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June 4, 2008

VIA HAND DELIVERY & ELECTRONIC MAIL

Luly E. Massaro, Commission Clerk
Rhode Island Public Utilities Commission
89 Jefferson Boulevard

Warwick, Rl 02888

RE:  Docket 3943 — National Grid Request for Change of Gas Distribution Rates
Responses to Division Data Requests — Set 3

Dear Ms. Massaro:

Enclosed please find ten (10) copies of National Grid’s™ responses to the third set of data requests
issued by the Rhode Island Division of Public Utilities and Carriers (“Division”) in the above-captioned
proceeding. Please note that the Company’s filing excludes a response to Data Request DIV-3-6. The
Company is researching the request and will file a response as soon as possible. In addition, the Company’s
response to Data Request DIV-3-22 includes multiple attachments that cannot be joined into a PDF file
because the electronic files are locked. Accordingly, the Company is omitting those attachments from the
PDF filing and is submitting the attachments on a CD-ROM to the Commission and the service list for the
proceeding. Hard copies also will be provided in the filing package.

Thank you for your attention to this transmittal. If you have any questions, please feel free to
contact me at (401) 784-7667.

Very truly yours,

—

Thomas R. Teehan
Enclosures

cc: Docket 3943 Service List (w/CD-ROM)

! The Narragansett Electric Company d/b/a National Grid (“Company”).
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National Grid

R.I.P.U.C. Docket No. 3943

Rhode Island Gas Rate Case

Responses to Division Data Requests — Set 3
Issued on May 14, 2008

Division Data Request DIV 3-1

Request:

Please provide a copy of the “Annual Report and Accounts” for National Grid,
PLC for 2006/2007 and, when available 2007/2008. Regarding these Annual Reports and
Accounts, please also provide:

a) the actual capital structure for National Grid, PLC as of March 31, 2007,
showing how the numbers used to make the computation are obtainable
from the report provided in response to 1; and,

b) the same information requested in part A, but for the most currently
available time period.

Response:

See Attachment DIV-3-1 for a copy of the National Grid Annual Report and
Accounts 2006/2007.

@) National Grid maintains its financial statements in accordance with
International Financial Reporting Standards (“IFRS”). In addition to its overseas
statutory reporting requirements, National Grid plc also filed the attached annual report to
meet its US Securities Exchange Commission (“SEC”) reporting requirements. The
SEC allows foreign registrants to file their annual reports under local IFRS but require a
reconciliation of the local IFRS financial statements to US GAAP. The reconciliation to
US GAAP and other disclosures provided to comply with US reporting requirements are
provided in the footnotes to the financial statements (Notes 38 to 40). Also included in
note 39 (on page 166) is National Grid plc’s Condensed consolidated US GAAP balance
sheet from which the actual capital structure, on a US GAAP basis, may be obtained.

b) The National Grid plc Annual Report and Accounts 2007/2008 is not yet
available. A copy of the report will be furnished when available. Recently, the SEC
dropped the requirement referred to in (a) above, to reconcile financial statements to US
GAAP for registrants that file their annual reports under IFRS. As a result, National Grid
plc’s annual report for 2007/2008 will not include National Grid plc’s Condensed
consolidated US GAAP balance sheet as was presented in the prior annual report.

Prepared by or under the supervision of: Mike Laflamme
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Dear shareholder

We are pleased to report a good financial performance
for the year ended 31 March 2007. Adjusted operating
profit*Jr was £2,454 million and adjusted earnings per
share*T was 47.7p, up 5%. Operating profit* was

£2,513 million and basic earnings per share* was 48.1p,
up 16%. These results reflect the Company’s sound
platform of operational performance and we are confident
they provide a solid basis for our future investment.

As part of our aim to be world-class in all we do, we have
undertaken a fresh strategic review. At the core of this
review was the need to ensure we are maximising value
for shareholders and continuing our focus on providing a
safe, efficient and reliable service while acting responsibly.

As a result of the review, we are now focusing on our
core skills of operating in the gas and electricity sector
in the US and UK. We are committed to ensuring a
disciplined approach to running our business, reducing
inefficiencies and developing more effective ways of
working. To support this, the Company has been
reorganised under lines of business to allow further
integration and knowledge transfer between our US
and UK businesses.

We continue to invest in the development of our
workforce with the aim of employing and retaining

the highest calibre people both now and in the future.
We are proud of the commitment and professionalism
demonstrated by our talented and diverse employees.

The Company’s goal of world-class performance remains
unchanged. We believe this will be achieved through our
investment programmes and our determination to continue
to create value in our existing businesses. We are both
confident of the Company’s ability to continue to provide
good financial performance and value for our shareholders.

Sir John Parker, Steve Holliday,
Chairman Chief Executive

Important Notice

This document contains certain statements that are neither reported
financial results nor other historical information. These statements are
forward-looking statements within the meaning of Section 27A of the
Securities Act of 19383, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended. For a description of factors that
could affect future results, reference should be made to the full
‘Cautionary Statement’ on the inside back cover.
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For more information see www.nationalgrid.com

Revenue*

£8,695m

2005/06: £8,868m, down 2%

Cash generated from operations*

£3,090m

2005/06: £2,973m, up 4%

Capital expenditure*

£2,345m

2005/06: £1,907m, up 23%

Adjusted operating profit*t

£2,454m

2005/06: £2,457m

Operating profit*

£2.513m

2005/06: £2,374m, up 6%

Return on equity

12.4%

Three year average

Adjusted earnings per share*t

47.7p

2005/06: 45.5p, up 5%

Earnings per share*

48.1p

2005/06: 41.6p, up 16%

Ordinary dividends

28.7p

2005/06: 26.1p, up 10%
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Reduction in greenhouse gas emissions

35%

2005/06: 26%

Lost time injuries Percentage of females in workforce

142 23.7%

2005/06: 117, up 21% 2005/06: 23.4%
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B New operating structure
New lines of business are now in place as part of the
strategic review. page 26

B Disposal of wireless business
Sale of the UK wireless business on 3 April 2007 for
£2.5 billion and announced intended £1.8 billion share
buy-back with the proceeds. pages 34 and 43

sjuswialels
[eloueul4

B £169 million share buy-back
We have commenced a share buy-back programme,
in 2006/07 this amounted to £169 million. page 43

B Responsible business approach
We have been recognised as a ‘Platinum’ company
in the Business in the Community 2006 Corporate
ReSpOHSib”ity INdex. page 36

* for continuing operations
T excludes the impact of exceptional items and remeasurements
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Chairman’s Statement

Board

In January 2007, the role of Chief Executive successfully
transferred from Roger Urwin to Steve Holliday. Steve served
as Deputy Chief Executive from April 2006 through to December,
when Roger stood down. The Non-executive Directors agreed
a handover plan of responsibility and this assisted in ensuring

a smooth transition and providing management continuity. The
success of this approach is demonstrated by the continued
strength of the Company’s performance throughout this period.
Roger’s depth of experience and leadership will be missed and
all the Directors wish him well in his new ventures.

| am confident that Steve will provide strong leadership of the
Executive team as we enter a new phase in the development
of National Grid. | also believe that our new operating model
and our refreshed strategy will position us to take full advantage
of the value creating opportunities we foresee over the next
few years.

Other changes to the Board saw Mike Jesanis step down as
an Executive Director of National Grid. He had been with the
Company for 23 years and had been a member of the Board
since July 2004. We will miss his contributions and knowledge
and we wish him well in the future.

Paul Joskow, one of our Non-executive Directors, has
announced his intention to stand down after the Annual General
Meeting in July. He has been a member of the Board since 2000
and his support and advice have been greatly valued throughout
this time.

| am pleased to welcome Mark Fairbairn as the Executive Director
responsible for our Gas Distribution business in the UK and US.
Mark has worked within National Grid for 18 years in a variety

of roles, most recently as Chief Operating Officer of our UK gas
distribution business.

We welcome Linda Adamany to the Board as a new
Non-executive Director. Her energy sector experience in the US
market, in particular, will further strengthen the Board.

Following the expected completion of the KeySpan acquisition,
we will be welcoming Bob Catell as Deputy Chairman. Bob is
currently the Chairman and CEO of KeySpan.

We will seek to ensure that the Board reflects the broadly
equal US and UK split of the business following the KeySpan
acquisition.
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1,000

We aim to have placed

1,000 young people in training
and jobs through the ‘Young
Offender Programme’ by the
end of this calendar year

The Board continues to support a robust process of review

of its own performance and that of its Committees. We also
devote time to the programmes we have in place to identify

and develop the leaders of the future, which is the basis of

good management succession planning. We attach importance
to giving people in the boardroom and throughout our organisation
the right opportunities and experience to grow and develop.

We see these as crucial investments in the best interests of

all our stakeholders now and into the future.

Safety

Safety is at the heart of our activities and it continues to be

at the top of the Board’s agenda. It is disappointing to see
that the injury rate has increased this year so we are conscious
that we must increase our safety focus and ensure that it
remains a top priority in all our activities, including with

our contractors, as we deliver a larger capital investment
programme over the next five years. The Board is supported
in this critical area, and in its management of the environment
and its other corporate responsibilities, by the diligent work
of the Risk and Responsibility Committee.

As part of the continued focus on safety, | was delighted by
the quality of entries for this year’s Chairman’s awards, which
aim to encourage innovation and continuous improvement in
safety, health and environmental performance by recognising
outstanding achievements in these fields. The winners ranged
from flat bed truck safety rails through to the development and
introduction of new operating procedures. More details of some
of these can be found later in the Business Overview section.

Dividend policy

The Board has approved a final dividend of 17.8p per ordinary
share, resulting in a total dividend of 28.7p per ordinary share,
an increase of 10%. This year-on-year increase reflects our belief
that the business is in a position to deliver good growth for
shareholders through continuing cost efficiencies and capital
growth. We will carry on with the strategic refocusing of the
business and disciplined approach to investment. Our aim
continues to be to increase sterling dividends per ordinary
share by 7% per year through to March 2008.

t excludes the impact of exceptional items and remeasurements

Governance

The Board is committed to pursuing leading governance
practices — we strive for constant improvement through rigorous
review of our internal processes. This year, we have undertaken
a comprehensive review of business processes and systems to
ensure compliance with Sarbanes-Oxley requirements.

Community investment

Support for and involvement with our local communities and
customers continues to be important to us. Through our
programmes of community investment in both our UK and US
operations, we endeavour to ensure National Grid operates in
a responsible manner.

In the US, National Grid and its employees donated nearly

$2.2 million (£1.2 million) to United Way, a national network

of organisations that works to create lasting positive changes

in people’s lives and their communities. In addition to financial
support, many employees volunteered their time and participated
in the United Way’s ‘Annual Day Of Caring’, where they painted,
cleaned, gardened and built playgrounds in local communities.

| am proud of our continued leadership of the “Young Offender
Programme’ in the UK, and that there are now 80 companies
involved alongside us. The programme has continued to develop
this year, providing stable employment opportunities to offenders.
This contributes to a significant reduction in the national
re-offending rate from over 70% to about 7% for offenders
participating in the National Grid programme. Collectively, we
aim to have placed 1,000 young people into training and jobs,
through the programme, by the end of this calendar year.

Outlook

The Board remains confident that National Grid is well positioned
to continue to generate value for its shareholders. We are
entering a period of significant investment and the development
of our new operating model should allow us successfully to take
on this challenge. We will continue to focus on safety, efficiency
of our operations and providing a reliable service to our
customers, while acting responsibly in everything we do.

Sir John Parker
Chairman
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Chief Executive’s Review

* continuing operations
T excludes the impact of exceptional items and remeasurements
# on a constant currency basis

| am delighted to be writing my first Chief
Executive’s review for National Grid and

| am immensely proud to have taken over
at what is an exciting time for our industry
in general and National Grid in particular.

Worldwide, some $10 trillion (£5 trillion)
of investment is required over the next
20 years in the electricity and gas utility
sector. This requirement is driven by a
need to meet growing demand, changes
to how we source our energy and the
replacement of ageing assets.

National Grid is well positioned in the UK
and US to take advantage of this global
growth opportunity. In the UK, we are
entering into a period of significant
investment in our electricity and gas
systems, as we connect new sources of
gas and new types of generation and
replace assets built in the 1960s. In the
US there is also a strong growth story,
connecting new customers to our gas
networks and replacing ageing assets,
as well as improving the service reliability
to our customers.

Strategy

So wherever | look there is opportunity;
however, in order to capitalise on our
strong position and take National Grid
to the next level, the Executive team and
| have undertaken a careful strategic
review, seeking inputs from within the

Company and many external stakeholders.

The result is not a major change of
direction but a need to become more
focused, more integrated and more
disciplined.

B We are focusing on electricity and
gas in the UK and the US. As a
consequence, we have taken steps
to realise the value we have created
in both our wireless business and
our Basslink project in Australia and
completed the sale of the UK wireless
business in April 2007.

B We are integrating our operations
around lines of business, removing
the geographic boundaries.

B We are adopting a disciplined approach
to standardising the way in which
we work, sharing and applying best
practice and seeking greater rigour to
our financial management, ensuring
we have the capital to grow, but
maintaining the investor confidence
that comes from balance sheet
discipline.

We believe we are able to do this while
maintaining the critical balance between
ambitious growth and the need to provide
excellent customer service.

Growth

In 2006, we announced and completed
the acquisition from the Southern Union
Company of the Rhode Island gas
distribution network. The Rhode Island gas
business serves approximately 245,000
customers through a distribution network
of over 3,000 miles of mains. The network
substantially overlaps our existing electricity
distribution network and is expected to
create opportunities for savings.

We also announced the agreement to
acquire KeySpan. KeySpan is a gas

and electricity energy business with

2.6 million gas customers in New York,
Massachusetts and New Hampshire and
1.1 million electricity customers in New
York under a long-term contract with

the Long Island Power Authority. We

are working towards completing the
transaction in the autumn with five of
the seven approvals already having

been granted. Providing we obtain these
approvals, KeySpan will be an excellent
strategic and operational fit with our
business. Our lines of business model
should permit swift integration of KeySpan’s
activities with our operations and provide
a model for future acquisitions.



£2,345m

2006/07 Capital expenditure from

continuing operations

This year we concluded the Price Control
Reviews for our UK gas and electricity
transmission networks, setting the financial
basis for the significant investment required,
which will result in around a 40% growth
in the transmission regulatory asset base.

Performance

National Grid has delivered a good
performance for 2006/07. Our cash
generated from operations* was more than
£3 billion while adjusted profit before tax*!
and adjusted earnings per share*! were
higher by 3% and 5% respectively. Profit
before tax* and earnings per share* were
higher by 2% and 16% respectively. The
performance of our individual businesses
has also been very encouraging.

Our Transmission business had a good
year and contributed £1,054 million to
the adjusted operating profit*, a 9%*
increase compared to 2005/06. During
the year, we invested £1,235 million in
the UK connecting new customers,
generation, and sources of gas to our
transmission networks. In the US, we
invested £108 million in our transmission
network, 19% more than last year.

Adjusted operating profit* for Gas
Distribution was down by 9%* at

£480 million, primarily due to the impact
of lower delivery volumes as a result of
warmer UK weather and higher energy
prices reducing gas usage. This impact
more than offset the contribution from
our new Rhode Island gas distribution
business. We invested a total of

£526 million, mainly in the UK in our
mains replacement programme.

Electricity Distribution results were strong
with adjusted operating profit* up 23%*
to £364 million, principally driven by

the recovery of costs incurred in previous
periods in New York. Capital

investment in the year of £218 million
mainly reflected increased expenditure
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More integrated More disciplined

W Focus on principal
growth markets in
the UK and US

B Exit wireless
infrastructure
and Basslink

B Global operating model
- Driving efficiencies
— KeySpan acquisition
and integration

B Simple organisation
structure

B Maintain efficient
balance sheet

B Return cash

:

:

:

Driving shareholder value

under our reliability enhancement
programme.

Our Non-regulated Businesses and
other activities contributed £133 million
to the adjusted operating profit*, this was
a decrease of £17 million from 2005/06,
with a good performance in our Metering
and Grain LNG businesses more than
offset by higher costs in corporate,
insurance and other activities.

Safety

Safety will always be an area of major
focus in all our activities. Unfortunately,
the last 12 months have seen a decline
in our performance, with 142 employee
lost time injuries. It is with sadness that
we also have to report the death of a
contractor who was working for our
Transmission business in the UK. We
are committed to creating a culture
that delivers ever safer ways of working
for the protection of our colleagues,
our contractors and the public.

Our people

One of my priorities is to ensure National
Grid is a company where our employees
are able to perform to the best of their
abilities and attract the necessary talent
to run our business into the future. Talent
management, effective performance
management and encouraging the
progress we have made on inclusion and
diversity will be critical to achieving our
growth ambitions.

Climate change

As we move to a low carbon economy;,
there will be significant change in the gas
and electricity markets and, in particular,
the infrastructure requirements. We have
a vital role to play in helping society deliver
these requirements but also have an
individual contribution to make.

Inside National Grid, we are taking action
to ensure that our business is carried out

in a sustainable and responsible manner. In
last year’s Annual Report, we committed to
delivering a 60% reduction in greenhouse
gases from our processes, operations

and offices well ahead of the 2050 UK
Government target. As part of this, we aim
to move to 100% renewable energy for our
own use by the end of 2010. Work is also
being undertaken to consider the impact
of climate change on the operation of our
businesses and to review what actions

we can take to mitigate the effect. | look
forward to updating you on this as we
make progress.

Outlook

The next year will be both a busy and an

important one for the future development

of National Grid, as we:

B embed our operational reorganisation
along lines of business;

B reinvigorate and work towards
improving our safety performance;

B work towards completing the
KeySpan acquisition;

B sell our Basslink operation in Australia;

B deliver our capital investment
programme;

B maintain our reliability levels in the
UK and seek to improve our reliability
in the US; and

B focus on the development of all our
employees, including those that we
expect to welcome from KeySpan.

We have achieved much in the last year.
None of this would have been possible
without the hard work, professionalism
and dedication of all our employees. They
have, once again, risen to the challenges
set, for which | and my Executive
colleagues are very grateful.

Steve Holliday
Chief Executive

o
<
)
<.
o
=

sjuswialels spoday 90UBUISAOK) M3IASY [eloueul]
,s40198.1Q

uonewlojuj
Japjoyaieys

W
=
@
=1
[v]
1]
)

pue Buneiado

ajes0dion

[eloueul4



06 National Grid plc

What we do

National Grid’s main operations are based in the UK
and northeastern US. The maps below show where
each of our businesses operate with a description
of our main activities.

