilities. We have independently calculated an appropriate discount rate and compared this to

management’s rate. We have performed a sensitivity analysis of the pension liabilities using our
independently calculated rate.

Further, our actuarial experts have assisted us in benchmarking and challenging the other assumptions
used by management in determining the value of pensicn liabilities particutarly focusing on inflation, salary
growth and mortality rates; this has included comparing the inputs and assumptions used in determining the
valuation of the group's schemes to those used in comparable pension plans and our internal benchmarks

Additionally, we have considered the independence, objectivity and compelence of the independent
actuaries engaged by management to perform valuations of the relevant schemes
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We have performed audit procedures relating to the assets held within the pension schemes through
seeking third party confirmation from asset managers and/or custodians or other supporting evidence as
appropriate. Additionally, we have engaged internal specialists to challenge the valuation of scheme assels,
in particular the “level 3" assets. Our work has included reviewing pubdically available information on these
assets, comparing to internal benchmarks and reconciliation of inputs used by management to determine
the asset values.

Key observations

Revenue recognition

Key audit matter
description

®

We judge the discount rate and other key pension assumptions used by management to be in the middie of
our internally developed reasonable range.

In the year to 31 March 2018 the group has recognised revenue of £1.4 billion (31 March 2017: £1.3 billion).

We have identified aspects of revenue recognition as ‘higher' risks in our audit plan and we have rebutted
the presumption set out in Auditing Standards that there is a significant risk of fraud in revenue recognition
given the nature of the group’s primary revenue streams. As the first year of our audit tenure however,
significant resource has been invested in understanding the regulatory environment and methodologies
used and this has led us to identify revenue recognition as a key audit matter.

Revenue has historically been predictable, which is a funclion of both the nature of the business and the
regulatory price controls.

The group is a transmission owner and operator and operates in a highly regulated market. Accordingly
there is little juclgement with regard to revenue recognition.

Refer additionally to note 1 {2}.

How the scope of our
audit responded to the
key audit matter

We have tested the effectiveness of controls over revenue recognition including the controls over the
calculation of accrued income.

We have developed analytical tools designed to use third party data and known regulatory prices lo
recalculate the group’s revenue for the period. We have tested whether the amounts charged to customers
are consistent with the rates which are set by the group’s regulators.

Key observations

Key audit matter
description

©

On the basis of the procedures performed we are satisfied that the group has recognised revenue in
accordance with its policy and IAS 18 Revenue

Classification of capital costs

The group has an extensive capital investment programme with capital expenditure totalling £0.3 billion.
Judgement is required to determine whether certain activities should be trealed as operating expenditure
{maintenance or network repair) or capital expenditure (additions of or enhancement to network assets).

The group has significant experience in determining the classification of expenditure as operating cost or
capital expenditure. We do not consider this to be a significant nsk for our audit. We have however
identified the accuracy of capital expenditure as a ‘higher’ risk within our audit plan as there is judgement in
classifying expenditure albeit the leve! of judgement is not as significant as in other areas of the financial
statements. Due to the magnitude and significance of the asset base to the group’s operations we do
consider it to be a key audit matter requiring the allocation of significant audit resource.

Refer to note 8 for further discussion of the Group’s capital expenditure.

How the scope of our
audit responded to the
key audit matter

We have tested effectiveness of controls, over the classification of expenditure and the transfer between
assets in the course of construction and property plant and equipment.

We have tested an audit sample of additions to assets that are classified as assets under construction and
validated their classification as capital expenditure

Key observations

The results of our procedures were satisfactory and on the basis of these procedures we conclude that the
capital expenditure recorded is appropriate.
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Treasury derivative transactions

Key audit matter
description

@

At 31 March 2018 the group had total borrowings of £5.0 billion (31 March 2017; £5.5 billion). The group
mitigates the exposure to interest rate and foreign exchange rate risks with risk management activities
including the use of derivatives such as cross-currency and variable interest rate swaps. The group
designates derivatives in hedge relationships where possible

The valuation of the derivative portfolio requires management to make certain assumptions and judgments
in particular around the valuation methodologies adopted and the discount rate to be applied to forecast
cash flows.

The portfolio also includes “level 3" derivatives for which no directly observable inputs for their fair vailue are
available (such as a quoted market price}. Accordingly there is judgement invalved in determining the
methodology used to fair value these derivatives.

We have identified the accuracy and valuation of certain treasury derivatives as a ‘*higher risk within our
audit plan due to the level of judgement and the technical nature of determining derivative values. We have
also identified certain of the hedge accounting requirements adopted for certain of the group’s derivative
finaneial instruments as a ‘higher’ risk.

Refer additionally to notes 11 and 25 to the financial statements for further details on derivatives.

How the scope of our
audit responded to the
key audit matter

We have tested the design, implementation and operating effectiveness of controls aver the recording and
valuation of derivative financial instruments. This has included testing of the review-type controls performed
by management over the valuations and challenge of the estimates made.

In conjunction with our treasury specialists we have tested a sample of the models used by management,
including a challenge of the assumptions therein, lo confirm the appropriateness of the valuation
methodology adopted and the assumptions applied. Where relevant we have obtained third party
confirmations to test the compieteness and accuracy of the information held within the group's treasury
management system.

We have analysed the hedge effectiveness testing performed by management and tested the disclosure
within the financial stalements.

In the performance of our testing we have considered the requirements of IAS 39 Financial Instruments:
Recognition and Measurement to determine whether the appropriate accounting treatment has been
adopted by the group.

Key observations

The results of our procedures were satisfactory and on the basis of these procedures we conclude that the
accounting for derivatives, including the group’s use of hedge accounting, is appropriate.




40 National Grid Gas plc Annual Report and Accounts 2017/18

Our application of materiality

We define materiality as the magnitude of misstatement in the financial statements that makes it probable that the economic decisions
of a reasonably knowledgeable person would be changed or influenced. We use materiality both in planning the scope of our audit
work and in evaluating the results of our work

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:

Group financial statements Parent company financial statements
Materiality Materiality has been set at £24 2 million for the Materiality has been set at £24.1 million for the
current year. current year.
Basis for We have set materiality based on 5% of profit We have set materiality based on 5% of profit
determining before tax. before tax.
materiality
Rationale for the We consider profit before tax to be a critical We consider profit before tax to be a critical
benchmark benchmark of the performance of the group. benchmark of the performance of the group.
applied

We set performance materiality for the group at £17 million which represents 70% of our materiality. We use performance materiality
to determine the extent of our testing; it is lower than materiality to reflect our assessment of the risk of errors remaining undetected by
our sample testing and uncorrected in the financial statements. Performance materiality for the parent company was set at £16.9
million, which represents 70% of our materiality similarly to the performance materiality set for the group.

We agreed with the Audit Commitiee that we would report to the Commitiee all audit differences in excess of £1.2 million, as well as
differences below that threshold that, in our view, warranted reporting on qualitative grounds. We also report to the Audit Committee
on disclosure matters that we identified when assessing the overall presentation of the financial statements,

An overview of the scope of our audit

The group audit was scoped by obtaining an understanding of the group and its environment, including group-wide controls, and
assessing the risks of material misstatement at the group level. We focused our group audit scope on the parent company which was
subject to a full scope audit and was executed at a component materiality of £24.1 million. This accounts for 99% of the group's
revenue and 98% of the group's profit before tax and net assels.

Audit work to address the identified risks of material misslatement was performed directly by the audit engagement team and no
component auditors were engaged.
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Other information

The directors are responsible for the other information. The other We have nothing to report in respect of these matters.
information comprises the information included in the annual

report, other than the financial stalements and our auditor's report

thereon.

Our opinion on the financial statements does not cover the ather
infarmation and, except to the extent otherwise explicitly stated in
our report, we do not express any form of assurance conclusion
thereon.

In connection with our audit of the financial statements, our
responsibility is 1o read the other information and, in doing so,
consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the
audit or otherwise appears to be materially misstated.

If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether there is a
material misstalement in the financial statements or a material
misstatement of the other information. If. based on the work we
have performed, we conclude that there is a material misstatement
of this other information, we are required to report that fact.

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement, the directors are responsible for the preparation of the financial
statements and for being satisfied that they give a true and fair view, and for such internal control as the directors determine is
necessary to enable the preparation of financial stalements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the group's and the parent company's ability to
continue as a going concern, disclosing as applicable, matters refated to going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the group or the parent company or to cease operations, or have no realislic
alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements 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 ISAs (UK) will always detect a material
misstatement when it exists. Misstatemenis can arise from fraud or error and are considered material if, individually or in the
agagregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

A further description of our responsibilities for the audit of the financial statements is located on the Financial Reporting Council's
website at: www.fre.org.ukfauditorsresponsibilities. This description forms part of our auditor's report

Use of our report

This report is made solely to the company's members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006
Our audit work has been undertaken so that we might state fo the company's members those matters we are required to slate to them
in an auditor’s report and for no other purpose. To the fullest extent parmitted by law, we do not accept or assume responsibility to
anyone other than the company and the company’s members as a body, for our audit work, for this report, or for the opinions we have
formed.
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Report on other legal and regulatory requirements

Opinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit;

» the informalion given in the strategic report and the directors’ report for the financia! year for which the financial statements are
prepared is consistent with the financial statements: and
» the strategic report and the directors’ report have been prepared in accordance with applicable legal requirements,

In the light of the knowledge and understanding of the group and of the parent company and their environment obtained in the course
of the audit, we have not identified any maleriat misslalements in the sirategic report or the directors' report.

Matters on which we are required to report by exception

Adequacy of explanations received and accounting records We have nothing to report in respect of these matters

Under the Companies Act 2006 we are required to report to you if,
in our opinion:

+ we have not received all the information and explanations we
require for our audit; or

= adequale accounting records have nol been kept by the parent
company, or returns adequate for our audit have not been
received from branches not visited by us; or

= the parent company financial statements are not in agreement

with the accounting records and returns.

Directors’ rernuneration We have nothing to report in respect of these matters

Under the Companies Act 2006 we are also required to report if in
our opinion certain disclosures of directors' remuneration have not
been made.

Other matters

Auditor tenure

We became independent and commenced our audit transition on 1 January 2017. Following the recommendation of the Audit
Commitiee, we were appointed by the Shareholders at the Annual General Meeting on 31 July 2017 to audit the financial statements
for the year ending 31 March 2018. The period of total uninlerrupted engagement including previous renewals and reappointments of
the firm is accordingly one year.

Consistency of the audit report with the additional report to the audit commitiee
Our audit opinion is consistent with the additional report to the audit committee we are required to provide in accordance with ISAs
(UK).

Jane Whitlock ACA (Senior statulory auditor)
For and on behalf of Deloitie LLP

Statutory Auditor

Birmingham, UK

22 June 2018



Basis of preparation
{for National Grid Gas plc)

Accounting policies describe our approach to recognising and
measuring transactions and balances in the year. Accounting
policies applicable across the financial statements are shown
below. Accounting policies that are specific o a component of
the financial statemenis have been incorporated into the
relevant nole.

This section also shows areas of judgement and key sources of
estimation uncertainty in these financial statements. In addition,
we summarise new IASB and EU endorsed accounting
standards, amendments and interpretations and whether these
are effective in 2018 or later years, explaining how significant
changes are expected to affect our reporied resulis.

National Grid Gas ple’s principal activities involve the
transmission of gas in Great Britain. The Company is a public
limited company incorporated and domiciled in England, with its
registered office at 1-3 Strand, London WC2N 5EH.

These consolidated financial slatements were approved for
issue by the Board of Directors on 21 June 2018.

These consolidated financial statements have been prepared in
accordance with Intermnational Accounting Standards (IAS) and
Intemational Financial Reporting Standards {(IFRS) and related
interprefations as issued by the International Accounting
Standards Board (IASB) and IFRS as adopted by the EU. They
are prepared on the basis of all IFRS accounting standards and
interpretations thal are mandatory for periods ending 31 March
2018 and in accordance with the Companies Act 2006
applicable to companies reporting under IFRS and Article 4 of
the EU IAS Regulation. The comparative financial infarmation
has also been prepared on this basis.

The consolidated financial statemenis have been prepared on a
historical cost basis, except for the recording of pension assets

and liabilities, the revaluation of derivative financial instruments
and investments classified as available-for-sale.

These consolidated financial statements are presented in
pounds sterling, which is also the functional currency of the
Company.

The financial information relating to prior years has been re-
presented as a result of the disposal of the UK Gas Distribution
business, as described in C below. The notes to the financial
statements have been prepared on a continuing basis unless
otherwise stated.

The preparation of financial statements requires management
to make estimates and assumptions that affect the reporied
amounts of assets and liabililies, disclosures of contingent
assets and liabilities and the reported amounts of revenue and
expenses during the reporting period (see accounting policy E).
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A. Going concermn

The Direclors considered it appropriate to prepare the financial
statements on a going concern basis. The going concern basis
presumes that the Group has adequate resources to remain in
operation, and that the Directors intend it to do so, for at least
one year from the date the financial stalements are signed.

B. Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and its subsidiaries. A subsidiary is
defined as an entity controlled by the Company. Contral is
achieved where the Company has the power to affect the
returns of an entity to which it is exposed or to which it has
rights.

Where necessary, adjustments are made to bring the
accounting policies used in the individual financial statements of
the Company and its subsidiaries into line with those used by
the Company in its consolidated financial statements under
IFRS. Inter-company transactions are eliminated.

The results of subsidiaries (other than relating to Gas
Distribution as described in C below), and asscciates acquired
or disposed of during the year are included in the consolidated
income statement from the effective date of acquisition, or up to
the effective date of disposal, as appropriate.

C. Disposal of UK Gas Distribution

As described further in note 7, the disposal of the Gas
Distribution business compleled on 1 October 2016 and as a
result all assets and liabilities of UK Gas Distribution were
disposed.

As Gas Distribution represented a separate major line of
business and accordingly was presented as a discontinued
operation in the consolidated income statement, consolidated
statement of comprehensive income and the consolidated cash
flow statement in 2016/17.

D. Foreign currencies

Transactions in currencies other than the functional currency of
the Company or subsidiary concerned are recorded at the rates
of exchange prevailing on the dates of the transactions. At each
reporting date, monetary assets and liabilities that are
denominated in foreign currencies are retranslated at closing
exchange rates. Non-monetary assets are not retranslated
unless they are carried at fair value

Gains and losses ansing an the retranslation of monetary
assels and liabilities are included in the income statement,
except where the adoption of hedge accounting requires
inclusion in other comprehensive income see note 11
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E. Areas of judgement and key sources of

estimation uncertainty

The preparation of financial statements requires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities, disclosures of contingent
assets and labilities and the reporied amounts of revenue and
expenses during the reporting period. Actual results could differ
from these estimates. Information about such judgements and
estimations is contained in the notes to the financial statements,
and the key areas are summarised below

Areas of judgement that have the most significant effect on the
amounts recognised in the financial statements are as follows:

» Concerning the sale of UK Gas Distribution - note 7:

« the allocation of financing costs between the continuing
Group and discontinued operations; and

= the identification and classification of costs associated with
the disposal.

« the calegorisation of certain items as exceptional items, and
the definition of adjusted earnings — note 3.

= environmental and decommissioning provisions — note 20.

IFRS provides certain options available within accounting
standards. Choices we have made, and continue to make,
include the following:

« Presentational formats: we use the nature of expense
method for our income statement and aggregate our
statement of financial position to net assets and total equity.
In the income statement, we prasent subtotals of total
operating profit, profit before tax and profit from continuing
operations, together with additional subtotals excluding
exceptional items and remeasurements. Exceptional items
and remeasurements are presented separately on the face of
the income statement.

= Customer contributions: contributions received prior to 1
July 2009 towards capital expenditure are recorded as
deferred income and amortised in line with the depreciation
on the associated assel.

Financial instruments: we normally opt to apply hedge
accounting in most circumstances where this is permitted

Key sources of estimation uncertainty that have significant risk
of causing a material adjustment to the carrying ameunts of
assets and Kabilities within the next financial year are as
follows:

review of residual lives, carrying values and impairment

charges for other intangible assets and property, plant and

equipment — noles 8 and 9

estimation of asset/liabilities for pensions and other post-

retirement benefits — note 19

valuation of financial instruments and derivatives - notes 11

and 25.

= revenue recognition and assessment of unbilled revenue —
note 1.

= environmental and decommissioning provisions — note 20.

'In order to illustrate the impact that changes in assumptions

could have on our results and financial position, we have
included sensitivity analysis in note 26.
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Recent accounting developments

New IFRS accounting standards and

interpretations not yet adopted

The Company enters into a significant number of transactions
that fall within the scope of IFRS 8 ‘Financial Instruments'(IFRS
9), IFRS 15 ‘Revenue from Contracts with Customers’ {IFRS
15) and IFRS 16 ‘Leases'{IFRS 18). We are assessing the likely
impact of these standards on the Group's financial statements.

i) IFRS 15 ‘Revenue from Contracis with Customers’

IFRS 15 'Revenue from Contracts with Customers' is effective
for National Grid Gas plc for the year ending 31 March 2019.
The new standard provides enhanced detail and a five step
revenue recognition approach to reflect the transfer of goods
and services to customers. The core principle of IFRS 15 is that
an entity recognises revenue related to the transfer of promised
goods or services when control of the goods or services passes
to customers

The amount of revenue recognised should reflect the
consideration to which the entity expects to be entitled in
exchange for those goods or services. This differs from the
principle under the current revenue standard that requires an
assessment of when risks and rewards of goods and services
are transferred rather than control of those goods or services

Detailed reviews of revenue arrangements have been
undertaken prior to our transition to IFRS 15 on 1 April 2018.
We will adopt the maodified retrospective approach whereby the
historical cumuative transition adjustment is reflected through
retained earnings.

There are two types of revenue arrangements that will be
impacted on transition to IFRS 15. The financial impacts and
the transition adjustment to retained earnings are described
further:

¢ There are cerlain pass-through revenues, principally amounis
collected on a monthly basis from the distribution networks
and paid to the pension fund, where the principal/agency
assessment changes on transition to IFRS 15. In moving from
a risk and reward model to a control model, we will ne longer
record these amounts collected as revenues, as we do not
control amounts collected and paid to the pension fund. If we
had adopted IFRS 15 in 2017/18, both revenues and
operaling cosls would have been £66 million lower, with no
impact to profit as a result of this change. There will be no
resulting transition adjustment as a result of this change; and

= Cur customers provide contributions for certain capital works
{e.g. connections} which we continue to own on completion of
the works. In our Gas Transmission business, we recognise
customer contributions when the connection is completed
(the contractual conditions of the connection agreement do

not explicitly require connections to be maintained over the
life of the connection).

