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Disclaimer
By attending the meeting where these materials are presented, or by reading these presentation slides, you agree to be bound by the following limitations:
These materials have been prepared by Quadgas Finance plc (the “Company”) solely for use by persons to whom these are provided in connection with a possible issue of debt securities by the Company (the “Transaction”).
These materials contain projections and statements about future events and expectations that are forward-looking statements. These statements typically contain words such as "expects" and "anticipates" and words of similar import. Any
statement in these materials that is not a statement of historical fact is a forward-looking statement that involves known and unknown risks, uncertainties and other factors which may cause the Company’s actual results, performance or
achievements to be materially different from any future results, performance or achievements expressed or implied by such forward-looking statements. Statements contained in these materials regarding past trends or activities should not
be taken as a representation that such trends or activities will continue in the future and there can be no assurance that future results will not be materially different from those described herein. None of the future projections, expectations,
estimates or prospects in this presentation should be taken as forecasts or promises nor should they be taken as implying any indication, assurance or guarantee that the assumptions on which such future projections, expectations,
estimates or prospects have been prepared are correct or exhausti ve or, in the case of the assumptions, fully stated in the presentation. We assume no obligation to update the forward-looking statements contained herein to reflect actual
results, changes in assumptions or changes in factors affecting these statements. Investment in the Transaction will also involve certain risks. There may be material risks that are currently not considered to be material or of which the
Company, and its advisors or representatives are unaware.
These materials are confidential, are being made available to selected recipients only and are solely for the information of such recipients. These materials must not be reproduced, redistributed, retransmitted or passed on to any other
person or published, in whole or in part, by any medium or in any form for any purpose. Failure to comply with this restriction may constitute a violation of applicable securities laws. You agree, on request, to return all documents and other
material (including these materials) received from the Company relating to situation(s) described herein. The opinions presented herein are based on general information gathered at the time of writing and are subject to change without
notice. The Company relies on information obtained from sources believed to be reliable but do not guarantee its accuracy or completeness.
These materials have not been approved by the UK Financial Conduct Authority. These materials are provided for information purposes onl y and do not constitute, or form part of, and should not be construed as, an offer or invitation to
underwrite, subscribe for or otherwise acquire or dispose of, or any solicitation of any offer to underwrite, subscribe for or otherwise acquire or dispose of, any debt or other securities of the Company (“securities”) in any jurisdiction or an
inducement to enter into investment activity and are not intended to provide the basis for or be relied on in connection with, any contract or commitment or investment decision or any credit or any other third party evaluation of securities. If
any such offer or invitation is made, it will be done so pursuant to separate and distinct documentation in the form of the prospectus dated 14 December 2017 (the "Prospectus") which may be obtained (without charge) from the website of
the Regulatory News Service operated by the London Stoc k Exchange and any decision to purchase or subscribe for any securities pursuant to such offer or invitation should be made solely on the basis of such Prospectus and not these
materials.
These materials do not constitute a recommendation that any investor should subscribe for or purchase any securities of the Company. Investors and prospective investors in the Transaction are required to make their own independent
investigation and appraisal of the business and financial condition of the Company and the nature of the Transaction. Any prospective purchasers of the securities in the Company is recommended to seek its own independent financial
advice. Any person who subsequently acquires securities must rely solel y on the final Prospectus published by the Company in connection with such securities, on the basis of which alone purchases of or subscription for such securities
should be made. In particular, investors should pay special attention to any sections of the final Prospectus describing any risk factors. The merits or suitability of the Transaction to a particular person’s situation should be independentl y
determined by such person. Any such determination should involve, inter alia, an assessment of the legal, tax, accounting, regulatory, financial, credit and other related aspects of the Transaction.
