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1

INTRODUCTION

1.1

This Funding Statement (the Statement) relates to an application by National Grid
Electricity Transmission plc (NGET) for development consent for the Richborough
Connection Project (the Project).

1.2

NGET is proposing a development that consists of the following principal components
and activities:


A new 400kV overhead line between Richborough and Canterbury North
Substations (to be known as the PC route). This would be approximately 20km
long and would be built using 45 standard lattice pylons and 15 low height lattice
pylons (60 pylons in total).



A permanent diversion of an existing lower voltage (132kV) overhead line (known
as the PY route) to enable the new 400kV overhead line to be constructed above
the existing lower voltage overhead line. This would be done by building 6 new
pylons, 4 of which are of a different height so the new 400kV overhead line can
then be built. The removal of 2 pylons of existing lower voltage 132kV overhead
line on the PY route due to the permanent diversion.



3 temporary diversions of another existing lower voltage (132kV) overhead line
(known as the PX route). The PX route has to remain in operation (energised)
whilst the new 400kV overhead line is being built, so in order to maintain local
electricity supplies, three temporary diversions of the existing PX route would be
needed where the new 400kV overhead line crosses over it. This would be done
by transferring the PX route onto wooden poles so that the new 400kV overhead
line can be built.



The removal of 20.6km (79 pylons) of existing lower voltage (132kV) overhead
line, the PX route (and its temporary diversions) which runs between Richborough
132kV Substation and Canterbury South 132kV Substation.



Other works, for example, temporary access roads to reach pylon construction and
demolition areas, bridge structures, highway works, construction compounds,
protective scaffold structures, pylon work sites and ancillary works.

1.3

The Project is classified as a Nationally Significant Infrastructure Project pursuant to
sections 14(1)(f) and 20 of the Planning Act 2008

1.4

This Statement has been prepared pursuant to the requirements of Regulation 5(2)(h)
of the Infrastructure Planning (Applications: Prescribed Forms and Procedure)
Regulations 2009 and in accordance with the Department for Communities and Local
Government (DCLG) guidance entitled ‘Planning Act 2008: Application Form
Guidance.’

1.5

This Statement is required because the proposed Development Consent Order (DCO)
would authorise the compulsory acquisition of land or interests in land. Regulation
5(2)(h) requires in respect of such an order, a statement indicating how the order
including powers for compulsory acquisition of land will be funded.
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1.6

The DCLG guidance in relation to compulsory acquisition explains that a funding
statement should demonstrate that adequate funding is available to enable the
compulsory acquisition within the relevant time period. The funding statement should
provide as much information as possible about the resource implications of both
acquiring the land and implementing the works for which the land is required.

1.7

This Statement explains:

1.8

Final

1.7.1

how the acquisition of the land necessary to build the Project will be funded;
and

1.7.2

how the Project generally is to be funded.

This Statement should be read alongside NGET’s other application documents and, in
particular, the Statement of Reasons (Volume 3, Document 3.2) which justifies the
powers of compulsory acquisition that are sought in the DCO.
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2

NATIONAL GRID ELECTRICTY TRANSMISSION PLC AND
REGULATORY FRAMEWORK

2.1

Structure and financial standing

2.2

2.1.1

NGET’s parent company is National Grid plc. National Grid plc is
multinational electricity and gas utility company and its principal activities are
in the UK and North-eastern United States. National Grid plc has a primary
listing on the London Stock Exchange and is a constituent of the FTSE 100
Index.

2.1.2

NGET is the sole owner and operator of the high voltage electricity
transmission system in England and Wales. It has a duty under the Electricity
Act 1989 to develop and maintain an efficient, co-ordinated and economical
system of electrical transmission. In return users of the transmission network
pay a tariff to NGET. This revenue is then used by NGET to maintain,
improve and invest in the transmission network. As there is a stable demand
for use of the transmission network in the UK, there is a reliable revenue
stream for NGET.

2.1.3

NGET publishes its full accounts as required by its licence conditions on an
annual basis. The financial results set out on page 1 of the ‘Annual Report
and Accounts 2014/20151 show that NGET has operating profits of
£1.227billion.

2.1.4

NGET has a regulatory asset value over £11billion whilst National Grid plc
has a regulatory asset value over £37billion.