TRANSMISSION - UK electricity and gas systems

Key facts We own and operate the - tsrggtstrﬂ;;fﬁtsnc'tty A Reception terminals
i electricity transmission system ) ystem StFergus,  — High pressure gas
4,479 miles of in England and Wales. We - 5’;%',{'22; nt?ameﬁi';sion Aberdeen 7 transmission system
overhead line operate (but do not own) the system Y <= Interconnector
two electricity transmission
420 miles of networks in écotland. mee-.. Glasgow — LiCisioeee
underground \ =

We own and operate the

cable gas transmission network Togalyumtors <~ ~>7" | AToosside | e
4,326 miles of in Great Britain. P Baro (Easington
high pressure We own and operate the UK _ATheddlethorpe_ - To/from Holland
N assets and a portion of the “Bacton
gas pipeline subsea cable of the electricity -
interconnector between England Zeebrugge
and France. We also own and ° London
operate four liquefied natural gas r
storage facilities. T
France
TRANSMISSION - US electricity system
Key facts We own and operate an cNADA \{ VERNONT MANE
. electricity transmission network
8,500 miles of spanning upstate New York,
overhead line Massachusetts, Rhode Island,
. New Hampshire and Vermont.
89 miles of Our US electricity transmission
underground facilities operate at voltages
cable ranging from 69 kV to 345 kV.
CONNECTICUT
. We are the largest electricity ey
20 EEZnER transmission service provider in e New Yorided
substations the northeastern US by reference New JeRseY
to the length of these high- —
voltage transmission lines. — Transmission circuits

ELECTRICITY DISTRIBUTION

Key facts We own and operate electricity CANADA VERMONT MANE
o distribution networks in New f

71,000 circuit York, Massachusetts, Rhode ~

miles of electricity Island and New Hampshire. Our

NEW
“ HAMPSHIRE

distribution service territory spans all the way
from Buffalo, in the far western lad
network 2 'MASSACHUSETTS
part of New York State, to the NEW YORK J'3 % Boston
30,000 square island of Nantucket, off the
miles of service eastern coast of Massachusetts. CONNECTICUT [ (e
territory We are one Of the Ieading PENNSYLVANIA New VOWRHODHSLAND Island
electricity distribution service el sersey < IR
providers in the northeastern US,
as measured by energy delivered, M Elsctricity Distribution operating area
and one of the largest utilities in B KeySpan electricity operating area*

the US, as measured by the
number of customers.

*KeySpan acquisition subject to final approvals being received



Annual Report and Accounts 2006/07 07

ow
< c
‘2[’9.
22
]
S0

o
50
[Vie]
=
D=

GAS DISTRIBUTION - UK system g«g
<2

L . ® o
Key facts Our UK operation comprises Gas Distribution operating area 2
. almost half of Great Britain’s

82,000 miles of gas distribution network. p

gas distribution We own and operate the

pipeline gas distribution system in the

northwest of England, east of Glasgow
14,477 above England, West Midlands and
ground London. The system includes

the gas pipelines that service
homes and businesses. We

also continue to operate the Manchester
UK national gas emergency

installations

90UBUIBAOY)
ajes0dion

number on behalf of all the Warwick
networks and gas transporters
(0800 111 999). London

GAS DISTRIBUTION - US system

sjuswialels
[eloueul4

Key facts We own and operate gas cANADA VERMONT_ ) . M
. distribution systems in NEW
11,800 miles of New York and Rhode Island. HAMPSHIE
gas pipeline We provide the core services
of operation and emergency Py 9
5,460 square response, as well as biling, (I 32
miles of service customer and supply services. oK » G Boston % o)
territory Customers may purchase )
their supply from independent CONNECTICUT S Nantucket

providers, with bl"lng TOI’ PENNSYLVANIA New York Gity/ -, RHODE ISLAND Sand
those purchasgs provided NEf JERSEY ’” -
by National Grid.

. Gas Distribution operating area
. KeySpan gas operating area*

*KeySpan acquisition subject to final approvals being received

NON-REGULATED BUSINESSES

Key facts Our businesses comprise: . 4 Metering operations
i National Grid Metering, Meteringand
Over 20 million OnStream, National Grid Grain S Crigliizeiin elzeigdans
meters across LNG and National Grid Property. ,.'
Great Britain Metering provides regulated gas - A Grain LNG
) met«_aring anq meter-reading e 50 \ ® Property

Capacity to services while OnStream . .
supply 4% of provides gas and electricity o R

metering and meter-reading v
current gas ) e o °

services to the competitive L. »
demand market. Grain LNG operates our i R LR

° L) ... ° Yl

- liquefied natural gas importation

1,500 buildings terminal. Property manages a

managed portfolio of buildings and land .
areas across Great Britain.

uonew.ou|
Japjoyaieys
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How we do business

National Grid is committed to carrying out its business in

a manner that is safe, efficient, reliable and responsible.
We are also committed to developing the skills of our
people, who are at the heart of our success.

CLIMATE CHANGE

Our Grain liquefied natural gas import
terminal has signed an agreement with

a proposed neighbouring power station.
This agreement allows the terminal to
use the station’s excess heat to warm
liquefied gas, in the process of converting
it for use on the national gas system.
The result is expected to include a
reduction of 350,000 tonnes of carbon
dioxide used every year. A pipeline will be
built between the two sites to transport
warm water to the terminal. The first heat
transfer is planned for 2010.

A GOOD PLACE TO WORK

National Grid has been listed as one of
the best companies to work for in the UK.
We were ranked 6th out of 100, by an
independent panel advising the Corporate
Research Foundation. We have also been
named in The Times top 50 companies
‘Where Women Want to Work’ and scored
75% in the US Human Rights Campaign’s
Corporate Equality Index, well above the
average scored by peer companies.

INCLUSION AND DIVERSITY

We believe that employing an inclusive
and diverse workforce is the right thing to

do as well as being good for the business.

We are proud to have now launched three
employee networks, two of which have
celebrated their first anniversaries. The

networks are focused on gender, ethnicity ‘
& faith, and disability issues. They
provide a framework through which we
can support and educate our employees
on some of the many issues that these
groups face, as well as learning from
them how National'Grid can take better &
account of their needs. L |

EMPLOYEE SURVE

In July 2006, we conducted a National Grid-wide
employee opinion survey. Over 11,000 employees.
took part. The results show that 67% are confident
about the future success of the Company and 83%
are willing to do their job differently than in the
past to help us to improve.

BUSINESS CONDUCT

We believe that delivering sustained value depends on the trust and confidence of
our key stakeholders. To support this we have introduced new ‘Standards of Ethical
Business Conduct’ that will replace our existing US and UK codes of ethics. The new
Standards provide a common set of practical guidelines to help our employees meet our
high ethical standards in their everyday business decisions and are supported by advice
teams who can help provide guidance about all aspects of business conduct. While the
Standards can only apply to National Grid’s employees, work is ongoing to ensure that
our suppliers have codes of ethics in place that reflect our high ethical standards.
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ECONOMIC DEVELOPMENT

As part of our economic development work

in the US, we have been collaborating with
state and local government to promote and
advance the site preparation of Luther Forest
Technology Park, a 1,350 acre development
site in upstate New York. These efforts saw

a major success this year with AMD, a global
provider of microprocessor and graphics
solutions, announcing that it plans to build

a new $3.2 billion (£1.6 billion) semiconductor
fabrication plant in Luther Forest. This is
expected to generate 1,200 direct jobs in

the local economy with the potential for up to
4,000 jobs to be created in related companies,
providing economic growth and development
of the electricity infrastructure in the area.
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COMMUNITY INVOLVEMENT SAFETY AND
OCCUPATIONAL HEALTH

We believe that we should encourage and support social growth and development

in the communities in which we operate. Our volunteering programme reflects During the year, we held our first safety,

our commercial needs and is designed to develop our business and enhance our health and environmental conference, o g
reputation by engaging our employees and supporting the local community. involving 60 participants from across & L
We aim to build sustainable relationships with our community neighbours using National Grid and KeySpan. The conference % o
our business skills and sharing opportunities to develop our employees. During provided the opportunity to review our Safety Zi7 ]
2006/07, over 1,600 employees have undertaken approximately 20,000 hours and Occupational Health Policy and Vision for

of community support in the UK. In the US, many employees serve as board or Safety and develop strategies to reinvigorate

committee members of charitable organisations or coordinate fundraising, while our commitment to zero work-related injuries.

others volunteer their time building recreational areas, cleaning up parks and
communities, or tutoring and mentoring young students.

L o
DEVELOPMENT OF i '
FUTURE TALENT . g n
In the UK and US, there are a reducing ﬁ g §
number of students taking up engineering r ( o 9
and we face the prospect of recruiting & "I. ! | g'- e
from a smaller pool of talent. In the US, if k| %
we have introduced a university relations 3
programme. This programme focuses our 'rf l1 b e
interactions on 11 universities involving r“ L
activities such as attending job fairs and \
participating in engineering clubs, as well 2 . "
as placing key executives on education P *
advisory boards. In the UK, we have
established our e-futures strategy which - g
aims to encourage today’s children to " —— - = %)
become tomorrow’s engineers. The oo
strategy begins through a network of g C;D_
Imagineering after-school clubs for eight — . L~ g o
year olds which we support, and E %
continues through to our award-winning — -
apprenticeship and graduate schemes. e v = \
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57.5 GW and 436 mcm
This year saw a peak electricity demand in
Great Britain of 57.5 GW and a peak gas
demand of 436 mcm.

£1.3 billion

In 2006/07, we invested over £1.3 billion in
our networks to replace ageing assets and
to connect new sources of supply.

2006/07 highlights
> Good year for reliability in Great Britain:
100% of gas delivered and 99.9999%

of electricity energy delivered.

Area of operations

We design and maintain National Grid’s
transmission networks; project manage,
construct and commission new assets;
and work with the industry and regulators
to ensure we have the right returns to
carry out our role. In Great Britain, we are
the system operator, ensuring reliability of
supply to our customers.

> 7.5% reduction in lost time injuries
across Transmission.

> 8% reduction in cable oil loss in the UK.

> 15% reduction in CO, emissions in the UK.
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Reliability Safety (Chairman’s award winner) Responsibility Qg
: N Ward Hil Flatbed truck redesign  Milford Haven 52
Adjusted operating As part of National Grid’s As part of our continued focus On our Milford Haven gas pipeline
profit? commitment to a wider reliability on safety we welcome initiatives project, in Wales, we are consulting
infrastructure improvement from across the Company to with local communities directly
programme in New England, we improve our performance. affected by our works. To provide
have completed a $49 million One of these initiatives was the information we have created a
i :1 3b (£26 million) operational upgrade development of modifications project website and produced
n n of Ward Hill electricity substation. for flatbed trucks used by our a range of bilingual leaflets
- The upgrade included increasing oil management unit. The trucks and fact sheets providing project g o
Capital investment the number of circuit breakers have been fitted with fold-away information. All MPs, Welsh é 9
from 7 to 23 and the number handrails, which provide a safer Assembly Members and councils 3 -8
of transformers from 1 to 4. working environment while with constituents affected by the % §
In addition to the substation working at height. When access project have been written to and 8 e
4 3 0/ work, three of the high-voltage to the truck flatbed is required, we have met with many of them.
0 electricity transmission circuits the handrails are put in place. If There have been a number of
Increase in capital feeding into Ward Hill were also the handrails need to be lowered, public information events and
. & upgraded to increase their access restrictions are instigated. presentations to community
investment . ) ; e . . )
capacity. The project required These modifications have been councils. Our community relations
careful planning to ensure that designed in conjunction with team has made individual visits to
customers’ supplies were the unit’s employees so that many residents to discuss any
maintained throughout the consideration of work methods concerns they may have. We also
construction phase. The and usage have been provide a freephone number for
timescales of the project were incorporated. Following a local residents to call if they have - o
. - 7 : 7 O @
challenging and this was made successful trial period, all the any questions about our works at B o
. . . . . O =
worse by two periods of heavy oil management unit trucks any time. Despite these efforts, 39
rain and floods which occurred have been modified. Further due to the size and nature of our @ o
during construction, halting some work has been carried out works, there are still concerns in
work. However, despite these with our contractors to allow the local community. Throughout
issues, the project was completed them to use the designs we the remaining works this level of
to schedule, with construction have developed and we are support to the community will
completed in 12 months. also considering wider use continue as we aim to ensure
throughout National Grid. everyone is informed and is able
to have their questions answered.
@
5 3
()
Left Overhead linesmen % 3
carrying out repair work on 3 E_)
a 400 kV transmission line. 7]
First right Ward Hill
substation following the
operational upgrade.
Second right Employee of
the oil management unit
working on a truck fitted
with the redesigned
handrails.
Third right Work in progress
on the Milford Haven gas
pipeline project. =1 %)
oD
3%
29
o
S

T excludes the impact of exceptional items and remeasurements
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UK employee operating
the specialist truck from the
us.

Gas engineers
setting up streetworks.

Polyethylene
gas pipe being cut for use
as part of the network
replacement work.




Area of operations

We distribute gas to 11.8 million homes
and businesses across the UK, and Rhode
Island and New York State in the US. We
employ around 4,700 people in the UK and
700 in the US.

Reliability
Investment

We expect to invest £2.6 billion in our

UK gas network over the next five years.
This investment includes up to £400 million
per year on network replacement works
and up to £190 million on infrastructure
investment. The majority of the network
replacement work is driven by the iron
mains replacement programme agreed
with the Health and Safety Executive (HSE).
Under this programme, we are required

to replace iron gas mains that are within
30 metres of buildings by 2032. Since
2002/03, we have been ramping up the
replacement levels to ensure that the 2032
target can be met. During 2006/07 we have
replaced about 1,850 km of mains gas
pipes. This means we have now achieved
the required replacement rate to meet the
2032 target. The 2006/07 figures represent
a 7% increase compared with the previous
year and a 50% increase compared with
2002/03. To achieve this significant increase
we have been working closely with our
Gas Distribution Alliance Partners and,
due to the success of these partnerships,
this model has been rolled out to our
Transmission business in the UK. Over
90% of the mains replacement work was
completed using techniques that do

not require the whole length of pipe to

be dug up. This significantly improves

the efficiency of the activity, reduces cost,
and minimises disruption to the public and
the environment.

T excludes the impact of exceptional items and remeasurements

0800 111 999

We operate the UK national gas emergency
number for our networks, other networks and
other gas transporters.

2.3 million calls

In 2006/07 we handled 2.3 million emergency
calls in the UK on the above number. In the US
we handled 35,000 gas emergency calls.

F%esponsibility (Chairman’s award winner)
Plastic pipe recycling

In the UK, we are currently carrying out

a programme to replace old iron pipes

with polyethylene pipe. This pipeline
replacement can result in the production

of waste polyethylene pipe. By working
with our suppliers, we have devised an
award-winning process that enables the
waste pipe to be collected and returned to
the supplier. The pipe can then be converted
into pellets and reused. To reduce further
the environmental impact, the waste pipe
is collected by the supplier after a delivery
of new pipe, so no additional journeys are
required. To achieve this, special cages,
which fit on the back of the delivery
vehicles, were designed by our supplier for
the collection of the waste pipe and fittings.
The profit made through this process is
shared between us and our supplier and
some depots have decided to give this

to local charities. The process was trialled
in our East of England gas distribution
network area and has now been expanded
to cover the London and West Midlands
areas. There are 13 depots currently involved
and we have recycled around 165 tonnes
of polyethylene pipe this financial year.

Our suppliers have extended the programme
to include other major utility companies.
Through the polyethylene recycling
scheme we have saved the equivalent

of 330 tonnes of carbon dioxide and

3,300 transport miles.
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2006/07 highlights
> Actual gas consumption 303 TWh in the UK
and 50.8 TWh in the US.

> Replaced 1,850 km of iron gas pipes
in the UK.

> 5,000 new services and 84 km of new gas
main connected in the US.

> This year was the second warmest winter
on record in the UK, reducing gas distribution
volumes by 8% over the year.

Safety
Cable strike
prevention

When carrying out excavation
of gas pipes for replacement
or repair, a common risk is the
possibility of our excavation
equipment damaging buried
cables. An induced current
detection method, which had
been in use for some time, was
extended to include domestic
cable. A pilot strategy was
developed by employees in
the UK to highlight this
technique, including guidance
on how and why this approach
should be used. This resulted
in the cable strikes in the pilot
area reducing by 74% over a
10 month period.

Responsibility
Customer focus

Gas Distribution is dedicated
to delivering customer
satisfaction through the
provision of consistent and
reliable services. In the UK
we continue to meet all of the
standards of service targets
set by Ofgem. However, we
know from customer surveys
that there are some areas
where we can do more. We
have reviewed our customer
focus and have developed
plans to bring together a
number of existing and new
initiatives. One change has
seen the letters we send to
customers notifying them of
mains replacement work being
made more customer friendly
by providing more information
on the work involved and
removing technical jargon.
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Electricity Distribution
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Responsibility
Restoring power to western New York

National Grid’s aim is always to respond to major storms and
natural disasters swiftly and effectively. In October 2006, a storm
hit western New York State causing thousands of power lines

to be damaged and resulting in 265,000 homes and businesses
being without power. More than 4,000 of our employees, mutual
aid crews and contractors worked around the clock to restore
power. Supporting this team of workers involved serving 12,000
meals a day and providing 1,500 utility vehicles and 50 crew
shuttle buses. Daily briefings with the community were established
to ensure clear communication channels which enabled us to B
modify our restoration plans to meet the community’s
requirements and to ensure the safety of the repair crews and

the public. These efforts, even under such difficult circumstances,
ensured that power was restored to 98% of those affected within
eight days. We have received many positive comments from
customers, regulators, public officials and the media. We have
also won recognition from the industry for our outstanding efforts
in helping communities recover from the storm effects.



14.0 GW

Area of operations

We provide a range of services for the
delivery of electricity including: owning,
operating and maintaining a distribution
system covering 30,000 square miles;
handling more than 8.7 million customer
enquiries annually; restoring service
promptly when outages occur; metering
and billing; offering customers energy
efficiency programmes; and purchasing
electricity for customers who have not
chosen their own suppliers.

