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Introduction 
 

1. National Grid plc (National Grid) is pleased to have this opportunity to 
contribute to the Commission’s Green Paper on a European Strategy 
for Sustainable, Competitive and Secure Energy.  National Grid, 
through regulated subsidiary companies, owns the electricity 
transmission system throughout England and Wales, operates the 
electricity transmission system throughout Great Britain, and owns and 
operates the gas transmission network throughout Great Britain and 
four of the eight gas distribution networks.  Through regulated and non-
regulated subsidiaries, National Grid also owns and maintains around 
20 million domestic and commercial meters, the electricity 
interconnector between Britain and France, a Liquefied Natural Gas 
importation terminal at Isle of Grain and the short range LNG gas 
storage facilities in Great Britain. National Grid is listed on the London 
and New York stock exchanges. 89% of our shares are held by 
institutional investors, the remaining 11% by retail investors largely 
within the UK, US and Europe. 

 
Completion of the Internal Market 
 

2. The achievement of a liberalised and competitive market will bring 
about benefits to the end consumer in terms of choice and efficient 
prices. It is National Grid’s view that existing legislation should be 
sufficient to achieve these benefits. In our view the key to completing 
the internal market and realising these benefits is to rigorously enforce 
both the letter and the spirit of existing legislation. 

 
3. To achieve this, pressure should continue to be applied to Member 

States, regulators and operators to implement all measures fully and 
without delay. If full implementation is not forthcoming, the Commission 
should take immediate steps to ensure compliance.  We do not see any 
benefit in bringing forward new legislation if existing measures are not 
enforced, as new legislation could serve to confuse and distract the 
market resulting in a delay to the delivery of these consumer benefits. 

 
4. One particular concern with the current state of implementation of the 

Internal Market directives is inconsistency in the unbundling of 
infrastructure companies. We believe that many of the current 
problems with the European energy markets would be solved if network 
activities were properly unbundled from the competitive elements of the 
gas and electricity markets.  Non-discriminatory and transparent 
access to networks, and users’ confidence in this, is vital to the 
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functioning of the internal market.  This is an area that the EC, 
individual Member States and national regulatory authorities should 
focus their efforts on. 

 
Investment 
 

5. National Grid is encouraged by the Commission’s recognition that not 
only is there a significant need for infrastructure investment but that 
there is a need to stimulate that investment, which is not currently 
forthcoming. 

 
6. In Great Britain we are entering a period of significant replacement 

activity.  The gas and electricity transmission networks in Great Britain 
were largely built in the 1950s, 1960s and 1970s and are nearing the 
end of their engineering lifespan; therefore these ageing assets will 
soon need to be replaced to ensure the high levels of reliability 
provided by the networks is maintained into the future. 

 
7. The same issues apply in Europe with an ever increasing dependence 

on imports and the same impacts on generation plant.  There is also 
the added issue of the ‘regulatory gap’ that exists in relation to cross 
border investments and investing in infrastructure that benefits a third 
country. This is a significant issue, which National Grid believes is best 
addressed through the ERGEG Regional Initiatives. However, we need 
to ensure that lessons learnt from the individual Regional Initiatives are 
brought together at the European level and we would look to the 
Commission to oversee this. 

 
8. In addition, there will be significant change in the British gas market 

going forward, with the decline of indigenous resources from the UK 
Continental Shelf leading to an increased need for imports in order to 
satisfy our energy requirements. The different sources and locations of 
the imports will result in flows counter to the traditional paths, which will 
require greater resilience and flexibility to be built into the networks.  
Similarly in the British electricity market there is uncertainty surrounding 
future levels of capacity. Greater levels of intermittent generation, such 
as wind, increases the need for other generation capacity that would 
need to be kept in service to operate on low wind days.  The key is to 
have a flexible system that can manage the flows. 

 
9. It is important to ensure there is flexibility in how cross border and 

importation investments are funded with a recognition of the length of 
payback associated with long life assets. New infrastructure should be 
largely determined by market signals, underpinned by binding financial 
commitments. However this may lead to investment delays, therefore 
where market signals are not forthcoming other measures may be 
necessary to ensure investments are made in a timely fashion. In terms 
of funding, long term contracts and Article 22 exemptions are vital for 
the viability of many projects and we believe they are compatible with 
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liberalisation, provided that markets are sufficiently developed and 
appropriate checks are in place.  