Our Business Model
2.2.1

NGET operates as a regulated monopoly. Regulators safeguard customers’
interests by setting the level of charges we are allowed to pass on. We have
one regulator for our business: the Office of Gas and Electricity Markets
(Ofgem).

2.2.2

We are a long-term, asset-based business. Our operations are regulated,
which means we create value for our stakeholders through predictable
revenue streams and cash flows.
Revenue

2.2.3

Most of our revenue is set in accordance with our regulatory agreements.
This is referred to as our ‘allowed revenue’ and is calculated based on a
number of factors. These include:


investment in network assets;



performance against incentives;

1

NGET Annual Reports and Accounts 2014/15 http://investors.nationalgrid.com/~/media/Files/N/National-GridIR/reports/AnnualReports2014_15/NGET%20AnnualReportandAccounts%20201415%20final.pdf
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2.2.4



return on equity and cost of debt; and



customer satisfaction scores

Our allowed revenue gives us a level of certainty over future revenues if we
continue to meet safety and reliability targets, as well as the efficiency and
innovation targets included in the RIIO (revenue = incentives + innovation +
outputs) licence agreements.
Investment

2.2.5

NGET invests efficiently in our networks to deliver strong regulated asset
growth over the long term. This allows us to continue generating revenue
growth and growth in our regulated asset base. This in turn generates
additional cash flows and allows us to continue reinvesting in our networks
and providing sustainable dividends to our ultimate shareholders.

2.2.6

This approach is critical to the sustainability of our business. By challenging
our investment decisions, we continue to deliver reliable, cost-effective
networks that benefit our customers. The way in which our investment is
funded is also an important part of our business. The long-term, sustainable
nature of our assets and our credit ratings help us secure efficient funding
from a variety of sources.
Cash flow

2.2.7

NGET’s ability to convert revenue to cash is an important factor in the
ongoing reinvestment in our business. Securing low-cost funding, carefully
managing our cash flows and efficient development of our networks are
essential to maintaining strong sustainable returns. Cash generation is
underpinned by agreeing appropriate regulatory arrangements.

2.3

It is this through this business model, that with a mixture of revenue, investment and
cash flow, that NGET is able to fund major infrastructure projects such as the
Richborough Connection Project.

2.4

RIIO Mechanism

Final

2.4.1

In 2013, Ofgem introduced a new regulatory framework called RIIO that
became effective on 1 April 2013 and lasts for eight years. It puts in place all
funding arrangement to allow all National Grid plc licensed entities, including
NGET, to discharge its duties as transmission operator and owner.

2.4.2

This includes mechanisms to be reimbursed the capital costs of constructing
new, efficient, co-ordinated and economical transmission equipment, also
providing provision for associated costs including compulsory acquisitions
and foreseeable incidental costs.

2.4.3

Following the construction of the Project, NGET will apply to Ofgem, under
RIIO to claim the reimbursement for all recoverable costs incurred by the
Project.
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3

COST OF IMPLEMENTING THE PROPOSED DEVELOPMENT

3.1

NGET has already committed significant funds in relation to securing resources for the
Project to date.

3.2

The estimated cost of implementing National Grid’s new 400kV infrastructure,
including UK Power Networks diversion works, is approximately £73.2million. The
cost of removing UK Power Network works PX route is approximately £10.9million.

3.3

NGET is satisfied that the funding required to meet the estimated implementation
costs will be made available by NGET and, if required, by National Grid plc. This
funding will be subject to the appropriate internal approval. All major investments
carried out by companies within the National Grid Group require the approval of the
board of National Grid plc.

3.4

The internal governance processes of NGET are in the process of releasing the
funding required to enable the Project to be designed and delivered through the
application stage. If the DCO is granted for the Project then it will be reported to
National Grid plc. National Grid plc will then confirm that the terms of the DCO are in
compliance with its statutory duties.

3.5

NGET would expect a DCO for the Project to meet its statutory duties and would
therefore be approved for delivery in full, including compulsory acquisitions.

3.6

The overall costs for the Project will include securing the necessary resources for
constructing the project. These will be procured through a tender process that will
commence in advance of a decision being made on the DCO by the Secretary of
State for Energy and Climate Change.
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4

LAND ACQUISITION AND CAPITAL COSTS

4.1

In July 2011, NGET published a Land Rights Strategy (LRS)2 entitled “Guidance on
Land Rights for New Electricity Transmission Assets”. This allows for the compulsory
acquisition of land rights but incentivises land owners and occupiers to reach early
agreement with NGET. Enhanced payments are available to land owners and
occupiers who meet the early agreement criteria.