Under IFRS 15, connection contributions wiil be deferred and
refeased into the income statement as revenue over the life of
the network. We have reached this conclusion because our
customers cannot benefit from a connection without the use of
our utility network; access to our network through the
connection is satisfied over time

We also have arrangements where our customers make
contributions for diversions. These are currently deferred over
the life of our network. Under IFRS 15, these revenues are
recognised on completion of the diversion as there are no
ongoing performance obligations to satisfy

Had we adopted IFRS 15 in 2017/18, revenues would have
been circa £4 million lower, as revenues from Gas
Transmission connections that were previously recognised up-
front would have been deferred over the life of the network.
Additionally, operating expenses would have been £2 million
higher, due to the fact that releases of deferred income in
respect of historic diversions would not have been made. Thus
the total decrease in profit after tax would have been £6 million.

The transition adjustment through retained eamings of £61
million will result in a decrease to deferred revenues of
approximately £76 million and a corresponding deferred tax
impact of £15 million.

ii) IFRS 16 'Leases’

IFRS 16 ‘Leases’ is effective for National Grid Gas plc for the
year ending 31 March 2020. The company enters intg a
significant number of operating lease transactions. Under IFRS
16, our operating leases will be accaunted for on the balance
sheet as 'right-of-use’ assels. This treatment will increase both
our assets and liabilities and subsequently, will result in an
increase in finance costs and depreciation and a reduction in
rental costs. The outcome of our conclusions will have an
impact on how we account for our operating leases. We are
also performing an assessment of our revenue, service
contracts and power purchase contracts to determine whether
we have the right to use assets under those contracts and
whether they fall within the scope of IFRS 16. We plan to apply
IFRS 16 using the modified retrospective approach, whereby
comparatives will not be restated on adoption of the new
standard but instead a cumulative adjustment will be reflected
in retained earnings.

iii) IFRS 9 ‘Financial Instruments’

IFRS 9 ‘Financial Instruments’ ([FRS 8) is effective for National
Grid Gas plc in the year ending 31 March 2019. The changes to
IFRS 9 principally impact the accounting for the classification of
financial instruments, impairment of financial instruments and
hedge accounting.
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We have elected not to restate comparatives on initial
application of IFRS 9. The full impact of adopting IFRS 9 will
depend on the financial instruments that the Group has during
the year ending 31 March 2019 as well as on economic
conditions and judgements made as at the year end. The
Group has performed a preliminary assessment of the potential
impact of adopting IFRS 9 based on the financial instruments
and hedging relationships as at the dale of adoption of IFRS 9
(1 April 2018},

Classification and measurement: financial assets

The number of categories of financial assets has been reduced
under IFRS 9 compared to IAS 39. Under IFRS 8 the
classification of financial assets is based on the business model
within which the asset is held and the contractual terms of the
assel. There are three principal ctassification categories for
financial assets that are debt instruments: (i) amortised cost, (i)
fair value through other comprehensive income (FVOCI)} and
(iii) fair value through profit or loss (FVTPL). Equity investments
are either classified as (i) FVTPL or (ii) FVOCI. If measured at
FVOCI, realised gains on equity investments are not recycled to
the income statement but instead are transferred directly to
retained profits

The change to the asset classification rules will have no impact
in reported group net assets, although there will be some
changes to reserves at transition. These changes are not
material.

Classification and measurement: financial liabilities

Under IFRS 9 financial liabilities can be designated at FVTPL to
eliminate an accounting mismatch. Where financial liabilities
are designated at FVTPL, changes in their fair value due to
credit risk are presented in other comprehensive income.

With effect from 1 April 2018 the group has taken the fair value
option for one issued zero coupan liability to reduce the
measurement mismatch against some derivatives. The effect of
this election at transition is the establishment of an own credit
reserve of E9m and an overall reduction in reported net assets
of cE32m

Impairment

The impairment model under IFRS 9 reflects expected credit
losses, as opposed lo only incurred losses under IAS 39. The
new impairment mode! will apply to the group's financial assets
that are debt instruments measured at amortised cost or FVOCI
as well as the group’s trade receivables.

Other investments in debt instruments that are subject to the
IFRS @ impairment modse! are determined to be low credit risk at
31 March 2018. We intend to apply the low credit risk
simplification in IFRS 9 which allows the company to assume
that there has not been a significant increase in credit risk since
initial recognition of these assels and therefore recognise a loss
allowance for only 12-month expected credit losses as at 1 April
2018. The adjustment to the opening reserves in respect of this
is not expected to be significant

Hedge accounting

On initial application of IFRS 9, an entity may choose to
continue to apply the hedge accounting requirements of IAS 39
instead of those of IFRS 9. The group has elected to apply the
hedge IFRS 9 accounting requirements because they more
closely align with the group's risk management policies.

As assessment of the group's hedging relationships under IAS
39 has been performed and it has been determined that the
relationships will qualify as continuing hedge relationships
under [FRS 9. We do not anticipate the application of IFRS 9
hedge accounting requirements will have a material impact on
the financial statements.

iv) Other

In addition, the folfowing new accounting standards and

amendments to existing standards have been issued but are

not yet effective have not yet been endorsed by the EU:

= Amendmenis to IFRS 2 ‘Share Based Payments”;

» |IFRIC 22 'Foreign Currency Transactions and Advance
Consideration;

s IFRIC 23 ‘Uncertainty over Income Tax',

s Amendments to IAS 40 'Investment Property’;

s Amendments to IAS 28: Long-term interests in Associates
and Joint Ventures;

» Annual improvements to IFRS standards 2015-2017 Cycle

» |IFRS 17 'Insurance Contracts’; and

* Amendments to IAS 19 'Employee Benefits’,

Effective dates remain subject to the EU endorsement process.

The company is currently assessing the impact of the above
standards, but they are not expected to have a material impact.
The company has not early adopted any other standard,
amendment or interpretation that was issued but is not yet
effective.
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2018 2018 2017 2017
Notes £m Em £m Em
Continuing oparations
Revenue 1 (a) 1,424 1,340
Operating costs 2 {777} (876)
Operating profit
Before exceptional items 1(h) 647 573
Exceptional items 3 - (109)
Total operating profit 1 (b) 647 464
Finance income 4 8 5
Finance costs
Before exceptional items and remeasurements 4 {204) {160)
Exceptional items and remeasurements 3.4 21 {7)
Total finance costs 4 (183) (187)
Profit before tax
Before exceptional items and remeasurements 451 418
Exceptional items and remeasuremenis 3 21 [118)
Total profit before tax 472 302
Tax
Before exceptional items and remeasuremenis 5 (98) {E6)
Exceptional items and remeasurements 3,5 (4} 63
Total tax 5 {102) (3)
Prolit after tax
Before exceptional items and remeasurements 353 as52
Exceptional items and remeasurements 3 17 (53)
Profit after tax from continuing operations 370 299
Profit after tax from discontinued operations 17 314
Gain on disposal of discontinued operations after tax - 4 237
17 4.551
Total profit for the year (continuing and discontinued) g7 4,850
Altributable to
Equity sharehelders of the parent 387 4.847
Non-controlling interests - 3
387 4,850
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Consolidated statement of comprehensive income

for the years ended 31 March

2018 2017
MNoles Em £m
Profit for the year 387 4,850
Other comprehensive income from continuing operations:
ltems from continuing operations that will never be reclassified to profit or loss
Remeasurement gains of pension assels 19 330 134
Tax on iterns that will never be reclassified to profit or loss 5 (55) {23)
Total items from continuing operations that will naver be reclassified to profit or loss 275 1
Other comprehensive income from continuing operations:
ltems from continuing operations that may be reclassified subsequently to profit or loss
Net losses in respect of cash flow hedges' (8) 2)
Transferred to profit or loss on cash flow hedges 5 7
Tax on items that may be reclassified subsequently to profit or loss 5 - {2)
Total items from continuing operations that may be reclassified subsequently to profit or loss (3) 3
Other comprehensive income for the year, net of tax from continuing operations 272 114
Other comprehensive income for the year, net of tax from discontinued operations - 51
Other comprehensive income for the year, net of tax 272 165
Total comprehensive income for the year from continuing operations 642 413
Total comprehensive income for the year from discontinued operations 17 4,602
Total comprehensive income for the year 659 5.015
Total comprehensive income for the year
Attributable to:
Equity shareholders of the parent
From continuing operations 642 413
From discontinued operations 17 4 589
659 5012
Non-controlling interests
From discontinued operations - 3
- 3
859 5015

The value of derivatives held to hedge cash flows is affected by changes in expecled interest rates and in exchange rates.

was E8m (2017 net loss of £2m)

The net loss for the year
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Share Cash low Non-

Shara PreTiem Retainad hadge Other Shareholders controlling Total

capital account eamings resenva reserves aquity inlerests equity

£m Em £m £m £m £m £m £m

As al 1 April 2016 45 204 5,401 {61) 1,332 6,821 2 6,923
Profit for the year - - 4,847 . - 4,847 3 4,850
Tota) other comprehensive income for the year - - 111 54 - 165 - 165
Total comprehensive income for the year - - 4958 54 - 5,012 3 5,015
Equity dividends (8,100) . - (8,100) - (8,100)
Other movements in non-controlling interests - - - - - 5) (5)
Share-based payments 7 - 7 - 7
Tax on share-based payments (1 - - (1 - (1)
As at 31 March 2017 45 204 2,265 n 1,332 3,839 - 3,839
Profit for the year - - 387 - - 387 - 387
Total other comprehensive income for the year - - 275 {3) - 272 - 272
Total comprehensive income for the year - - 662 {3) - 659 - 659
Share-based payments - - 3 - - 3 - 3
At 31 March 2018 45 204 2,930 {10) 1,332 4,501 - 4,501

The cash flow hedge reserve will be continuously transferred to the income statement until the borrawings are repaid. The amount due to be released
from reserves to the income statement next year is £8m (2017 £5m), and the remainder to be released with the same maturity profile as borrowings

due after more than one year.

Other reserves comprise the caprtal redemption reserve arising from the refinancing and restructuring of the Lattice Group in 1999, It represents the
amount of tha reduction in the share capital of the Company as a consequence of that restructuring. As the amounts included in other reserves are not
attributable to any of the other classes of equity presented, they have been disclosed as a separate classification of equity.
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Consolidated statement of financial position

as at 31 March

2018 2017

Notes £m Em
Non-current assets
Intangible assats 8 113 136
Property, plant and equipment 9 4,416 4,339
Other non-current assels 10 31,514 3,429
Derivative financial assels 11 591 813
Pensions asset 18 412 45
Total non-current assets 9,046 8,762
Current assets
Inventories and current intangible assets 12 23 20
Trade and other receivables 13 314 520
Financial and other investmenis 14 1,529 1,856
Derivative financial assels 1 41 51
Cash and cash equivalenis 15 275 -
Total current assets 2,184 2,447
Total assets 11,230 11,209
Current liabilities
Borrowings 16 (896) (848)
Derivative financial liabilities 11 (65) (185)
Trade and other payables 17 {632) {614)
Current tax liabilities 2N (k)
Provisions 20 {70) {133}
Total current liabilities (1,690) (1.787)
Non-current liabilities
Borrowings 18 {4,139) {4,640)
Derivative financial liabilities 1 {(157) (234)
Other non-current liabilities 18 {177} (189)
Deferred tax liabilities 5 {437} (366)
Provisions 20 {129) (154)
Total non-current liabiities {5,039) (5.583)
Total liabilities {6,729) (7,370)
Net assets 4,501 3.839
Equity
Share capital 21 45 45
Share premium account 204 204
Retained earnings 2,930 2,265
Cash flow hedge reserve (10) (7
Other reserves 1,332 1,332
Shareholders' equity 4,501 3,839
Non-cantrolling interests - -
Total equity 4,501 3,839

These consolidated financial statemenis set out on pages 47 to 90 were approved by the Board of Directors and authorised for issue on 21 June 2018,

They were signed on its behalf by

N

Nicola Shaw Chair

Alan Foster Director

National Grid Gas plc
Registered number 2006000



Consolidated cash flow statement

for the years ended 31 March

National Grid Gas plc Annual Report and Accounts 2017/18 51

2018 2017
Notes £m £m
Cash flows from operating activities
Total operating profit 1(b} 647 464
Adjustments for.
Exceptional items 3 - 109
Depreciation, amortisation and impaiment 246 258
Share-based payment charge 3 4
Changes in working capital 100 {43)
Changas in provisions (29} {65)
Loss on disposal of property, plant and equipment and intangible assets 25 18
Changes in pensions and cther post-retirement benefit obligations (36) A
Cash flows relating to exceptional items - {22)
Cash generated from operations 956 723
Tax recovered/(paid) 16 (30)
Net cash inflow from operating activities - continuing operations 972 6893
Net cash inflow from operating activities - discontinued operations (98) 460
Cash flows from investing activities
Purchases of intangible assets {16) (26)
Purchases of property, plant and equipment (308) (220)
Repayment of loan by group underaking - 2,183
Interest received 8 5
Movement in short-term financial investments 327 {1,718)
Net cash flow used in investing activities - continuing operations 1" 223
Net cash flow from investing activities - discontinued operatlons' - 6,585
Cash flows from financing activities
Repayment of loans {264) (53)
Net settlement of short-term borrowings and derivatives {10) 80
Interest paid {100) (83}
Dividends paid to shareholders - (8,100}
Net cash flow used in financing activities - continuing operations (374) {8,166}
Net cash flow from financing activities - discontinued operations {231) 204
Net decrease in cash and cash equivalents 22(b} 280 (1)
Net cash and cash equivalents at the start of the year (8) (7
Net cash and cash equivalents at the end of the year 15 272 (8)

1 Inchuded within nat cash flow from investing activities - discontinued operations i3 £nid (2017 £6,893m) of cash proceeds from the sale of the Gas Distribution business
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Notes to the consolidated financial statements -
analysis of items in the primary statements

1. Segmental analysis

This note sets out the financial performance for the year split into the different parts of the business {operating segments). We monitor and
manage the performance of these operating segments on a day-to-day basis.

We work with our regulators to obtain robust regulatory agreements that halance the risks we face with the opportunity to deliver reasonable returns for
our investors. Our regulated businesses eamn revenue for the transmission and distribution {discontinued) services they have provided during the year.
in any one year, the revenue racognised may differ from the revenue allowed under our regulatory agreements and any such timing differences are
adjusted against future prices.

Revenue primarily represents the sales value derived from the transmission and distribution (discontinued) of gas and the provision of gas metering
services during the year including an assessment of the value of services provided, but not invoiced, at the year end. It excludes value added tax and
intra-group sales.

The sales value for the transmission and distribution (discontinued) of gas is largely delermined from the amount of system capacity sold for the year.
and the amount of gas transported for the year, evaluated at contractual prices on a monthly basis. The salas value for the provision of gas metering
services is largely derived from monthly charges for the provision of individual meters under contractual arrarigemants.

Where revenue for the year exceeds the maximum amount permitted by regulatory agreement, and adjustments will be made to future prices to reflect
this over-recovery, a liability for the over-recovery is not recognised because such an adjustment to fulure prices relates to the provision of future
services. Similarly, an asset is not recognised where a regulatory agreement permits adjustments to be made to future prices in respect of an under-
recovery.

Revenue includes income arising from the sale of properties as a result of properly management activilies, from the sale of emission allowances and
from the recovery of pension deficit from other gas transporiers under regulatory arrangement.

We present revenue and the results of the business analysed by operating segment, based on the information the Board of Directors uses internally for
the purposes of evaluating the performance of operating segments and determining resource allocation between operating segmenis. The Board is
National Grid Gas plc's chief cperating decision-making body (as defined by IFRS 8 'Operating Segments'} and assesses the performance of
operations principally on the basis of operating profit before exceptional items and remeasurements (see note 3).

There has been no change to the way in which our businesses have reported internally during the year. The following are the main activities for each
operating segment.

1. Gas Transmission - The gas transmission network in Great Britain and liguefied natural gas (LNG) storage activities.

2. Other activities - Relate to the gas metering business, which provides regulated gas meltering activities in the UK, together with corporate
activities.

Sales between businesses are priced having regard to the regulatory and legal requirements that the businesses are subject to, which include
requirements io avoid cross-subsidies.

{a) Revenue

2018 207
Sales Sales Sales Sales
Total batwean to third Total betwaen to third
sales segments parties sales sagments parties
£m £€m £m £m Em Em
Operating segment
Gas Transmission 1,091 4) 1,087 1,095 {41) 1,054
Other activities 342 {5) 337 286 - 286
Centinuing operations 1,433 (9) 1,424 1,381 {41) 1,340
Discontinued operations - - - 943 (18) 927
Analysis of revenue by major customer:
2018 wm7
Em £Em
Customer A 142 153

No other single customer contnbuted 10% or more to the Group's revenue in either 2018 or 2017.
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{b) Operating profit
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A reconciliation of the operating segments’ measure of profit to total profit before tax is provided below Further details of the exceptional items and

remeasurements are pravided in note 3

Bafore axceptional ilerms
and remeasurements

After exceptional items
and remeasurements

2018 2017 208 2017
£m Em £m £m
Operating segment
Gas Transmission 493 419 493 330
Other activities 154 154 154 134
Continuing operations 647 573 647 464
Discontinued operations - 396 17 396
Reconciliation to profit befora tax from continuing operations
Operaling profit 547 573 647 464
Finance income B 5 5
Finance costs {204) {160) (183 (167)
Profit before tax from continuing operations 451 418 472 302
Profit before tax from discontinued operations - 328 17 319

(c} Property, piant and equipment and Intangible assets

Nel book value of
property, plart and
equipmant and Depreciation, impaiment
ntangible assels Capital expenditure and amortisation
2018 2017 2018 2017 2018 w017
£m Em Em Em £m £m
Operating segments
Gas Transmission 4,286 4,165 310 214 188 182
Other activities 243 310 30 28 58 76
Continuing operations 4,529 4,475 340 242 246 258
Discontinued operations’ g - o 284 g 158
Continuing operations by asset type
Property, plant and equipment 4,416 4,339 324 216 216 229
Intangible assets 113 136 16 26 30 28
4,529 4475 340 242 246 258
Discontinued operations by asset type'
Property, plant and equipment - - 284 - 135
Intangible assets - - - - - 23
B - 284 - 158

1 Comparatva discontinued operalions amounts relate to the Gas Distnbution business disposed of |as! year



54 National Gnd Gas plc Annual Report and Accounts 2017/18

2. Operating costs

Below we have presented separately certain items included in our operating costs from conlinuing operations. These include a breakdown of
payroll costs (including disclosure of amounts paid to key management personnel) and fees paid to our auditors.

