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Introduction

This is the annual report prepared in accordance with Special Condition 4F of Cadent Gas
Limited’s (“Cadent”) Gas Transporter Licence (the “Licence”). It sets out the results of a
review in respect of the following:

e the relevant duties performed by the Business Separation Compliance Officer
(“BSCO™);

e the implementation of practices, procedures and systems as set out in the statement
prepared in accordance with Special Condition 10B of National Grid Gas PIc’s
(“NGG”) Gas Transmission Licence (the “NTS Licence”); (the “Statement”); and

e Any investigations carried out under Special Condition 4F of the Licence.

This is the annual report in respect of the period 1 April 2017 — 31 March 2018 (‘the
Period’).

Further context

On 1 October 2016, NGG’s gas distribution business was moved into a separate company
and became a separate legal entity within the wider National Grid group structure. On 31
March 2017, a majority shareholding of this new entity (Cadent) was sold to new owners.

National Grid plc continues to hold a significant shareholding in Cadent and is therefore
considered to be an ”Ultimate Controller” (as defined in Special Condition A3 of the
Licence) of both NGG (which has retained the gas transmission system) and Cadent
(which now owns and operates the distribution network that was previously owned by
NGG). Therefore, the licence conditions in respect of the business separation of the
transmission system and the distribution network remain in place.

From 1 October 2016, a Cadent representative was also appointed as BSCO under
Cadent’s licence.

One of Cadent’s core values is ‘commitment’. This value underpins Cadent’s guide to
ethical business conduct (“Always Doing the Right Thing”), which specifically includes a
commitment to, and guidance on, business separation.

The legal separation of Cadent from NGG, has reduced the risk of a breach of the
regulatory safeguards that exist in respect of business separation. Data separation will
remain a low, and ever reducing, residual risk until the information systems infrastructure
has been completely separated, which is expected to be during 2019. Existing access
controls (as set out in the Statement) will remain in place until then. The business
separation controls have been assessed to be sufficient and the BSCO is not aware of any
breaches of the business separation obligations during the Period.

Relevant duties performed by the BSCO

In summary, during the Period, the BSCO has complied with the relevant duties set out in
Special Condition 4F. This has specifically included the following:
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a) Provision of advice and information to Cadent, including directors and the
Business Separation Compliance Committee (“BSCC”) for the purpose of
ensuring the licensee’s compliance with relevant duties.

The BSCO has provided advice to Cadent, including the BSCC, in respect of the
relevant duties and the practices, procedures and systems adopted in accordance
with the Statement.

In addition, the Internal Communications team have supported the BSCO to
reinforce key messages throughout Cadent using the employee newsletters and
management briefings.

b) Monitoring the practices, procedures and systems adopted in accordance
with the Statement.

The BSCO has reviewed the controls outlined in the Statement. This was
conducted through a series of interviews and a review of supporting
documentation.

(i) Managerial independence — Cadent, as an independent legal entity, has its
own Board of Directors and BSCC (which reported into the Cadent Board
during the Period). The BSCC has also reported to the National Grid plc Audit
Committee. To preserve the independence of the BSCO, they sit within the
General Counsel department.

In line with corporate governance good practice, director’s conflicts of interests
are reviewed at the start of each board committee meeting, to ensure that
changes in director responsibilities will continually be assessed in relation to
business separation.

(i) Operational independence — premises: In accordance with the Statement,
the identified higher risk (investment and control room) teams continue to be
located at separate sites. Swipe access remains the primary means of
physical access control across Cadent. This means that NGG staff are treated
like all other external visitors.

On 1 October 2016, there was a further separation of Cadent’s Support and
Shared Service Functions (such as Legal, Finance, HR and Procurement),
which have re-located to separate facilities. Swipe access remains the
primary means of physical access control across Cadent’s estate.

(iii) Operational independence — systems: Where Cadent and National Grid
Gas continue to share the same systems, access controls, as described in the
Statement, continue to segregate Cadent’s systems from those of National
Grid. In some instances, systems have now been duplicated and Cadent have
a separate version of the system, independent to that used by National Grid.
Where historic National Grid data has now been deleted from those Cadent
systems there is no longer a need to rely on access controls.
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The compliance rules which underline expected employee behaviour,
including in respect of business separation, remain in place. Reminders in
relation to these rules and expectations have been communicated across
Cadent through newsletters. This reinforces the business separation training
which is undertaken by all management and relevant staff. As well as
educating new starters, there is a requirement for business separation
refresher training every two years. This is mandated and monitored through a
network of compliance champions.

(iv) Use of equipment, facilities, property and personnel — Any services
provided to or from National Grid group are provided under formal, written
contracts, which have been prepared on an arm’s length basis. Assurance
was also provided to the BSCO from Cadent’s executive management team
through the ‘Financial Ring Fence Assurance’ process.

(v) Transfer of employees — As Cadent and National Grid are part of different
Group structures, an employee moving between the businesses can no longer
transfer but would have to resign from one organisation and join the other as a
new starter. This has further strengthened the existing business separation
controls.

As a result of this review, the BSCO has assessed that the Statement is still an accurate
reflection of the controls in place in respect of business separation.

Compliance with Special Standard Condition A35 (Prohibition of Cross-subsidy).
Based on the evidence presented, the BSCO has reported that Cadent is compliant with
the obligation not to give or receive a cross-subsidy from the National Transmission

Service (“NTS”) or any other National Grid company.

Compliance with Special Standard Condition A6 (Conduct of Transportation
business).

Based on the evidence presented, the BSCO has reported that Cadent is compliant with
the obligation not to give or receive a commercial advantage from the NTS or any other
National Grid company.
c) Investigating complaints
There have been no substantial complaints made during the period which have
required an investigation. Queries have been clarified but no business separation
issues identified.

d) Reporting to the BSCC

The BSCO has reported to the BSCC twice within the Period.
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Further Information

Requests for further information about this statement should be addressed for the
attention of the Business Separation Compliance Officer at:

Cadent Gas Limited

General Counsel Department
Ashbrook Court

Prologis Park

Central Boulevard

Coventry

CV7 8PE