 
10. As a practical example, in relation to the initial investment at National 

Grid’s Isle of Grain LNG importation facility, an exemption was vital to 
ensure that LNG shippers had guaranteed long term access rights 
sufficient to underpin their significant upstream investment (in 
exploration, production, liquefaction and shipping).  Only with long term 
certainty would shippers bid for capacity at a level which provided 
National Grid with an appropriate rate of return.  The Exemption was 
also essential to the developer to ensure sufficient revenue over the 
duration of the underpinning shipper contracts and long payback period 
of the project. The same holds true going forward and, given that future 
LNG supplies will lag behind regasification capacity and can choose 
which market to feed, it will be important to make downstream markets 
as attractive as possible.  Exemptions will play an important part in this. 

 
11. Timely exemption decisions are essential and a clear, streamlined 

exemption process would be beneficial to developers. The UK 
Government is currently considering ways it can streamline the 
planning process for large energy infrastructure projects, which 
address local concerns, takes into account the national strategic need 
for energy infrastructure projects and seeks to minimise uncertainty for 
developers. Similar work which more coherently brings together the 
needs of the Commission, Member State regulators and developers 
with regards to Exemptions would be beneficial, especially with regard 
to cross border projects. In addition, minimum regulatory uncertainty 
once an exemption is granted is also vital to attracting investment in 
infrastructure and LNG supplies, which could otherwise be committed 
to more attractive markets such as the US, where there is no such 
regulatory uncertainty.        

 
European Grid / Grid Code / Regulator 
 

12. The Green Paper states that consumers need a single European Grid 
in order for a real European electricity and gas market to develop.  A 
European Grid that allows for cross border trade should be supported; 
however this does not necessitate harmonisation.  It is compatibility 
between grids that is required in order to deliver effective, well 
functioning and efficient European energy markets.  In this matter, 
National Grid supports ERGEG’s Regional Initiative which provides the 
opportunity to quickly and pragmatically evaluate and address barriers 
to cross border trade. 

 
13. It is unclear what the Green Paper means by a ‘Grid Code’ and 

clarification of this would be useful.  Grid Codes in the sense of 
technical rules already exist in many areas; in Great Britain there are 
highly technical contracts in place for both the gas and electricity 
networks.  Due to the different operational procedures and regulatory 
frameworks in the 25 Member States, it seems unlikely that it would be 
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practicable or cost effective to harmonise these conditions.  Instead it 
seems that it would be more beneficial to focus on the arrangements at 
cross border points. 

 
14. The Green Paper is unclear as to the specific role and responsibilities 

of a European Regulator, and the benefits which it could bring to 
European energy markets, and further consideration is required in this 
area. National Grid agrees that there is a need for greater collaboration 
between regulators at a European level. Increased cooperation 
between regulators within existing structures e.g. ERGEG should be 
welcomed.  Establishing a more formal role for Transmission System 
Operators, through existing structures, would be advantageous in 
achieving greater cooperation between regulators and network 
operators.  

 
Solidarity 
 

15. The Green Paper discusses the potential need for a mechanism to 
prepare for and ensure solidarity between Member States.  The Gas 
Security of Supply Directive 2004/67 provides for the formation of a gas 
coordination group.  This group provides an opportunity to seek 
solutions to manage a crisis at a Member State or EU level.  We 
therefore consider that we should wait and review how effective this 
group is before determining whether further measures are needed.  

 
European Energy Supply Observatory 
 

16. In order to operate effectively in the future, Member State energy 
markets will require accurate and timely information regarding the wider 
European market.  There are a number of suggestions in the Green 
Paper such as monitoring supply and demand patterns and identifying 
likely shortfalls in infrastructure.  In principle National Grid believes that 
any measures to improve information provision should be fully 
supported. However careful consideration should be given to exactly 
what information the market and policy makers need and over what 
timeframe. Care also needs to be given to ensure that commercially 
confidential data is protected. 