Before exceplional tems Exceptional items
and remaasuremeants and remeasuremeants Total
2018 2017 2018 2077 2018 2017
£m Em Em £m £m £m
Depreciation, impairment and amortisation 246 258 - - 246 258
Payroll costs 141 125 - - 14 125
Purchases of gas 75 67 - - 75 67
Rates 94 101 - - 94 104
Peansion deficit charges' e B8 e 22 S 110
Inventory consumed 9 23 - - 9 23
Operating leases 6 5 - - 6 5
Research and development expenditure 4 4 5 5 4 4
Other 202 96 - 87 202 183
Continuing operations 777 767 - 108 777 876
' Pension deficit charpes arise from recovery plan contributions to the National Grid UK Pension Scheme prior to sectionalisalion of this scheme For further detais see nate 19
{a) Payroll costs
2018 2017
Em Em
Wages and salaries 108 104
Social security costs 16 16
Pension costs (note 19) 33 21
Share-based payments 4 4
Sevarance costs (excluding pension costs) 2 2
163 147
Less. payroil costs capitalised (22) (22)
Continuing cperations 141 125
{b) Number of employees, including Directors Monthly Monthly
11 March 31 March averaga average
2018 2017 2018 207
Number Number Number Number
Gas Transmission 1,044 932 986 916
Other' 1,090 993 1,006 1,090
Continuing aperations 2,134 1,925 1,992 2,008
Discontinued operations® - - - 4021

¥ Other comprises Natiznal Grid Metering and empioyees warking in shared services supparting the Gas Transmission businessas
2 Disconlinued operations for 2017 represents the average number of employees employed for the six months prior to the Gas Distribution business baing hived out an 1 October 2016

{c) Key management compensation

2018 M7

£m £m

Short-term employee benefits 2 3
Share-based payment 1 1
3 4

Continuing operations

Key managemen! comprises the Board of Directors of the Company together with those Executive Directors of National Grid plc who have managerial
responsibility for any of the businesses of National Gnd Gas pic
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2, Operating costs (continued)

{d) Directors' emoluments

The aggregate amount of emeluments {(excluding social security, pensions and share-based payment) paid to the Directors of the company in respect
of qualifying services for 2018 was £1,448,775 (2017 £2,184,719)

No Director including the highest paid Director exercised share options during 2018 {2017 four Directors including the highest paid Director)

A number of the current Directors are also Directors and employees of National Grid plc or a subsidiary undertaking of that Company and are paid by
these companies.

As at 31 March 2018, retirement benefits were accruing to seven (2017 nine) Directors under a defined benefit scheme.

The aggregate emoluments for the highest paid Director were £512,696 for 2018 (2017 £626 609) and tolal accrued annual pension at 31 March 2018
for the highest paid Director was £nil {2017: Enil)

The aggregate amount of loss of office payments to Directors for 2018 was £nil (2017 £nil)

(e} Auditors’ remuneration

2018 2m7
£m £m
Audit services
Audit of parent company and consolidated financial statements 0.4 05
Other services
Fees payable to the company's auditors for audit-related assurance services 0.5 02
- 69

Other non-audit services

Fees payable to the Company's auditors for audit-related assurance services represent fees payable for services in relation to engagements which are
required to be carried out by the auditors. Other non-audit services in the prior year primarily include amounts incurred in respect of the disposal of a
majority stake in the Gas Distribution business (vendor due diligence and separation support). These fees have been subjec! to approval by the Audit

Committee of National Grid ple.
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3. Exceptional items and remeasurements

To monitor our financial performance, we use a profit measure that excludes certain income and expenses. We call that measure ‘business
performance’ or "adjusted profit’, We exclude items from business performance because we believe these items are individually important to
understanding our financial performance. If included, these items could distort understanding of our performance for the year and the
comparability between periods. This note analyses these items, which are included in our results for the year but are excluded from business
performanca.

Qur financial performance is analysed into two components: business performance, which excludes exceplional items and remeasurements;
and exceptional items and remeasurements. Business performance is used by management to monitor financial performance as it is
considered thal it improves the comparability of our reported financial performance from year to year. Business performance sublotals are
presented on the face of the income statement or in the notes to the financial statements

Management utilises an exceplional items framework that has been discussed and approved by the National Grid Gas plc Audit Committee.
This follows a three-step process which considers the nature of the event, the financial materiality involved and any particular facts and
circumstances. In considering the nature of the event, managemént focuses on whether the event is within the Group's control and how
frequently such an event typically occurs. In determining the facts and circumstances management considers faclors such as ensuring
consistent treatment between favourable and unfavourable transactions, precedent for simitar items, number of periods over which costs will
be spread or gains eamed and the commergial context for the paricular transaction

llems of income or expense thal are considered by management for designation as exceptional items include such items as significant
reslructurings, write-downs or impairments of non-current assets, significant changes in environmental or decommissioning provisions,
integration of acquired businesses, gains or losses on disposals of businesses or investments and debt redemption costs as a consequence
of transactions such as significant disposals or issues of equity.

Remeasurements comprise gains or losses recorded in the income statement arising from changes in the fair value of derivative financia!
instruments to the extent that hedge accounting is not achieved or is nol effeclive. These fair values increase or decrease because of
changes in financial indices and prices over which we have no control

2018 o7
£m Em
Included within operating profit:
Exceptional items.
Profit on disposal of land and buildings® . 109
Gas holder demdiition costs’ . (107)
Pension sectionalisation® . (89)
Pension deficit charges® z (22}
- 1109)
Included within finance costs:
Rerneasurements.
Net gains/(losses) on derivative financial instruments 21 (N
21 {7}
Total inctuded within profit before tax il {116}
Included within taxation:
Exceplional credit arising on items not included in profit before tax
Deferred tax credit arising on the reduction in the UK tax rate® - 18
Tax on exceptional items - a4
Tax on remeasurements (4 1
4) 63
Total exceptional items and remeasurements after tax 17 (53)
Analysis of total exceptional items and remeasurements after tax:
Total excepticonal items after tax - (47)
Total remeasurements after tax 17 (6)

Total exceptional items and remeasurements from continuing operations 17 (53)
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3. Exceptional items and remeasurements {continued)

Further detail of exceptional items specific to 2017

During October 2016, following the sale of the Gas Distribution business, the company so'd 78 surplus land sites 1o a number of fellow National Grd
Group undertakings, recognising a gain on disposal of £109m_ A legal agreement was entered into with these National Grid Group companies to
demolish the non-cperational gas holders on these siles, creating a constructive obligation for the Company As a result a provision of £107m was
recognised at 31 March 2017.

With effect from 1 January 2017, sectionalisation of the Natonal Grid UK Pension Scheme was carried out, resulting in separation of the scheme
into three sections, each of which are legally and actuarially separata. Section B is included within National Grid Gas plc and the associated costs of
£89m were recognised as exceptional in 2017, see note 19 for further details

Pension deficit charges anse from the recovery plan contributions to the Nationa! Grd UK Pension Scheme for certain employees in other activities
which were incurred prior to sectionalisation of the scheme. see note 19.

The Finance No. 2 Bill 2015 resuited in a reduction in the UK corporation tax rate from 20% to 19% for the year beginning 1 April 2017, with a further
reduction from 19% to 18% for the year beginning 1 April 2020. A further reduction to 17% with effect from 1 April 2020 was enacted in the Finance
Act 2016 Deferred taxes at the reporting date have been measured using these enacted lax rates and reflected in these financial statements
resuiting in a deferred tax credit. This credit was presented as exceptional, reflecting its nature

Remeasurements

Net gainsflosses arising from derivalive instrument fair value movement reported in the income statement, These exclude gains and losses for which
hedge accounting has been effective. which have been recognised directly in other comprehensive mcome or which are offset by adjustments te the
carying value of debt.
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4. Finance income and costs

This note details the interest income generated by our financial assets and the Interest expense incurred on financial liabilities. In reporting

business performance, we adjust net financing costs to exclude any net gains or losses on derivative financial instruments included in

remeasurements.
2018 2017
£m Em
Finance income
Interest income on financial instruments 7 5
Net interest on pension asset 1 -
8 5
Finance costs
Net interest on pension asset - 4)]
interast expense on financial liabilities held al amortised cost
Bank loans and overdrafts {30) (21)
Other borrowings {235) (204)
Derivatives 53 64
Unwinding of discount on provisions (W) 1)
Other interest - 2)
Less interest capitalised" 9 5
(204) {160)
Remeasurements
Net gains/(losses) on derivative financial instruments included in remeasurementis
Ineffectiveness on derivatives designated as:
Fair value hedgas® 26 21
Cash flow hedges {2) {3)
Derivatives not designated as hedges or ineligible for hedge accounting (3 (25)
Exceptional items and remeasurements included within finance costs 29 7N
{183) (167}
Net finance costs from continuing operations {175} {162)

1 Interest on funding altributable to assets in the course of construclion was capitalised durng the year at a rate of 4.8% (2017 3 4%). Capitatised interest qualfies for a cument year tax

deduction with tax relief claimed of £1m (2017 £1m)

2 Inchxtes a nal foreign exchange gain on financing activties of £99m {2017 £196m loss). Thase amounts are offset by foreign exchange gains and kasses on derivalive financial

instruments measured at fair value.

3 Includes a nal loss on instruments designated as fair value hedges of EB6m (2017, £11m loss) ofset by a net gain of £92m (2017 £32m gain} arising from the fair value adjusiments

1o the camying value of debt.
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5. Taxation

This note gives further details of the tax charge and tax liabilities, including current and deferred tax. The current tax charge is the tax
payable on this year's taxable profits. Deferred tax is an accounting adjustment to provide for tax that is expected to arise in the future due to
differences in accounting and tax bases.

The tax charge for the period is recognised in the income stalement, the stalement of comprehensive income or directly in equity, according to the
accounting treatment of the related transaction. The tax charge comprises both current and deferred tax.

Current tax assels and liabilitias are measured at the amounts expected to be recovered from or paid to the taxation authorities. The tax rates and tax
laws used to compute the amounts are those that are enacled or substantively enacted by the reporting date

The calculation of the Group's total tax charge involves a degree of estimation and judgement, and management periodically evaluates positions taken
in tax returns with respect to situations in which applicable tax regulation is subject to interpretation and establishes provisions where appropriate on
the basis of amounts expected to be paid to the tax authorities

Deferred {ax is provided for using the balance sheet liability methed and is recognised on temporary differences between the carrying amount of assels
and liabilities in the financial statemenis and the comesponding tax bases used in the computation of taxable profit.

Deferred tax liabililies are generally recognised on alt taxable temporary differences and defered tax assets are recognised to the extent that it is
probable that taxable profits will be available against which deductible temporary differences can be utilised However, deferred tax assets and
liabilities are not recognised if the temporary differences arise from the initial recognition of goodwill or from the initial recognition of other assets and
liabilities in a transaction {other than a business combination) that affects neither the accounting nor taxabile profit or loss.

Deferred tax liabilities are recognised on taxable lemporary differences arising on invesiments in subsidiaries and jointly controlled entities, except
where the Group is able to control the reversal of the temporary diference and it is probable that the temporary difference will not reverse in the
foreseeable future.

Deferred tax is calculated at the tax rales that are expected to apply in the periocd when the liability is settled or the asset is realised, based on the tax
rates and lax laws that have been enacted or substantively enacted by the reporting date.

The camying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is no longer probable that sufficient
taxable profits will be available to allow all or part of the deferred tax asse! o be recovered. Unrecognised deferred tax assets are reassessed at each
reporting date and are recognised to the extent that it has become probable that future taxable profits will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against current tax liabilities and when
they relate to income taxes lavied by the same taxation authority and the Company and its subsidiaries intend to selile their current tax assets and
liabilities on a net basis.

Tax charged/{credited) to the income statement - continuing operations . 2018 2017
£m £m
Tax before exceptional items and remeasurements 98 &6
Exceptional tax on items not included in profit before tax (note 3) - (18)
Tax on other exceptional items and remeasurements 4 {45}
Tax on total exceptional items and remeasurements (note 3} 4 (63)
Total tax charge from continuing operations 102 2

Taxation as a percentage of profit before tax

% %
Before exceptional items and remeasurements - continuing operalions 21.7 15.8
After exceptional items and remeasurements - continuing operations 216 1.0
The tax charge for the year can be analysed as follows 2018 2017
£m Em
Current tax
UK corporation tax at 19% (2017 20%) 88 106
UK corporation tax adjusiment in respect of prior years - (25)
Total current tax fram continuing operations 88 81
Deferred tax
UK deferred tax 13 (65)
UK delerred tax adjustment in respect of prior years 1 (13}
Total deferred tax from continuing operations 14 {78}

Total tax charge from continuing operations 102 3
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5. Taxation (continued)

Tax {credited)/charged to other comprehensive income and equity 2018 207
£m Em
Current tax
Share-based payments (2) (2}
Defered tax
Share-based payments 2 1
Remeasuraments of net relirement benefit obligations 55 23
Cash flow hedges - 2
55 24
Total tax recognised in the statement of comprehensive income from continuing operations 55 25
Total tax recognised in the statement of comprehensive income from discontinued operations - 31
Total tax relating to share-basad payments recognised directly in equily from conlinuing operations - (1)
55 35

The tax charge for the year afler exceptional items and remeasurements is higher (2017 lower) than the standard rate of corporation tax in the UK of

19% (2017. 20%)

Before Aftar Belore After
imv;s and llm:l and itomrs and itomrs and
8 T o r ire-
ments ments menis maents
2018 2018 2017 2017
£m £m £m £m
Profit before tax
Before exceptional items and remeasurements 451 459 418 418
Exceptional items and remeasurements - 21 - (116)
Profit before tax from conlinuing operations 451 472 418 302
Profit before tax from continuing operations multiplied by UK corparation tax rate of 18% (2017;
20%) 86 90 84 60
Effects of:
Adjustmenis in respect of prior years 1 1 (38) (38)
Expenses not deductible for tax purposes 14 14 26 26
Non-taxable income (1) (1) (6) (27)
Deferred tax impact of change in UK tax rate {2) {2) - (18)
Total tax from continuing operations 98 102 &6 3
% % % %
Effective tax rate - continuing operations 217 21.6 t58 1.0

Factors that may affect future tax charges

The Finance Act 2018 which was enacted on 15 September 2016 reduced the main rate of UK corporation tax to 17% wath effect from 1 April 2020

Deferred tax balances have been calculated at this rate

Taxation included within the statement of financlal position

The following are the major deferred tax assets and liabilities recognised, and the movements thereon. during the current and prior reporting periods
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5. Taxation (continued)

Deferred tax (asseats)liabilities Accalerated Share- Other net

lax based Financial lemparary
Fensions deprecialion payment  instrumenls  dfferences Tolal
£m £m £m £m £m £m
Deferred tax assets at 31 March 2016 - - (5} M (8) (18)
Deferred tax liabilities at 31 March 2016 - 1,557 - - 9 1,566
At 1 April 2016 - 1,557 (5) 7 3 1,548
Credited to income statement (15) (124) S 4 (12) (155)
Charged to other comprehensive income and equity 23 - 1 12 - 36
Discontinued Operations - {1,065} - - 2 {1,063)
At 31 March 2017 8 368 {4) 1 (7) 366
Deferred tax assets at 31 March 2017 - - (4) - (10) (14)
Deferred tax liabilities at 31 March 2047 8 368 - 1 3 380
At 1 Agril 2047 8 368 (4) 1 o 366
Charged to income statement -] 3 ] {1) 5 14
Charged/{credited) to other comprehensive income and equity 55 - 2 - - 57
At 31 March 2018 69 N {1 - {2} 437
Deferred tax assels at 31 March 2018 - - (1) - (8) {7)
Deferred tax liabilities at 31 March 2018 69 an - - 4 444
At 31 March 2018 69 an n . (2) 437

Deferred tax assets and Fabilties are only offset where there is a legally enforceable right of offset and there is an intention to sattle the balances net.
The deferred tax balances (after offset) for statement of financial position purposes consist solely of deferred tax liabilities of £437m (2017 £366m). At
the balance sheet date there were no matenal current deferred tax assels or liabilities (2017 Enil)

6. Dividends

Dividends represents the return of profits to shareholders. Dividends are paid as an amount per ordinary share held. We retain part of the
profits generated in the year to meet future growth plans and meet our gearing target, and pay out the remainder In accordance with our
dividend policy.

Interim dividends are recognised when they become payable to the Company’s shareholders. Final dividends are recognised when they are approved
by shareholders.

The following table shows the dividends paid to equity shareholders

2018 2]m7
pence pence
{per ordinary {per ordinary
share) £m share) Em
Ordinary dividends
Interim dividend paid in the year . - 205 38 8,100

No dividends were paid by National Grid Gas plc during the year (2017. Interim dividend A: £5,917m and interim dividend B: £2 183m together, the
interim dividends) The prior year interim dividends were made to ensure partial distribution of the proceeds from the Gas Distribution business.
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7. Discontinued Operations

Our results and cash flows of significant assets or businesses sold during the year are shown separately from our continuing operations. As
a result of the sala of Gas Distribution on 1 October 2016, we are required to report our earnings for the Group excluding Gas Distribution
{*continuing operations’) separately from the results of that business, which we report within 'discontinued operations’. All costs associated
with the transaction, including those associated with separation and setting up Gas Distribution are shown as a deduction from the proceeds
raceived. Any adjustments arising as part of the completion adjustments finalised within the measurement period would result in a further
gain or loss on disposal to be reported within discontinued operations in the current period.

Disposal of Gas Distribution

On 1 October 2016, National Grid Gas plc completed the sale of the trade and assets of the Gas Distribution business to a separate statutary entity,
National Grid Gas Distribution Limited. Further details are included in the Annual Report and Accounts 2016/17.

The Gas Distribution business represented a reportable segment and a separate major line of business and accordingly was presented as a
discontinued operalion in the consolidated income statement, consolidated statement of comprehensive income and the consclidated cash flow
statement in 2016/17.

n 201718, a profit of £17m is reported in discontinued operations, which relates to the reversal of provisions in respect of business restructuring costs
following the sale of the Gas Distribution business

In addition, there was a cash outflow from operating activities of £98m related to the ullisation of provisions and accruals, principally relating to
payments of professional fees in respect of the sale of the Gas Distribution businass

Summary income statement - discontinued operations
The summary income statement for discontinued operations for the years ended 31 March 2017 and 2016 ara as follows.

2017 20186

£m £Em

Revenue 927 1,913
Operating costs (531) {1,056)
Operating profit 386 a57
Finance income 1 -
Finance costs (78) (115)
Profit before tax from discontinued operations 318 742
Tax from discontinued operations (5} (25}
Profit after tax from discontinued operations 334 717
Gain on disposal of discontinued operations 4,024 -
Taxation on gain on disposal of discontinued operations 213 -
Gain on disposal of disconlinued operations after tax 4,237 -

Total profit after tax from discontinued operations 4,551 717
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8. Intangible assets

Intangible assets relate to software, which is written down (amortised) over the period we expect to receive a benefit from the asset.

identifiable intangible assets are recorded al cost less accumulated amortisation and any provision for impairment. Intangible assets are tested for
impairment only if there is some indicalion that the carrying value of the assets may have been impaired

Impairments of assets are calculated as the difference between the camying value of the asset and the recoverable amount, if lower. Where such an
asset does not generate cash flows that are independent from other assats, the recoverable amount of the cash generating unit to which that asset
belongs is estimaled. Impairments are recognised in the income statement and are disclosed separately. Any assets which suffered imparment in a
previous period are reviewed for possible reversal of the impairment at each reporting date.

Intemally generated intangible assets, such as software, are recognised only if an asset is created that can be identified; it is probable that the asset
created will generate future economic benefits; and that the development cost of the asset can be measured reliably. Where no intemally generated
intangible asset can be recognised, development expenditure is recorded as an expense in the period in which it is incurred.