No reliance may be placed for any purposes whatsoever on the information contained in this presentation or on its completeness, accuracy or fairness. The information in this presentation is subject to verification, completion and change.
None of Barclays , Credit Agricole CIB, ING Bank N.V. , JP Morgan collectively, the "Bookrunners"), each of their affiliates, directors make any representation or warranty (express or implied) regarding, nor assumes any responsibility or
liability for, the accuracy or completeness or, or any errors or omissions in, any information or opinions contained herein. None of the Bookrunners or any of their respective members, directors, officers, employees or affiliates nor any other
person accepts any liability (in negligence or otherwise) whatsoever for any loss howsoever arising from any use of this presentation or its contents or otherwise arising in connection therewith. Nothing in this presentation (including any
opinions expressed) should be regarded as investment advice being provided by the Bookrunners or any of their respective affiliates or a solicitation or a recommendation that any particular investor should subscribe, purchase, sell, hold or
otherwise deal in any securities, including those under the Transaction. The contents of this presentation have not been verified by the Company and no representation or warranty or undertaking, express or implied, is given by or on behalf
of the Company or any of their respective members, directors, officers, agents or employees or any other person as to, the accuracy, completeness or fairness of the information or opinions contained in these materials and the Company
shall not be obliged to enter into any further discussions or negotiations pursuant hereto but shall be entitled in their absolute discretion to act in any way that they see fit in connection with the Transaction. None of the Company, nor any of
the Company’s shareholders, directors, officers, employees or affiliates (within the meaning of Rule 405 under the U.S. Securities Act of 1933, as amended (the "Securities Act")), directors, officers or employees nor any other person
accepts any liability (in negligence or otherwise) whatsoever for any loss howsoever arising from any use of this presentation or its contents or otherwise arising in connection therewith. In giving this presentation, neither the Company nor
the Bookrunners or their advisers and/or agents undertake any obligation to provide the recipient with access to any additional information or to update this presentation or any additional information or to correct any inaccuracies in any such
information which may become apparent.
MiFID II professionals / ECPs-only / No PRIIPs KID – Manufacturer target market (MiFID II product governance) is eligible counterparties and professional clients onl y (all distribution channels). No PRIIPs key information document (KID)
has been prepared as not available to retail in the EEA.
This announcement is being distributed to, and is directed only at, persons in the United Kingdom in circumstances where section 21(1) of the Financial Services and Markets Act 2000 does not apply (such persons being referred to as
“relevant persons”). Any person who is not a relevant person should not act or rely on this communication or any of its contents. Any investment activity (including, but not limited to, any invitation, offer or agreement to subscribe, purchase or
otherwise acquire securities) to which this communication relates will only be available to, and will only be engaged with, persons who fall within the manufacturer target market.
Any person who is not a relevant person should not act or rely on this document or any of its contents. By accessing these materials, you represent that you are a relevant person. The information in this presentation is given in confidence
and the recipients of this presentation should not engage in any behaviour which would constitute “market abuse”, i.e. behaviour relating to the offences of insider trading, unlawful disclosure of inside information and market manipulation,
which are prohibited by Articles 14 and 15 of Market Abuse Regulation (Regulation 596/2014) and Articles 38 to 41 of the Auction Regulation (Regulation 1031/2010).
This presentation is not a public offer of securities for sale in the United States. Securities proposed in the context of the Transaction have not been and will not be registered under the Securities Act and may not be offered or sold in the
United States absent registration or an exemption from registration under the Securities Act. The Company does not intend to register any portion of the proposed securities under the applicable securities laws of the United States, or
conduct a public offering of any securities in the United States. Subject to certain exceptions, the securities may not be offered or sold in any jurisdiction. By accessing these materials, you represent that you are a non U.S. person that is
outside the United States. Any failure to comply with these restrictions may constitute a violation of U.S. securities laws, or securities laws of other jurisdictions as applicable. The distribution of this document in other jurisdictions may also be
restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.
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Presenting Today