£364m

Adjusted operating
profit*t

£218m

Capital investment

6%

Increase in capital
investment on a
constant currency basis

Reliability
Reliability
Enhancement Program

A five year ‘Reliability
Enhancement Program’ was
started last year across the US
service territory, with the aim of
reducing the number and duration
of outages on our network, as
well as meeting the service quality
standards in each of the states,
where applicable. 2006/07 was
the first full year of the programme
with $150 million (£79 million)

of work completed. This work
involved: the replacement of
more than 45,500 cutouts as
well as replacing other critical
assets; improvements to more
than 1,300 miles of our overhead
lines, through a range of actions
including replacing poles and
installing lightning protection; and
the trimming or removal of trees
adjacent to more than 10,000
miles of lines, where they were
considered to pose a risk to
reliability. Our employees have
increased their engagement

by focusing daily on reliability,
finding more efficient ways of
working, as well as developing
new approaches to some tasks.
This work has contributed to
improved performance in both
the frequency and duration of
reportable outages.

Left National Grid teams
working on restoring power
in Buffalo, New York.

First right Hendrix wire
being used to improve
reliability of the overhead
electricity distribution
network.

Second right Floods
affecting Inghams
substation during
June 2006.

excludes US stranded cost recoveries
T excludes the impact of exceptional items and remeasurements

The peak electricity demand for 2006/07 in our
service area was 14.0 GW on 2 August 2006.

£218 million
In 2006/07, we invested over £200 million in
our electricity distribution network.
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2006/07 highlights

> Met all service quality standards in Rhode
Island. Met majority of service quality standards

and improved reliability performance in New

York and Massachusetts.

> Achieved our goal for reducing the average

time customers are without power when they
have a service interruption.

Safety (Chairman’s award winner)
New electrical
operating procedure

We have introduced a new
common operating procedure
across Electricity Distribution
that allows employees to isolate
safely electrical equipment for
maintenance. The aim of this
change is to ensure employees
feel confident they are carrying
out their role correctly, regardless
of location, and to provide a
framework to achieve zero
injuries every day. The procedure
provides a consistent set of rules
and practices, allowing employees
to operate across the business.
Employees from a wide range

of departments came together
to develop the processes. In
addition to the documentation,

a comprehensive training
programme was developed and,
over a period of 5 months, nearly
3,000 employees were trained,
requiring either a 2 or 3 day
course. To meet this intensive
programme, more than 90
employees were trained as
instructors and, at one point,
simultaneous training was taking
place at 15 different locations.

Efficiency
Floods

In June 2006, a severe flood

hit the communities along the
Mohawk River and East Canada
Creek in the state of New York
and some of our substations were
flooded under more than 3 feet of
water. This resulted in significant
damage to 3 substations in the
area and 9,800 customers being
without power. The emergency
recovery plan was put into force.
Temporary substations were
brought in to replace 2 of the
damaged sites and temporary
repairs were carried out at the
3rd. In addition, 2,500 feet of
electric line was installed from
the mobile substations to restore
power. Helicopter patrols were
used to monitor and assess the
flood damage. Electricity was
shut off to those areas affected
by the flood due to safety
concerns. Power was restored
within 2 days, although some
customers remained without
power for longer as household
repairs were required.
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Non-regulated Businesses
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£103m

Adjusted operating profitt
for National Grid Metering
and OnStream

£9m

Adjusted operating profitt
for National Grid Grain LNG

£86m

Adjusted operating profitt
for National Grid Property

Left One of the new

LNG storage tanks being
constructed as part of the
phase Il development at
Grain.

First right An example of
a smart electricity meter
being used in the pilot
project.

Second right The ‘National
Remploy Leading the Way
Award’ received by the
Gloucester metering centre.

Third right Land
regeneration work being
carried out in Hull.



Area of operations
We either operate in markets related to our
principal businesses or provide support to
our businesses.

> Metering and OnStream operate in the
regulated and competitive metering markets.

> Grain LNG terminal is the first LNG terminal
to be developed in the last 30 years.

> Property manages a portfolio of properties
across Great Britain.

Efficiency
Smart metering

At a time of increased focus on climate
change and energy prices, we are proud
of the work being carried out on the
development of smart metering. We have
successfully completed a pilot involving
over 500 non-domestic electricity
customers, which involved the use of our
smart metering device. The solution has
the potential to be used by 2.5 million
commercial users. In addition to measuring
the amount of energy used, by utilising
modern communication routes, the meter
can be read remotely to provide accurate
meter readings without needing access

to the consumer’s premises. The meter
readings can be collected at half hourly
intervals, allowing them to track and monitor
their energy consumption and gain a greater
understanding of when energy is used and
where efficiencies can be realised. The
solution also gives organisations with
multiple locations across the country the
ability to verify and compare their meter
readings from all their sites, with data
available via a secure website the same
day as the readings are collected.

Our metering business has also installed
over 3,000 automated meter reading
units to businesses via their gas suppliers.
These meters remove the requirement for
meter reading visits and aim to increase
billing accuracy while reducing cost.

T excludes the impact of exceptional items and remeasurements

20 million

The metering businesses have a collective
asset base of over 20 million meters
nationwide and manage just under 10,000
meter transactions per day.

4%
Grain LNG currently has the capacity to
meet 4% of UK gas demand.

Responsibility
Enabling a diverse workforce

As part of our work on inclusion and
diversity, in the UK, the metering contact
centre at Gloucester has been working
closely with Remploy to support the
centre’s ongoing recruitment. Remploy
helps to provide employment opportunities
for people with disabilities or heart
conditions. The aim is to provide a
working environment where all employees
are equal members of the organisation,
from recruitment, into training and beyond.
The work undertaken has resulted in
adjustments being made to the recruitment
process as well as the workplace. Within
the recruitment process, consideration is
given to issues such as offering support
with filling in application forms and
providing large font size options for any
assessments. Adjustments to the
workplace have ranged from redesigning
work stations to using clear markings on
cupboards and walkways. Buddying
arrangements and additional training have
also been provided where appropriate.
Throughout the process, efforts have been
made to discuss issues with employees
directly so that the adjustments made
meet their requirements and allow them

to receive the full benefit. In October 2006,
these efforts were recognised when the
metering centre was awarded the ‘National
Remploy Leading the Way Award’.
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2006/07 highlights
> Installed over 800,000 meters under
competitive contracts.

> Successfully piloted smart meters.

> Around £500 million of investment approved
in new infrastructure projects.

> Completed the remediation of 17 sites in
Great Britain.

Responsibility
Land regeneration

We have been working across Great Britain
to regenerate former town gas works. The
programme is for a range of developments,
which we expect to result in the building

of 1,260 houses and flats, including 414
social or affordable units, from those sites
regenerated in 2006/07. Other buildings on
these reclaimed sites range from a primary
school, a college, retail units, offices and
industrial units, to a power station. The
regeneration of this land can involve the
removal of old buildings and structures

as well as land decontamination work.

In regenerating the sites we have been
piloting a range of alternative technologies
to minimise the amount of material taken
off site to landfill. Last year we recycled
65% of our excavated material.

A specialised environmental process
involving bioremediation has been
introduced to clean up a former gas work
site in Hull. Microbes already in the soil
are stimulated to break down the tarry
deposits to enable the soil to be reused.
Around 66,000 tonnes of materials have
been treated on site, thereby eliminating
the need for over 6,000 truck movements.
A tent, covering an area around the size

of a football pitch, is used to protect the
area from low temperatures and moisture.
This work brings benefits to the local
communities, while cleaning up the industrial
heritage of the past and delivering financial
returns for the Company.
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Board of Directors

01 Sir John Parker
Chairman
Appointed October 2002, Age 65,
N (ch)
Sir John Parker became Chairman
following the merger of National Grid
Group plc and Lattice Group plc. He had
been Chairman of Lattice Group plc since
its demerger from BG Group plc in 2000.
He had previously been a Non-executive
Director of BG plc from 1997. Sir John’s
career has encompassed the engineering,
shipbuilding and defence industries.
He is Deputy Chairman of Port and Free
World Zone (Dubali), a Non-executive
Director of Carnival plc and Carnival
Corporation, Inc., Senior Non-executive
a Director of the Court of the Bank of
England and Chancellor of the University
of Southampton. Once its demerger
from Anglo American plc is complete,
Sir John will become Joint Non-executive
Chairman of the Mondi Group. Sir John
is a former Chairman of P&O Group and
of RMC Group plc, a former Chairman
and Chief Executive of Harland & Wolff plc
and Babcock International Group PLC
and a former Non-executive Director of
Brambles Industries plc, GKN plc and
British Coal Corporation. He is a Fellow
of the Royal Academy of Engineering.
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02 Steve Holliday

Chief Executive

Appointed March 2001, Age 50,

E (ch), F

Steve Holliday joined National Grid Group
plc as Group Director, UK and Europe in
March 2001. Immediately following the
merger of National Grid Group plc and
Lattice Group plc in October 2002, he
was responsible for the electricity and
gas transmission businesses. He was
appointed as Group Director responsible
for UK Gas Distribution and Business
Services in April 2003. Steve was
appointed Chief Executive on 1 January
2007, having been Deputy Chief
Executive from 1 April 2006. He was
formerly an Executive Director of British
Borneo Oil and Gas. Previously, he spent
19 years with the Exxon Group, where he
held senior positions in the international
gas business and managed major
operational areas such as refining and
shipping. Steve's international experience
includes a four year spell in the US. He
has also developed business opportunities
in countries as diverse as China, Australia,
Japan, Brazil and the former Soviet Union.
He is a Non-executive Director of Marks
and Spencer Group plc.

Committee membership

A Audit

E Executive

F Finance

N Nominations
R Remuneration

R&R Risk & Responsibility
(ch) denotes Committee chairman



03 Steve Lucas

Finance Director

Appointed October 2002, Age 53,

E,F

Steve Lucas has been Finance Director
since his appointment and is additionally
responsible for UK and US Shared
Services. He joined the Board following
the merger of National Grid Group plc
and Lattice Group plc in October 2002.
Steve had previously been Executive
Director, Finance of Lattice Group plc
since its demerger from BG Group plc

in 2000. Previously, he was Treasurer of
BG Group plc having joined British Gas
plc in 1994. Prior to this he was with
Shell International Petroleum Company for
11 years, occupying a number of finance
management positions and treasury roles,
including seven years in Africa and the
Far East. Steve is also a Non-executive
Director of Compass Group PLC. He is
a chartered accountant.

04 Nick Winser

Executive Director

Appointed April 2003, Age 46,

E

Nick Winser joined the Board in April
2003 as Executive Director responsible
for transmission. He was previously Chief
Operating Officer of the US transmission
business for National Grid Transco plc.
He joined National Grid Company plc in
1993, becoming Director of Engineering
in 2001. Prior to this, he had been with
Powergen since 1991 as principal
negotiator on commercial matters, having
joined the Central Electricity Generating
Board in 1983 where he served in a
variety of technical engineering roles.

05 Mark Fairbairn

Executive Director

Appointed January 2007, Age 48,

E

Mark Fairbairn was appointed to the
Board in January 2007 as Executive
Director with responsibility for Gas
Distribution. He joined National Grid

in 1989 from BNFL. He was awarded
an OBE in 2001 for his services to

the electrical industry in respect of his
leadership of the fundamental changes
implemented for the introduction of the
New Electricity Trading Arrangements.
Previously Chief Operating Officer of
the UK gas distribution business, he has
played a key role in helping to restructure
the UK gas distribution market through
the gas networks sales and the
creation of National Grid’s new gas
distribution business.

06 Edward Astle

Executive Director

Appointed September 2001, Age 53,
E

Edward Astle joined the Board as
Group Director, Telecommunications in
September 2001 and is now Executive
Director responsible for Non-regulated
Businesses and leads Business
Development. He was Managing Director
of BICC Communications from 1997

to 1999, and between 1989 and 1997
he held a variety of positions with Cable
& Wireless. He was Regional Director
Europe, CEO of its global networks and
marine divisions, and in 1995 joined the
Cable & Wireless board as Executive
Director Global Businesses.

07 Ken Harvey

Non-executive Director and
Senior Independent Director
Appointed October 2002, Age 66,

N, R, R&R

Ken Harvey joined the Board following
the merger of National Grid Group plc
and Lattice Group plc, having been
appointed to the Lattice Group plc board
in September 2000. He was appointed
Senior Independent Director in October
2004. He is Chairman of Pennon Group
plc. A chartered engineer, Ken is a former
Chairman and Chief Executive of Norweb
plc, and a former Chairman of Comax
Holdings Ltd, The Intercare Group plc
and Beaufort International Group plc.

08 Linda Adamany
Non-executive Director
Appointed November 2006, Age 55,
A, R&R

Linda Adamany joined the Board in
November 2006. She is Group Vice
President, Commercial Directorate and
Business Support of BP Refining and
Marketing. Linda has over 25 years
experience in the energy sector, having
held various roles for BP in the UK and
US, including Chief Executive of BP
Shipping and Senior Vice-President of
Commercial Development. She is a
certified public accountant.
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09 John Allan

Non-executive Director
Appointed May 2005, Age 58,

A, R (ch)

John Allan was appointed to the Board
in May 2005. He is a member of the
Management Board of Deutsche Post,
having been appointed following its
acquisition of Exel plc in December 2005
where he had been Chief Executive since
September 1994. John started his career
in marketing at Lever Brothers, moving
to Bristol-Myers Company Limited and
then Fine Fare Limited. He joined BET plc
in 1985 and was appointed to the board
in 1987. He is a member of the CBI's
President’s Committee, the International
Advisory Council of the Singapore
Economic Development Board and the
University of Edinburgh Campaign Board.
John was previously a Non-executive
Director of PHS Group plc, Wolseley plc,
Hamleys plc and Connell plc. He is a
Non-executive Director of Samsonite
Corporation.

10 Paul Joskow

Non-executive Director
Appointed March 2000, Age 59,

F (ch), N

Paul Joskow was appointed to the Board
in March 2000 following the acquisition

of New England Electric System (NEES).
He served as a Director of NEES between
1987 and its acquisition. He is a Professor
of Economics and Management at the
Massachusetts Institute of Technology
(MIT), the Director of the MIT Center for
Energy and Environmental Policy Research,
a Research Associate of the US National
Bureau of Economic Research and a
Fellow of the Econometric Society and

of the American Academy of Arts and
Sciences. Paul is also an independent
Trustee of the Putnam Mutual Funds and
an independent Non-executive Director
of TransCanada Corporation.

11 Stephen Pettit
Non-executive Director
Appointed October 2002, Age 56,

F, R, R&R (ch)

Stephen Pettit was appointed to the
Board following the merger of National
Grid Group plc and Lattice Group plc,
having been appointed to the Lattice
Group plc board in 2001. He is a Non-
executive Director of National Air Traffic
Services, Halma plc and is Chairman

of ROK plc. Stephen is also a member
of BT plc’s Equality of Access Board.

He is a former Executive Director of
Cable & Wireless plc. Before joining
Cable & Wireless, he was Chief Executive,
Petrochemicals at British Petroleum.
Stephen was previously a Non-executive
Director of KBC Advanced Technologies
plc and Norwood Systems Limited.

12 Maria Richter
Non-executive Director
Appointed October 2003, Age 52,

A, F, R&R

Maria Richter was appointed to the
Board in October 2003. Maria worked for
Morgan Stanley between 1993 and 2002,
most recently as Managing Director of

its Corporate Finance Retail Group. Prior
to this, she was Managing Director of
Investment Banking in the Southern Cone
of Latin America, and Executive Director
and Head of Independent Power and
Structured Finance Business. Previous
appointments include Vice President of
Independent Power Group for Salomon
Brothers, and Vice President of Prudential
Capital Corporation and Power Funding
Associates. Maria is a Director of Pro
Muijer International, an international
microfinance organisation, The Pantry, Inc.
and The Vitec Group plc. She was,

until April 20086, a Director of the Western
Electricity Co-ordinating Council.

13 George Rose

Non-executive Director
Appointed October 2002, Age 55,

A (ch), N, R

George Rose was appointed to the Board
following the merger of National Grid
Group plc and Lattice Group plc, having
been appointed to the Lattice Group plc
board in September 2000. He has been
Finance Director of BAE Systems plc
(formerly British Aerospace plc) since 1998,
having joined the company in 1992. He is
a Non-executive Director of SAAB AB and
a member of the Financial Reporting
Review Panel. George is also a former
Non-executive Director of Orange plc.

14 Helen Mahy

Company Secretary

and General Counsel
Appointed October 2002, Age 46,

E

Helen Mahy was appointed Company
Secretary following the merger of National
Grid Group plc and Lattice Group plc,
having been Company Secretary at
Lattice Group plc since March 2002.
She was additionally appointed General
Counsel from October 2003. Previously,
she was Group General Counsel and
Company Secretary at Babcock
International Group PLC. Helen was
appointed a Non-executive Director of
Aga Foodservice Group plc in March
20083. She is a barrister, an Associate
of the Chartered Insurance Institute,
member of the Bar Council and chair
of the GC100 group.
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20 National Grid plc

Operating and Financial Review

This Operating and Financial Review describes the main trends
and factors underlying our development, performance and
position during the year ended 31 March 2007 as well as those
likely to affect our future development, performance and position.
It has been prepared in line with the guidance provided in the
Reporting Statement on the Operating and Financial Review
issued by the UK Accounting Standards Board in January 2006.

About National Grid

Principal operations

Our principal operations are the ownership and operation of
regulated electricity and gas infrastructure networks in the UK
and the US. We also have interests in related markets, including
electricity interconnectors, metering services, liquefied natural
gas (LNG) facilities and property in the UK.

History

National Grid originated from the restructurings of the UK gas
industry in 1986 and the UK electricity industry in 1990. We
entered the US electricity delivery market in 2000 in New England
and expanded into upstate New York in 2002. We substantially
increased our UK wireless infrastructure activities in 2004. In
2005, following the sales of four UK regional gas distribution
networks, we adopted National Grid as a single name for all

our principal businesses. In 2006, we acquired from Southern
Union Company its gas distribution network in Rhode Island

and announced the proposed acquisition of KeySpan, expanding
our interests in the US. In April 2007 we completed the sale

of our UK wireless infrastructure business and agreed

to the sale of our US wireless infrastructure operations, with
completion expected later in 2007. We also remain committed

to the sale of the Basslink electricity interconnector in Australia,
in line with our strategy to focus on our core energy
infrastructure markets in the UK and the US.