Intangible assets under development are not amortised. Other non-currant intangible assets are amortised on a straight-kne basis over their estimated
uselul economic ives. The amortisation period for software is up to eight years

Saoftware

£m

Cost at 1 April 2016 630
Additions 26
Reclassifications’ 3
Disposals (10)
Disposal of discontinued operations {300)
Caost at 31 March 2017 349
Additions 16
Reclassifications' 2
Disposals (21)
Transfers® {10)
Cost at 31 March 2018 336
Accumulated amortisation at 1 April 2016 (378)
Amorisation charge for the year (52)
Disposals g
Disposal of discontinued operations 208
Accumulated amortisation at 31 March 2017 (213)
Amortisation charge for the yaar (30)
Disposals 20
Accumulated amortisation at 31 March 2018 (223)
Net book value at 31 March 2018 113
Net book value at 31 March 2017 136

1 Reclassifications represents amounts transfermed from property plant and equipment, see nate 9
2 Transfers reprasents asseis transferred ta a feliow group urderaking n the year
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9. Property, plant and equipment

This note shows the physical assets controlled by us. The cost of these assets primarily represents the amount initially paid for them. A
depraciation expense Is charged to the income statement to reflect annual wear and tear and the reduced value of the asset ovar time.
Depreciation is calculated by estimating the number of years we expect the asset to be used {useful economic Iife) and charging the cost of
the asset to the income statemant equally over this period.

We operate a gas transmission business and therefore have a significant physical asset base We continue to invest in our network to maintain
reliability, create new customer connections and ensure our networks are flexible and resilient. Our business plan envisages these additional
investments will be funded through a mixture of cash generated from operations and the issue of new debt

Property, plant and equipment is recorded at cosl, less accumulated depreciation and any impairment losses

Cosl includes the purchase price of the asset, any payroll and finance costs incurred which are directly attributable to the construction of property, plant
and equipment, as well as the cost of any associated asset retirement obligations

Property, plant and equipment includes assets in which the Company's interest comprises legally protected statutory or contractual rights of use
Additions represent the purchase or construction of new assets, including capital expenditure for safety and environmental assets, and extensions to
enhancements to, or replacement of existing assels.

All contributions received prior to 1 July 2009 towards the cost of property, plant and equipment and contributions received post 1 July 2009 towards
the altering, diverting or relocating a tangible fixed asset are included in trade and other payables as deferred income and credited on a straight-line
basis to the income statement over the astimated useful economic lives of the assets to which they relate

Contributions received post 1 July 2009 towards the cost of tangible fixed assets from customers for connections to the gas transmission and
distribution networks are initially recognised as deferred income and credited to revenus once the connection has been completed. Contributions
received post 1 July 2009 towards the provision of ongoing access to a supply of services are recognised initially as deferred income and revenue Is
subsequently recognised over the period in which the service is provided.

No depreciation is provided on freehold land or assets in the course of construction. Other items of propeny, plant and equipment are depreciated, on a
straight-line basis at rates estimated to write off their book values over their estimated useful economic lives. In assessing estimated useful economic
lives, consideration is given to any contractual arrangements and operational requirements relating to particular assets. The assessment of estimated
useful economic lives and residual values of assets are performed annually. Unless otherwise determined by operational requirerents, the
depreciation periods for the principal categones of property, plant and aquipment are, in general, as shown in the table below

Depraciation periods Years
Freehold and leasehold buildings 5to 50
Plant and Machinery

- mains, services and regulating equipment 5to 60
- other 5to 50
Motor vehicles and office equipment 3to 10

Gains and losses on disposals are determined by companng the proceeds with the carrying amount and are recognised within operating profit in the
income statement

lterns within property, plant and equipment are tested for impairment if there is some indication that the carrying value of tha assets may have been
impaired.

Impairments of assets are calculated as the difference between the camying value of the asset and the recoverable amount, if lower. Where such an
asset does not generate cash flows that are independent from other assets, the recoverable amount of the cash generating unit to which that assat
belongs is estimated.

Impairments are recegnised in the income statement and matenal impairments are disclosed separately

Any assets which suffered impairment in a previous period are reviewed for possible reversal of the impairment at each reporting date.
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Assels Maotor
inthe vehicles
Land and Plant and course of and office
buildings machinery construction equipment Tatal
£m Em £m £m Em
Cost at 1 April 2016 447 19,513 266 577 20,803
Additions 10 319 144 27 500
Disposals (21) (248) (5) {111) (385}
Disposal of discontinued operations (62)  (11.612) (75) (286) {12,035)
Reclassifications ' {11} 49 {51) 20 (3)
Cost at 31 March 2017 363 8,021 269 227 8,880
Additions 6 124 188 5} 324
Disposals? (4) {47 () (1) (70}
Reclassifications’ {68) 109 (47 4 2
Transfers® (4) - - (1) {5)
Cost at 31 March 2018 293 8,207 402 225 9,127
Accumulated depreciation at 1 April 2018 {(221) (7,443} - {485) (8,149)
Depreciation charge for the year {37) (302) - {25) (364)
Disposals 17 240 . 11 368
Accumulated depreciation on disposal of discontinued operations 27 3375 - 202 3,604
Accumulated deprecialion at 31 March 2017 (214) {4,130) - (197) (4,541)
Depraciation charge for the year (20} (185) - {8) {213)
Disposals® k] 32 - 1 46
Reclassifications ' 48 {48) 2 . =
Impairment . )] - & (3
Accumulated depreciation at 31 March 2018 (183) (4.334) - (194) (4.711)
Net book value at 31 March 2018 110 3,873 402 31 4,416
Net book value at 31 March 2017 149 3,891 269 30 4,339
' Reprasents amounls transferred between categories and also to intangible assets [see nota B)
2 Disposals mcludes £20m of nil nel book value assets written off
1 Transters reprasents assels transferred to a fellow group undertaking i the year
2018 2017
£€m £m
Information in relation to property, plant and equipment
Capitalised interast included within cost 239 229
Contributions to cost of property, plant and equipment included within:
Trade and other payables 3 3
Naon-current liabilities 138 140

10. Other non-current assets

Other non-current assets includes assats that do not fall into any other non-current assel category (such as property, plant and equipment)

and the benefit to be received from the assat is not due to be received until after 31 March 2019.

2018 2017

£m £m

Loans and receivables - amounts owed by parent undertaking ' 3427 3426
Prepaymenis 87 3
3,514 3,429

1 The amount owed by parent undertaking is non-contractual, and its fair value 18 approximate to book value
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11. Derivative financial instruments

Derivatives are financial instruments that derive their value from the price of an undarlying item such as interest rates, foreign exchange
rates, credit spreads, equity or other indices. In accordance with the Board approved policies, derivatives are transacted generally to
manage our exposure to fluctuations in interest rate and foreign exchange rate on borrowings and other contractual cash flows. Specifically,
we use derivatives to manage these risks from our financing portfolio to optimise the overall cost of accessing the debt capital markets.
These derivatives are analysed below.

Derivative financial instruments are initially recognised at fair value and subsequently remeasured at fair value at each reporting date Changes in fair
values are recorded in the period they arise, in either the incoms statement or other comprehensive income as required by IAS 39. Where the fair
value of 8 derivative is positive it is camried as a derivalive asset, and where negative as a derivative liability

We calculate the fair value of financial derivatives by discounting all future cash flows using the market yield curve at the reporting date. The market
yield curve for each currency is obtained from external sources for interest and foreign exchange rates. In the absence of sufficient market data, fair
values would be based on the quoted market price of similar derivatives Analysis of these denvatives and the various methods used to calculate their
respeclive fair values is detailed below and in note 25

For each class of derivative instrument type the fair value amounts are as follows

2018 2017
Asset Liabilities Total Asset Liabilties Total
£m £m &m £m £m £m
Interast rate swaps 291 {94) 197 363 (151) 212
Cross-currency interest rate swaps 338 {7) kY 486 {7) 479
Foreign exchange forward conlracls' - - - a 4 4
Inflation linked swaps 5 {121) (116) 7 {257) (250)
634 (222) 412 864 {419} 445

! Included within the foraign excange forward contracts batance is £nil (2017 £4m) of derivatives i relation to capital expenditure

The maturity profile of derivative financial instruments is as follows

2018 2017
Assats Liabilities Total Asaals Liabilties Total
[ £m £m £m Em £m
Current
Less than 1 year 43 (65) {22) 51 {185} {134)
43 {65) (22) 51 (185) {134)
Non-current
In 1-2 years 42 (15) 27 69 (52) 17
In2-3 years - - - 76 (30) 46
In 3 -4 years 137 {5) Ja2 - - H
In4-5 years ] - ] 412 t4) 405
More than 5 years 203 {137) 56 256 {145) 1
591 (157) 434 813 {234) 579
634 (222) 412 864 {419 445
For each class of derivative the notional contract amounts' are as follows
20ta M7
Em £m
Interest rale swaps {2,473) (3.173)
Cross-curency interest rate swaps {751) (728)
Foreign exchange forward contracts {3) (56)
Inflation linked swaps {696} (784)

(3,923} (4.741)

! The notional contract amounts of denvatives indicate the grass nominal valug of transactions outstanding at the reparting date
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11. Derivative financial instruments (continued)

Where possible. derivatives held as hedging instruments are formally designated as hedges as defined in 1AS 39 ‘Financial Instruments' Recognition
and Measurement'. Derivatives may qualify as hedges for accounting purposes if they are fair value hedges. cash flow hedges or net investment
hedges. Our use of derivatives may entail a denvative transaction qualifying for ona or more hedge type designations under JAS 39 National Grid Gas
uses two hedge accounting methods, which are described as below,

Hedge accounting allows derivatives to be designated as a hedge of another non-derivative financial instrument, o mitigate the impact of potential
volatility in the income statement of changes in the fair value of the denvative instruments. To qualify for hedge accounting. documentation is prepared
specifying the hedging strategy. the component transactions and methodology used for effectiveness measurement

Fair value hadges

Fair value hedges principally consist of interest rate and cross-currency swaps that are used (o prolect against changes in the fair value of fixed-rate,
long-term financial instruments due to movements in market interest rates. For qualifying fair value hedges, all changes in the fair value of the
derivative and changes in the fair value of the item in ralation to the risk being hedged are offset in the income statement to the extent the fair value
hedge is effective. Adjustments made to the camying amount of the hedged ilem for fair value hedges will be amortised over the remaining life, in line
with the hedged item

2018 2017
£m Em
Cross-currency interest ratefinterest rate swaps 416 537

Cash flow hedges

Exposure arises from the variabifity in future interest and currency cash flows on assets and liabilities which bear interest at variable rates or are in a
foreign cumency. Interest rate and cross-cumency swaps are maintained. and designaled as cash flow hedges. where they qualify, to manage this
exposure. Fair value changes on designated cash flow hedges are initially recognised directly in the cash flow hedge reserve, as gains or losses
recognised in equity and any ineffective portion is recognised immediately in the income statement Amounts are transfered from equity and
recognised in the income statement as the income or expense is recognised on the hedged idem.

Forward foreign currency contracts are used lo hedge anticipated and committed future cumency cash flows. Where these contracts qualfy for hedge
accaunting they are designaled as cash flow hedges On recognition of the underlying transaction in the financial statements. the associated hedge
gains and losses, deferred in equity, are transferred and included with the recognition of the underlying transaction

When a forecast transaction is no longer expected to occur, the cumulative gan or loss previously reporled in equity is transferred to the income
statement.

Where a non-financial asset or a non-financial liability resulls from a forecasted transaction or firm commitment being hedged, the amounts delerred in
equity are included in the initial measurement of that non-monetary asset or liability.

2018 2017

£m £m

Cross-currency interest ratefinterest rate swaps 41 72
Foreign exchange forward contracts - 4
Cash flow hedges 41 76

Derivatives not in a formal hedge relationship

Our policy is not to use derivatives for trading purposes However, due to the complex nature of hedge accounting under IAS 39 some derivatives may
rot qualify for hedge accounting, or are specifically not designated as a hedge where natural offse! is more appropriate. Changes in the fair value of
any derivative instruments that da not qualify for hedge accounting are recognised in remeasurements within the income statement

2018 2m7

Em £m

Cross-currency interest ratefinterest rate swaps 71 83
Inflation linked swaps {118) (251)

Derivatives not in a formal hedge relationship {45) {168}
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11. Derivative financial instruments {continued)

Discontinuation of hedge accounting

Hedge accounting is discontinued when the hedging instrument expires or is sold. terminated, exercised or no longer qualifies for hedge accounting. At
that time, any cumulative gains or losses relating to cash flow hedges recognised in equity are initially retained in equity and subsequently recognised
in the income statement in the same periods in which the previously hedged item affects profit or loss. unless the hedged item is no longer expected to
occur ain which case the amounts would be recognised immediately  For fair value hedges, the cumulative adjustment recorded to the carrying value
of the hedged item at the date hedge accounting is discontinued is amortised to the income statement using the effective interest method,

Embedded Derivatives

No adjustment is made with respect to derivative clauses embedded in financial instruments or other contracts that are defined as closely related to
those instruments or contracts. Consequently these embedded derivatives are not accounted for separately from the debt instrument. Where there are
embedded derivatives in host contracts not closely related, the embedded derivative is separately accounted for as a derivative financial instrument.

12, Inventories and current intangible assets

Inventories represent assets that we intend to use in order to generate revenue in future periods, through use either to fulfil a service to a
customer or to maintain our network (consumables).

Inventories are stated at the lowar of weighled average cost and net realisable value

Where applicable, cost comprises direct materals and direct labour costs as well as those overheads that have been incurred in bringing the
inventories to their present location and condition.

Emission allowances, principally relating to the emissions of carbon dioxide in the UK, are recorded as intangible assets within current assets and are
initially recorded at cost and subsequently at the lower of cost and net realisable value. Where emission allowances are granted by relevant authorities,
cost is deemed to be equal to the fair value at the date of allocation, Receipts of such grants are treated as deferred income, which is recognised in the
income statement as the related charges for emissions are recognised or on impairment of the related intangible asset. A provision is recorded in
respect of the obligation to deliver emission allowances and emission charges are recognised in the income statement in the period in which emissions
are made

2018 2017

£m £m

Raw materials and consumabiles 18 18
Current intangible assets - emission allowances 5 2
23 20

There is a provision for obsolescence of £3m against inventones as at 31 March 2018 (2017: £5m)
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13. Trade and other receivables

Trade and other receivables are amounts which are due from our customers for services we have provided. Other receivables also include
prepayments made by us, for example, property lease rentals paid in advance.

Trade, loan and other receivables are initially recognised at fair value and subsequently measured at amortised cost, less any appropriate allowances
for estimated irecoverable amounts. A provision is established for imecoverable amounts when there is objective evidence that amounts due under the

orginal payment terms wil' not be collected

Trade receivables are non-interest bearing and generally have a 30 to 30 day term. Due to their short maturities, the fair value of trade and other
receivables approximates their book value.

2018 2017
Em £m
Trade receivables 95 85
Amounts owed by fellow subsidiaries of National Grid pic 34 155
Accrued income 144 147
Prepaymenits 27 119
Other receivables 14 14
314 520
Provision for impairment of receivables 2018 207
Em Em
At 1 April 5 1
Amounts recovered in the year - (1)
At 31 March 3 —
Trade receivables past due but not impaired
2018 207
£m Em
Up ta 3 months past due q 5
3 to 6 months past due 3 .
QOver 6§ months past due - -
1 5

For further information about wholesale credit risk refer 1o note 25(a)
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14. Financial and other investments

Financial and other investments include two main categories. Assets classified as avallable-for-sale typically represent investments in short-
term money funds and quoted investments in equities or bonds of other companies. Loans and receivables include bank deposits with a
maturity of greater than three months, and cash balances that cannot be readily used in operations, principally collateral pledged for certain
borrowings.

Financial assets, labifities and equity instruments are classified according to the substance of the contractual amangemants entered into, and
recognised on frade date Available-for-sale financial assels are non-denvatives that are either designated in this category or not classified in any other
calegories

Available-for-sale financial investments are recognised at fair value plus directly related incremental transaction costs, and are subsequently camied at
fair value in the statement of financial position Changes in the fair value of available-for-sale invesiments are recognised directly in other
comprehensive income. until the investment is disposed of or is determined o be impaired. At this time the cumulative gain or loss previously
recognised in equity is included in the income statement for the period. Investment income is recognised using the effective interest method and taken
through mterest income in the income statement.

Loans receivable and other receivables are initially recognised at fair value and subsequently held at amortised cost using the eHective interest
methed. Interest income, together with gains and losses when the loans and receivables are derecognised or impaired. are recognised in the income
statement

Subsequent to initial recognition, the fair values of financial assels measured at fair value that are quoted in active markets are based on bid prices.
When independent prices are not available, fair values are determined by using valuation techniques that are consistent with techniques commonly
used by the relevant market. The techniques use observable market data

2018 a7
Em Em
Current
Available-for-sale invesiments - investments in short-term money funds ' 769 1,632
Loans and receivables - amounts due from fellow subsidiaries 667 21
Loans and receivables - restricted cash balances * 93 203
1,529 1.856

' The avalable-for-sal investments at 31 March 2018 sole y rotale lo investments in short-term money funds

2 Comprises collateral placed with countarparties with whom we have entered into B credit suppon annex to the ISDA Masier Agreement.

Availabie-for-sale investments are recorded at fair value. Due to their short maturnities the carmying value of loans and receivables approximates their
fair valus. The maximum exposure to credil sk at the reporting date is the fair value of the financial invesiments For further information on our credit
risk, refer to note 25(a). None of the financial invesiments are past due or impaired,

15. Cash and cash equivalents

Cash and cash squivalents include cash balances, together with short-term investments with an original maturity of less than three months
that are readily convertible to cash.

Net cash and cash equivalents reflected in the cash flow statement are net of bank overdrafts, which are reported in borrowings.

The carrying amounts of cash and cash equivalents and bank overdrafts approximate their fair values

Cash at bank eams interest at floating rates based on daily bank deposit rates. Short-term deposits are made for periods varying between one day and
three manths, depending on the immediate cash requirements, and eam interest at the respective short-term deposit rates

Net cash and cash equivalents held in currencies other than sterling have been converted info sterling at year-end exchange rates For further
information an cumrency exposures, refer to note 25(d)

2018 27
£m £m

Cash at bank and short-term deposits ' 275
Cash and cash equivalents excluding bank overdrafts 275 -
Bank overdrafts (note 16) {3 (8)
Net cash and cash equivalents 272 8)

Represents term deposits with a one weak matunty date.
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16. Borrowings

We borrow money primarily in the form of bonds, borrowings from fellow subsidiaries and bank loans, These are for a fixed term and may
have fixed or floating interest rates or are linked to the retail price index {RPI). As indicated in note 11, we use derivatives to manage risks
associated with interest rates and foreign exchange.