Steve Hurrell
Chief Financial Officer
Steve Hurrell w as appointed as the CFO of Cadent Gas Limited in April 2017. Prior to Cadent, he served as the
CFO of Airw ave Solutions Limited, w here he w as instrumental in redirecting the focus of the business and its
cost base to deliver efficiency, thereafter successfully refinancing the Group’s +£2billion of debt. In addition to
Airw ave Solutions Limited, Steve has w orked at Tube Lines Limited and Jarvis Plc.

Rob O’Malley
Head of Treasury
Rob joined Cadent in April 2017 follow ing the change of ow nership, as Head of Treasury, w hich includes
responsibility for Insurance & Claims. Prior to this Rob w as Head of Corporate Finance at Electricity North West
w here he w as responsible for Treasury, Insurance, Pension Risk, Investor Relations and Regulatory Finance.
Through his ten-years at ENW he led a number of financing transactions and played a leading role in
developing the RIIO- ED1 business plan. In his earlier career Rob w as a corporate relationship manager for
NatWest.

© Cadent Gas Ltd 2018
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Executive Summary
Transaction Overview
 Cadent Gas Limited (“Cadent”) formerly National Grid Gas Distribution Ltd, is the largest distributor of gas in the
UK
 Cadent’s immediate parent company Quadgas Midco Limited (Midco or The Company”) proposes to issue senior
secured notes via Quadgas Finance plc (the “Issuer”)
 Quadgas Midco Limited is rated BBB+(sta) by Standard & Poor’s. The debt issued by Quadgas Finance plc is rated
BBB by Standard & Poor’s, one notch lower than Cadent Gas Limited at BBB+(sta)

Key Investment Highlights
Monopoly
Regulated monopoly
holding essential
infrastructure within the UK
energy landscape

Regulation

Predictable Cash
Flows

Well-established and
transparent regulatory
regime

Inflation-linked predictable
cash flow

Operations

Management

Improving customer
performance*

Experienced management
team

© Cadent Gas Ltd 2018
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*Source: Ofgem’s RIIO-GD1 annual report 2016-17 supplementary data file

Cadent Gas Headline Numbers
Largest Gas
Distribution
Network in UK
Operational
Performance

Financial Ratios

Financing,
Liquidity &
Dividends

Revenue

EBITDA

Operating Profit

Capital Investment

£1,852m

£1,049m

£724m

£612m

Network
Reliability

Emergency calls
answered within 30
seconds

Emergencies
responded within
the hour

Mains replaced

99.996%

92%

97.8%

1,625km

RAV

Cadent Net Debt /
RAV

Quadgas Net Debt
/ RAV

Quadgas AICR

£9.4bn

62%

82%

3.4x

Group
Committed
Facilities

Quadgas Midco
Refinancing raised
in three private
transactions*

Cadent Dividends
paid

Quadgas Midco
Dividends paid

£880m +
£350m EIB
signed

£775m

£418m

£369m

Source: Cadent Gas Limited Annual Report and Accounts 31 March 2018, Quadgas Midco Limited Report and Accounts
31 March 2018, https://cadentgas.com/aboutus/investorrelations Company calculations as reported in Compliance
Certificates. * In the period 1 April 2017 to 30 August 2018.
© Cadent Gas Ltd 2018

5

1. Cadent and the UK Gas Distribution Sector

© Cadent Gas Ltd 2018
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Gas in Great Britain
Gas is a critical component of the UK’s energy infrastructure, accounting for
66% of non-transport final energy consumption*
Unregulated

Regulated

Regulated

Unregulated

 Following production and importation, all gas in the UK passes through National Grid’s national transmission system,
before entering one of the eight Gas Distribution Networks (“GDNs”). Each GDN is regulated by Ofgem
 Cadent owns and operates four of these GDNs
 Shippers pay GDN operators to transport the gas to homes and businesses
 Although GDNs are involved in the transportation of the gas, at no point in time do they own the gas they are
transporting
© Cadent Gas Ltd 2018

* – Energy Consumption in the UK, Department for Business, Energy & Industrial Strategy
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Connecting Key Regions of the UK
Cadent is the largest distributor of gas in the UK
• We supply 11 million households and businesses
through 131,000 kilometres of pipe

Size and scale


With a total regulatory asset value (“RAV”) in excess
of £9.4bn as of March 2018, Cadent accounts for
almost half of the industry’s asset base

Total RAV (as of March 2018): £18.4bn

North West England
~2.7m customers

East of England
~4.0m customers

Second largest Cadent
GDN

Largest of the four

Accounts for 24% of RAV

Accounts for 35%

£1.7bn
RAV

Cadent GDNs
of RAV

West Midlands

£9.4bn
RAV

North London

~2.0m customers
Accounts for 18% of
RAV

£2.1bn
RAV

~2.0m customers

£2.1bn
RAV

Accounts for 23%
of RAV

£3.8bn
RAV

Source: Ofgem
© Cadent Gas Ltd 2018
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Operational Overview
Business Overview


Overview of Network Infrastructure

The business is presently
organised around three distinct
end-to-end processes:
1)

Operate and Maintain (O&M) –
Oversees safe transportation of
gas through the distribution
network, includes asset
maintenance

2)

Emergency Response and
Repair (ER&R) – Responds to
internal and external gas escapes
and potential emission of carbon
monoxide from appliances

3)

Replace and Extend (R&E) –
encompasses network renewals,
extensions and other significant
capital projects including the
replacement of iron mains.