Key milestones

1986  British Gas incorporated as a public limited company.

1990 Electricity transmission network in England and Wales
transferred to National Grid on electricity privatisation.

1995 National Grid listed on the London Stock Exchange.

1997  British Gas (BG) demerged Centrica.

1997  National Grid demerged Energis.

2000 Lattice Group demerged from BG and listed separately.

2000 New England Electric System and Eastern Utilities
Associates acquired by National Grid.

2002 Niagara Mohawk Power Corporation merged with
National Grid’s US operations.

2002 Merger of National Grid and Lattice Group to form
National Grid Transco.

2004 Acquisition of UK wireless infrastructure network from
Crown Castle International Corp.

2005 Sales of four UK regional gas distribution networks.

2005 Adoption of National Grid as our name.

2006 Agreement to acquire KeySpan.

2006 Acquisition from Southern Union Company of its Rhode
Island gas distribution network.

2006 Announcement of new strategy, including our decision
to focus on core energy markets in the UK and US.

2007 Sale of UK and US wireless infrastructure operations.
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Businesses and segments

The performances of our principal businesses are reported
by segment, reflecting the management responsibilities and
economic characteristics of each activity. Our principal
businesses and segments, together with other activities and
discontinued operations, are as follows:

Business

Segment

Description of principal activities

Owner and operator of the high-
voltage electricity transmission
network in England and Wales,

the gas national transmission
system in Great Britain, an electricity
interconnector with France and
storage facilities for LNG. Operator
of the electricity transmission
networks in Scotland.

Transmission
- UK

Transmission

Transmission
-us

Owner and operator of high-voltage
electricity transmission networks in
the northeastern US.

Gas Gas Distribution The distribution of gas within
Distribution - UK England as the owner and operator
of four of the eight gas distribution
networks in Great Britain.
Gas Distribution The delivery of gas in upstate
-Us New York and Rhode Island.
Electricity Electricity The delivery of electricity
Distribution Distribution in upstate New York and
-Us New England.

US stranded
cost recoveries

Recovery, through charges to
electricity customers in the US,

of costs mainly incurred prior to
divestiture of electricity generation.

Our other activities comprise our

Non-regulated Other

Businesses activities non-regulated operations, including
metering services, property

Corporate management and our LNG import

activities terminal in the UK, together with
business development and other
corporate activities.

Wireless Discontinued Businesses that we committed

and Australia during the financial year to exit,
principally our UK wireless
infrastructure operations, sold on
3 April 2007, together with our
smaller US wireless infrastructure
operations and the Basslink

electricity interconnector in Australia.

operations




External market environment
The principal markets in which we operate are the electricity
and gas markets in the UK and the northeastern US.

The generation and supply of electricity and gas in the UK and
in most states in the northeastern US are competitive in that
consumers can contract with different suppliers to obtain the
energy they need. Those suppliers are then responsible for
sourcing that energy from electricity generators or from gas
extractors or importers as appropriate, as well as arranging for
that energy to be delivered through physical delivery networks.

These networks, including the ones we operate, are generally
monopolies in their local areas as, for the majority of consumers,
there are no alternative methods of receiving electricity or gas.

Energy delivery in the UK

In Great Britain, domestic and commercial consumers contract
with energy suppliers who obtain the electricity and gas required
from electricity generators and gas shippers respectively. Gas
shippers contract with gas producers or importers to deliver gas
to network entry points.

In general, energy is transported through electricity or gas
transmission networks to regional electricity or gas distribution
networks that then deliver energy to consumers on behalf of
suppliers. Certain end customers, primarily large industrial users,
receive electricity or gas direct from the relevant transmission
network.

Electricity generators

| l

nationalgrid
Transmission - UK

| 1

Regional electricity
distribution networks

l l l

Commercial and domestic consumers

Gas producers

nationalgrid
Gas Distribution - UK

Other gas
distribution networks

We are the owner and operator of the electricity transmission
network in England and Wales, operator (but not owner) of the
two electricity transmission networks in Scotland and owner and
operator of the gas national transmission system and of four of
the eight regional gas distribution networks in Great Britain.

The other principal infrastructure owners and operators in the
UK are EDF, which owns three electricity distribution networks,
Scottish & Southern Energy, Scottish Power, Western Power
Distribution and CE Electric UK, each of which own two
electricity distribution networks and United Ultilities which owns
one electricity distribution network. Scottish & Southern Energy
and Scottish Power also each own an electricity transmission
network in Scotland, which we operate in both cases. The gas
distribution networks in Scotland and southern England are
owned by Scotia Gas Networks, in the north of England by
Northern Gas Networks and in Wales and the west of England by
Wales & West Utilities. Viridian is responsible for the transmission
and distribution of electricity in Northern Ireland.

21

Energy delivery in the northeastern US

In most states in the northeastern US, consumers are able to
purchase their energy through independent energy suppliers,
but the majority of consumers still purchase electricity or gas
from their local electricity or gas distribution network business.
The major alternative fuel source is oil, which is used by many
consumers for domestic heating purposes.

Electricity is transported either direct from generators into local
electricity distribution networks or via electricity transmission
networks, while gas is obtained from import terminals or inter-
state pipelines and then transported through local gas distribution
networks. Certain end customers, primarily large industrial users,
receive electricity or gas direct from the electricity transmission
networks or inter-state pipelines. Electricity transmission and
distribution networks, including the ones we own, are members
of the regional transmission operators or independent system
operators that have the responsibility for balancing electricity
supply with demand and for the reliability of the regional
transmission network. Gas distribution networks, including our
New York and Rhode Island gas distribution networks, are each
responsible for balancing gas supply with demand in their
distribution area.

Electricity generators Gas producers

l l l

nationalgrid Other electricity Gas transmission
Transmission - US transmission networks pipelines
nationalgrid Other electricity " :
Electricity and gas distribution nationalgrid

Gas Distribution - US

Distribution - US networks

| | | |

Commercial and domestic consumers

Our US electricity and gas distribution businesses promote
competition by encouraging customers to purchase their energy
from independent suppliers. Where this occurs, we deliver that
energy to consumers on behalf of those suppliers. For the
majority of consumers in our operating areas who continue to
purchase their energy from us, we source energy from electricity
generators or gas suppliers on behalf of our customers in
accordance with regulatory approved arrangements. We charge
customers for that commodity in addition to delivery or other
cost pass-through charges; however, we do not charge a margin
on the electricity and gas itself.

There are more than 25 companies and organisations that own

or operate energy delivery infrastructure in the northeastern US,
including Consolidated Edison, Dominion and Northeast Utilities,
in addition to National Grid and KeySpan.

Other markets in which we operate

Our other businesses, with the exception of discontinued
operations, primarily operate in energy related markets in the UK
or are directly connected to our regulated businesses described
above. Although there is now a competitive market for metering
services in the UK, in which we participate, we are also the
owner of a legacy portfolio of gas meters comprising the majority
of the gas meters in operation in the UK.
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22 National Grid plc

Regulation

As a result of our position in, and importance to, the economies
we serve, our electricity and gas transmission and distribution
businesses are subject to UK, European Union and US federal
and state laws and regulations.

In the UK, energy networks are regulated by the Office of Gas
and Electricity Markets (Ofgem). Ofgem operates under the
direction and governance of the Gas and Electricity Markets
Authority and has established price control mechanisms that
restrict the amount of revenue that can be earned by regulated
businesses, typically covering five year price control periods.

In the US, public utilities are regulated by the Federal Energy
Regulatory Commission (FERC) and by utility commissions in the
states in which we operate, comprising the New York Public
Service Commission, the Massachusetts Department of Public
Utilities, the Rhode Island Public Utilities Commission and the
New Hampshire Public Utilities Commission. These US regulators
set service standards and determine allowable levels of return.
FERC also regulates public utility mergers and acquisitions and
public utility holding companies, although prior to 8 August 2005
public utility holding companies were regulated by the US
Securities and Exchange Commission.

Our principal rate plans and price controls can be summarised
as follows:

Country Overview

UK We have two price controls for each of our UK
electricity and gas transmission operations, one
in our role as transmission owner and the other as
the system operator. For our UK gas distribution
operations, we have four price controls, one for
each of our four regional gas distribution networks.

These price controls are based around incentives.
We have a financial incentive to invest, receiving a
return on efficiently incurred capital expenditure which
increases our regulatory asset base, and we can
gain or lose through incentive arrangements for our
performance in managing system operation, internal
costs, pass-through costs and service quality.

us We have electricity rate plans in New York,
Massachusetts and Rhode Island covering our
electricity distribution networks and, in the case
of New York, our electricity transmission network.
Our rates in New Hampshire and those for our
electricity transmission networks in New England
are subject to regulatory approval.

We have two gas rate plans covering our gas
distribution networks in New York and Rhode Island
respectively.

Our rate plans are based around the efficiency of
our cost base, with earned savings mechanisms that
allow us to retain a proportion of the savings we
achieve with the balance benefiting customers. We
receive a return on approved capital expenditure and
we can gain or lose through incentive or penalty
arrangements based on our performance against
reliability and service quality benchmarks.

We are also permitted to recover commodity and
other pass-through costs which we incur, together
with the recovery of stranded costs.

The periods of our current and future price controls and rate
plans can be summarised as follows:

Transmission — UK

Transmission — US New York
Gas Distribution — UK
New York
Gas Distribution — US
Rhode Island
New York
Massachusetts
Electricity Distribution — US
Rhode Island
New Hampshire*

O T W YOINO DO - NM

. Completed . Current elelelelg(e(f ||t
N O T W0 S N O o O~ o

Not applicable B rutue glggglglgsezzaa

pp NN N NN NN NN

* Rate plan subject to approval

Our businesses are subject to safety legislation in the UK and
the US, which is enforced by the Health and Safety Executive
(HSE) in the UK and by federal safety bodies and by state and
local authorities in the US. Our UK gas operations work under a
permissioning regime, whereby our organisation, processes and
procedures are documented in safety cases that are subject to
acceptance by the HSE.

Our shares are listed on the London Stock Exchange, and

we also have a listing on the New York Stock Exchange. As a
consequence, we are regulated by the Financial Services Authority
in the UK and by the US Securities and Exchange Commission.

More information about the regulatory environments in which
we operate, and on the nature of our rate plans and price controls,
is provided in the business discussions on pages 44 to 63.

Business and geographic analysis
Our ongoing operations are organised in lines of business and
are based in different geographies as follows:

Business and geographic analysis
Continuing operations

Businesses Geographies
M tansmission a2% [l 59%
B Gas Distribution 19% [ us 41%

[ Eectricity Distribution® 34%
. Non-regulated and other 5%

* Includes US stranded cost recoveries

The above charts are based on operating profit from continuing
operations for the year ended 31 March 2007.



Business drivers

Our principal activities include the operation of highly complex
energy infrastructure networks. As a consequence, there are
many factors that influence the financial returns we obtain.
We consider the following to be our main business drivers:

Price controls

The prices we charge for use of our electricity and

and rate plans gas transmission and distribution networks are

determined in accordance with regulator approved
price controls in the UK and rate plans in the US.

The negotiation of these arrangements has a
significant impact on the revenues we obtain from
our operations.

In addition, these arrangements include incentives
that permit us to earn additional revenues based on
our performance or penalise us if we do not meet
agreed performance targets.

The period of these arrangements is significant to
us in that they provide stability to our operations and
allow us to plan ahead and invest in the confidence
that we will obtain financial returns. In the UK, our
price controls typically cover periods of 5 years,
while in the US our electricity and gas rate plans
range from periods of 3 to 10 years.

Multi-year
contractual
arrangements

Revenues in our other businesses, including
metering services, our LNG import terminal

and the Basslink interconnector in Australia (and

in our wireless infrastructure operations in the UK
prior to their disposal) are determined by contractual
arrangements, which are usually long-term and

with ‘blue chip’ customers.

Safety and
reliability

Our ability to operate safely and reliably is of
paramount importance to us, our employees, our
contractors, our customers, the public and our
regulators. Our financial performance is affected
by our performance in these areas.

Efficiency

Our objective, and that of our regulators, is for us
to deliver services as efficiently as possible. This
allows us to limit price increases or to reduce prices
to our customers and improve our own financial
performance to the benefit of our shareholders.

Capital
investment

Capital investment is a significant driver for organic
growth.

In our regulated energy networks, the prices

we charge include an allowed return for capital
investment determined in accordance with our price
controls and rate plans. These provide incentives for
us to enhance the quality and reach of our networks
through capital improvements.

For other businesses, our capital investment in new
assets allows us to develop new revenue streams or
to increase revenues from existing assets.

Acquisitions
and disposals

Investment in new businesses is also a significant
driver of growth, provided that we can create value
through operational improvements, synergies and
financial benefits.

Disposals can crystallise value for shareholders,
where we believe that the price on offer is better
than the long-term return we can obtain ourselves
or where a business does not fit with our long-term
strategy.

Relationships
and
responsibility

Our reputation is vitally important to us. Delivering
sustainable value depends on the trust and confidence
of our stakeholders and this can only be earned by
conducting our business in a responsible manner.
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A number of other factors also affect our financial performance
but are either less significant than the principal business drivers
above, or are mitigated by the way our operations are structured:

Weather and
volumes

Changes in the quantities of electricity and gas
delivered through our transmission and distribution
networks may result in an increase or decrease in
our revenues. Volumes are affected by weather,
consumer demand and network availability as well
as other factors.

The impact of changing volumes may sometimes be
offset by changes in costs or may sometimes result
in an under- or over-recovery against our allowable
revenues, with a corresponding increase or decrease
in revenues in future periods.

Exchange
rates

The reported results, cash flows and financial position
of our US operations are affected by movements in
the US dollar to sterling exchange rate. However, the
effect of these movements is partially hedged through
the use of US dollar denominated debt and derivative
financial instruments.

Commodity
and other
pass-through
costs

We are allowed to recover certain costs, including
commodity costs in the US and other direct costs

in both the UK and the US, through charges to
customers. The timing of recovery of these costs
can vary between financial periods leading to an
under- or over-recovery within any particular financial
period. We are affected by movements in commodity
prices to the extent that they affect our own energy
requirements, the most significant of which relates
to gas purchases required for the operation of our
gas transmission and gas distribution networks

in the UK.

Certain US commaodity contracts are recorded
in our balance sheet at their fair values and are
affected by movements in commodity prices.
Although remeasurements of the fair values of
these contracts are reflected in our income
statement, we expect to recover the net costs
incurred under these contracts from customers
in current or future periods.

Inflation

Without action to improve efficiency, our operating
costs increase each year as a result of wage
increases and inflation in external costs. In general,
our revenues also increase each year, although not
necessarily at the same rate, depending on our
regulatory or contractual arrangements. As a
consequence, our ability to control costs and
improve efficiency is important to our ability to
increase operating profits.

Our price controls in the UK are linked to retail price
inflation, as is a proportion of our UK borrowings,
while our electricity regulatory settlements in the US
allow us to recover additional distribution revenues
from customers if there is a significant change in the
rate of inflation.

Seasonality

Revenues from our gas distribution networks in the
UK and the US and our gas transmission network in
the UK are weighted towards the end of the financial
year, as gas demand is typically higher during the
winter months. Otherwise, seasonality does not have
a significant impact on revenues.

With the exception of commodity and other volume
related costs passed through to customers, our
operating costs are generally not seasonal.

Interest rates

The costs of financing our operations are affected
by changes in prevailing interest rates, as some of
our debt is at floating rates. We hedge some of our
exposure to interest rates with fixed-rate debt and
derivative financial instruments to maintain a
proportion of our debt at fixed interest rates.
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24 National Grid plc

Current and future
developments

External market developments

Market structure and ownership

There have been no significant changes in the structure of the
UK energy infrastructure market since 2005, when we sold four
of our regional gas distribution networks to other operators. The
most significant change in ownership is the takeover of Scottish
Power (owner of one of the Scottish transmission networks that
we operate) by Iberdrola, a Spanish utility, which completed on
283 April 2007.

In the northeastern US, there have been no significant structural
changes, while the most significant ownership changes have
been our acquisition of the gas distribution network in Rhode
Island and our proposed acquisition of KeySpan.

Energy market developments

Both the UK and US are in a period of changing energy supply
patterns, as more reliance is placed on imported gas and on new
sources of electricity generation, including renewables. In the UK,
the decline in UK continental shelf gas reserves means we
continue to see a trend toward greater use of imported gas for
both consumption and use in power generation. In the US, there
is an increase in the reliance on imported gas and significant
interest in the development of renewable power generation.

These changes are expected to impact on our electricity and gas
transmission networks, our gas distribution networks and, to a
lesser extent, our electricity distribution networks. In particular,
significant investment is planned in our UK electricity and gas
transmission networks and gas distribution networks to link new
power plants and gas import facilities with domestic, business
and industrial consumers. In the US, renewable power
developments will require increasing investment in our US
electricity transmission and distribution networks.

As a consequence of the decline in gas production from the UK
continental shelf, our latest forecast is that the UK will import
around 50% of its gas requirements by the end of the decade.

Gas supply projections
bcm per annum

04/05 05/06 06/07 07/08 08/09 09/10 10/11

. UK continental shelf forecast ~ === Demand forecast

. UK continental shelf upside . Forecast import requirements

Activity to increase the UK’s import capability has involved the
development of new import infrastructure by National Grid and
other market participants. During the year, a number of significant
infrastructure projects were commissioned, including the Langeled
pipeline from Norway connecting at Easington, providing annual
capacity of 25 billion cubic metres (bcm) of gas, enhancements
to the Belgian interconnector increasing annual import capacity
from approximately 17.5 to 25 bcm and the BBL pipeline at

15 bcm capacity linking the UK market at Bacton with the
Netherlands. In addition, Excelerate Energy commissioned its

4 bem peak capability import liquefied natural gas (LNG) facility
at Teesside, using onboard ship re-gasification technology, and
we are currently building a large pipeline through South Wales

to connect new LNG import facilities at Milford Haven. We
continue to invest in expanding our own LNG import facility

on the Isle of Grain.

Following development of the UK gas daily summary report
during winter 2005/06, it became clear how important the
delivery of key information was to the operation of the market.
For winter 2006/07, we worked with Ofgem and the industry to
enhance the quality of information that is available to the market
to further promote industry participant response to the gas
supply/demand position. Of particular note is the introduction of
the quality of information incentives which have been placed on
National Grid to improve the timeliness and accuracy of the
information being made available to the market, and the
introduction of longer term demand forecasts.

In the US, a key industry development of the last 12 months

has been a growing opinion among regulators and policymakers
at the state and federal level that the industry must be more
responsive to greenhouse gas concerns. The District of Columbia
and 23 of the 50 states have established renewable portfolio
standards for electricity supply procurement, some of which
range as high as 30%. As a result there has been greater interest
in renewable energy development which has seen an increase in
the amount of wind resources connecting to the electricity
transmission system. As wind power and other forms of
renewable supply are often found in remote areas, greater
reliance on such resources will act to increase the distance
between generation and major metropolitan load areas, providing
further support to an already growing national consensus that
additional investment in the US transmission system is needed
to meet the energy challenges of tomorrow.