 
17. Before new institutions are developed it would be wise to consider the 

information that is already available.  For example, ETSO publishes its 
Generation Adequacy and Winter Outlook Reports, assessing system 
adequacy in the long and short term respectively.  There are also 
information obligations on gas transmission operators as part of the 
Gas Regulation 1775/2004.  A framework should be developed which 
builds on the existing information sources and avoids duplication of 
effort.  Part of this framework could include the establishment of a 
European Energy Supply Observatory, however until it is clear what the 
precise role of the Observatory would be, it is difficult to determine 
whether it would be beneficial.  In the short term, it may be more useful 
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to work with the TSO associations in order to determine what additional 
information could be made available.  

 
European Centre for Energy Networks 
 

18. As per our comments above on the European Energy Supply 
Observatory, until the precise role for the European Centre for Energy 
Networks is known, it is difficult to judge whether it would be beneficial.  
Again National Grid would suggest considering what roles are currently 
undertaken within the TSO associations for both gas and electricity to 
determine whether these or a development of them, combined with the 
functions fulfilled by the Madrid and Florence forums, may satisfy the 
intended objective. 

 
Gas Stocks 
 

19. As a result of the uncertainty surrounding the European energy and 
global LNG markets, gas storage is a critical issue for security of supply 
in the British gas market.  The starting point for any analysis of storage 
levels within any Member State should be an assessment of the total 
level of storage required for the coming winters to cover supply shocks 
and severe weather, and a comparison of this level against the storage 
capacity currently planned by the market.  If there is a shortfall, 
changes to the market framework should be considered in order to 
adjust the obligations or incentives on market participants.  However if 
this is insufficient, the concept of regulated storage might be 
developed.  The object of regulated storage should be to supplement 
rather than replace the storage capacity provided by the market.  It 
would be of the utmost importance that any such initiative does not 
have the effect of dampening normal market signals for the provision of 
storage. 

 
Generation mix 
 

20. National Grid supports the development of a varied generation mix with 
all sources enjoying a level playing field; the benefits of a diverse mix of 
fuel for the generation of electricity are widely acknowledged.  Relying 
on just one generation technology is unlikely to provide an acceptable 
solution to meeting electricity demand requirements.  Reductions in 
coal plant due to the impact of the Large Combustion Plant Directive 
will limit the flexibility in baseload plant in the future.  It is expected that 
new generation will become operational over the next two decades but 
the balance between flexible and inflexible plant and their impact on the 
plant margin is unclear.  Increased levels of intermittent generation, 
such as wind, will significantly increase the need for capacity of other 
generation that would need to be kept in service to operate on low wind 
days. 
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EU Emissions Trading Scheme 
 

21. A barrier to investment is the uncertainty surrounding longevity and 
operation of the EU Emissions Trading Scheme (EU ETS).  In 
particular the uncertainty over the allocation of allowances to the power 
generation sector and the form and duration of phase three of the 
scheme is affecting the timing of investment decisions.  As phase three 
may not be confirmed until 2010/11 when plant margins are already 
falling, this is a significant concern.  Investment decisions for new 
generating capacity may need to be made sooner than this, so it is 
paramount that the uncertainties surrounding the form of the EU ETS 
going forward are minimised as soon as possible. 

 
Conclusions 
 

22. National Grid welcomes the opportunity to comment on the Green 
Paper and would like to reinforce its opinion that the key to achieving 
the internal market is the enforcement and full implementation of 
existing legislation; the premature introduction of new legislation will 
only confuse and delay matters. 

 
23. National Grid is committed to working towards the achievement of the 

Commission’s aims and consequently will continue its work within Gas 
Infrastructure Europe (GIE) and the European Transmission System 
Operators (ETSO) and will also give its full support to ERGEG’s 
regional initiatives. 

 
24. A stable investment climate is vital in order to ensure investments can 

be brought about in a timely manner in response to market signals.  
Long term contracts and Article 22 exemptions continue to be vital to 
the viability of many projects.   

 
25. The separation of network activities is imperative to ensuring that all 

users have non-discriminatory and transparent access to networks and 
confidence in the market.  National Grid is happy to discuss with the 
Commission its experience of moving from a traditionally vertically 
integrated company, through legal unbundling to full ownership 
unbundling and the benefits that this brings to the market.  

 
 
 
 
 