Assumed(1) customer base:

Domestic
Commercial/
Industrial

% of Supply
Points

% of Aggregate
Capacity

99%

67%

1%

33%

Source: Cadent

Notes: (1) As Cadent’s customers are Shippers and not the end consumer of the gas, the Company can only make assumptions of client usage based on load band. Cadent
tends to assume supply points in the load band up to 73,200 kwh per annum are residential, with higher supply points being assumed commercial / industrial
© Cadent Gas Ltd 2018
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2. Business update

© Cadent Gas Ltd 2018
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Operational Performance Improving
Our performance report for 2017/18 shows that we now only have one
network below the Ofgem minimum for planned work and two for new
connections, an improvement on 2016/17.

https://cadentgas.com/about-us/regulation/our-performance
© Cadent Gas Ltd 2018
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Plan to close Opex gap to peer group

Opex (17/18 real prices)

£500m

Gap to
close
AVERAGEGD1
PERFORMANCE

£400m

NEW AVERAGE
PERFORMANCE

FRONTIER

£300m

16/17

© Cadent Gas Ltd 2018

17/18

18/19

19/20

20/21

21/22

22/23

Operational Transformation Underway
Cadent is undergoing a programme to change the way we work to improve
performance
Unclear accountability for outcomes
Cadent’s existing matrix operating model has multiple handoffs with people accountable for a only part of a process.
Accountability for overall customer and asset outcomes is
fragmented across several functions.

Decision making is remote from our customers
We have progressively centralised capability to exploit
economies of scale. In many cases essential local
knowledge and understanding of consequential impacts is
missing from the decision making process.

Lack of flexibility in our workforce
The segregation of work types between different workforces
(within Operations and between Operations and the Gas
Distribution Strategic Partnerships “GDSPs”) constrains
flexibility and results in inefficiency.

© Cadent Gas Ltd 2018

Network accountability for
outcomes
Regulatory networks to be
accountable for customer,
performance and financial outcomes.

More decision making at
lower levels
Decisions to be made within a
centrally defined framework of
policies and control.

Holistic view at Network level
with a joined up strategy
A network strategy that considers all
the work required within a network
and determines the best resourcing
choices and flexibility.

30/08/2018

13

IS Separation On-track
Critical Network Infrastructure

Managed applications
• Transition of all applications and
associated infrastructure from
National Grid to Cadent

• Deliver the separation of the Critical
National Infrastructure services from
NG including the Telemetry networks

Delivery partners

Networks
• Deliver the Network and Gateway
Infrastructure for Cadent and
separate from National Grid

© Cadent Gas Ltd 2018

Cyber Security Operations Centre
•
•
•
•

Security monitoring and auditing capability
Threat and vulnerability management
User and Entity Behavior Analytics
Active defense & Forensics

The Heat Is On
Local gas network peak demand illustrates the resilience and capacity of the
gas network and the prohibitive costs of replacing with electricity

For the first time a group of academics studied the intra-day variations in demand for gas and electricity.
Research published by the UK Energy Research Centre sheds new light on the scale and variability of local gas demand,
highlighting the particular challenge of providing energy for heating and hot water throughout the winter.
The data also highlights the formidable challenge of delivering the necessary amount of gas to get Britain up and running on
winter mornings. Between the hours of 5am and 8am there is an immense increase in gas consumption – the steepest rise was
recorded on Wednesday the 28th February with an increase of +116 GW. This is by no means atypical; a quarter of all days
during the 2017/18, heating season measured an increase in demand of +100GW between 5am and 8am. For comparison, the
peak supply of the entire electrical system over 2017/2018 heating season was 53GW, and the highest 5am to 8am increase
was +16GW. In context the Hinkley Point C nuclear power plant is designed to deliver approximately 3.2GWh
UKERC: http://w ww.ukerc.ac.uk/new s/gas-consumption-during-beast-from-the-east.html:
Hinkley Point C: https://w ww.power-technology.com/projects/hinkley-point-c-nuclear-pow er-station/

© Cadent Gas Ltd 2018
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Along way to go for RIIO-GD2

Whilst the Ofwat PR19 process is well advanced the Ofgem
GD2 price review starts a year later in 2021 and Ofgem will
not make final decisions on aspects such as the Cost of
Capital until November 2020