Despite criticism for being too costly, currently established

US regional transmission organisations are likely to remain in
operation for the foreseeable future due to support of regulators
and stakeholders in the regions where they have been
established, including the northeastern US. However, it is unlikely
that regional transmission organisations will proliferate given
strong resistance to them in many places in the western and the
southern US. Some vertically integrated utilities in these regions
have instead contracted with independent coordinators of
transmission to address concerns of regulators seeking greater
degrees of transmission independence, while avoiding the
changes in jurisdiction from the state to federal level associated
with regional transmission membership. In areas without regional
transmission organisations, utilities continue to plan their
infrastructure needs principally on an individual basis within each
state, presenting challenges to inter-state projects in such areas.



Regulatory developments

UK and European regulatory developments

During the year ended 31 March 2007, there were no significant
changes in the legislative and regulatory framework in the UK.

In January 2007, the European Commission published its final
report on its energy sector competition inquiry, concluding that
further action is required to improve energy markets in the
European Union. It focused on problems from high levels of
market concentration as well as vertical integration of supply,
generation and infrastructure leading to a lack of equal access to,
and sufficient investment in, infrastructure. The report also called
for improvements in the regulatory framework to remove gaps in
regulation, address concerns with market concentration and
increase transparency in market operations.

US regulatory developments

The principal regulatory development in 2006/07 in the US was
the implementation of the Energy Policy Act of 2005, which
reaffirmed a commitment to competition in wholesale power
markets as national policy, strengthened the regulatory powers
of the Federal Energy Regulatory Commission (FERC) and
provided for development of a stronger energy infrastructure.
As part of these changes the Federal Power Act of 1935, the
Natural Gas Act of 1938 and the Public Utility Regulatory Policies
Act of 1978 were modified, and the Public Utility Holding
Company Act of 1935 was repealed and replaced by the Public
Utility Holding Company Act of 2005.

Significant new or expanded responsibilities for FERC include:
oversight of the reliability of the nation’s electricity transmission
grid; the authority to levy larger penalties to prevent market
manipulation; the establishment of rules governing transmission
rate incentives; the approval of the construction of transmission
infrastructure in designated national interest electricity transmission
corridors; and the review of certain holding company mergers
and acquisitions involving utilities.

FERC has also established, through the certification of the

North American Electric Reliability Council as an electric reliability
organisation, a process for the establishment, approval and
enforcement of mandatory electric reliability standards (including
financial penalties), replacing the previous voluntary US national
electric reliability standards and supplementing electric reliability
standards enforced by state regulators.

The independent system operator for New England has
applied to become a regional transmission organisation. As a
consequence, we have applied to FERC for an increased rate
of return on our investment in transmission assets in our New
England operations.

We have also been pursuing a regional planning process with
the New York independent system operator to identify regional
transmission needs. Progress has been made and the New
York independent system operator, which is in the first year of
its reliability planning process, has identified reliability needs
and is evaluating both regulated and market solutions to meet
those needs.
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Price controls and rate plans

The previous price control arrangements for our electricity and
gas transmission businesses in the UK ceased on 31 March
2007 and have been replaced by new price controls covering
the period from 1 April 2007 to 31 March 2012.

We have accepted Ofgem’s final proposals in respect of the
price controls covering our role as owner of electricity and gas
transmission networks. The key elements of these proposals are
a 4.4% post-tax real rate of return on our regulatory asset value,
a £4.4 billion baseline five year capital expenditure allowance
and a £1.2 billion five year operating expenditure allowance.
Since our acceptance in principle of the final proposals, we have
been working closely with Ofgem to agree the necessary licence
amendments. This process should be completed during the first
half of 2007. We have also accepted Ofgem’s final proposals for
the system operator schemes to apply for one year from 1 April
2007 for both gas and electricity transmission.

The current price controls for our UK gas distribution networks
were extended for one year until 31 March 2008. We are
currently in discussions with Ofgem on the next five year price
control for the period from 1 April 2008 to 31 March 2013.

In the US, we have reached an agreement for a five year rate
plan for our electricity distribution operations in New Hampshire
as described on page 57, subject to the approval of the New
Hampshire Public Utilities Commission.

Legal and related matters

Metering competition investigation

In June 2005, Ofgem announced that it was going to investigate
certain aspects of the domestic gas metering business under
the Competition Act 1998 and information requested as part

of this investigation has been provided to Ofgem. No findings
have been issued with respect to this investigation. However,

a supplemental statement of objections was issued by Ofgem

in April 2007 to which we will respond shortly.

Environmental remediation

In last year’s Annual Report and Accounts we noted that we,
together with the Environment Agency, had sought judicial review to
clarify the legal position with regard to the remediation of a site in
Bawtry, Yorkshire, a former gas site that was not part of the assets
that formed part of the gas privatisation in 1986 and therefore has
never been owned by National Grid. On 17 May 2006, the High
Court found in favour of the Environment Agency. However, the
judgement concluded that the matters raised in the proceedings
were of considerable general importance and permission to apply
for leave to appeal directly to the House of Lords was granted.

A hearing before the House of Lords has been set for 21 and 22
May 2007 and a judgement is expected in the summer of 2007.

As described in note 35 (g) to the accounts on page 152, we
remain convinced of our case that National Grid has no legal
liability with respect to the site in Bawtry, nor for other former UK
gas sites which did not form part of the assets we acquired at
the time of privatisation, and we believe that our position will be
upheld by the House of Lords.
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Objectives and strategy

Strategic review

We have undertaken a thorough and disciplined strategic review
of our business, which will set our direction for the next 5 to 10
years. In conducting this review we considered market trends
and opportunities that exist in the utility sector, our market
position, how we derive value from our businesses and the views
of the capital markets. We announced our conclusions in
November 2006 and we have updated our objectives accordingly.

More integrated More disciplined

W Focus on principal
growth markets in
the UK and US

B Exit wireless
infrastructure
and Basslink

B Global operating model
— Driving efficiencies
— KeySpan acquisition
and integration

B Simple organisation
structure

B Maintain efficient
balance sheet

B Return cash

Driving shareholder value

Focus

Our future is about becoming more focused — a clear business
model based on the ownership and operation of large scale
asset intensive businesses, focusing on our principal growth
markets of electricity and gas infrastructure in the UK and US.
This includes being flexible in considering ownership of
generation assets where they are already part of a business and
where they fit our risk profile, with limited exposure to commodity
price fluctuations. A consequence of this focus was the decision
to exit our wireless infrastructure operations and our Basslink
interconnector in Australia.

Integration

We aim to run our businesses in a more integrated way —
organising our activities along lines of business, supported by
effective and efficient shared services and information systems.
This involves deploying proven processes, common systems and
best practices within each business, supported by common
operating principles and safety and environmental standards. In
this way we will maximise the competitive advantages that come
from being an international organisation. However, it is critical
that we balance this with the need to provide excellent service to
customers and to maintain and build local relationships with
other key stakeholders.

Discipline

We plan to be more disciplined in the application of best
practice. Increasingly we will standardise our approach, applying
even greater rigour to financial discipline, ensuring that we have
the capital to grow, but maintaining the investor confidence that
comes from a disciplined approach to our balance sheet. We
maintain our target of increasing dividends per ordinary share
expressed in sterling by 7% each financial year through to March
2008. In addition, we have announced plans to return $1.9 billion
(£1 billion) to shareholders through a share buy-back programme
with respect to US stranded cost recoveries (of which we have
returned £169 million in 2006/07), together with £1.8 billion from
the disposal of our wireless infrastructure operations.

Objectives

Our primary objective is to grow our businesses in order to
create value for our shareholders. We can only create value

if we achieve operational excellence and continue to improve
our financial performance, we invest for future growth and are
financially disciplined and we develop, recruit and retain skilled,
talented and motivated people. In each area we aim to increase
our focus, benefit from improved integration and be disciplined
in our approach. As a consequence, we have identified specific
objectives in the following areas:

Performance We aim for operational excellence by performing
to the highest standards of safety, reliability and
efficiency. We aim to continue to improve our

financial performance.

Growth We will invest in our existing businesses, and

in acquiring new businesses in our core markets,
to generate future growth. We will be financially
disciplined in the way we invest and in the way

we manage our balance sheet.

Talent We aim to maximise the contribution made by our
employees by motivating our people to strive for

continued improvement, developing their skills and
talents and by promoting a culture that recognises

and respects inclusion and diversity.

Our strategy is underpinned by our commitments to developing
strong and valued relationships with our customers, regulators,
suppliers and the communities in which we operate and to
acting responsibly, including specific commitments to reducing
our environmental impact and to corporate governance and
business ethics.

Relationships We aim to improve our relationships with customers,
regulators, suppliers and the communities in which we
operate by focusing on the areas that are important
to them, such as the quality of service we provide to
customers, the quality of information we provide to
regulators, by investing in local communities and by
the way we address the concerns of, and interact
with, all our stakeholders.

Responsibility \We believe operating responsibly is essential to
the way we conduct our operations, invest, develop
our people and manage our relationships and so
responsibility underpins everything we do.
We are committed to taking positive action to reduce
our contribution to climate change and our other
impacts on the environment. We want to operate to
the highest standards of corporate governance and
we believe in strong business ethics, based around
our core values of respect, integrity and ownership.

‘ Shareholder value ‘

|
~ nationalgrid - s |
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Risk

Our principal risks relate to the achievement of our objectives and
strategy, as we believe that by delivering on these objectives we
will achieve our primary objective of delivering growth to drive
shareholder value. We set out how we intend to achieve

our objectives below and we describe our performance during
the year against our objectives on pages 30 to 43.

In considering the opportunities we have to grow and develop
our business, we have identified a number of risks and
uncertainties in achieving our objectives. The most significant
risk factors we have identified relate to:

m changes in laws or regulations;

B breaches in environmental or health and safety law
or regulations;

m network failure or inability to carry out critical non-network
operations;

B achievement of business performance objectives, including
regulatory targets and delivering anticipated cost and
efficiency savings;

B business development activity, including acquisitions and
disposals;

B regulatory treatment of commodity costs passed through
to consumers;

B reputation damage from disruptions to supply, even if outside
our control;

m fluctuations in exchange rates, interest rates and commodity
prices and their impact on borrowings, derivatives and
commodity contracts;

B increases in interest rates;

B restrictions in borrowings and changes in credit ratings
or in tax rates;

m future funding requirements of our pension schemes; and

B changes in accounting standards.

These are described in more detail within Corporate Governance
on pages 84 and 85.

Shareholder value

By achieving our objectives around performance, growth, talent,
relationships and responsibility, we aim to deliver sustainable
growth to create value for our shareholders. Our primary measure
of how we have created shareholder value is total shareholder
return.

The following pages set out some of the specific objectives we
have set ourselves in these areas in order to support our overall
goals. Our objectives are set in the context of our strategy of
increasing our focus, seeking to benefit from improved integration
and being disciplined in our approach.
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Performance

Our aim is for operational excellence, performing to the highest
standards of safety, reliability and efficiency and continuing to
improve our financial performance:

Safety Safety is paramount.

Our most important goals are: to ensure that
members of the public are not injured as a direct
result of our operations; to deliver a working
environment where there are zero work-related
injuries or ilinesses; to reduce gas leaks on our
distribution networks; and to improve the health of
our employees so they are fit for work every day.

Measures we use to monitor our performance
against our safety objectives include: members of
the public injured as a direct result of our operations;
employee lost time injury frequency rate; standards
of service for responding to gas escapes; kilometres
of gas distribution mains replaced in the UK; and
employee sickness absence rate.

Reliability Our principal operations are critical to the functioning
of the economies we serve. The reliability of our
energy networks, and the delivery of energy to our
customers, are therefore our next highest priorities

after safety.

Our approach to maintaining and improving reliability
involves: investing in infrastructure and systems to
provide the operational tools and techniques
necessary to manage our assets and operations

to high standards and investing in the renewal of
assets; investing in the skills and capabilities of

our people to give them the ability to operate our
networks to a high degree of service excellence; and
maintaining a constant focus on reliability as one of
our principal objectives, ensuring we are proactive
about planning to ensure reliability and that we react
quickly to factors that could compromise reliability.

We use business-specific reliability performance
indicators to measure our reliability performance.

By improving efficiency, we can constrain the cost

of our operations borne by customers and improve
returns to shareholders. We review our operations
continually to identify opportunities to improve the
operational productivity of our assets and our
people, and to identify areas in which we can reduce
costs or restrict cost increases. Planning ahead is
essential in our approach to maintaining and
improving efficiency.

Efficiency

Our primary method of measuring improvements in
efficiency is through our financial performance as
described below.

If we achieve our objectives we should be able to
deliver continued improvements in financial
performance, so that we deliver on our commitment
to growing our dividend by 7% per annum until

31 March 2008.

The principal measures we use to monitor financial
performance are adjusted operating profit* excluding
US stranded cost recoveries, adjusted earnings per
share* and operating cash flows.

Financial
performance

* Adjusted operating profit is operating profit before exceptional items and
remeasurements, adjusted earnings per share is basic earnings per share excluding
exceptional items and remeasurements
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Growth

Investment and financial discipline are critical to our plans to
grow our businesses.

Investment We invest in our existing businesses and,

where we believe we can create value through
operational improvements, synergies and financial
benefits, we consider investing in infrastructure

businesses in our core UK and US energy markets.

Measures we use to monitor investment include
capital expenditure and investments in acquisitions.

Generate value \We aim to generate value from our investments

from our by improving the operating performance of our

investments  networks, by selecting investments that will provide
the best return or, in the case of acquisitions, by
selecting businesses where we can obtain synergies
for the benefit of our customers and our
shareholders.

Measures we use to monitor the value we generate
from our investments include our return on equity
and synergy savings from acquisitions.

In order to deliver sustainable growth we must be
disciplined in the way we manage our balance sheet.
This means that we will return cash to shareholders

to the extent it is not required for our investment
objectives.

Financial
discipline

Talent

National Grid depends on the talents, skills and motivation of our
employees. We aim to maximise the contribution made by our
employees by developing their skills and talents, by motivating
and driving continued improvement and by promoting a culture
that recognises and respects inclusion and diversity and where
all our employees share our core values of respect, integrity and
ownership. In addition to obtaining the views of employees on
an ongoing basis, we periodically carry out employee surveys to
identify areas where we can improve the way we develop and
interact with them.

Motivation We plan to improve our operational performance and
and the service we provide to our customers by motivating
performance  our employees to strive for continued improvement.

Our aim is for a world-class performance
management system, involving integrated common
performance processes, a single set of performance
criteria, pay linked to leadership qualities as well as
operational and financial performance and greater
differentiation between levels of performance.

Development
of talent and

Critical to our success is identifying, recruiting
and developing talented people and helping all our

skills managers and employees to operate to the best of
their abilities.
Inclusion In order to develop, recruit and retain talented

people we aim to achieve a more inclusive and
diverse workforce. A number of priority action areas
have been identified to help achieve our vision of
developing and operating our business in a way
that results in a more inclusive and diverse profile,
reflecting the composition of the communities in
which we operate, and to be seen as an employer
of choice across diverse communities.

and diversity

Performance measures we use to monitor our
objective of promoting inclusion and diversity include
the percentage of female employees and the
percentage of black and minority ethnic employees.
Our aim is for all our people to be proud to work

for National Grid and to share our core values of
respect, integrity and ownership.

Values

Relationships

We have a diverse range of external stakeholders including
employees, suppliers, customers, regulators, government and
local communities. We strive to be open and constructive in our
dealings with external audiences.

Our relationships with stakeholders are critical to our future
success. Our strategy involves improving these relationships by
focusing on the areas that are important to them, such as the
quality of service we provide to customers, the quality of information
we provide to regulators and the way we address the concerns
of, and interact with, all our stakeholders.

Our objective is to impress our customers with
the quality of the services we provide, with our
responsiveness when things go wrong and with
our dedication to continued improvement.

In addition to our plans to improve reliability, in
particular of our US electricity distribution networks,
we plan to improve the way we interact with our
customers by enhancing or replacing the systems
we use, through providing our employees with the
training, empowerment and support they need to
deliver and by improving the quality of our
communications with customers and internally.

Customer
service

We use business-specific service quality KPls to
measure our performance in this area.

Our regulators’ primary responsibilities are to
electricity and gas consumers. Hence the foundation
of our relationship with regulators is based on the
safety, reliability and efficiency of our operations and
the quality of our customer service. Our strategic
focus on operational excellence and on customer
relationships plays a critical part in improving
relationships with our regulators.

The other critical element in our regulatory
relationships is in building trust. This involves

being responsive to the need of our regulators for
high-quality information, complying with rules and
regulations, operating in an ethical way and, most
importantly, delivering on our promises.

Regulatory
relationships

We aim to work in partnership with our suppliers,
developing constructive relationships and working
together effectively. Our objective is to develop
contractual arrangements with our suppliers that
align their interests with our own as far as possible
and share financial risks appropriately.

We expect our suppliers to be as equally committed
as ourselves to safety, reliability and efficiency and
to acting responsibly. In turn we aim to respect the
capabilities and views of our suppliers and to treat
them fairly in all our dealings with them.

National Grid’s role as a good corporate citizen
supports our strategic ambitions, and is delivered
through a sustained and consistent approach.

Suppliers

Community
involvement

In all our community investment we aim to develop
our business, support our employees, support
communities and enhance our reputation. Our
approach is based on two principles: ‘Investment
in our Communities, Investment in our People’,
and continues to be centred on three key themes:
energy and environment; education and skills; and
community development.

Sharing of best practice across our business
and working collaboratively with key partners
and stakeholders enables us to maximise how
communities benefit from our activities.



Responsibility

We are committed to operating in a responsible way and this
underpins our commitments to performance, growth, talent and
relationships as discussed above.

As an asset-intensive business our operations have an impact on
the environment, the most significant of these are climate change
and historic land contamination. We also take actions to minimise
other environmental impacts of our operations, we are committed
to strong governance and high ethical standards, we take the
issues surrounding electric and magnetic fields seriously and we
are committed to protecting human rights.

Climate
change

Climate change is possibly one of the greatest
challenges facing society in the 21st century. Our
public position statement on energy delivery and
climate change sets out our approach to delivering
energy while playing our role in minimising any
impact our operations may have on the climate.

Our target is to reduce National Grid’s greenhouse
gas emissions by 60% compared with a verified
baseline ahead of the UK Government target of 2050.

Our biggest greenhouse gas emission is methane
leakage from our UK gas networks. A major ongoing
programme of replacing old cast iron pipes with
modern polyethylene pipe is reducing leakage from
our distribution system year on year. A programme to
install new compressors at key sites will also reduce
emissions from our UK gas transmission system.