Qur price controls require us to fund our networks with a certain ratio of debt to equity and, as a result, we have issued a significant amount of debt. As
we continue to invest in our networks, the value of debt is expected to increase over time To maintain a strong balance sheet and to allow us 1o
access capital markels al commercially acceplable interest rates, we balance the amount of debt we issue with the value of our assets, and take
account of certain other metrics used by credit ratings agencies.

Borrowings, which inciude interest-bearing and inflation linked debt and overdrafts are recorded at their initial fair value which normally reflects the
proceeds received, net of direct issue costs less any repayments  Subsequently these are stated al amortised cost, using the effective interest method
Any difference between the proceeds afler direct issue costs and the redemption value is recognised over the term of the borrowing in the income
statement using the effective interest method.

2018 2017
Em Em
Current
Bank loans 414 528
Bonds 478 308
Other loans 1 1
Bank overdrafts {see note 15) 3 8
896 846
Non-current
Bank loans 508 490
Bonds 3,462 3,961
Other loans 169 189
4,139 4.640
Total 5,035 5,488
Total borrowings are repayable as follows. 2018 2017
£m £m
Lass than 1 year 896 846
In1-2vyears 212 470
In2-3 years ] 226
In3 -4 years 818 8
In4 -5 years 740 893
More than 5 years.
by instaiments 51 51
other than by instalments 2,310 2.992
§,035 5486

The fair vaiue of borrowings at 31 March 2018 was £6,374m {2017 £6,777m). Where market vaiues were available, fair value of borrowings (Leve! 1)
was £1,512m (2017 £2,149m). Where market values were not avallable. the fair value of borrowings (Level 2) was £4,862m (2017, £4,628m),
calculated by discounting cash flows at prevailing intarest rates. The notional amount outstanding of the debt portfolio at 31 March 2018 was £5 048m
(2017 £5,454m).

None of the Group's borrowings are secured by charges over assets of the Group

Callateral is placed with or received from any counterparly where we have entered into a credit support annex to the ISDA Master Agreement once the
current mark-fo-market valuation of the trades between the parties exceeds an agreed threshold. Included in current bank loans is £412m (2017
£527m) in respect of cash received under collateral agreements

At 31 March 2018, we had bilateral committed credit facilities of £350m (2017 £350m} of which £350m was undrawn (2017 £350m undrawn) All of the
unused facilities at 31 March 2018 and 31 March 2017 are available for liquidity purposes

Of the £350m of undrawn committed borrowings facilities due to expire within 1 to 2 years, £350m was renegotiated before 31 March 2018, with effect
from 1 June 2018 The amount was unchanged with the expiry extended to more than 5 years
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17. Trade and other payables

Trade and other payables includes amounts owed to suppliers, tax authorities and other parties which are due to be settled within 12
months. The total also includes deferred income, which represents monies received from customers but for which we have not yet delivered

the associated service. These amounts are recognised as revenue when the service is provided.

Trade payables are initially recognised at fair value and subsequently measured at amortised cost. Due to their short maturities, the fair value of trade

and other payables approximates their book value
2018 207
Em Em
Trade payables 228 240
Amounts owed to fellow subsidiaries of Naticnal Grid plc 265 237
Deferred income 30 20
Social securnity and other taxas 55 68
Other payables 54 49
632 614

18. Other non-current liabilities

Other non-current liabilities inctude deferred income which will not be recognised as income until after 31 March 2018. It also includes

payables that are not due until after that date.

All other non-current liabilities are recorded at amortised cast, There is no material difference between the fair value and the carrying value of other non-

current liabiities

2018 2017

£m £m

Trade payables [ -
Deferred income 33 177
Qther payables 138 12
177 1889
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19. Pensions and other post-employment benefit obligations

We have employees who are members of the National Grid UK Pension Scheme {Section B) which Is a defined benefit scheme closed to new
entrants. Membership of the National Grid YouPlan {(YouPlan) defined contribution trust is offered to all new employees. YouPlan was
launched in 2013 and under the rules of the plan, National Grid double matches contributions to YouPlan up to a maximum of 6% of
employee salary. YouPlan is the qualifying scheme used for automatic enrolment and new hires are enroled into YouPlan.

The fair value of defined benefit scheme assets and present value of defined benefit obligations are updated annually in accordance with IAS
19 (revised).

During the year ended 31 March 2017, in order for the Gas Distribution business to be sold extemally, the National Grid UK Pension Scheme was split
into three sections. Pension benefits for National Grid Gas plc are included with section B. This has resulted in a change in National Grid Gas from
recognising a pension charge for the year and recognising the scheme as if it were a defined contribution scheme to recognising a net pension asset
on the statement of financial position and accounting as a defined benefit scheme

Below we provide a more detailed analysis of the amounts recorded in the primary financial statements.

For the defined contnbution plan {DC), the Group pays contributions into a separate fund on beha!f of the employee and has no further obligations to
employees. The risks associated with this type of plan are assumed by the member

For the defined benefit retirement scheme, members receive benefits on retirement, the value of which is dependent on factors such as salary and
length of pensionable service. The Group underwrites both financial and demographic risks associated with this type of scheme

The cost of providing benefits in a defined benefit scheme is determined using the projected unit method, with actuarial valuations being carried out at
each reporting date by a qualified actuary. This valuation methed is an accrued benefits valuation method that makes allowance for projected eamings

The Group’s obligation in raspect of the defined benefit pension scheme is calculated separately by projecting the estimated amount of future benefit
payments that employees have earned for their pensionable service in the current and prior periods These future benefit payments are discounted to
determine the present value of the liabilities and the fair value of plan assets and any unrecognised past service cost is then deducted. The discount
rate used is the yield at the valuation date on high-quality corporate bonds

The Group takes advice from an independent actuary relating to the appropriateness of any key assumptions applied which include life expectancy of
members, expected salary and pension increases. and inflation. It should be noted that comparatively small changes in the assumptions used may
have a significant effect on the amounts recognised in the income statement and the statement of other comprehensive income and the net liability
recognised in the statement of financial position

Remeasurements of net retirement obligations are recognised in {ull in the period in which thay occur in the statement of other comprehensive incame

Risks
The defined benelit pension obligations are exposed to the primary risks outlined below

Liabilities are calculated using discount rates set with referance to yields on high-guality corporate bonds prevailing in the US and UK debt markets and
will fluctuate as yields change. Scheme funds are invested in a vanety of asset classes, principally: equilies, government securities, corporate bonds
and property. Consequently, actual returns wili differ from the underlying discount rate adopted and therefore have an impact on the net balance sheet
liability

Changes in inflation will affect both current and future pension payments and are partially mitigated through investment in inflation matching assels and
hedging instruments.

Longevity is also a key driver of liabilities and changes in expecled mortalily will have a direct impact on liabilities. The liabillies are, in aggregate,
relatively mature which serves to mitigate this risk to some extent.

The scheme's investment strategy seeks to balance the level of investment return sought with the aim of reducing volatility and risk. In undertaking this
approach reference is made both to the maturity of the liabilities and the funding level. A number of further sirategies are employed to manage
underlying risks, including liability matching asset strategies. diversification of asset portfolios, interest rale hedging and actve management of foreign
exchange exposure.
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19. Pensions and post-employment benefit obligations (continued)

Section B of the National Grid UK Pension Scheme

The actuarial valuation as at 31 March 2017 determined that Section B was in deficit National Grid and the Trusiee agreed on a schedule of
contributions, whereby deficit funding contributions of appraximately £32 million payable by 30 Seplember each year from 2017 anwards until 30
September 2022, with an additional £8 million payable by 30 September 2023. All deficit funding amounts due will be adjusted for the change in the
Retail Price Index (RPI} from 31 December 2016 up to 3 months prior to the date of payment. As a resull, the funding shortfall is expected to be
eliminated by 30 September 2023. The employers will also contribute §1.4% of pensionable salary, less member contributions, in respect of ongaing
service cost. The next actuarial valuation will be performed as at 31 March 2019.

The scheme ceased to allow new hires to join from 1 April 2002, A DC section of the scheme was offered for employees joining after this date, which
has since been replaced by The National Grid YouPlan (YouPlan)

Actuarial information

When deciding on these assumptions we take independent actuarial advice. Comparatively small changes in the assumptions applied may have a
significant effect on the overall deficit or surplus of a defined benefit scheme.

The National Grid UK Pension Scheme is funded with assets held in a separale trustee administered fund The arrangements are managed by a
trustee company with a board consisting of company and member appointed directors. The directors are required lo manage the arrangements in
accordance with local regulations and the armangements’ goveming documents, acting on beha!f of its beneficiaries.

The arangements are subject to independent actuaral funding valuations at least every three years and following consultation and agreement with
National Grid, the gualified actuary cerifies the rate of employers’ contribution, which, together with the specified contributions payable by the
employees and proceeds from the scheme's assets, are expected to be sufficient to fund the benefits payable

The results of 2017 actuarial valuation for section B of the NG UKPS are shown below.

Latest full actuarial valuation 31 March 2017
Actuary Willis Towers Watson
Market value of scheme assets at latest valuation £5,849m
Actuarial value of benefits due to members £6,057m
Market value as percentage of benefits 97%
Funding deficit £208m
Funding deficit (net of tax) £173m

Accounting enlries for pensions are updated annually. The following information relates to the amounts included in the annual report in accordance with
our accounting policies

2018 2017
Em Em
Amounts recognised in the statement of financial position
Present value of funded obligations {5,321) (5.808)
Fair value of scheme assels 5,733 5851
412 45
Present value of unfunded obigations - -
Net defined benefit asset 412 45

Represented by

Assets 412 45
412 45
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19. Pensions and post-employment benefit obligations (continued)

2018 2017
Amounts recognised in the income statement and the statement of other comprehensive income £m £m
Included within operating costs
Administration costs 3 1
Included within payroll costs
Defined contribution scheme costs 10 14
Defined benefit scheme costs.
Current service cost 18 5
Special termination benefit cost - redundancies 5 1
33 20
Tola! of operating costs (defined benefit and defined contribution) 36 21
Included within finance income and costs
Interest {credity/icost (1) 1
Total included in the income statement 35 22
Actuarial gain on defined benefit obligation in the period 336 51
Return on assets (less)/greater than discount rate {6} a3
Total included in the statement of other comprehensive income 330 134
Reconciliation of the net defined benefit asset
2018 2017
£m £Em
Opening defined benefit asset/{liability) at 1 April 45 (89)
Net cost recognised in the income statement {(25) [CH
Remeasurement effects recoegnised in the statement of other comprehensive income 330 134
Employer contributions 62 8
Closing net defined benefit asset at 31 March 412 45
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19. Pensions and post-employment benefit obligations {continued)

2018 2017
Em £m
Changes in the present value of defined benefit obligations {(including unfunded obligations)
Opening defined benefit obligations at 1 April {5,806) {5.878)
Defined benefit operating costs (26) (5)
Interest on defined benefit cbligation (136) {37y
Remeasurement of the defined benefit obligations 336 §1
Special termination benefit cost - redundancies - (1)
Administration costs 3 -
Benefits paid 218 64
Net transfers 90
C;Iusing defined benefit obligations at 31 March {5,321) ({5,806)
Changes in the fair value of schema assets
Opening fair value of scheme assets at 1 Apnl 5,851 5,789
interest on assets 137 36
Return on assets (less)/greater than assumed {6) 83
Administration costs (3) (1)
Employer contributions 62 8
Benefits paid {218) (64)
Net transfers {90) +
Closing fair value of scheme assets at 31 March 5,733 5,851
Actual return on scheme assets 131 118
Expected contributions to defined benefit scheme in the following year 56 50
Asset allocations
Within the asset allocations below there is significant diversification across regions, assel managers, currencies and bond categorias.
2018 2018 2018 2m7 2017 2m7
Quoted Unquoted Total Quoted Unquated Total
Em em Em rm tm rm
Equities 602 228 830 798 237 1,035
Corporale bonds 1,709 - 1,709 1.657 - 1,657
Government securities 2,418 - 2,418 2.389 - 2,389
Property - 339 339 - 294 294
Diversified alternatives ' - 329 329 - 299 299
Other - 108 108 - 177 177
4,729 1,004 5,733 4 844 1.007 5,851

! Includes retum saeking non-conventional asset classas
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19. Pensions and post-employment benefit obligations {(continued)

Target asset allocations

National Gnd UK (Section B) Pension Scheme’s investment strategy is formulated specifically in order to manage risk. through invesiment in diversified
assel classes. including the use of liabiity matching assels and where appropriate through the employment of interest rate and inflation hedging
instruments. The target asset allocalion of the scheme as at 31 March 2018 is as foliows:

2018 2017
% %
Equities 14 18
Other 86 82
100 100
Actuarial assumptions
The following financial assumptions have been applied in assessing defined benefit liabilities
2018 7
% %
Discount rate' — past sarvice® 280 240
Discount rate’ = future service® 2.65 265
Rate of increase in salaries’ 3.40 3.50
Rate of increase in RPI - past service® 315 3.20
Rate of increase in RPI — fulure service® 310 3.15

1

The discount ratas for pension labiiies have been determmed by reference to appropriate yields on high-quality corporate bonds prevaikng in the UK dabt markets al the repariing
dala

Inthe UK, the 2017 discount rate was 2.4% p a. for both accrued {past service) benefits and far accruing (future service) benafils based on an expected duration of schema liabilities
of 17 years For 2018, National Gnd has adopled a different discouni rate asswumption by increasing the duration of scheme liabiliias ko 25 years kor future service oblipations. This has
lad to a fulure service giscount rate i the UK of 2 65% p.a. for both tha 2017 and 2018 year-ends

A promational scale has also besn used whera appropriate. The UK assumption stated is that relaling to service prior to 1 Apni 2013. The UK assumplion for the rate of increase in
salaries for past service after this date is 2 20% (2017 2 20%)and for future service 2 15% (2017 2 20%). The rales of incroase stated are not indicative of tustorical increases
awarded or a guarantee of future increases. but merely an appropriate assumption utitised in assessing DB Labiities.

This is the key assumption that determines d ir in ions in payment and delerment in the UK only Consistent with the denvation of the discouni rate. the RPI
assumption reflects tha duration of the active liabilties lo be adopled in the calculatnon of the luture service obijations This approach leads 1o a RP) assumplion for the future service
rate of 3 10% p a. at reporting date {2017 3 15%), as compared to the 2017 published assumption of 3 20™% for both past service and fulure service

For sensitivity analysis, see note 26

Assumed life expectations for a retiree age 65. 2018 207
yoars years

Today:

Males 223 228

Females 239 248

In 20 years:
Males 2.7 250
Females 25.5 268
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20. Provisions

We make provisions when an obligation exists, resulting from a past event and it is probable that cash will be paid to settle it, but the
amount of cash required can only be estimated.

The main estimates relate to environmental remediation and decommissioning costs for various sites we own or have owned and other
provisions.

We are committed 1o the protection and enhancement of the environment However, we have acquired. owned and operated a number of assets which
have, during the course of their operations, created an environmental impact. Therefore we have a provision that reflects the expected cost to
remediate these sites Curren! cperations will seldom resull in new sites with significant expected costs being added to the provision

Provisions are recognised where a legal or constructive obligation exists at the reporting date, as a result of a past event, where the amount of the
obligation can be reliably estimated and where the outflow of economic benefit is probable

Provision is made for decommissioning and environmental costs, based on future estimated expenditures, discounted to present values An initial
estimate of decommissioning and environmenta! costs attributable to property, plant and equipment is recorded as part of the original cost of the
related property, plant and equipment.

Changes in the provision arising from revised estimates or discount rates or changes in the expected timing of expenditures that relate to property
plant and equipment are recorded as adjustments to their carrying value and depreciated prospectively over their remaining estimated useful economic
lives; otherwise such changes are recognised in the income statement.

The unwinding of the discount is included within the income statement as a financing charge.

Toral
D sioni Enwvi 1al ng Mhar provisions
£m £m £m £m
At 1 April 2016 47 84 18 53 182
Additions 107 3 1 136 249
Unused amounts reversed - {19) (1) &) {23)
Unwinding of discount - 1 - - 1
Utilised (10) S (15) (3) (28}
Disposal as a result of discontinued operalions (26) (27) - 41) (94)
At 31 March 2017 118 22 3 144 287
Additions - - 5 6 11
Reclassifications * - by - 24 34
Unused amounts reversed (1) S (3) (33) (47)
Unwinding of discount 1 1 - - 2
Utilised {4) - - (84) {88)
At 31 March 2018 104 23 5 67 199
1 Reclassification of £34m relates la an in year rectassification of tha prior year Crop and Guarry accrual to provision.
20t8 2017
Em £m
Current 70 133
Non-currant 129 154
189 287

Decommissioning provision
The decommissioning provision represents expenditure relating to the demolition of gas and LNG storage facilities expected to be incurred until 2026
Unused amounts reversed of £11m represents the release of a provision for the demolition of LNG storage facilities

During October 2016, following the sale of the Gas Distribution business, the company sold 78 surplus land sites to a number of fellow National Grid
Group undertakings, recognising a gain on disposal of £109m_ A legal agreement was entered into with these Mational Grid Gas Group companies to
demolish the non-operational gas holders on these sites, creating a constructive obligation for the Company
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20. Provisions (continued)

Environmantal provision

The environmental provision represents the estimaled restoration and remediation costs relating to old gas manufacturing sites owned by the Company
{discounted using a real rate of 1.0%) Cash flows are expected to be incurred between 2018 and 2075

A number of uncertainties affect the calculation of the provision including the impact of regulation, the accuracy of the site surveys, unexpected
contaminants, transportation costs, the impact of alternative technologies and changes in the discount rate The provision incorporates our baest
estimate of the financial effect of these uncertamnties, but future material changes in any of the assumptions could materially impact the calculation of
the provision The undiscounted amount of the provision at 31 March 2018 was £28m (2017 £27m), being the undiscounted best estimate of the
liability having regard to these uncertainties.

Restructuring provision
The restructuring provision principally relates to business reorganisation costs in the UK and is expected to be incurred unti 2018

Other provisions

Other provisions at 31 March 2018 include £40m (2017: £134m) in respect of business set up costs and business restructunng costs. We expect the
majority of this provision to be ulilised within one year. Unused amounts reversed of £33m principally reprasents amounts released from the crop and
quarry provision of £14m and amounts released in respect of business set up and resiructuring costs of £17m. Amounis utilised of £84m principally
relates to the utilisation of provisions in respect of business set up and restructuring costs

21. Share capital

Ordinary share capital represents the total number of shares issued.

Share capital is accounted for as an equity instrument. An equity instrumant is any contract that includes a residual interest in the consolidated assets
of the Company after deducling all its liabilities and is recorded at the proceeds received, net of direct issue costs, with an amount equal to the nominal
amount of the shares issued included in the share capital account and the balance recorded in the share premium account.

Number Number
of shares af shares
2018 27 2018 2017
millions milons £m £m
At 31 March - ordinary shares of 17/,;p each at
Allotted, called-up and fully paid 3,944 3,944 45 45

In ine with the provisions of the Companies Act 2006, the Company amended its Articles of Association and ceased to have authonsed share capital
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22. Net Debt

Net debt represents the amount of cash and financial investments held, less borrowings, overdrafts and related derivatives.