In the July 2018
Decision
document
Ofgem did rule
out moving to
Nominal based
price reviews
and Company
specific debt
allowances
Source : Table 1 Ofgem: Framework Decision July 2018 www.ofgem.gov.uk
© Cadent Gas Ltd 2018
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3. Midco Financing Structure

© Cadent Gas Ltd 2018
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Credit Strengths
Business Highlights

Quadgas Midco Creditor Protection Structure

 Stable highly regulated environment

 Secured creditors of Midco and the Issuer have the
benefit of a security package

 Predictable inflation linked cash flows

 Investment Grade capital structure

 Extensive suite of operational covenants
 Leverage and interest cover ratio tests applying to
consolidated debt
 Committed liquidity support or cash coverage sized
to cover 18 months’ debt service at Midco

 Revenue insulated from volume and commodity risk
 Debt maturity concentration restrictions
 Payments come from gas shippers, not the end
customer – no consumer bad debt risk

© Cadent Gas Ltd 2018

 Requirement to maintain a minimum of 70% of debt
in fixed rate or index-linked form
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Debt Structure at 31 March 2018
Adjusted
Debt at 
31/3/18

Quadgas
HoldCo

Ratio tests
Quadga Trigger
s MidCo

Default

31 Mar 18

85.5%

92%

82%

Adj. ICR

1.1x

1.0x

3.4

Cadent
OpCo
RAR

65%

70%

62%

RAR

Quadgas
PledgeCo

Security

Quadgas MidCo
RCF £380m
DSCR120m

Quadgas
Common
Terms
Agreement



“MidCo”
Quadgas
Finance plc

£1.7bn


Guarantee
Cadent
Gas

Bond
31 Mar 18
Programme
Default

Cadent Gas Ltd
(Licence Holder)
RCF £500m

RAR

70%

62%

“OpCo”

Cadent
Finance plc

What is MidCo?
Cadent funds in the capital markets both through
the operating company (for leverage up to 65% of
RAV) and, for leverage between 65 and 85.5%
Net Debt to RAV, through an intermediate holding
company, MidCo structure which borrows
elements from UK Water Whole Business
Securitisations ("WBS") to protect investors
As well as operational and financial covenants,
MidCo bonds benefit from a covenant restricting
leverage at OpCo level to 65% Net Debt to RAV,
first charge security over shares in OpCo,
restrictions on distributions should trigger levels
be breached and liquidity support to cover 18
months of Midco debt service costs
Unlike a holder in a Class B Water WBS Bond
Midco bond holders benefit from direct
enforcement rights in the event of Default

Why MidCo?

£6.2bn


The “MidCo” structure was utilised because:



Gross Debt
Cash
Net Debt
© Cadent Gas Ltd 2018

_____
£7.9bn
(£0.2)bn
£7.7bn



Cadent is geared in-line with Ofgem
assumptions for RIIO-GD1 and tax
clawback mechanism for debt costs
assumed regulatory gearing of 65%
Pension scheme agreement – incremental
Letter of Credit requirements for Cadent
Gas Limited if gearing increases above
68%, 70% and 75%
19

Quadgas Group Debt Maturity Profile at 31 August 2018

1600

£m

1400
1200
1000
800

Preferred
maturities

600
400
200
0
Cadent MTN

Cadent Bank

Cadent EIB

Midco Bank

Midco Bank Repay Sept18

Midco PP

Index-linked debt shown at projected repayment including accretion
Quadgas Midco Limited intends to repay £295m of £646m bank loan maturing in 2021 on 29 September
2018©from
cash held as proceeds from private placement issues since 31 March 2018
Cadent Gas Ltd 2018
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Don’t Mix Gas and Water
The UK Gas Networks and the UK Water Sector are governed by very similar regulatory
frameworks however important differences in the risk profile and regulatory approach are
emerging
UK Water (WASC)

UK Gas (GDN)

 Ofwat as economic regulator, alongside
the Drinking Water Inspectorate and the
Environment Agency .
Moody’s expressed concerns regarding
stability of regime given PR19 review*

 Ofgem as the regulatory body executive
office on behalf of the Gas and Electricity
Markets Authority (GEMA)

Clearly Defined
Regulatory
Framework

 Regional monopolies, protected by UK
legislation under 1989 Water Act
 Licenses (typically) require investment
grade ratings