We plan to reduce emissions relating to our

own energy use, saving at least 5% in energy
consumption, and use the resultant cost savings
to enable us to procure all of the electricity we use
from renewable sources by the end of 2010.

With our skills in balancing supply and demand,

we believe there are no insurmountable technical
problems to accommodating the quantities of
intermittent renewable generation that the market
will bring forward. We are therefore investing in our
networks to connect renewable generators and

to reinforce them, ensuring large-scale, renewably
generated power can get from where it is generated
to where it is used.

The key performance indicator we use to monitor
our performance in this area is the percentage
reduction in our greenhouse gas emissions against
our verified baseline.
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Protecting the We are committed to continuous improvement in

environment

our environmental performance.

Our objective is to help protect the environment for
future generations. In addition to aiming actively to
reduce our contribution to climate change we are
committed to:

B being efficient in our use of natural resources;

B keeping our waste to a minimum and increasing
the economic value of any waste we produce;

B acting to prevent environmental incidents; and

B improving, where we can, the environmental
status of the land on which we operate.

We aim to implement environmental management
systems certified to the international standard ISO
14001 in all our businesses to help us deliver
improvements in these areas.

Key performance indicators that we monitor in
this area include the number of significant direct
environmental incidents and the total value of
fines from prosecutions and citations.

Corporate We believe strong corporate governance is essential

governance to operating responsibly and achieving our goals.
We describe our approach to corporate governance
on pages 77 to 85.

Business Not only are we committed to ensuring that all

ethics our behaviours are lawful and that we comply with

our policies and licences, we also expect all of our
employees to live up to our core values of respect,
integrity and ownership.

Electric and
magnetic
fields

We take the issues that surround electric and
magnetic fields seriously and in all our operations,
as a minimum, we aim to comply with the
regulations, guidelines or practices relating to
electric and magnetic fields in force in the different
jurisdictions in which we operate.

Human rights

Our public position statement sets out our
commitment to protect human rights within our
sphere of influence and ensure our own operations
are a force for good wherever we operate in

the world.

Historically
contaminated
land

We manage an inherited portfolio of historically
contaminated land including former manufactured
gas plants, industrial landfills, former gas holders
and older substations on our transmission and
distribution networks. Sites can sometimes have
a complex mix of contamination dating back over
100 years.

In the UK, the main focus of our remediation
programme is on managing the environmental
risk and returning land to beneficial use, while in
the US, our highest priority sites for remediation
are those with the highest environmental risk
profile and those we are required to remediate

by regulatory agencies. Our goal is to return
these sites to productive public or private use.
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Key performance indicators

We measure the achievement of our objectives through the use of qualitative assessments and through the monitoring of
quantitative indicators, termed key performance indicators (KPIs).

In line with our operating objectives, we use both financial and non-financial KPIs. Where relevant, KPIs are used as our primary
measures of whether we are achieving our objectives; however, the scale and size of our operations means we use many other
detailed performance measures in addition to KPIs. We also use KPIs to measure performance against our primary objective of
growing our businesses to create value for our shareholders. We use qualitative assessments to judge progress against our
objectives in areas where numerical measures are less relevant.

The majority of our KPIs are unchanged from last year; however, we have increased the number of KPIs presented in the table
below by including business-specific reliability KPIs.

Objective KPI Description Target Result Page
Shareholder Total shareholder Change in share price, assuming To increase 2006/07: 44.9% 43
value return reinvestment of dividends and 2005/06: 22.9%
returns of capital 2004/05: 19.0%
Performance Injuries to the public Members of the public injured Zero 2006/07: 28 32
— safety as a direct result of our 2005/06: 20
operations! 2004/05: 52
Employee lost time Injuries resulting in employees ~ Zero 2006/07: 0.34 32
injury frequency rate taking time off work 2005/06: 0.28
(per 100,000 hours worked) 2004/05: 0.37
Gas safety-related Proportion of uncontrolled gas  More than 97% 2006/07: 98.51% 52
service standards escapes attended within one 2005/06: 97.97%
hour in the UK 2004/05: 98.46%
Gas Distribution — UK Kilometres of gas main 2006/07: 1,824 km 2006/07: 1,850 km 52
mains replacement decommissioned 2005/06: 1,724 km 2005/06: 1,724 km
2004/05: 1,492 km 2004/05: 1,458 km
Sickness absence rate Proportion of available work Zero work-related sickness® 2006/07: 2.48% 32
days which are lost due 2005/06: 2.38%
to sickness 2004/05: 2.69%
Performance Transmission — UK Electricity delivered by the 99.9999% 2006/07: 99.9999% a7
- reliability electricity system reliability electricity transmission system 2005/06: 99.9999%
as a proportion of electricity 2004/05: 99.99998%
demanded
Transmission — UK Gas delivered by the gas 100% 2006/07: 100% 47
gas system reliability transmission system as a 2005/06: 100%
proportion of gas demanded 2004/05: 100%
Transmission — US The number of customer Less than 75 and less than 2006/07: 75 and 264 MWh 47
electricity system reliability  interruptions and associated 408 MWh 2005/06: 97 and 348 MWh
MWh lost 2004/05: 73 and 386 MWh
Gas Distribution — UK Proportion of total 99.999% 2006/07: 99.999% 52
network reliability customer days without 2005/06: 99.999%
unplanned customer 2004/05: 99.999%
interruptions
Electricity Distribution — Average time the average Less than 115 minutes 2006/07: 121 minutes 57
US network reliability customer is without power 2005/06: 141 minutes
over the year 2004/05: 120 minutes
Other business-specific reliability measures are discussed in the business sections on pages 47, 52, 57 and 61.
Performance Adjusted operating profit Operating profit from continuing  To increase sufficiently 2006/07: £2,031 million 33
- efficiency  excluding stranded* operations excluding US to support 7% dividend 2005/06: £1,968 million
and financial stranded cost recoveries, growth through to March 2004/05: £1,936 million
performance? exceptional items and 2008
remeasurements
Adjusted earnings Earnings per share from 2006/07: 47.7p 33
per share® continuing operations before 2005/06: 45.5p
exceptional items and 2004/05: 41.4p
remeasurements
Operating cash flows Cash flows generated from 2006/07: £3,090 million 33
continuing operations 2005/06: £2,973 million

2004/05: £2,820 million
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Objective KPI Description Target Result Page 35
Growth - Capital investment Additions to plant and There is no numerical target 2006/07: £2,375 million 33 g' §
investment equipment and to for capital expenditure, or ~ 2005/06: £2,108 million
intangible assets for acquisitions, as each 2004/05: £1,905 million
Investments in acquisitions ~ Consideration in respect ?nvestnjent is diﬁgrent arlwd 2006/07: £354 million 34
of acquired businesses is considered on its merits  2005/06: No acquisitions
2004/05: £1,122 million
Growth - Return on equity Adjusted earnings excluding This is a new measure 2006/07: 12.4% 34
value from our stranded and converted on and a target is not yet (3 year average)
investments to a regulatory basis over established
equity on a regulatory basis n
Synergy savings Annualised cost savings Rhode Island: Rhode Island: 34 g 8
achieved from the integration $18 million Target to be achieved 3 g
of an acquired business in future periods ) g-
Talent - Percentage of female Proportion of employees who Our ambition is for our 2006/07: 23.7% 35 %7‘9
inclusion and employees are female employees to reflect the 2005/06: 23.4% CSD. %
diversity communities we serve while 2004/05: 21.0% s (e
Percentage of black and Proportion of employees who ensyring that we recruit and  p006/07: 7.3% 35
minority ethnic employees  are black and minority ethnic retain talented people 2005/06: 6.7%

regardless of their gender, 2004/05: 6.0%
race, disability, sexual
orientation, age, religion

or belief
Responsibility Percentage reduction in CO, equivalent emissions 60% reduction by 2050 2006/07: 35% 36
- climate greenhouse gas emissions  estimated to be caused by 2005/06: 26% o
change against verified baseline® our operations 2004/05: 28% o g)
<

Responsibility Significant direct Own fault and contractor-related  Zero in each case 2006/07: 20, 20 37 Q3
- protect the environmental incidents environmental incidents 2005/06: 22,1 8 g
environment 2004/05: 20, 3 a =

Total value of fines from Financial quantity of fines Zero 2006/07: $4,885 37 ¢

environmental prosecutions  imposed 2005/06: Zero

and citations 2004/05: $3,000

1 Injuries comprise fatalities, injuries that require the person to receive hospital treatment and other injuries reported in the UK under the Reporting of Injuries, Diseases and Dangerous

Occurrences Regulations (RIDDOR).
2 The sickness absence rate includes absences resulting from both work-related and non work-related illnesses. Our target relates to work-related illnesses, however, we do not have
a measure that excludes non work-related illnesses sufficiently accurately.

3 The KPI for a 30% reduction in controllable costs by 31 March 2007 in our Gas Distribution business in the UK is no longer included as it was achieved by 31 March 2006.
4 This measure has been amended from that presented last year to exclude the impact of US stranded cost recoveries in line with our strategic announcement to return these cash
flows to shareholders, and also to reflect the reclassification of wireless infrastructure and Basslink in Australia as discontinued operations. Operating profit from continuing operations
including US stranded cost recoveries and exceptional items and remeasurements increased to £2,513 million in 2006/07 from £2,374 million in 2005/06 and from £2,113 million
in 2004/05.
5 Basic earnings per share from continuing operations including exceptional items and remeasurements increased from 35.9p in 2004/05 to 41.6p in 2005/06 to 48.1p in 2006/07. lw)
6 The KPI we use for measuring reduction in greenhouse gas emissions has been changed from last year's measure of greenhouse gas emissions per £m revenue to a measure that % =3
aligns with our target of a 60% reduction in emissions. The verified baseline is based on available historic data for our various emission sources, for example, methane leakage and o 8
venting. The period this data covers varies by source, therefore our baseline cannot be attributed to a specific year. The baseline will be adjusted on an annual basis to include ] 6"
businesses we acquire. The derivation of our baseline is included in the responsibility section of our corporate website. % a
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Performance during the year

Our performance against our objectives in the areas of
performance, growth, talent, relationships and responsibility

is described below and on the following pages. Our financial
results are described on pages 38 to 43 and more information
on the performance and financial results of each business are
included in the business sections on pages 44 to 63.

Performance

Safety

Our safety performance deteriorated in 2006/07 compared with
2005/06, which is disappointing after the significant improvement
we recorded last year. Our aim in 2007/08 is to improve our safety
performance in line with our goal of zero work-related injuries.

In September 2006, we held our first combined UK and US
safety, health and environment conference involving 60 participants
from across National Grid and KeySpan. The conference
provided the opportunity to review our safety and occupational
health policy and our Vision for Safety and develop strategies to
meet the challenges facing the business over the next few years.
Last year we reported the UK gas and electricity businesses had
introduced Golden Rules, setting standards for good safety
behaviours and reinforcing a culture whereby safety becomes
second nature. This approach is to be extended throughout all
our operations during 2007/08.

Public safety

28 members of the public were injured as a result of our operations
compared with 20 during 2005/06 and 52 in 2004/05. This
includes a member of the public who died after illegally climbing
and subsequently falling from an electricity tower in the UK.

Injuries* to members of the public
Number

2004/05

2005/06

2006/07

* Includes fatalities, injuries requiring the person to attend hospital and, in the UK, any
other injuries reportable under the Reporting of Injuries, Diseases and Dangerous
Occurrences Regulations (RIDDOR)

Employee safety

Employee lost time injuries
Number

N T

2004/05 2005/06 2006/07

*  Excludes Rhode Island gas employees, who will be included from 2007/08 onwards

During 2006/07, 142 of our employees received injuries that
resulted in them taking time off work, compared with 117 in
2005/06 and 201 in 2004/05 (160 when the sold networks are
excluded). As a consequence, employee lost time injuries per
100,000 hours worked rose to 0.34 in 2006/07 compared with
0.28 and 0.37 in the two previous years.

Employee lost time injury frequency rate
Per 100,000 hours worked

Mar 04 Sep 04 Mar 05 Sep 05 Mar 06 Sep 06 Mar 07

* Excludes Rhode Island gas employees, who will be included from 2007/08 onwards

In our 2006 employee opinion survey, 89% of respondents
considered that National Grid has a clear commitment to operating
safely and 89% considered that employees take safety seriously
and do their best to prevent injuries and accidents compared
with 86% on both these questions in the 2004 survey. 79% of
respondents in 2006 felt confident safety concerns or issues
raised would be addressed, up from 75% in the 2004 survey.

Contractor safety

It is with sadness we record the death of a contractor while
working for our UK electricity transmission business during
2006/07. This was a tragic event and our thoughts and deepest
sympathies are with all those affected.

There was an increase in the number of contractor lost time
injuries, rising from 119 in 2005/06 to 131 in 2006/07.

Employee health

We continue to focus on our employees’ health and wellbeing.
Resulting from an action coming out of the September 2006
safety, health and environment conference, later in 2007/08

we will launch a new ‘Vision for Health and Wellbeing’ setting

out how we aim to help and support our employees in the
maintenance of good physical and mental health through proper
diet, exercise and habits. We also participate in the UK’s Business
in the Community Business Action on Health programme at both
a leadership team and practitioner level. The objectives of this
programme are to raise the profile of health issues in companies
and to quantify and track best practice workplace health activities.

Employee sickness rates
%

2004/05

2005/06 2006/07

* Excludes Rhode Island gas employees, who will be included from 2007/08 onwards



Around 2.48% of available work days were lost due to sickness
absence in 2006/07 compared with 2.38% in 2005/06 and
2.69% in 2004/05. This equates to 6.3 days of sickness per
employee per year. The UK Confederation of British Industry’s
2007 sickness absence survey reported that average annual
sickness for UK company employees was 7.0 days.

Reliability

Overall, our reliability performance in Transmission in the UK was
the best in recent years. In particular, the amount of electricity
demanded but not delivered over our UK transmission network
this year was the second lowest in the past 5 years, and there
were only 5 loss of supply incidents compared to an average of
11 over the preceding 4 years. As we enter a large programme
of investment in our UK transmission networks, there is an
increased risk of loss of supply incidents and so we are
increasing our focus on maintaining reliability over the next few
years by assessing the condition of circuits that remain in service
during the periods that we replace or overhaul parts of the
transmission network.

Our Gas Distribution operations also continued to perform reliably
during the year.

In our Electricity Distribution business in the US, we did not
meet all of our reliability targets in 2006 and incurred penalties in
Massachusetts and New York as a consequence. We achieved
all of our targets in Rhode Island. We are seeing improved
performance as a result of our comprehensive reliability
enhancement programme, as described on page 58.

Further detail on the reliability of our operations is discussed in
the business sections on pages 44 to 63.

Efficiency

We continued to institute measures during the year to improve
efficiency, with the implementation of a shared services function
in the UK to support our principal UK businesses, our business
process reviews in Transmission, Electricity Distribution and
other business process projects, together with the integration

of the acquired Rhode Island gas distribution operations and

the work we are carrying out in the US in advance of the planned
acquisition of KeySpan to identify efficiencies we can achieve as
a combined organisation.

Financial performance

Operating profit from continuing operations excluding US stranded
cost recoveries, exceptional items and remeasurements increased
from £1,936 million in 2004/05 to £1,968 million in 2005/06 to
£2,031 million in 2006/07, while including US stranded cost
recoveries operating profit from continuing operations before
exceptional items and remeasurements increased from

£2,401 million in 2004/05 to £2,457 million in 2005/06 and fell

to £2,454 million in 2006/07. Operating profit from continuing
operations increased from £2,113 million in 2004/05 to

£2,374 million in 2005/06 to £2,513 million in 2006/07.

Earnings per share from continuing operations before exceptional
items and remeasurements increased from 41.4p in 2004/05 to
45.5p in 2005/06 to 47.7p in 2006/07. Earnings per share from
continuing operations increased from 35.9p in 2004/05 to 41.6p
in 2005/06 to 48.1p in 2006/07.

Cash flows generated by continuing operations increased
from £2,820 million in 2004/05 to £2,973 million in 2005/06
to £3,090 million in 2006/07.
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More information on our financial performance is contained under
financial results on pages 38 to 43 and in the business sections
on pages 44 to 63.

Growth

Investment

Capital investment

Our capital investment continues to increase as changing energy
requirements and the renewal of our networks require increased
investment in infrastructure and we invested £2,375 million in
the form of capital investment during 2006/07, compared with
£2,108 million in 2005/06 and £1,905 million in 2004/05.

In the UK, there is increasing dependency on gas imports and
plans for significant expansion of renewable energy sources,

as well as the need to increase the rate of asset replacement in
electricity transmission as assets built in the 1960s and 1970s
approach the end of their useful lives. The UK transmission
price controls for the next five years include an allowance of
£5.6 billion for investment in our electricity and gas networks.
This investment is to respond to changing sources of energy
and to replace our aging assets.

Investment is being made in New England to deliver the regional
expansion plan and in upstate New York to address asset
replacement requirements and to increase the safety and
reliability of the network.

Capital expenditure
£ million

2,375
2,108
1,905

2004/05 2005/06 2006/07

Significant elements of our capital investment in 2006/07
included £352 million on the Milford Haven gas transmission
pipeline, £290 million on asset replacement in electricity
transmission, £333 million on replacement expenditure in Gas
Distribution — UK and £41 million on the reliability enhancement
programme in Electricity Distribution — US. We also invested
£94 million in our Non-regulated Grain LNG import terminal.

Acquisitions and disposals

Significant progress towards proposed acquisition of KeySpan
In 2006, we announced the proposed acquisition of KeySpan
for $7.3 billion (£3.7 billion) together with the assumption of
approximately $4.5 billion (£2.3 billion) of debt. This would
significantly expand our operations in the northeastern US as
KeySpan is the fifth largest distributor of natural gas in the US
and the largest in the northeast US, serving 2.6 million customers
in New York, Massachusetts and New Hampshire. KeySpan also
operates an electricity transmission and distribution network
serving 1.1 million customers in New York under a long-term
contract with the Long Island Power Authority. KeySpan’s other
interests include 6.6 GW of generation capacity, together with a
small portfolio of non-regulated, energy-related services, and
strategic investments in certain gas pipeline, storage and
liquefied natural gas assets. The planned combination of our
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current US operations with those of KeySpan would result in us
becoming the third largest energy utility in the US.