The movement in cash and cash equivalents is reconciled to movements in net debt.

{a) Reconciltation of net cash flow to movement in net debt

2018 2017
£m £Em
Increase in cash and cash equivalents 280 2
{Decrease)/increase in financial investments {327y 1,719
Decreasel(increase) in borrewings and related derivatives 505 (947)
Net interest paid on the components of net debt 89 803
Change in net debt resulting from cash flows 547 1,577
Changes in fair value of financial assets and liabilities and exchange movements 19 {131}
Net interest charge on the componenis of net debt {200) {1,141)
Disposal of Gas Distribution business - 4,051
Other non-cash movements SEl 911
Movement in net debt (net of related derivative financial instruments) in the year 166 5,267
Net debt (net of related derivative financial instruments) at the start of the year {3,185) (8.452)
Net debt (net of related derivative financial instruments) at the end of the year (2,819) (3.185)
Compasition of net debt
Net debt is made up as follows.
2018 2017
£m Em
Cash, cash equivalents and financial investments 1,804 1,856
Borowings and bank overdrafts {5,035) (5,486)
Derivatives 412 445
Total net debt {2,819} {3,185)
{b) Analysis of changes in net debt
Cash and Net cash
cash Bank and cash Financial Total
equvalents overdrafts  equivalents  invesimenis  Bomowings  Derivatives debt
£m £m Em Em £m £m £m
Al 1 April 2016 - (k3] N 137 (9,096} 514 (8,452)
Cash flow - 2 2 1,713 112 {250) 1.577
Fair value gains and losses and exchange movements - - - - (173) 42 (131)
Interest charges - . - 6 {1,118) {29) {1,141)
QOther non-cash movements - - - - 747 164 911
Dispasal - {3} {3} - 4,050 4 4,051
At 31 March 2017 E {8) T3] 1,656 (5,476) 448 (3,185)
Cash fiow 275 5 280 {335) 512 90 547
Fair value gains and losses and exchange movements - - - - 196 (180) 16
Interest charges - - - 8 (265) 57 {200)
Other non-cash movements - - - - 3 - 3
At 31 March 2018 275 3 272 1,529 (5,032} 412 (2.819)
Balances at 31 March 2018 comprise
Non-current assets - - - - - 531 591
Current assets 275 (3) 272 1,529 - 43 1,844
Current liabilities - - - . (893) (65) {858}
Non-current liabilities - - - - (4,139) (157) {4,296)
275 (3) 272 1,529 {5,032) 412 {2,819}
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23. Commitments and contingencies

Commitments are those amounts that we are contractually required to pay in the future as long as the other party meets their obligations.
These commitments primarily relate to operating lease rentals and energy purchase agreements which, in many cases, extend over a long
period of time. We also disclose any guarantees that companies have given, where we pledge assets against current obligations which will
remain for a specific period.

Future capital expenditure

2018 07
£m Em
Contracted for but not provided 299 372
Operating lease commitments
2018 2017
£m £m
Amounts due
Less than 1 year ] 7
In1-2years 5 6
In2 -3 years 3 5
In 3 - 4 years 3 4
In 4 - 5 years 3 4
More than § years 5 g
25 35

Other commitments, contingencies and guarantees

The value of other commitmenis and guarantees at 31 March 2018 amounted to £89m (2017 £3im}, including energy purchase commitments
amounting to £8m (2017. £25m). Energy purchase commitments relate to contractual commitments to purchase electricity or gas that are used to
satisfy physical delivery requiremants to our customers or for energy that we use ourselves (i e. normal purchase, sale or usage) and hence are
accounted for as ordinary purchasa contracts

Parent Company loan guarantees on behalf of subsidiaries

The Company has guaranteed the repayment of principal sums, any associated premium and interest on specific loans due from ils subsidiaries to
third parties. At 31 March 2018 the sterling equivalent amounted to £1,084m (2017. £992m)

Amounts recelvable under sublease arrangements

The total of future minimum sublease payments expected to be receved under non-cancefiable sub'eases is £nil {2017; £1m)

Litigation and claims

Through the ordinary course of our operations, we are party to various litigation, claims and investigations. We do not expeci the ultimate resolution of
any of these proceedings to have a material adverse effect on our results of operations, cash flows or financial posion
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24. Related party transactions

A related party is a company or individual who also has an interest in us, for example a company that provides a service to us with a director
who holds a controlling stake In that company and who is also a Director of National Grid Gas plc. The related parties identified include
fellow subsidiaries, joint ventures, associated undertakings, investments and key management personnel.

The following significant transactions with related parties were in the normal course of business Amounts receivable from and payable to refated
parties are due on normal commercial terms

2018 2m7
£m £m

Income
Goods and services supplied 224 188
Expenditure
Services received 28 28
Corperate services received 8 14
Charges in respect of pensions cosls 13 37
Interest paid on borrowings from ultimate parent company 5 7

49 86
Qutstanding balances at 31 March in respect of income. expenditure
and settlament of corporation tax
Amounts receivable 51 169
Amounts payable 370 257
Advances to parent (due within one year)
At 31 March 21 21
Advances lo ultimate parent company (due after more than one year)
At 31 March 3,426 3,425
Borrowings payable to ultimate parent company {amounts due within cne year)
At 31 March 6545 -

There were no advances to other relaled parties at 31 March 2018 (2017.Enll)

Amounts receivable from or payable to related parties in respect of sales and expenditure are ordinarily settled one month in arrears. The advance to
the parent due after more than one year is not interest bearing. Advances to and borrowings from fellow subsidiaries are repayable on demand and
bear interest at commercial rates.

No amounts have been provided at 31 March 2018 (2017 £nil) and no expense has been recognised during the year (2017 £nil) in respect of bad or
doubtful debis for related party transactions.

Details of guarantees provided in respect of related parties are provided in note 23

Details of key management compensation are provided in note 2{c)
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25. Financial risk management

Qur activities expose us to a variety of financial risks including currency risk, interest rate risk, credit risk, capital risk and liquidity risk. Our
risk management programme focuses on the unpredictability of financial markets and seeks to minimise potential volatility of financial
performance from these risks. We use financial instruments, including derivative financial instruments, to manage risks of this type.

This note describes our approach to managing risk, including an analysis of assets and liabllities by currency type and an analysis of
interest rate category for our net debt. We are required by accounting standards to also include a number of specific disclosures, (such as a
maturity analysis of contractual undiscounted cash flows) and have included these requirements below.

Risk management related to financing activities is camed out by a central treasury department under polities approved by the Finance Commitiee of
the National Grid plc Board The objective of the treasury department is to manage funding and liquidity requirements, including managing associated
financial risks. to within acceptable boundaries. The Finance Committee provides wrilten principles for overall risk management, as well as written
policies covering specific areas such as foreign exchange nisk. interest rate nsk, credit risk. liguidity risk. use of denvative financial instruments and non-
derivative financial instruments, and investment of excess liquidity.

We have expasure to the following risks. which are described in more detail below
cradit risk;

liquidity risk;

interast rate risk,

currency risk; and

capital risk

{a) Credit risk

We are exposed to the risk of loss resulling from counterparties’ default on their commitments including failure to pay or make a delivery on a contract.
This risk is inherent in our commercial busmess activities We are exposed to credit risk on our cash and cash equivalents, derivative financial
instruments, deposits with banks and financial institutions. as well as credit exposures to customers, including outstanding receivables and committed
transactions.

Treasury credit risk
Counterparty risk arises from the invesiment of surplus funds and from the use of derivative instruments. OQur limits are managed by the cantral
treasury depariment of National Grid plc

As at 31 March 2017 and 2018, we had a number of exposures to individual counterparties. In accordance with our treasury policies, counterparty
credit exposure utilisations are monitored daily against the counterparty credit limits Counterparty credit ratings and market conditions are reviewed
continually with limits being ravised and utilisation adjusted, if appropriate. Management does not expect any significant losses from non performance
by these counterparties

Customer credit risk

Qur principal commercial exposure is govemned by the credit rules within the Uniform Network Code. These set out the level of credit relative to the
regulalery asset value (RAV) for each credit rating. Our credit policies and pracilices are designed to limit credit exposure by collecting sacurity deposits
prior to providing utility services, or after utility service has commenced if certain applicable regulatory requirements are met. Collection activities are
managed on a daily basis The ufilisation of credit limits is regulardy monitored and collateral is collected against these accounts when necessary
Management does not expect any significant losses of receivables that have not been provided for as shown in note 13

Offsetting financial assets and liabilities

The following tables set cul financial assets and liabilities which are subject to offset and to enforceable master netting arrangements or similar
agreements. The tables show the amounts which are ofiset and reported net in the statement of financial posilion. Amounts which cannot be offset
under IFRS, but which could be setiled net under terms of master netting agreements if certain conditions arise, and with collateral received or
pledged. are shown to present National Grid Gas's net exposure.

Financial assels and liabilities on differant transactions are only reported net if the transactions are with the same counterparty, a legal right of offset
exists and the cash flows are intended to be settied on a net basis

Amounts which do not meet the criteria for offsetting on the statement of financial position but could be settled net in certain circumstances principally
relate to derivative transactions under ISDA (International Swaps and Derivatives Associalion) agreemeants where each party has the aption to settle
amounts on a net basis in the event of default of the other party

National Grid Gas has similar arrangements in relation to bank account balances and bank overdrafis; and trade payables and trade receivables which
are subject to general terms and conditions. However, these balances are immaterial.
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25, Financial risk management (continued)

! . availabl
to be offset but not offset in
statemaent of financial position

Net amount
presented Cash
Gross Gross in statement collateral
carrying amounts  of inancial Financial receivad/
amounts offset position instruments plodged Net amount
As at 31 March 2018 Em Em £m Em Em £m
Assets
Derivative financial instruments 6§34 - 634 {95} {407) 132
634 - 634 {95) (407) 132
Liabilities
Derivative financial instruments {222) - {222) 95 a7 (40)
{222) - (222) 95 a7 {40)
Total 412 - 412 - (320) 92
Retated amounts available
lo ba offsel but not oifset in
statemant of financial position
Nel amount
presented Cash
Gross Gross i statement collateral
carrying amaounts of financiat Financial racoved’
amaounts. offsat position  instrumenis pledged  Net amount
As at 31 March 2017 £m £m £m £m £m £m
Assets
Derivative financial instruments 864 - 864 {157} (518) 189
864 - 864 {157) {518) 189
Liabilities
Derivative financial instrumenis {419} - {419) 157 201 {61}
(419) - (419) 157 201 (61)
Total 445 - 445 . {317) 128
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25, Financial risk management (continued)

{b} Liquidity risk

Qur policy is to determine ocur liquidity requirements by the use of both short-term and long-term cash flow forecasts These forecasts are
supplemented by a financial headroom analysis which is used to assess funding requirements for at least a 24 month pericd and maintain adequate
liquidity for a continuous 12 month period,

We believe our contractual obligations, including those shown in commitments and contingencies in note 23 can be met from existing cash and
investments, operating cash flows and internal or external financing that we reasonably expect to be able to secure in the future, together with the use
of committed facilities if required

Our debt agreements and banking facilities contain covenants, including those relating to the periodic and timely prowvision of financial information by
the issuing entity, and financial covenants, such as maintaining current rating levels Failure to comply with these covenants, or to obtain waivers of
those requirements, could in some cases trigger a right, at the lender's discration, to require repayment of some of our debt, and may restrict our ability
to draw upon our facilities to access the capital markets.

The following is an analysis of the conlractual undiscounted cash flows payable under financial liabilities and derivative assets and liabikties as at the
reporiing date:

Due Due Due
BDue betweon between Jyears
within 1and2 2and2 and
1 yoar years years beyond Tatal
At 31 March 2018 Em £m Em £m Em
Non-derivative financia! liabilities
Borrowings {857) {208) {8) 13,872) (5,045)
Interest payments on borrowings ' {104) (98) {89) {1,138) (1,429)
Other non-interest bearing liabilities (548) {144) - - (692)
Derivative financial liabilities
Derivative contracts - receipis 430 370 65 29 894
Derivative contract - paymenis {315) {50) {31) (128) {524)
Total at 31 March 2018 {1,394} {130} (63) (5,209) {6,796)
Due Due Dug
Dua between between Ayears
within 1and2 2amt3 and
1year yoars years beyond Tolal
At 31 March 2017 Em Em £m £m £m
Non-derivative financial liabilities
Borrowings {798) {464) {217) {3,975) (5.454)
Interest payments on borrowings ' (121) {1086) {100) (1,247) {1.574)
Other non-interest bearing liabilities (289) {12) - - {301)
Derivative financial liabilities
Derivative contract - receipts 143 450 457 102 1,152
Derivativer contract - payments (210) (308) {57 {164) (739)
Total at 31 March 2017 (1,275) (440} 83 (5,284) (6,916)

1 The interas! on borrowings is calcualed based on bormowings held at 31 March without taking account of future issues. Floating rate interest is estimated using a forward interest rate
curve as al 31 March. Payments ara inchuded on the basis of the earliest date on which the Company can ba required 1o settie.
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25, Financial risk management (continued)

{c) Interast rate risk

Interest rate risk arises from our long-term borrowings. Borrowings issued at variable rates expose us to cash flow interest rale risk, partially offset by

cash held at variable rates. Borrowings issued at fixed rates expose us to fair value interest rate risk

Our interest rate risk management policy is to seek to minimise total financing costs {being interest costs and changes in the market value of debt)
subject to constraints. We do this by using fixed and floating rate debt and denvative financial instruments including interest rate swaps, swaptions and

forward rale agreements

We hold some borrowings on issue that are inflation linked. We believe that these provide a partial economic offset to the inflation risk associated with

our UK inflation linked revenues.

The table in note 15 (borrowings) sets out the carrying amount, by contractual maturity, of borrowings that are exposed to interest rate risk before

taking into account interest rate swaps.

During 2018 and 2017, net debt was managed using derivalive instruments to hedge interest rate nisk as follows

2018
Fixed Floating
rate rate RPI Other’ Total
£m Em £m Em £m
Cash and cash equivalents - 275 - - 275
Financia! invesiments - 1,508 - 21 1,529
Borrowings {1,453) {415) (3,167) - {5,035)
Pre-derivative position (1,453) 1,368 (3,167) 21 (3,231)
Derivative effect 982 {721) 151 - 412
Net debt 471) 547 {3,016) 21 {2,819)
2017
Fixed Floating
rate rate RPI Other ' Total
£m £m Em £Em £m
Cash and cash equivalents - 1,835 - 21 1,856
Borrowings (1.891) (535) {3,060) - (5,486)
Pre-derivative position {1.891) 1,300 {3.080) 21 {(3.630)
Derivative effect 1,549 {1.117) 12 - 445
Net debt {342) 183 {3.047) 21 (3,185)

1 Represenis financial instruments which are nol directly affected by interest rate risk, including investments in equity or other non-interest bearing instruments
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25. Financial risk management {continued)
{d) Currency risk

We are exposed to foreign exchange risk arising from non-sterling future commercial transactions and non-sterling recognised assets and liabilities

“Our policy for managing foreign exchange risk is to hedge contractually commilted foreign currency cash flows over a prescribed minimum size. Where
foreign currency cash forecasts are less certain. cur policy is to hedge a proportion of the cash flows based on the probability of those cash flows
occurnng. Instruments used to manage foreign exchange transaction risk include foreign exchange forward conltracts and foreign exchange swaps

During 2018 and 2017, denvative financial instruments were used to manage foreign cumrency risk as follows

2018
Sterling Eurc Dollar Othar Total
Em £m £m £m £m
Cash and cash equivalents 275 - - - 275
Financial investments 1,529 - - - 1,529
Borrowings (3,714) (232) (790) (299) (5,035)
Pre-derivative position {1,910) {232) (790} (299) (3,231)
Derivative effect (874) 193 788 29% 412
Net debt position (2,784) (33) {2) - (2,819)
2017
Slering Eura Dotlar Other Total
Em £m £m Em £m
Financial investments 1,856 - - - 1,856
Bormowings (4,015) {226) {906) {339) (5.486)
Pre-derivative position (2.159) (226) {8086) (339) {3,630)
Derivative effect (995) 180 912 338 445
Net debt position (3,154} (36) -] (1) (3,185)

There was no significant currency exposure on other financial instruments, including trade receivables and payables. and other receivables and
payables.

(e) Capital risk managemeant

The capital structure of the Group consists of shareholders’ equity, as disclosed in the consolidated statement of changes in equity, and net debt {note
22). Qur objectives when managing capital are to safeguard our ability 1o continue as a going concern, to remain within regulatory constraints of our
regulated operating company and io maintain an efficient mix of debt and equity funding thus achieving an oplimal capital structure and cost of capital

We regularly review and manage the capital structure as approprate in order to achieve these cbjectives

Maintaining appropriate credii ratings for our regulated company is an important aspect of our capital risk management strategy and balance sheet
efficiency. We monitor our balance sheet efficiency by regulatory asset value (RAV) gearing calculated as net debt expressed as a parcentage of RAV,
which indicates the level of debt employed to fund our regulated business. It is compared with the level of RAV gearing indicated by Ofgem as being
appropriate for our business, at around 62.5 - 65%. The RAV gearing ratio at 31 March 2018 was 58% (2017 55%)

(f) Fair value analysis

Included in the statement of financial position are financial instruments which have been measured at fair value These fair values can be categorised
into hierarchy levels that are representative of the inputs used in measuring the fair value. The best evidence of fair value is a quoted price in an
actively traded market. In the event that the market for a financial instrument is not active. a valuation technique is used.

2018 2017
Lovel 1 Lavel 2 Level 3 Total Level 1 Level 2 Level 3 Total
£m £m £m £m £m Em £m £m
Assets
Available-for-sale investments 769 - - 769 1,632 - - 1632
Derivative financial instruments - 634 - 6534 - 864 - 864
769 634 - 1,403 1,832 864 - 2,498

Liabilities
Derivative financial instruments - (141) {81) (222) - {2086) {213) (419)

Total 769 483 {81) 1,181 1,632 658 {213) 2,077
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25. Financial risk management (continued)

{f)} Fair value analysis (continued)
Level 1° Financial instruments with quoted prices for identical instruments in active markets

Level 2° Financial instruments with quoted prices for similar instruments in active markets or quoted prices for identical or similar instruments in
inactive markets and financial instruments valued using models where all significant inputs are based directly or indireclly on observable market data

Leve! 3. Financial instruments valued using valuation techniques where one or more significant inputs are based on unobservable market data

Qur level 3 derivative financia! instruments include inflation linked swaps where the inflation curve is illiquid. In valuing these instruments we use in-
house valuation modeis and obtain external valuations to support each reported fair value

The changes in value of our level 3 darivative financial instruments are as follows

2018 2017

£m £m

At 1 April {213) (73)
Net gains/(losses) for the year ' 6 (1)
Settlements 126 -
Reclassification into level 3 2 - (129)
At 31 March (B1) {213)

1 Gains of £3m (2017 £11m loss) are attributable to derivative fmancial instruments heid at the end of the reporting penod and have baen recognised in fmance caosts in the ncome
statement.