 Regional monopolies under Gas Act of
1986 (the “Gas Act”). The supply,
transport and shipping of gas is regulated
under the Gas Act.
 Licenses require investment grade rating

Regulation of end
consumer bill

- Ofwat sets the level of consumer bill and
annual changes across the 5-years

 Ofgem regulates only around 25% of total
bill with remainder mainly energy cost

Bad Debt and Volume
Risk

- WASCs carry bad debt risk within 5 year
- No volume risk in the medium term

 No bad debt ,commodity price risk or
medium term volume risk

Introduction of
Competition

- Separate price reviews for wholesale and
retail businesses
- Increasing push for introduction of
competition

 Networks and retail Supply businesses
fully separated

Price Review Appeal
Rights

- WASCs must accept the price review
package “in the round” or seek CMA
redetermination meaning all aspects can
be changed

 GDN’s can appeal individual aspects of
the Price Review rather than facing a full
redermination by CMA

Independent
Regulator

© Cadent Gas Ltd 2018

Source: www.ofgem.gov.uk and www.ofwat.gov.uk

Quadgas MidCo positioned against Water WBS

UK Water WBS

Quadgas Midco

Net Debt / RAV

Class B
<85% RAB

85%
75%

Water WBS
Class A
<75%RAB

MidCo “WBS”
Secured
<85.5% RAV

65%

Cadent
Unstructured
Senior
Unsecured
<65% RAV
© Cadent Gas Ltd 2018

Cadent
Gearing
Level

Cadent
Impact

Midco
impact

<65%

Normal operating level

65% to 68%

No impact

68.1%
to70%

Additional
LOCs to
Pension
Scheme

>70%

Default

Lock-up
No
dividends
can be paid
to equity
Upward
Default

Midco
Gearing
Level

Cadent
Impact

Midco
impact

<85.5%

Normal operating level

85.6% to
92%

No impact

Lock-up
DSLF can
be drawn

>92%

No impact

Default
Standstill
22

Credit Rating
BBB+ (Stable) Cadent
BBB+ Quadgas Midco Limited
BBB Debt issued by Quadgas Finance plc
11 May 2018

 In its publication for the company, published on the 11 May 2018, S&P revised its
outlook on Cadent Gas and its parent Quadgas Midco to stable from negative and
affirmed its BBB+ rating of both. S&P made the following comments in respect of
the stable outlook :
 “The outlook reflects our expectation that the credit metrics of the consolidated
Cadent and Quadgas Group will remain commensurate with our BBB+ rating until
the end of the current regulatory period as Cadent implements a step change
transformation program’.

Source: Standard & Poor’s Research Update 11 May
2018
© Cadent Gas Ltd 2018
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Quadgas Midco Key Credit Protections
Security Package

Includes charge by Midco over all issued share capital of Cadent, the Issuer and Cadent Services Limited and a charge by
Pledgeco over all of the issued share capital of Midco

Liquidity Support

Debt Service Reserve (“DSCR”) covers at least 18 months of scheduled senior debt interest

Hedging

Requirement to hedge all foreign currency exposure to GBP and to hedge floating rate debt so that 70-110% of debt is fixed or
hedged on a rolling 8-year forw ard looking period (>110% is treated as an over-hedged situation and has to be reduced)

Maturity
Concentration

Prohibits +30% of debt maturing w ithin 24-month period, and +64% in each eight year RIIO period / 40% in 5-year period
CTA sets certain trigger events to alert creditors to deteriorating financial health, including (but not limited to):


Material modification or replacement of Cadent’s license to distribute gas



Undertaking of non-appointed business



financial ratio trigger events:

Trigger Events

o

Quadgas net debt to RAV ratio is or is estimated to be more than 85.5%;

o

Quadgas adjusted ICR is or is estimated to be less than 1.1x;

o

Cadent net debt to RAV ratio is or is estimated to be more than 65%;

o

Debt Service Reserve + availability under liquidity facilities does not cover 18 months of Quadgas senior debt
interest

Events of Default under the CTA include (but are not limited to):


Events of Default

© Cadent Gas Ltd 2018

Financial Ratios:
o

Quadgas net debt to RAV ratio is greater than 92%.