We have made significant progress towards completion and
have achieved several important milestones. We have obtained
clearances from the Federal Trade Commission in respect of

the Hart-Scott-Rodino Antitrust Improvements Act, from the
Committee on Foreign Investment in the US and by the Federal
Energy Regulatory Commission, and we have received approval
from both National Grid and KeySpan shareholders. In March 2007,
we and KeySpan announced an agreement with the staff of the
Long Island Power Authority in principle regarding amended
contracts, which is subject to approval by the Board of the
Authority and by the Comptroller and Attorney General of New
York. In April 2007, the staff of the New Hampshire Public Utilities
Commission announced that they would recommend approval.
We have also made filings with the New York Public Service
Commission and we have held extensive discussions with
regulatory staff and other interested parties that have yielded
significant progress toward resolution of issues important to the
completion of the acquisition. We anticipate achieving a final result
that will benefit investors and consumers alike by this autumn.

Approval Filed Cleared
Federal Trade Commission v v
Committee on Foreign Investment in the US v v
Federal Energy Regulatory Commission v v
National Grid shareholders 4 v
KeySpan shareholders v v
New Hampshire Public Utilities Commission v Awaiting
New York Public Service Commission v/ Approval

CANADA

VERMONT -
!

MAINE

NEW
HAMPSHIRE

~
- §
‘\

0
CONNECTICUT h ’
< Nantucket

. RHODE ISLAND Island

PENNSYLVANIA New York Clty ‘:
NEW JERSEV’ =

. National Grid
. KeySpan
. National Grid and KeySpan*

MASSACHUSETTS

NEW YORK Boston

*KeySpan acquisition subject to final approvals being received

Acquisition of Rhode Island gas distribution business

On 24 August 2006, we completed the acquisition from Southern
Union Company of its Rhode Island gas distribution network for
£269 million, including transaction costs of £3 million, together
with the assumption of £48 million of debt. Goodwill arising on
the acquisition was £144 million. This acquisition expanded our
gas distribution operations by 245,000 customers and added
over 3,000 miles of pipelines. The network substantially overlaps
our existing electricity distribution service area in Rhode Island.
The rates for the Rhode Island gas distribution business are set
by the same state regulators that set our electricity distribution
rates in Rhode Island. Both businesses have a history of
performing under incentive-based rate plans, which provide
substantial benefits to customers and shareholders.

Discontinued operations

As part of our strategy of focusing on energy markets in the UK
and the US, we committed during 2006/07 to exit our wireless
infrastructure operations in the UK and in the US and our electricity
interconnector in Australia. Subsequent to the end of the 2006/07
financial year, on 3 April 2007, we completed the sale of our UK
wireless infrastructure operations for proceeds of £2.5 billion and,
also in April 2007, we agreed to the sale of our much smaller US
wireless infrastructure operations with completion expected in
the summer of 2007 for proceeds of approximately $290 million
(£147 million). We continue to advance the sale of our Australian
electricity interconnector. Our wireless infrastructure operations

in the UK were created through the combination of National
Grid’s then existing wireless infrastructure business with the

UK operations of Crown Castle International Corp., which was
acquired for cash consideration of £1.1 billion during the year
ended 31 March 2005. Our wireless infrastructure operations in
the US were expanded during 2006/07 with acquisitions at a
cost of £85 million. Its main operations are the construction and
ownership of wireless telecommunications towers across a
number of US states.

Other acquisitions and disposals

There were no other significant acquisitions completed during
the years ended 31 March 2007, 2006 or 2005. On 27 October
2006, we completed the sale of our 38.5% interest in Copperbelt
Energy Corporation in Zambia for net proceeds of £14 million.
During the year ended 31 March 2006, we completed the sales
of four of our regional gas distribution networks, comprising
approximately half of the gas distribution network in Great Britain,
for net cash proceeds of £5.8 billion and we also sold our
interest in a joint venture, Energis Polska, for net proceeds of

£8 million, while in the year ended 31 March 2005, we disposed
of our investment in a joint venture, Citelec, giving rise to a gain
of £13 million.

Generating value from our investments

This year we are reporting for the first time a return on equity
measure, the purpose of which is to allow us to monitor how we
are performing in generating value from our businesses and from
the investments we make. For 2006/07, our return on equity is
14.1% and our average return on equity over the past three
years was 12.4%.

Financial discipline

We have progressed on our objective of being financially
disciplined by identifying surplus cash flows that can be returned to
shareholders through a share buy-back programme. In 2006/07,
we returned £169 million, arising from our decision to return

$1.9 billion (approximately £1 billion) based on the post-tax net
amounts we expect to recover from US stranded costs in the
period in which they arise. In addition, we have announced the
return of a further £1.8 billion in 2007/08 and 2008/09 following
the sale of our wireless infrastructure operations.

Talent

Motivation and performance

In July 2006, we conducted a company-wide employee opinion
survey. Over 11,000 employees (58%) took part in the process — a
9% increase on the response rate compared to the 2004 survey.
For over 90% of the questions asked, a more favourable response
rate was received than in 2004. The survey demonstrated that
the workforce better understood our strategy and the need for
change. Our employees believe that the business is heading in



the right direction and are willing to do their jobs differently to
help National Grid improve. Respect and integrity, two of our
three core values, are also becoming embedded in the culture
of the organisation and safety continues to be recognised as
one of National Grid’s strengths.

Areas which the survey results highlighted as needing improvement
included general management behaviours around communication
with employees and performance management. Action plans
have been developed by each of the businesses to address their
key priorities for improvement.

Greater use is being made of electronic communication channels
with the new Chief Executive outlining the new strategy for all

employees via video and issuing a New Year video message to all
employees, the latter receiving over 5,000 hits on our intranet site.

Development of talent

Our focus on developing the talent of our current and future
business leaders has intensified, with participants in our
leadership and management development programmes more
than doubled over last year. In our US business review, a need
was identified to increase investment in our employees and, in
particular, develop front line management. Specific areas of focus
included leadership, communication, end user computing, project
management and problem solving.

We continue to invest in the recruitment and development of
skilled employees for the future, recruiting 160 trainees on to

our apprentice, foundation engineer, graduate and student
programmes in the UK in the past year. Our UK Foundation
Engineering Programme, launched in early 2006, is designed to
facilitate the entrance, training and progression of talented people
into key engineering roles. In conjunction with Aston University and
Energy Utility Skills, our industry sector skills council in the UK,
we have also designed an industry specific foundation degree.

Through our ‘e-futures’ strategy, we actively organise and
sponsor a number of educational initiatives in the UK. These
initiatives are designed to increase the number and diversity of
young people interested in engineering careers and, ultimately,
to create and sustain a greater pool of skilled talent from which
we can recruit. Over the last four years, well over 15,000 young
people have participated in these initiatives. Key to this success
has been the dedicated involvement of our employees.

In the US we, together with three Massachusetts community
colleges, received a $1.9 million (£1 million) grant from the US
Department of Labor to support both a college certificate and
an associate degree programme in energy utility technology.
The three year grant will enable the launch of the programme
in September 2007 and hire faculty, fund administrative
development, establish laboratories, promote industry careers
and an internship programme.

In the UK, National Grid was externally recognised as Graduate
Employer of the Year at the Target National Graduate Recruitment
awards and was highly commended by the National Council for
Work Experience. The quality of our apprentice programmes has
also been recognised by the Adult Learning Inspectorate, placing
us in the top 10% of training providers in the UK.

Inclusion and diversity

Several employee interest networks have been established
focusing on gender, ethnicity and faith, and disability. The
networks provide a mutually beneficial relationship for our
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employees by providing opportunities for employees to network
with each other and senior management, to attain career building
skills and to provide a better understanding of National Grid.

Working groups have been established with senior executive
sponsors in the UK and the US focusing on recruitment and
employee development, employee engagement, communications
and measuring the impact of our inclusion and diversity policies.
We have also initiated a field force pilot programme in the UK to
explore the development of inclusion and diversity best practice
that can be replicated across our operational sites.

At 31 March 2007, 23.7% of our employees were female and
7.3% were from black and minority ethnic groups compared
with 23.4% and 6.7% respectively at 31 March 2006 and with
21.0% and 6.0% respectively at 31 March 2005.

Inclusion and diversity
%

2004/05 2005/06

2006/07

. Female

. Black and minority ethnic

Our progress has already received external recognition. We
achieved The Times Top 50 UK ‘where women want to work’
status and won the 2007 working families award from the UK
resource centre for women working in science, engineering and
technology. We scored 75% in the US Human Rights Campaign’s
Corporate Equality Index — well above the average scored by
peer companies.

In our 2006 employee opinion survey, 83% (2004: 81%) of
respondents considered they are treated fairly by the Company
without regard for race, age, ethnic background, gender, religion,
disabilities or sexual orientation, while 66% (2004: not measured)
considered that National Grid does a good job of treating them
with fairness and respect.

Relationships

Customer service

We continue to aim for improvements in the service we provide
to our customers and customer service is high on the agenda for
the management teams in each of our businesses. In addition,
we are supporting our businesses through the establishment of
shared services functions in the UK and the US and by seeking
to improve information systems.

Our main area of concern relates to Electricity Distribution in
the US, where customer satisfaction has been affected by high
commodity prices, which are outside of our control, but also by
reliability and service quality issues. As described on pages 33
and 58, our reliability enhancement programme is designed to
address many of these issues.

Regulatory relationships
In the UK, we continue to work very closely with Ofgem on
the renewal of our electricity and gas transmission and gas
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distribution networks, and in expanding those networks to meet
new and changing demand. In addition, we seek to maintain a
professional approach with Ofgem in areas where we disagree,
in particular with respect to their investigation into metering
services in the UK as discussed on page 25.

In the US, we have differing relationships with FERC and state
regulators and there is much we need to do to improve,
particularly in respect of New York, where our reliability
enhancement programme is targeted on improving customer
satisfaction, and hence we hope, our relationships with our
regulators. We believe our response to the storms in October
2006 in upstate New York demonstrates how we can deliver.

Suppliers

We continue to make progress in improving the quality of
our relationships with suppliers. A particular focus has been
in the UK, where we have worked with a number of suppliers
to create alliances where we work in combined teams to
deliver on construction projects in Transmission — UK and
Gas Distribution — UK and where we and suppliers share

in the financial risk associated with these projects.

Community investment

Our policy on community investment provides a framework for
ensuring that investment delivers benefits for our business and
the communities we serve. During the year, we reviewed our
social policy to ensure our approach to community investment
remains relevant to, and supports, society’s wider social and
environmental priorities. This review has included analysis of
existing activities and best practice, both across National Grid
and externally. We continue to use the model developed by
the London Benchmarking Group to provide a framework

for measuring and reporting our community investment
contributions, by capturing, in accordance with the model,
spend against our key themes. On this basis, we invested
some £9 million in support of community initiatives and
relationships across our operations in 2006/07.

In our 2006 employee opinion survey, 68% (2004: 63%)
of respondents considered National Grid makes a positive
contribution to the communities in which we operate.

Responsibility

We continue to enjoy external endorsement of our responsible
business approach. We are ‘sector leader’ of the multi-utilities
sector of the Dow Jones Sustainability World Index and one of
only two companies listed. We also continue to feature in the
FTSE4Good Index and are one of 29 companies regarded as
a ‘Platinum’ company in the Business in the Community 2006
Corporate Responsibility Index, confirming that our approach
to responsible business is indeed world class.

Climate change

We have committed to reduce our own greenhouse gas
emissions by 60% in advance of the target date of 2050 set
by the UK Government. Against our independently verified
baseline, to date we have achieved an approximate 35%
reduction. The derivation of our baseline is included in the
responsibility section of our corporate website.

Last year we reported on our website for the first time our
greenhouse gas emissions in line with the World Resources
Institute greenhouse gas protocol initiative. This provides a
breakdown of our direct emissions (Scope 1), for example
methane leaking from our gas distribution networks, indirect
emissions resulting from purchased electricity (Scope 2) and
other indirect emissions (Scope 3). We believe this provides
greater transparency and focuses attention on those emissions
over which we have the greatest control.

Almost 100% of our reported Scope 3 emissions are due to
losses on our electricity transmission and distribution networks.
These losses are dependent on the distance between the
location of electricity generators and centres of demand, a factor
that is outside of our control. Emissions associated with these
losses should be reported as Scope 1 emissions by electricity
generators using the protocol.

For our US operations prior to 2006/07, we were unable to
separately identify emissions due to methane leakage from

our gas distribution network from other apparent losses due to
such things as metering and billing error. We therefore reported
conservatively and included all as Scope 1 emissions. This
resulted in overstatements of our emissions prior to 2006/07.
We have now identified a methodology which separately identifies
methane leakage and therefore have restated years 2004/05
and 2005/06 accordingly. A detailed explanation, together with
a comparison with previously stated Scope 1 and 2 emissions,
is included on our website.

During 2006/07, our Scope 1 and Scope 2 greenhouse gas
emissions amounted to some 4.3 million tonnes CO, equivalent,
compared with 4.8 million tonnes in 2005/06 and 7.3 million tonnes
in 2004/05. Our Scope 3 emissions during 2006/07 amounted
to some 5.1 million tonnes CO, equivalent, compared with 5.0
million tonnes in 2005/06 and 4.5 million tonnes in 2004/05.

Greenhouse gas emissions
% reduction against baseline

2004/05

2005/06 2006/07

*  Excludes Rhode Island gas operations acquired in 2006/07. The baselines wil
be adjusted and reported accordingly from 2007/08 onwards

Greenhouse gas emissions
Million tonnes CO, equivalent
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. Scope 2

* Totals are approximate and based on a combination of calendar and fiscal year data
*  Excludes Rhode Island gas operations acquired in 2006/07

= ‘000 tonnes per £m revenue




Total Scope 1 and 2 emissions per £million of revenue amounted
to some 471 tonnes CO, equivalent compared with 521 tonnes
in 2005/06 and 867 tonnes in 2004/05.

Our largest direct emission is methane leakage from our gas
distribution networks, accounting for some 57% of our

Scope 1 emissions. During the year, we replaced approximately
1,850 kilometres of old cast iron pipes in the UK, the largest
source of these emissions.

Historically contaminated land

In the UK, National Grid Property manages land contamination
issues on 350 currently owned sites previously used for gas
production. In the US, we have responsibility for approximately
200 historically contaminated sites, the vast majority of which
are formerly owned manufactured gas plants. During 2006/07,
17 sites in the UK were remediated and 18 sites in the US were
remediated or closed with no remediation required.

As described on page 25, a case is before the House of Lords
regarding a former gas site which was not part of the assets
that formed part of the gas privatisation in 1986 and therefore
has never been owned by National Grid. We remain convinced
of our case that National Grid has no legal liability with respect
to this or other former UK gas sites which did not form part of
the assets we acquired at the time of privatisation and believe
that our position will be upheld by the House of Lords.

Protecting the environment
Over 90% of our employees now work to certified 1ISO 14001
environmental management systems.

The number of significant environmental incidents in 2006/07
arising directly from our operations was 40, which includes 20
contractor—related incidents. In 2005/06, there were 23 incidents,
of which 1 was contractor-related. Incidents outside of our
control resulting from third party or weather-related damage to
our networks were 13 compared with 25 for 2005/06. There
were no prosecutions by enforcing bodies resulting from these
incidents. In the US, we received 9 environmental citations in
2006/07 compared with 10 in the previous year. Of these, 2 in
the US attracted fines totalling $4,885 (£2,550).

In our 2006 employee opinion survey, 73% (2004: 72%) of
respondents considered National Grid acts responsibly in all
its business dealings, including environmental management.

Significant environmental incidents
Direct

L

2004/05 2005/06 2006/07

. . Contractor related

. . Own fault

*  Excludes Rhode Island gas operations, which will be included from 2007/08 onwards
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Significant environmental incidents
Third party/weather

25
13

2004/056 2005/06 2006/07

*  Excludes Rhode Island gas operations, which will be included from 2007/08 onwards

Electric and magnetic fields

We recognise there is some scientific evidence suggesting certain
adverse health effects may be linked to electric and magnetic
fields. There is also evidence linking an increased risk of certain
diseases to proximity to power lines, though the cause of this is
not clear. As a consequence, there is public concern and we
take these issues very seriously. The balance of evidence remains
against both power-frequency and radio-frequency electric and
magnetic fields causing ill health. The World Health Organization
has classified power-frequency magnetic fields as ‘possibly’
carcinogenic. Our public position statement on electric and
magnetic fields, which we review annually, helps set the
framework within which we continually assess the scientific
evidence in this area, determine any implications for the way in
which we conduct our business and explain to society what the
science is telling us. We actively support high-quality research and
open communication and in the UK we initiated and supported
the Stakeholder Advisory Group on electric and magnetic fields,
which reported its assessment of the issues in April 2007. This
group represents a more constructive and less confrontational
way of handling issues such as electric and magnetic fields,

and its assessment brings greater clarity on the issues involved
for society as a whole. This assessment is available at
www.emfs.info/sage.

Corporate governance
Our corporate governance performance during the year is
described on pages 77 to 85.

Business ethics

In March 2007, we published our Standards of Ethical Business
Conduct, replacing our UK Code of Business Conduct and with
the intention of replacing our current US Standards of Conduct on
completion of the planned KeySpan acquisition, thereby providing
a single set of standards throughout National Grid. The new
standards provide a common set of practical guidelines to help
ensure that our behaviours are lawful, we comply with our policies
and licences and we follow the values set out in our Framework
for Responsible Business and our core values of respect, integrity
and ownership. In 2006/07, there were 7.98 substantiated
breaches per 1,000 employees compared with 4.76 in 2005/06
and 8.04 in 2004/05. Offences include such things as internet and
email abuse and misuse of company vehicles and other assets.
Disciplinary actions can range from a verbal warning to dismissal.

In our 2006 employee opinion survey, 65% (2004: 56%) of
respondents considered something would be done if they
reported an inappropriate business practice or an ethical issue,
while 65% (2004: 61%) believe National Grid is a good company
for customers to do business with.
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Human rights

A review in 2004 of potential human rights risks highlighted the
need to better understand our increasingly international supply
chain. To improve control in this area, we have worked with other
UK utilities to develop the UK'’s utilities vendor database supplier
pre-qualification programme to include labour-rights related
questions — this was introduced in 2006. A complementary
approach is being developed for our US operations. To further
strengthen controls, we have also carried out an assessment of
the full range of materials and services purchased by our world-
wide operations and identified those most likely to pose human
rights risks to our operations. In 2007/08, we will further develop
our purchasing strategies and processes to manage these
potential risks. We continue our work with the Business Leaders
Initiative on Human Rights, an international business-led initiative
aimed at developing practical business tools to incorporate
human rights into day-to-day business decision-making.

Financial results
We report our financial results and position in accordance with
International Financial Reporting Standards (IFRS) as adopted
in the European Union.