2 Sterlng RPI swaps reciassdied from tevel 2 inta level 3 in the year to March 2017

The impacis on a post-tax basis of reasonably possible changes in significant level 3 assumptions are as follows

2018 2017

income Income

Statement Statement

Em Em

+ 20 basis points change in LPI market curve ' {32) (35)
- 20 basis poinls change in LP| market curve ' kil 33

7 Areasonably possible change in assumption of other lavel 3 desivative financial instruments is unkkaly Lo result n a malevial change in far values

The impacts disclosed above were considered on a contract by contract basis with the most significant unobservable inpuis identified
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26. Sensitivities

In order to give a clearer picture of the impact on our results or financial position of potantial changes in significant estimates and
assumptions, the following sensitivities are presented. These sensitivities are hypothetical, as they are based on assumptions and
conditions prevailing at the year end, and should be used with caution. The effects provided are not necessarily indicative of the actual
effects that would be experienced because our actual exposures are constantly changing.

The sensitivities in the table below show the potential impact in the income statement {and consequential impact on net assets) for a range of different
variables each of which have been considered in isolation {i.e with all other variables remaining constant). There ara a number of these sensitivities
which are mutually exclusive and therefore if one were to happen, another would not, meaning a total showing how sensitive our results are 1o these
external factors is not meaningful.

The sensitivities included in the table below all have an equal and opposite effect if the sensitivity increases or decreases by the same amount unless
otherwise stated. For example a 10% increase in unbilled revenue at 31 March 2018 would result in an increase in the income statement of £14 million
and a 10% decrease in unbilled revenue would have the equal but opposite affect.

(a) Sensitivities on areas of judgement and key sources of estimation uncertainty

The table below sets out the sensitivity analysis for each of the areas of astimation uncertainty. These estimates are those that have a significant risk
of resulting in material adjustments to the carrying values of assets and liabilities in the next year

2018 2017
coma [ me at
statement assels statement assets
Em £Em Em £m
Pensions obligations benefit (pre-tax) *
Discount rate change of 0 5%? 2 384 3 485
RPI rate change of 0.5% * 2 363 3 41
Change in long-term rate of increase in salaries change of 0.5% * - 23 & 29
Change of one year to life expectancy at age 65 1 219 1 254
One year average increase in useful economic lives (pre-tax)
Depreciation charge on property, plant and equipment 14 14 6 6
Amortisation charge on intangible assets [ [ 4 4
Environmental provision:
10% change in estimated future cash flows 2 2 2 2
1% change in discount rate 4 4 3 3
Unbilled revenue at 31 March change of 10% (post-tax} 14 14 15 15

! Tha changes shown arg a change in the annual pension or other post-retirement benefit service charge and change in the dafined benefit abligations
2 Achange in the discount rate 1 likely to occur as a result of changes in bond yields and a3 such would be expected lo be ofiset lo a significant degree by a changs in the value of the
bond assats held by the plans.

1 Tha projected impact resuiting from a change in RP| reflects the underlying effact on pansions in payment. pensions in deferment and resuttant increasaes in salary assumptions

4 This change has been applied to both the pre 1 April 2014 and post 1 April 2014 rate of increase in salary assumpticn

Pensions and post retirement benefits assumptions

Sensitivities have been prepared to show how the DB cbligations and annual service costs could potentially be impacted by changes in the relevant
actuarial assumption that were reasonably possible as at 31 March 2018 In preparing sensitivilies the potential impact has been calculated by applying
the change to each assumption in isolation and assuming all other assumptions remain unchanged This is with the exception of RPI in the UK where
the corresponding change to increases to pensions in payment, increases to pensions in deferment and increases in salary is recognised.

{b) Sensitivities on financial instruments

Wa are furher required to show additional sensilivity analysis under IFRS 7 and these ara shown separalely in the subsequent table due to the
additional assumptions that are made in order to produce meaningful sensitivity disclosures.

Our financial instruments are sensitive to changes in market vanables, being UK interest rates, the UK RP| and the Euro to Sterling exchange rate The
changes in market variables affect the valuation of our borrowings. deposits and derivative financial instruments. The analysis illustrates the sensitivity
of our financial instruments to the changes in market variables.

The following main assumptions were made in calculating the sensitivity analysis for continuing operations

* the amount of net debt, the ratio of fixed to floating interest rates of the debt and derivatives portfolio, and the propertion of financial instruments in
foreign currencies are all constant and on the basis of the hedge designations in place at 31 March 2018 and 2017 respectively,

* the statement of financial position sensitivity to interest rates relates only to denvative financial instruments and available-for-sale investments, as
debt and other deposits are carried at amortised cost and so their carrying value does not change as interest rates move

* the sensitivily of accrued interest to movements in interest rates is calculated on net floating rate exposures on debt, deposits and derivative
instruments. and

« changes in the canying value of derivatives from movements in interest rates of designated cash flow hedges are assumed to be recorded fully
within equity
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26. Sensitivities (continued)

{b} Sensitivities on financial instruments (continued)

2018 207
Other - Other
Incomea equity Income equily
slatement TRsETVES statemnent rasarves
£m Em Em Em
Financial risk (post-tax)
UK RPI rate change of 0 5% ' 13 5 12 5
UK interest rate changes of 0.50% 1 2 3 3
Assets and liabilities carried at fair value (pre-tax)
2018 2017
Income Net Tncome Net
statement assets statemant assels
£m Em £m £m
10% fair value change in derivative financial instruments? 41 41 45 45

! Exchudes sensitivities to LPI curve. Further details on sensitvitis are provided in nota 25{1}.
I The effect of a 10% changa in fair value assumes na hedge accounting.

27. Ultimate parent company

This note shows the immediate and ultimate parent companies for these consolidated financial statements.

National Grid Gas plc's immediate parent company is National Grid Gas Holdings Limited. The ultimate parent company and controlling party is
National Grid plc. Both of these companies are incorporated in Great Britain and are registered in England and Wales National Grid plc consolidates
the financial statements of National Grid Gas plc. Copies of the consaclidated financial statements of National Grid plc may be obtained from the

Company Secretary, 1-3 Strand, London WC2N 5EH.

28. Subsidiary undertakings, and joint ventures

While we present consolidated results in these financial statements as if we were one company, our legal structure is such that there are a
number of differant operating and holding companies that contribute to the overall result. Our structure has evolved through acquisitions as
well as regulatory requirements to have certain activities within separate legal entities.

Subsidiary undertakings
The list below contains all subsidiaries included within the National Gnd Gas plc Group

Principal activity Holding
British Transco Capital Inc. {incorporated in the US) Financing 100%
British Transco Finance Inc. (incorporated in the US) Financing 100%
British Transco Finance (No. 1) Limited {incorporated in the Cayman islands) Financing 100%
British Transco Financa (No. 2) Limited (incorporated in the Cayman Islands} Financing 100%
British Transco International Finance BV (incorporated in the Netherands) Financing 100%
Nationa! Grid Metering Limited {incorporaled in England and Wales) Gas metering sarvicas 100%
Joint ventures
The list below contains all joint ventures included within the Nationa! Grid Gas plc Group

Prncpal actvity Holding
Joint Radia Company Limited (incorporated in Engand and Wales) Consultancy servicas 50%

Joint Rada Company Limited iz based at 52 Dean Bradley House Horseferry Road. London, SW1P 2AF



Company accounting policies

for the year ended 31 March 2018

We are required to include the stand-alene balance sheet of our
parent Company, Nationa! Grid Gas plc, under the Companies
Act 2006, and the statement of changes of equity under
Financial Reporting Standard 102, “The Financial Reporting
Standard applicable in the United Kingdom and the Republic of
Ireland” (“FRS 1027). The following disclosures provide
additional information to stakeholders.

A. Basis of preparation of individual financial

statements under FRS 102

National Grid Gas plc's principal activities involve the
transmission and distribution of gas in Great Britain. The
Company is a public limited company incorporated and
domiciled in England, with its registered office at 1-3 Strand,
London, WC2N S5EH.

These individual financial statements of the Company have
been prepared in accordance with UK Accounting Standards,
including FRS 102 and the Companies Act 2006.

The individual financial statements of the Company have been
prepared on a historical cost basis, except for the revaluation of
financial instruments, and are presented in pounds steriing,
which is the currency of the primary economic environment in
which the Company operates. The comparative financial
information has also been prepared on this basis.

The individual financial statements have been prepared on a
going cancern basis following the assessment made by the
Directors as set on page 31.

The Company has not presented its own profit and loss account
as permitied by section 408 of the Companies Act 2006. The
Company has laken advantage of the exemption, under FRS
102 paragraph 1.12(b), from preparing a cash fiow statement.

The Company has also taken advantage of the exemption,
under FRS 102 paragraph 1.12 (d}, from making disclosures
relating to share based payments as the equivalent disclosures
are included in the consolidated financial statements of the
Group, and also under paragraph 1.12{e), from disclosing
transactions with other members of the National Grid group of
companies,

In accordance with exemptions under FRS 102 paragraph
1.12(c), the Company has not presented the financial
instruments disclosures required by the standard, as
disclosures which comply with the standard are included in the
consolidated financial statements.
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B. Areas of judgement and key sources of

estimation uncertainty

The preparation of 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. Information about such judgements and
estimations is contained in the notes to the financial statements
and the key areas are summarised below.

Key sources of estimation uncertainty that have significant risk
of causing a material adjustment to the carrying amounts of
assels and liabilities within the next financial year are as
follows:

review of residual lives, carrying values and impairment
charges for other intangible assets and property, plant and
equipment — notes 4 and 5

estimation of assetfliabilities for pensions and other post-
retirement benefits — notas 13

valuation of financial instruments and derivatives — notes 9.
revenue recognition and assessment of unbilled revenue.

« environmental and decommissioning provisions - note 14,

C. Disposal of Gas Distribution

As described further in note 7 of the consolidated accounts, the
disposal of the Gas Distribution business completed on 1
October 2016 and as a result all assets and liabilities of UK Gas
Distribution were disposed.

As Gas Distribution represenis a separate major line of
business, the business was classified as a discontinued
operation in the consoclidated income statement for the financial
year 2016/17.

D. Foreign currencies .
Transactions in currencies other than the functional currency of
the Company are recorded at the rates of exchange prevailing
on the dates of the transactions. At each balance sheel date,
monetary assets and liabilities that are denominated in foreign
currencies are retranslated at closing exchange rates. Gains
and losses arising on retranslation of monetary assets and
liabilities are included in the profit and loss account

E. Intangible assets

Computer software is stated at cost less accumulated
amortisation and accumulated impairment losses. Software is
amortised over the fength of period we expect to receive benefit
from the assel. The principal amortisation period for software is
eight years.

Intangible assels are tested for impairment only if there is some
indication that the carrying value of the assets may have been
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impaired. Impairments of assets are calculated as the
difference between the carrying value of the asset and the
recoverable amount, if lower. Where such an asset does not
generate cash flows that are independent from other assets, the
recoverable amount of the cash generating unit to which that
asset belongs is estimated. Impairments are recognised in the
income statement and are disclosed separately. Any assets
which suffered impairment in a previous period are reviewed for
possible reversal of the impairment at each reporting date

F. Tangible fixed assets

Tangible fixed assets are included in the balance sheet at their
cost less accumutated depreciation. Costs include payroll costs
and finance costs incurred which are directly attributable to the

construction of tangible fixed assets, as well as the cost of any

assel retirement obligations.

Tangible fixed assets include assets in which the Company's
interest comprises legally protected statutory or contractual
rights of use.

Additions represent the purchase or construction of new assets,
including capital expenditure for safety and environmental
assets, extensions (o, enhancements to, or replacement of
existing assets.

Contributions received towards the cost of tangible fixed assets
from customers for conneclions to the gas transmission and
distribution networks are initially recognised as deferred income
and credited to revenue once the connection has been
completed. Contributions received towards the provision of
ongoing access to a supply of services are recognised initially
as deferred income and revenue is subsequently recognised
over the period in which the service is provided. Contributions
received towards the altering, diverting or relocating a tangible
fixed asset are included in creditors as deferred income and
credited on a straight-line basis to the profit and loss account
over the estimated useful economic lives of the assets to which
they relate.

Depreciation is not provided on freehold land or assets in the
course of construction. Other tangible fixed assets are
depreciated on a straight-line basis, at rates estimated to wnte
off their book values over their estimated useful economic lives.

The assets’ residual values are reviewed, and adjusted, if
appropriate, al the end of each reporting period. The effect of
any change is accounted for praspectively.

In assessing estimated useful economic lives, which are
reviewed on a regular basis, consideration is given fo any
contractual arrangements and operational requirements relating
to particular assets. Unless otherwise determined by
operational requirements, the depreciation periods for the
principal categories of tangible fixed assets are, in general, as
shown in the following table:

Depraciation periods Years
Freehold and leasehold properties 5to 50
Plant and machinery

= Mains, services and regulating 5to 60
equipment

- Other 5 to 50
Motor vehicles and office equipment 3ta 10

G. Fixed asset investments

Investments held as fixed assets are stated at cost less any
provisions for impairment. Investments are reviewed for
impairment if events or changes in circumstances indicate that
the carrying amount may not be recoverable. Impairments are
calculated such that the carrying value of the fixed asset
investment is the lower of its cost or recoverable amount.

Recoverable amount is the higher of its net realisable value and
its value-in-use, where value in use is the present value of
future cash flows expected to be derived from an assel.

H. Impairment of fixed assets

Impairments of fixed assets are calculated as the difference
between the carrying values of the net assets of income
generating units, including where appropriate, invesiments, and
their recoverable amounts. Recoverable amount is defined as
the higher of net realisable value or estimated value in use at
the date the impairment review is undertaken. Net realisable
value represents the amount that can be generated through the
sale of assets. Value in use represents the present value of
expected future cash flows discounted on a pre-tax basis, using
the estimated cost of capital of the income generating unit.

impairment reviews are carried out if there is some indication
that impairment may have occurred, or where otherwise
required to ensure that fixed assets are not carmried above their
estimated recoverable amounts. Impairments are recognised in
the profit and loss account, and, where material, are disclosed
as exceptional. Impairment reversals are recognised when, in
management's opinion, the reversal is permanent.



|. Taxation

Current tax for the current and prior periods is provided at the
amount expected to be paid or recovered using the tax rates
and tax laws that have been enacted or substantively enacted
by the balance sheet date.

Deferred tax is provided in full an timing differences which result
in &n obligation at the balance sheet date to pay more tax, or
the right to pay less tax, at a future date, at tax rates expected
te apply when the timing differences reverse, based on tax
rates and tax (aws that have been enacted or subsiantively
enacted by the batance sheet date. Timing differences arise
from the inclusion of items of income and expenditure in
taxation computations in periods different from those in which
they are included in the financial statements.

Deferred tax assets are recegnised 1o the extent that it is
regarded as more likely than not that they will be recovered,

Deferred tax assets and liabilities are not discounted

J. Stocks

Stocks are stated at cost less provision for deterioration and
obsolescence. Cost is calculated on a weighted average basis.
Where applicable, cost comprises direct materials and direct
labour costs as well as those averheads that have been
incurred in bringing the stocks to their present location and
condition.

K. Environmental costs

Environmental costs, based on discounted future estimated
expenditures expecled to be incurred, aré provided for in full.
The unwinding of the discount is included within the profit and
loss account as a financing charge.

L. Revenue

Revenue represents the sales value derived from the
transmission and distribution of gas and the provision of gas
metering services during the year, including an assessment of
services provided, but not invoiced as at the year end. It
excludes value added tax and intra-company sales.

Where revenue for the year exceeds the maximum amount
permitted by regulatory agreement and adjustments will be
made to future prices to reflect this over-recovery, a liability for
the over- recovery is not recognised as such an adjustment to
future prices relates to the provision of future services, Similarly,
an asset is not recognised where a regulatory agreement
permits adjustments to be made to future prices in respect of an
under- recovery.

M. Pensions

The Company's employees are members of either the defined
benefit National Grid UK Pension Scheme or the National Grid
YouPlan defined contribution trust.

For defined benefit pension schemes, the regular service cost
of providing retirement benefits to employees during the period,
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together with the cost of any benefits relating to past service,
are recognised within operating cosis

The interest cost ts calculated by applying the discount rate to
the net balance of the defined benefit obligation and the fair
value of plan assets. This cost is recognised in profit or loss
account within net interest.

The present value of the defined benefit obligaticn, less the fair
value of the assets of the scheme at the reporting date, is
recognised on the balance sheet.

The difference between the actual and expected returns on
scheme assets and the experience gains or losses arising on
scheme liabilities, fogether with gains or losses arising from
changes in actuarial assumptions, are charged or credited to
other comprehensive income

N. Leases

A |ease is classified as a finance lease if it transfers
substantially all the risks and rewards incidental to ownership. A
lease is classified as an operating lease if it does not transfer
substantially all the risks and rewards incidental to ownership.
Operating lease payments are charged to the profit and loss
account on a straight-line basis over the term of the lease.

O. Financial instruments

The Company's accounting policies under FRS 102 are the
same as the Group's accounting policies under IFRS, namely
IAS 32 'Financial Insiruments: Presentation’, IAS 39 'Financial
instruments: Recognition and Measurement’ and IFRS 7
‘Financial Instruments: Disclosures’. The Company applies
these policies only in respect of the financial instruments that it
has, namely investments, derivative financial instruments,
debtors, cash at bank and in hand, borrowings and creditors.

The policies are set out in notes 11, 13, 14, 15, 16 and 17 to the
consolidated financial statements. The Company is taking the
exemption for financial instruments disclosures, because IFRS
7 disclosures are given in the notes to the consolidated financial
statlements.

P. Hedge accounting

The Company applies the same accounting pclicy as the Group
in respect of fair value hedges and cash flow hedges. This
policy is set out in note 11 to the consolidated financial
statements.
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Q. Share-based payments

National Grid issues equity-settied share-based payments to
certain employees of the Company. Equity-settled share-based
payments are measured at fair value at the date of grant, based
on an estimate of the number of shares that will eventually vest
This fair value is recognised on a straight-line basis over the
vesting period, as an operating cost and an increase in equity.
Payments made by the Company to National Grid in respect of
share-based payments are recognised as a reduction in equity.

R. Parent Company guarantees

The Company has guaranteed the repayment of the principal
sum, any associated premium and interest on specific loans
due from certain subsidiary undertakings to third parties. In the
event of default or non-performance by the subsidiary, the
Company recognises such guarantees as insurance contracts,
at fair value with a corresponding increase in the carrying value
of the invesiment.

S. Environmental provision

The environmental provision is calculated on a discounted basis
and represents the estimated environmenial restoration and
remediation costs relating to a number of sites owned and
managed by the Company

T. Emission allowances

Emission allowances, which relate to the emissions of carbon
dioxide, are recorded as an intangible asset within current
assets and are initially recorded at cost, and subsequently at
the lower of cost and fair value less costs to sell. For alfocations
of emission allowances granted by the UK Government, cost is
deemed to be equal o fair value at the date of allocation.