o

Quadgas adjusted ICR is less than 1.0x



Cross‐Default – a Cadent event of default is an event of default for Quadgas, how ever a Quadgas event of default is not an
event of default for Cadent due to the “ring-fenced” nature of the GDN regulatory regime



Security Package ceases to be in full effect



Change of Control , Nationalisation, Termination of Gas Opco Licence,

24

4. Indicative Terms for Quadgas Finance plc

© Cadent Gas Ltd 2018
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Summary of Proposed Midco Issuance
Issuer

Quadgas Finance plc

Financial Guarantor(s)

Quadgas Midco Limited and Quadgas Pledgeco Limited

Format

Fixed Rate Secured Senior Notes

Expected Issue Rating ( S&P)

BBB (Sta)

Currency

GBP

Size

Benchmark [£300m]

Maturity

[8 Year] or 11-15 year bullet maturities from the date of closing

Documentation

£5bn EMTN Programme dated 14 December 2017

Minimum Denominations

£100,000 + £1,000

Listing

London Stock Exchange plc (the “London Stock Exchange”)

Use of Proceeds

General corporate purposes

Joint Bookrunners

Barclays, Credit Agricole CIB, ING Bank, JP Morgan

© Cadent Gas Ltd 2018
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Questions
Steve Hurrell
Rob O’Malley
steve.hurrell@cadentgas.com
rob.o’malley@cadentgas.com

© Cadent Gas Ltd 2018
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Company History
Since 1792, gas has
been used for street
lighting

1972: Regional area
boards merged and
British Gas created

1948: Gas industry
nationalised and 12
regional area boards
created

© Cadent Gas Ltd 2018

1997: Trading in
shares of British Gas
plc commenced

1986: Assets of
British Gas
Corporation
transferred to British
Gas plc (integrated
gas company for UK)

2002: Merger of
National Grid with
Lattice

2000: Lattice Group
plc demerged from
British Gas

Oct 2016: NGG
completes separation
of its gas distribution
business from its gas
transmission business
in preparation for
subsequent sale

2005: Sale of four gas
distribution networks.
Adoption of National
Grid plc (“NGG”) as
single name for
principal business

May 2017: National
Grid Gas Distribution
begin business under
new brand, Cadent

Mar 2017: Sale of
National Grid Gas
Distribution to a newly
formed HoldCo entity,
Quadgas HoldCo
Limited, completed

29

Formula Income Model
Revenue Building Blocks
Return
of capital

Slow Money
(depreciation))

+

RAV

Regime based upon both ‘incentive’ regulation and ‘rate
of return’ regulation, with similarities to other UK
regulated network utilities
The RAV (Regulatory Asset Value) methodology has
been refined through several review processes
The principal driver of allowable revenue is RAV
 Return of RAV

47%*

Return
on capital

Capitalization
rate

Return
on RAV

+
53%*

Fast Money
Totex

Capex

+

+
Opex

Tax
allowance

+
Incentive
Revenue

 Return on RAV
The return of RAV is known as Slow Money being a
regulatory depreciation allowance
The return on RAV is based on the annual allowed
return set by Ofgem calculated using traditional Capital
Asset Pricing Model for Equity and a trailing average of
iBoxx bond yields for debt and using a Weighted
Average at 65% debt 35% equity
Automatic annual adjustment in prices to ensure allowed
revenues are always recovered in full
Ofgem has equalised the incentive to out-perform
allowances whether in Capex or Opex in RIIO-GD1 this
is developed further with a single sharing factor rate
applying to all “Totex”
(Totex = Opex + Capex)

© Cadent Gas Ltd 2018

* 8 year average capitalisation rate is 47% Started at 36% in 2013 and ends at 59% in 2021 as Iron Main Replacement programme “Repex” changes
from 50% to 100%
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Cadent’s HyNet initiative challenges Government to
support the Future Role of Gas
Cadent has proposed a
innovative project in the
North-West of England to
supply much of the
region’s industry with
hydrogen extracted from
natural gas.
The captured carbon
would be pumped and
stored off-shore in a
former gas field.

For full details see

www.hynet.co.uk

With estimated total costs
of £920m and £85m
annual opex this project
needs new approaches to
funding with several
participants and with wide
ranging support the
project challenges the UK
Government to make
decisions now about the
long-term role of gas.

https://cadentgas.com/about-us/the-future-role-of-gas
© Cadent Gas Ltd 2018

31