Continuing and discontinued operations

The financial results of our business segments (as described on
page 20) and of other activities are presented within continuing
operations.

The results of our UK and US wireless infrastructure operations,
which have been sold or we have agreed to sell since the end

of the financial year and the Basslink electricity interconnector

in Australia that we plan to sell, are included within discontinued
operations. As a consequence, comparative results for these
businesses for the years ended 31 March 2006 and 2005 have
been reclassified from continuing to discontinued operations.
Discontinued operations in previous years also include the four
gas distribution networks in the UK that we sold on 1 June 2005.

Measurement of financial performance and use

of adjusted profit measures

In considering the financial performance of our businesses and
segments, we analyse each of our primary financial measures
of operating profit, profit before tax, profit for the year attributable
to equity shareholders and earnings per share into two
components, comprising firstly ‘business performance’ which
excludes exceptional items and remeasurements and secondly
‘exceptional items and remeasurements’. Exceptional items and
remeasurements are excluded from the measures of business
performance used by management to monitor financial
performance as they are considered to distort the comparability
of our reported financial performance from year to year.

Measures of business performance are referred to in this

Annual Report as adjusted profit measures in order to clearly
distinguish them from the comparable total profit measures of
which they are a component. Adjusted operating profit, adjusted
profit before tax, adjusted earnings and adjusted earnings per
share differ from total operating profit, profit before tax, profit

for the year attributable to equity shareholders and earnings

per share respectively by the exclusion of exceptional items

and remeasurements.

Exceptional items and remeasurements are items of income and
expenditure that, in the judgement of management, should be
disclosed separately on the basis that they are material, either by
their nature or their size, and are relevant to an understanding of
our financial performance. Items of income or expense that are
considered by management for designation as exceptional items
include such items as significant restructurings, write-downs

or impairments of non-current assets, material changes in
environmental or decommissioning provisions, integration of
acquired businesses and gains or losses on disposals of
businesses or investments. Remeasurements comprise gains

or losses recorded in the income statement arising from changes
in the fair value of commodity contracts and of derivative financial
instruments. These fair values increase or decrease as a
conseguence of changes in commodity and financial indices

and prices over which we have no control.

Adjusted profit measures are limited in their usefulness compared
with the comparable total profit measures as they exclude
important elements of our underlying financial performance, namely
exceptional items and remeasurements. We believe that in
separately presenting financial performance in two components

it is easier to read and interpret financial performance between
periods, as adjusted profit measures are more comparable

by excluding the distorting effect of exceptional items and
remeasurements, and exceptional items and remeasurements
are more clearly understood if 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 monitoring financial performance and in communicating
financial performance to 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, although planned exceptional
items, such as significant restructurings, are also reflected in
budgets and forecasts. Management compensates for the
limitations inherent in the use of adjusted profit measures
through the separate monitoring and disclosure of exceptional
items and remeasurements as a component of our overall
financial performance.

Operating financial performance

Years ended 31 March

2007 2006 2005
Continuing operations £m £m £m
Revenue 8,695 8,868 7,174
Other operating income 83 80 67
Operating costs excluding
exceptional items and remeasurements  (6,324) (6,491) (4,840)
Adjusted operating profit 2,454 2,457 2,401
Exceptional items (22) (84)  (250)
Remeasurements 81 (49) (38)
Total operating profit 2,513 2,374 2,113

The following tables set out the consolidated revenue, adjusted
operating profit and operating profit by business segment.

As a consequence of our decision to return to shareholders
$1.9 billion (£1 billion) with respect to US stranded cost recoveries,
we also present the totals for adjusted operating profit and
operating profit excluding US stranded cost recoveries.



Revenue by business segment
Years ended 31 March

2007 2006 2005
Continuing operations £m £m £m
Transmission — UK 2,816 2,710 1,995
Transmission — US 270 310 284
Gas Distribution — UK 1,193 1,222 1,113
Gas Distribution — US 638 571 427
Electricity Distribution — US 3,004 3,134 2,633
US stranded cost recoveries 426 517 436
Other activities 567 701 734
Total segmental revenues 8,914 9,165 7,622
Less: sales between business segments (219) (297) (4498)
Total 8,695 8,868 7,174

Segmental operating profit before exceptional items
and remeasurements

Years ended 31 March

2007 2006 2005

Continuing operations £m £m £m
Transmission — UK 946 844 859
Transmission — US 108 127 126
Gas Distribution — UK 409 483 424

Gas Distribution — US 71 47 33

Electricity Distribution — US 364 317 342
US stranded cost recoveries 423 489 465
Other activities 133 150 152
Adjusted operating profit 2,454 2,457 2,401
Total excluding stranded cost recoveries 2,031 1,968 1,936

Segmental total operating profit

Years ended 31 March

2007 2006 2005

Continuing operations £m £m £m
Transmission — UK 936 843 857
Transmission — US 107 127 119
Gas Distribution — UK 412 432 333

Gas Distribution — US 67 47 17

Electricity Distribution — US 355 317 241
US stranded cost recoveries 504 440 427
Other activities 132 168 119
Total operating profit 2,513 2,374 2,113
Total excluding stranded cost recoveries 2,009 1,934 1,686

Details of the financial results of business segments, including
information on exceptional items and remeasurements, are
included in the business overviews on pages 44 to 63.

Exchange rates

Our financial results reflect decreases in revenue, operating
costs and operating profit from 2005/06 to 2006/07, and
increases from 2004/05 to 2005/06, arising from exchange on
US operations reflecting the movement in the average US dollar
to sterling exchange rate from $1.87:£1 in 2004/05 to $1.79:£1
in 2005/06 to $1.91:£1 in 2006/07.

If adjusted operating profit and total operating profit for 2005/06
had been translated using the same exchange rates prevailing in
2006/07 they would have been £62 million and £64 million lower
respectively. Similarly, if adjusted operating profit and operating
profit for 2004/05 had been translated using the same exchange
rates prevailing in 2005/06 they would have been £44 million and
£36 million higher respectively.

The effect of movements in the US dollar exchange rate on
adjusted operating profit and operating profit are mitigated by
changes in the opposite direction to net interest charges and
tax. This includes the impact of debt and derivative financial
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instruments that are denominated in US dollars. After reflecting
these impacts, adjusted profit for the year and profit for the

year from continuing operations for 2005/06 would have been
£29 million and £27 million lower respectively if they had been
translated using the same exchange rates prevailing in 2006/07
(2004/05: £23 million and £19 million higher respectively using
2005/06 average exchange rates).

2006/07 compared to 2005/06

Changes in revenue and other operating income, operating costs
and operating profit for 2006/07 compared with 2005/06 can be
summarised as follows:

Revenue

and other
operating Operating Operating
income costs profit
£m £m £m
2005/06 results 8,948 (6,574) 2,374

Add back 2005/06 exceptional
items and remeasurements - 83 83

2005/06 adjusted results 8,948 (6,491) 2,457
Exchange on US operations (282) 220 62)
2005/06 constant currency results 8,666 (6,271) 2,395
Transmission — UK 112 (10 102
Transmission — US (21) 10 (11)
Gas Distribution — UK (27) 47) (74)
Gas Distribution — US 103 (76) 27
Electricity Distribution — US 65 2 67
US stranded cost recoveries (59) 24 (35)
Other activities (137) 120 17)
Sales between businesses 76 (76) -
2006/07 adjusted results 8,778 (6,324) 2,454

2006/07 exceptional items
and remeasurements - 59 59

2006/07 results 8,778 (6,265) 2,513

Revenue and other operating income was £170 million lower
than in 2005/086, reflecting a £282 million decrease as a result
of exchange on US operations and a £112 million increase in
operating revenues on a constant currency basis. Operating costs
excluding exceptional items and remeasurements decreased

by £167 million, reflecting a £220 million decrease as a result

of exchange on US operations and a £53 million increase in
operating costs on a constant currency basis.

Significant movements in operating revenues and costs relate
to higher allowed revenues in Transmission in the UK, reduced
volumes in Gas Distribution in the UK as a result of warmer
weather, revenues and costs from the acquired gas distribution
network in Rhode Island, higher commodity costs in Electricity
Distribution in the US passed through to customers and lower
connections revenues and costs in other activities relating to the
regional gas distribution networks sold in 2005/06. There was an
increase of £3 million in other operating income, which primarily
relates to gains on the sales of property by our property
management business in the UK.

As a consequence, adjusted operating profit in 2006/07 was

£3 million lower than 2005/06, comprising a £62 million decrease
as a result of exchange on US operations and an increase of
£59 million from operations on a constant currency basis.

Net operating exceptional charges of £22 million in 2006/07
related to restructuring costs incurred in the UK and US, including
the establishment of a UK shared services function, the business
process review undertaken in Transmission and the integration
of the acquired Rhode Island gas distribution network into our
Gas Distribution business.
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Operating remeasurement gains of £81 million (2005/06: losses
of £49 million, 2004/05: losses of £38 million) relate to changes
in the value of commodity contracts in the US carried in the
balance sheet at fair value, arising from movements in energy
prices.

As a consequence of the above, total operating profit rose by
£139 million from 2005/06 to 2006/07, resulting from a decrease
in adjusted operating profit of £3 million and a movement in
operating exceptional charges and remeasurements of

£142 million as compared with 2005/06.

2005/06 compared with 2004/05

Changes in revenue and other operating income, operating costs
and operating profit for 2005/06 compared with 2004/05 can be
summarised as follows:

Revenue
and other

operating Operating Operating

income costs profit

£m £m £m

2004/05 results 7,241 (5,128) 2,113
Add back 2004/05 exceptional

items and remeasurements - 288 288

2004/05 adjusted results 7,241 (4,840) 2,401

Exchange on US operations 169 (125 44

)
)
2004/05 constant currency adjusted results 7,410 ) 2,445
Transmission — UK 715 (730) (15)
Transmission — US 13 (18) 5)
)
)
)
)

Gas Distribution — UK 113 (54 59
Gas Distribution — US 125 (112 13
Electricity Distribution — US 386 (426 (40)
US stranded cost recoveries 61 (59 2
Other activities (26) 24 @)
Sales between businesses 151 (151) -
2005/06 adjusted results 8,948 (6,491) 2,457

2005/06 exceptional items
and remeasurements - (83) (83)

2005/06 results 8,948 (6,574) 2,374

The most significant increases in revenue, other operating income
and in operating costs in 2005/06 compared with 2004/05 arose
in Transmission — UK, including increased revenues and operating
costs in respect of operating the Scottish electricity transmission
networks following our appointment as Great Britain System
Operator and increased pass-through costs in Transmission — UK,
Gas Distribution — US, Electricity Distribution — US and US
stranded cost recoveries. Revenue and costs also increased in
Gas Distribution — UK, but this was offset by savings in
controllable costs. Other operating income, principally gains on
property sales, was £13 million higher.

As a consequence of the above, adjusted operating profit in
2005/06 was up £12 million on a constant currency basis
compared with 2004/05. This was driven by favourable results
from UK capacity auctions in liquefied natural gas (LNG) storage
and the French interconnector, a continued focus on efficiencies,
particularly in Gas Distribution — UK, and sustained volume
growth in the US. These factors more than offset an increase in
depreciation charges in Transmission — UK, lower system operator
incentive profits also in Transmission — UK and the timing of the
recovery of certain pass-through costs in the US.

Net operating exceptional charges of £34 million in 2005/06 were
£216 million lower than the £250 million in 2004/05, consisting

of £55 million of restructuring costs, primarily cost reduction
programmes in Gas Distribution — UK, and £21 million of gains

relating to the disposals of joint venture investments, compared
with 2004/05 when there was £108 million in restructuring

costs (£82 million in Gas Distribution — UK, £23 million in our

US businesses and £3 million in other businesses), £41 million

in exceptional pension charges in the US and £101 million of
increases in environmental provisions. Operating remeasurements
of £49 million in 2005/06 (2004/05: £38 million) related to changes
in the value of commodity contracts in the US carried in the balance
sheet at fair value arising from movements in energy prices.

In 2005/06, total operating profit was £261 million higher resulting
from an increase in adjusted operating profit of £56 million, and a
decrease in operating exceptional charges and remeasurements
of £205 million as compared with 2004/05.

Earnings from continuing operations
Adjusted earnings

Years ended 31 March

2007 2006 2005
Continuing operations £m £m £m
Adjusted operating profit 2,454 2,457 2,401
Net finance costs excluding
exceptional items and remeasurements ~ (547)  (602) (704)
Share of post-tax results of joint ventures 2 3 3
Adjusted profit before taxation 1,909 1,858 1,700
Taxation excluding tax on
exceptional items and remeasurements  (611)  (565)  (424)
Adjusted profit from continuing operations 1,298 1,293 1,276
Pence Pence Pence
Adjusted earnings per share
from continuing operations 47.7 45.5 41.4
Earnings
Years ended 31 March
2007 2006 2005
Continuing operations £m £m £m
Total operating profit 2,513 2,374 2,113
Net finance costs (764) (659) (704)
Share of post-tax results of joint ventures 2 3 3
Profit before taxation 1,751 1,718 1,412
Taxation (441) (535  (306)
Profit from continuing operations 1,310 1,183 1,106
Pence Pence Pence
Earnings per share from
continuing operations 48.1 41.6 35.9

Net finance costs

Net interest excluding exceptional finance costs and
remeasurements in 2006/07 decreased by £55 million compared
with 2005/06, primarily as a consequence of a reduction in the
interest charge related to pensions, the weaker US dollar in
2006/07 and income from short-term investments partially offset
by higher average debt.

Net interest excluding exceptional finance costs and
remeasurements decreased by £102 million from 2004/05
to 2005/06. This was primarily explained by use of available
cash following the sales of four regional gas distribution
networks and a reduction in the interest charge related to
pensions. This decrease was partially offset by the impact
of a stronger US dollar in 2005/06.

Exceptional finance costs and remeasurements

Exceptional finance costs of £45 million related to the early
repayment of UK debt, compared with exceptional finance
costs of £49 million in 2005/06 and nil in 2004/05. Exceptional



finance costs in 2005/06 related to £39 million on the early
repayment of debt and £10 million relating to the issue of B shares,
as part of the return of capital to shareholders. The issue of the
B shares was accounted for as debt, and the associated issue
costs recorded as an exceptional finance cost.

Financial remeasurements relate to net losses on derivative
financial instruments of £153 million (2005/06: gains of £6 million,
2004/05: nil) and the financial element of commodity contract
revaluations, totalling £19 million in 2006/07 (2005/06: £14 million,
2004/05: nil). Net losses on derivative financial instruments in
2006/07 include £126 million of pre-tax losses, which offset at
the post-tax level. Net gains on derivative financial instrument
remeasurements after tax are £16 million.

Taxation

A net charge of £441 million arose in 2006/07, compared with
£535 million in 2005/06 and £306 million in 2004/05. This reflects
net tax credits amounting to £170 million, £30 million and

£118 million in respect of exceptional items and remeasurements
in 2006/07, 2005/06 and 2004/05 respectively. The effective tax

rate was 25% for 2006/07, 31% for 2005/06 and 22% for 2004/05.

Excluding the effect of net tax credits on exceptional items and
remeasurements, the effective tax rate for 2006/07, 2005/06 and
2004/05 was 32%, 30% and 25% respectively, compared with a
standard UK corporation tax rate of 30% for all three years. This
reflected credit adjustments in respect of prior periods equivalent
to 3%, 1% and 2% respectively.

A reconciliation of the main components giving rise to the
difference between the relevant effective tax rate and the UK
standard corporation tax rate is shown in note 10 to the accounts.

Profit for the year from continuing operations

Profit for the year from continuing operations increased
from £1,183 million in 2005/06 to £1,310 million in 2006/07
(from £1,106 million in 2004/05 to £1,183 million in 2005/06)
as a consequence of the above changes.

Adjusted profit measures
The following tables reconcile the adjusted profit measure to the
corresponding total profit measure in accordance with IFRS.

a) Reconciliation of adjusted operating profit to total
operating profit
Years ended 31 March

2007 2006 2005
Continuing operations £m £m £m
Adjusted operating profit 2,454 2,457 2,401
Exceptional items (22) (34) (250)
Commodity contract remeasurements 81 (49) (38)
Total operating profit 2,513 2,374 2,113

Adjusted operating profit is presented on the face of the income
statement under the heading ‘Operating profit before exceptional
items and remeasurements’.

Annual Report and Accounts 2006/07 41

b) Reconciliation of adjusted profit before taxation to profit
before taxation
Years ended 31 March

2007 2006 2005
Continuing operations £m £m £m
Adjusted profit before taxation 1,909 1,858 1,700
Exceptional items (67) (83)  (250)
Commodity contract remeasurements 62 (63) (38)
Derivative financial remeasurements (153) 6 -
Total profit before taxation 1,751 1,718 1,412

Adjusted profit before taxation is presented on the face of the
income statements under the heading ‘Profit before taxation
before exceptional items and remeasurements’.

¢) Reconciliation of adjusted earnings to earnings
(profit for the year from continuing operations attributable
to equity shareholders of the parent)

Years ended 31 March

2007 2006 2005
Continuing operations £m £m £m
Adjusted earnings 1,296 1,291 1,276
Exceptional items (41) ©1)  (147)
Commodity contract remeasurements 37 (38) (23)
Derivative financial remeasurements 16 (11) -
Earnings 1,308 1,181 1,106

Adjusted earnings is presented in note 13 to the accounts, under
the heading ‘Adjusted earnings’.

Adjusted earnings Earnings
per share per share

45.5p 47.7p 48.1p
41'4p
35.9p

2004/05 2005/06 2006/07 2004/05 2005/06 2006/07

Earnings per share from continuing operations

The following table sets out the adjusted basic earnings per
share and basic earnings per share from continuing operations
for 2006/07, 2005/06 and 2004/05 and reconciles the
differences between them.

Years ended 31 March

2007 2006 2005
Continuing operations pence pence pence
Adjusted basic earnings per share 47.7 455 41.4
Exceptional items (1.5) (2.2) (4.8)
Commodity contract remeasurements 1.3 (1.3) 0.7)
Derivative financial remeasurements 0.6 (0.4) -
Earnings per share — continuing operations  48.1 41.6 35.9

Adjusted basic earnings per share for 2006/07 increased by
2.2 pence, an increase of 5% compared with 2005/06 (2005/06:
increased by 4.1 pence, an increase of 10% compared with
2004/05).

This reflected the increase in adjusted profit for the year

from continuing operations, the effects of the share buy-back
programme and the share consolidation in August 2005
following the £2 billion return of value to shareholders (2005/06:
the increase