Receipts of such grants are ireated as deferred income and are
recognised in the income statement in the peried in which
carbon dioxide emissions are made. A provision is recorded in
respect of the obligation to deliver emission allowances and
charges are recognised in the income statement in the period in
which carbon dioxide emissions are made.

U. Dividends

Interim dividends are recognised when they are paid to the
Company's shareholders. Final dividends are recognised in the
financial year in which they are approved.
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2018 2017
Notes £€m £m
Fixed assets
Intangible assels 4 107 125
Tangible assets 5 4,433 4,358
Investments 3 17 17
4,557 4,500
Current assets
Cash and cash equivalenis 274 -
Stocks and other current assets 7 21 20
Debtors (amounis falling due within aone year) 8 956 s
Debtors (amounts falling due after mare than one year) ] 3,521 3,435
Derivative financial instruments (amounts falling due within one year) ] 43 51
Derivative financial instruments (amounts falling due after more than one year) 8 591 813
Investments B84 1,836
Post employment benefits pension asset 13 412 45
6,702 6,581
Creditors (amounts falling due within one year) 10 {1,725) (1.594)
Net current assets 4,977 4,987
Total assets less current liabilities 9,534 9,487
Creditors (amounts falling due after mere than one year) 1M {4,363) {4,949)
Provislons for liabilities 14 (652) (668)
Net assets 4,519 3,870
Capital and reserves
Share capital 15 45 45
Share premium account 204 204
Cash flow hedge reserve {10) Q)
Capital redemption reserve 1,332 1,332
Profit and loss account 2,948 2,296
Total shareholders’ equity 4,519 3.870

The Company financial stalements set out on pages 95 to 103 were approved by the Board of Directors and authorised for issuae on 21 June 2018

They were signed on its behalf by:

N

Nicola Shaw Chair

Alan Foster Director

National Grid Gas plc
Registered number: 2006000
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Company statement of changes in equity

for the years ended 31 March

Shara Profit and Cash flow Capral Total

Share premium loss hedge redemplion shareholders

capital account account raserve teserves equity

£m £m £m £m £m Em

As at 1 April 2016 45 204 5815 (61) 1,332 7,335
Profit for the year - - 4,464 - - 4,464
Total other comprehensive loss for the year - - 111 54 - 165
Total comprehensive incomel{loss) for the year - - 4,575 54 - 4,629

Equity dividends - - (8,100) - - (8,100}
Share-based payments - - 7 - - 7]
Tax on share-based paymenis - - (1) - - (1)
As at 31 March 2017 45 204 2,296 (7} 1,332 3,870
Profit for the year - - 74 - - 374
Total other comprehensive income for the year - - 274 {3) - 271
Total comprehansive income for the year - - 648 {3) - 645
Share-based payments S 5 4 = = 4
At 31 March 2018 45 204 2,948 {10) 1,332 4,518

The cash flow hedge reserve will be continuously transferred to the income statement until the borrowings are repaid The amount due to be released
from reserves to the income stalement next year is £8m (2017: £5m), and the remainder released with the same maturity profile as borrowings due
after more than one year

Other reserves comprise the capital redemption reserve arising from the refinancing and restructuring of the Lattice Group in 1989. It represents the
amount of the reduction in the share capital of the Campany as a consequence of that restructuring. As the amounts included in other reserves are not
attributable to any of the other classes of equity presented, they have been disclosed as a saparate classification of equity

The Company is prohibited from declaring a dividend or other distribution unless it has certified that it is in compliance in all material respecits with

cartain regulatory obligations, including a requirement to ensure it has sufficient financial resources and facilities to enable it to carry on its business
and a requirement ta use a!l reasonable endeavours to maintain an investment grade credit rating.

The Company has not presented its own profit and loss account and related notes as permitted by section 408 of the Companies Act 2006 The
Company's profit afier laxalion was £374m (2017 £4,464m)

For further details of dividends paid and payable to shareholders. refer to note 6 in the consolidated financial statements
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Notes to the Company financial statements

1. Auditors’ remuneration
Auditors’ remuneration in respect of the Company is set out below

2018 27
£m £m
Audit services
Audit fee of Company 0.4 05
Other services
Fees payable to the company's auditors for audit-related assurance services 0.5 02z
Other non audit services - 6.9

Fees payable to the Company's auditors for audit-related assurance services represent fees payable for services in relation to engagements which are
required to be camied out by the auditors. Other non-audit sarvices in the prior year primarily include amounts ncurred in raspect of the disposal of a
majority stake in the Gas Distnibution business (vendor due diligence and separation support) These fees have been subject to approval by the Audit
Committee of National Grid ple.

2. Number of employees, including Directors

2018 2017

Monthly Monthly

Average Average

numbar number

Gas Transmission 986 916
Other' 752 829
Total conlinuing operations 1,738 1.745
Discontinued operations 2 - 3.651

1 Other compnses employeas working in shared services supporting the Gas Transmission business

2 Discontinued operations for 2017 represents the average number of employess employed for the six months prior 1o the Gas Distibulion business beng hived out on 1* October
2016

3. Key management compensation

Key management comprises the Board of Directors of the Company togather with those Executive Directors of National Grid ple who have managenial
responsibility for National Grid Gas plc. Details of key management personnel compensation are provided in note 2{d) to the consolidated financial
statements

4. Intangible assets
Softwara
£m
Cost al 1 Apnil 2017 324
Additions . U3
Reclassifications ' 2
Disposals {20)
Transfers® (8)
Cost at 31 March 2018 213
Accumulated amortisation at 1 Apnl 2017 (199)
Amortisation charge for the year (27)
Disposals 20
Accumulated amortisation at 31 March 2018 (206)
Net book value at 31 March 2018 107
Net book value at 31 March 2017 125

1 Represents amounts trensfermed from tangitie essets (see nale 5)
2 Transfars rep assets transferred 1o a fellow group undertaking.
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5. Tangible assets

Assels Moator

nthe vehicles

Land and Plant and course of and office
buildings machinery  construction equipment Total
£m £m £m £m Em
Cost at 1 April 2017 361 8.056 269 226 8,912
Additions 6 123 188 6 323
Disposals’ (1)) (47) (8 {11 (69)
Reclassifications® {69} 108 {46) 5 2)
Transfers’ (4) = . (1) (5)
Cost at 31 March 2018 il 8,240 403 225 9,159
Accumulated depreciation at 1 April 2017 (213) (4,145) - {186) {4,554)
Depreciation charge for the year (20) (187) - {8} (215)
Disposals' 3 32 . 11 46
Reclassifications” 48 {48) - 3
Impairment - {3) * - {3)
Accumulated depreciation at 31 March 2018 {182) {4.351) - (193) (4,728)
Net book value at 31 March 2018 109 3,889 403 32 4,433
Net book value at 31 March 2017 148 3911 269 30 4,358

' Disposals includes E20m of nil net book value assats written off
2 Represenls amounts transferred between categories and also ko inlangible assels (see nota 4).
¥ Transfers represents assels transferred 10 a lellow group understaking

The cost of tangible fixed assels at 31 March 2018 included £239m (2017 £229m) relating to interest capitalised Interest was capitalised at the rate of
4.8% {2017: 3 2%}

The net book value of land and buildings comprised

2018 2017

Em £m

Freehold 53 a8
Short leasehold {under 50 years) 56 60
109 148

Included within creditors (amounts falling due within one year) and creditors (amounts falling due after mere than one year) are contributions to the cost
of tangible fixed assets amounting to £nil {2017: £nil) and £32m (2017 £31m) respectively

6. Investments

Sharas in
subsidiary
undertakings
Em
Cost and net book value at 31 March 2017 and 31 March 2018 17
The names of the subsidiary undentakings and joint ventures are included in note 28 to the consolidated financial statements.
The Directors believe that the carrying value of the investments is supported by their underlying net assets
7. Stocks and other current assets
2018 2017
£m £m
Raw materials and consumables 17 18
Other current assels - emission allowances 4 2

21 20
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8. Debtors
208 207
£m £m
Amounts falling due within one year:
Trade debtors 106 85
Amounts owed by fellow subsidiary underiakings 669 21
Other debtors 1 10
Accrued income 144 147
Prepaymenis 26 118
956 bt
Amounts falling due after more than one year
Amounts owed by immediate parent undertaking 3,427 3426
Other debtors 94 g9
3521 3,435
Total deblors 4,477 3,816
The carmrying values stated above are considered to represent the fair values of the assets
9. Derivative financial instruments
The fair values of derivative financial instruments are
2018 2017
Assats Liabilitias Tatal Assals Liabilies Total
Em £m £m Em £m £Em
Amounts falling due within one year 43 (65) (22) 51 (185) (134)
Amounts falling due after more than one year 591 {157) 434 813 {234) 579
634 {222) 412 B&d {419) 445
For each class of derivative the notional contract amounts' are as follows
2018 207
Em £m
Interest rate swaps (2,473) (3,173)
Cross-currency interest rate swaps {751) (728)
Foreign exchange forward contracis 3) (56)
Inflation linked swaps (698) (784)
{3,923) (4,741}
' The notional contract amounts of derivatives indicate the gross nominal value of transactions outstanding at the balance sheat date
For details on fair value techniques and assumplions. refer to note 25 to the consolidated financial statemants
10. Creditors (amounts falling due within one year)
2016 2017
Em £m
Derivative financial instruments (note 9) 65 185
Borrowings {note 12} 1,017 953
Trade creditors 106 136
Amounts owed to fellow subsidiary undertakings 272 a7
Corporation tax 26 9
Other taxation and social security 56 70
Other creditors 154 44
Deferred income 29 100
1,725 1,594
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11. Creditors {(amounts falling due after more than one year)

2018 2017
£m £m
Derivative financial instruments (note 8) 157 234
Borrowings (note 12) 4,135 4,636
Other creditors 32 11
Accruals and deferred income 38 68
4,363 4,949
Deferred income mainly comprises contributions to capital projects
12, Borrowings
The following table analyses the Company's lotal borrowings
2018 M7
£m £m
Amounts falling due within one year:
Bank loans and overdrafts 417 538
Bonds 259 303
Borrowings from subsidiary undertakings 340 110
Other loans 1 3
1,047 953
Amounts falling due after more than one year:
Bank loans 508 490
Bonds 2,958 3,200
Borrowings from subsidiary underiakings 500 757
Other loans 169 188
4,135 4,636
Total barrowings 5,152 5,589
Total borrowings are repayable as follows
Less than 1 year 1,017 953
In1-2years 212 470
In2-3years 8 226
In 3 -4 years B14 8
In 4 - 5 years 740 aso
Mare than 5 years by instaiments 51 51
More than 5 years, other than by instaiments 2,310 2,99
5,152 5,589

The notional amount outstanding of the Company's debt portfolio at 31 March 2018 was £4,997m (2017 £5 326m)

None of the Company's borrowings are secured by charges over assels of the Company
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13. Pensions

Substantially ali the Company's employees are members of either the defined benefit National Gnd UK {Section B) pension scheme or the National
Grid YouPlan defined contnbution trust. The relevant information for both these schemes is included in note 19 to the consolidated financial
statements.

The disclosures required by FRS 102 are the same as those required by 1AS 19 (revised) and are provided in note 19 to the consolidated financial
statements

Amounts recognised in the balance sheet of the Company are as follows

2018 2017
£Em £m

Present value of funded obligations (5,411) {5.806)
Fair value of pian assets 5,823 5.851

412 45
Prasent value of unfunded obligations - -
Net pension asset 412 45
Changes in the present valua of defined benefit obligations {including unfunded obligations)
Opening defined benefit obligations (5,806} (5.878)
Current service cost {28) {5)
Interest cost {136) (37)
Remeasurement of the defined benefit obligation 336 51
Special terminalion cost - redundancies - {1}
Expense payments 3 -
Benefits paid 218 64
Closing defined benefit obligations (5.411) (5,808)
Changes in the fair value of scheme assets
Opening fair value of scheme assels 5,851 5,789
Interest income on plan assets 137 36
Retumn on plan assets greater than discount rate {8) a3
Administration costs {3) {1)
Employer contributions 62 8
Benefits paid (218) (64)

Closing fair value of scheme assets 5,823 5851
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14. Provisions

Dafemad

Decommissioning  Envircnmental Restructunng taxation Other Total

£m Em Em £m £m £m

At 1 April 2017 118 23 5 379 143 668
Charged to profit and loss - - 2 18 & 26
Reclassifications' . " A . 34 24
Transferred to reserves - - - 57 - 57
Released (11) . (3) - {33) (47)
Utitised (4} - - . (84) (88)
Unwinding of discount 1 1 - - - 2
At 31 March 2018 104 24 4 454 66 652

T Reclassficaton of £34m reiates to an in year reclassrication of the pnior year Crop and Quamy accrual to provision
Decommissioning provision

The decommissioning provision represents expenditure relating to the demolition of gas and LNG storage facilities expected to be incurred until 2026.

During October 2016, following the sale of the Gas Distribution business, the company sold 78 surplus land sites to a number of fellow Nationa! Grid
Group undertakings, recognising a gain on disposal of £109 million. A legal agreement was entered into with these National Grid Gas Group companies
ta demalish the non-operational gas holders on these sites, creating a constructive obligation for the Company

Environmental provision

The environmental provision represents the estimated restoration and remediation costs relating to old gas manufacturing sites owned by the Company
(discounted using a real rate of 1.0%). Cash flows are expected to be incured between 2018 and 2075

A number of uncertainties affect the calculation of the provision including the impact of regulation. the accuracy of the sile surveys, unexpected
contaminants, transportation costs, the impact of alternative technologies and changes in the discount rale The provision incorporates our best
eslimate of the financia! effect of these uncertainties, but future malerial changes in any of the assumptions could matenally impact the calculation of
the provision. The undiscounted amount of the provision at 31 March 2018 was £28m (2017. £27m), being the undiscounted best estimate of the
liability having regard io these uncertainties

Restructuring provision
The restructuring provision principally related to business reorganisation costs and is expected to be incurred untii 2019

Deferred taxation
Deferred taxation comprises

2018 2017

£m £m

Accelerated capital allowances 386 382
Other timing differences 68 (3)
454 379

Other provisions

Other provisions at 31 March 2018 include £40m (2017. £134m) m respect of business set up costs and business restructuring costs We expect the
majority of this provision to be utilised within one year. Unused amaunis reversed of £33m prncipally represents amounts released from the crop and
quarry provision of £14m and amounts released in respect of business set up and restructuring costs of £17m. Amounts utilised of £84m principally
relates to the ulilisation of provisions in respect of business set up and restructunng costs
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15. Share capital
Number Numbar
of shares of shares
2018 2017 2018 2017
millions millions £m £m
At 31 March 2017 and 2018 - ordinary shares of 1%,,p each
Alolted, called-up and fully paid 3,944 3,844 45 45
16. Commitments and contingencies
{a) Future capital expanditure
2018 w7
£m £m
Contracted for bul not provided 299 372
(b) Operating lease commitments
2018 2017
£m Em
Amounts due
Not later than one year 6 7
Laler than one year and not later than five years 14 19
Later than five years 5 9
25 35

{c) Other commitments and conlingencies

The value of other commitments contingencies and guarantees at 31 March 2018 amounted to E89m (2017 £31m), including energy purchase
commitments amounting to £8m (2017. £25m). Energy purchase commitments relate to contractual commitments to purchase electncity or gas that are
used to satisfy physical delivery requirements to our customers or for energy that we use ourselves {i e. normal purchase, sale or usage) and hence
are accounted for as ordinary purchase contracts

{d} Parent Company loan guarantees on behalf of subsidiary undertakings
The Company has guaranteed the repayment of principal sums, any associated premium and interest on specific loans due from its subsidiaries to
third parties. At 31 March 2018, the sterling equivalent amounted to £1,084m (2017 £992m)

(e) Litigation and claims
Through the ordinary course of our operations, we are party to various litigation, claims and investigations. We do not expect the ultimate resolution of

any of these proceedings o have a material adverse effect on our resulis of operations, cash flows or financial positon

17. Related parties

The following material transactions are with a former subsidiary of the Company which is not wholly owned by Nationa! Grid plc and are in the nommal
course of business. Other related party transactions are not disclosed in accordance with the exemptions available under FRS 102

2018 2017

£m £m

Goods and services suppled 223 78
Services received 36 16
Amounts receivable at 31 March 50 13
Amounts payable at 31 March 381 19

Amounts payable or receivable are ordinarily settied one month in arrears. No amounts have been provided at 31 March 2018 (2017 Enil) and no
expense has been recognised during the year (2017 £nil) in respect of bad or doubtful deiis from the above related party transactions
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Glossary and definitions

References to the 'Company’, 'we', 'our’,

and ‘'us’, refer to Nationat Grid Gas plc itself

or to National Grid Gas ple and ils subsidiaries
collectively, depending on context.

EU
European Union

FRS
UK Financial Reporting Standard

GAAP
Generally accepted accounting principles

GHG
Greenhouse Gas

GW
Gigawatt, 10° walts

GWh
Gigawalt hours

HSE
Health and Safety Executive

IAS
International Accounting Standard

IASB
Intemational Accounting Standards Board

IFRIC
International Financial Reporting Standards Interpretations Commitiee

IFRS
International Financral Reporting Standard

KPI
Key Performance Indicator

LNG
Liquefied natural gas

Lost time injury

A work-related injury which causes a person to be
away from work for at least one normal shift after the
shift on which the injury occurs, because the person is
unfit to parform his or her duties

National Grid
National Grid pic. the ultrmate parent Company of
National Grid Gas plc and its controlling party

Ofgem
The Office of Gas and Electricity Markets

tonnes CO, equivalent
Measure of greenhouse gas emissions in relation
to the impact of carbon dioxide

regulated controllable operating costs

Tolal operating costs under IFRS less depreciation
and cerlain regulatery costs where, under our
regulatory agreements, mechanisms are in place to
recover such cosls in current or future periods

regulatory asset value (RAV)

The value ascribed by Ofgem to the capital employed
in the relevant licensed business. It is an estimate of
the initial market valua of the regulated asset base

at privatisation, plus subsequent allowed additions at
historical cost, less the deduction of annual regulatory
depreciation. Deductions are also made to reflect the
value realised from the disposa! of certain assets that
formed part of the regulatory asset base Itis also
indexed to the RFI to allow for the effects of inflation

RIO

The revised regulatory framework issued by Ofgem
which was implemented in the eight year price
controls which started on 1 April 2013

RoE .

A performance metric measuring returns from the
investment of shareholders’ funds, It is a financial
ratio of a measure of earnings divided by an equity
base.

UK regulated return on equity is a measure of how
a business is parforming operationally against the
the assumptions used by Ofgem These returns are
calcu'ated using the assumption that the
businesses are financed in line with the regulatory
adjudicated capital structure, at the assumed cost
of debt and that UK taxation paid is at the level
assumed by Ofgem.

RPI
UK Retail Prices Index

STEM
Science, Technology, Engineering & Mathematics

T™W
Terawatt, 10" watts

TWh
Terawatt hours
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