4.2

Following the LRS, NGET is seeking to secure the necessary land rights for the
Project through voluntary acquisitions, but will utilise the powers of compulsory
acquisition in the DCO if necessary. NGET is consulting and negotiating with those
landowners affected by the Project and will continue these negotiations throughout the
examination of the application.

4.3

NGET has taken expert advice on the likely costs of implementing the Project,
including the cost of construction and the funding of the acquisition of the interest in
land described in the Book of Reference (Volume 3, Document 3.3).

4.4

As set out in the LRS, the total cost of payments for acquiring land rights, incentive
payments, disturbance, injurious affection and related professional fees is estimated
at £3.9million. Some of the payments are only triggered by taking access to the land
or by the commencement of construction. The cost of acquiring all the necessary land
and rights before access and construction commences is estimated at £1million.

4.5

NGET specialist property consultants use national, regional and local data to compile
the land acquisition estimates. NGET’s in-house specialist’s cross-check the data
given to an individual project against data supplied to recent and current projects to
ensure greater overall accuracy.

4.6

It is possible that some local factors may emerge after the initial estimates have been
prepared. Experience across NGET projects indicates that a 10% contingency is
sufficient to contain such costs. The figures quoted in this Statement contain such
contingency.

4.7

NGET is confident that land acquisition costs and potential compensation claims for
blight can be fully met as and when they are required under the provisions of the DCO
and this would include any ‘early payments’ under the blight provisions of the Town
and Country Planning Act 1990.

4.8

The overall costs of the Project include securing the necessary resources for land
related activities in connection with the construction of the project. These resources
will be procured through a tender process that will commence in advance of a decision
being made on the DCO by the Secretary of State.

2

Further information in relation to the Land Right Strategy and payments can be found here:
http://www2.nationalgrid.com/WorkArea/DownloadAsset.aspx?id=40597
http://www2.nationalgrid.com/WorkArea/DownloadAsset.aspx?id=6173
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5

CONTRACTUAL
NETWORKS

5.1

An agreement between NGET and UK Power Networks is agreed in principle and the
terms are being negotiated. The terms are commercially confidential.

5.2

The agreement sets out the mechanisms for supporting UK Power Networks in its
work required in relation to the application for the DCO.

5.3

The DCO provides the necessary powers to enable the Project to be delivered.
However, there are a range of details which must be agreed between NGET and UK
Power Networks to ensure that customers of UK Power Networks do not receive any
unfair benefit or disadvantage as a result of changes to the national transmission
system.

5.4

NGET and UK Power Networks have agreed the principles for the arrangements that
must be made between them in relation to the works contained in the DCO. The
practical effect of those principles is to transfer to NGET all the reasonable and proper
costs incurred by UK Power Networks in delivering the Project obligations of UK
Power Networks. The principles are consistent with the powers sought for NGET and
UK Power Networks within the DCO. They are also consistent with the controls and
safeguards set out in the Environmental Statement (Volume 5, Document 5.2).

5.5

Contracts to secure the additional commercial terms between NGET and UK Power
Networks are expected to be completed before the proposed works commence.
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6

NEED FOR THE PROJECT

6.1

There is a high degree of certainty that the Project will receive funding because there
is a legal requirement for the Project to be built, namely;

Final

6.1.1

The detailed case for the Project is set out in the Need Case (Volume 7,
Document 7.3). NGET is required to connect the proposed 1000MW
electricity inter-connector between Belgium and the UK (Nemo Link®) to the
national transmission system;

6.1.2

The Secretary of State and Ofgem when carrying out their duties have an
obligation to have regard to the need to secure that NGET, as the holder of a
Transmission Licence, is able to finance the activities which it is required to
undertake. The functions that must be supported by the Secretary of State
and Ofgem also include NGET’s obligation to connect Nemo Link.
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7

CONCLUSION

7.1

The Project is required to fulfil NGET obligations to connect Nemo Link to the national
transmission system. For the reasons set out above the Secretary of State can be
satisfied that the Project will be fully funded and that there is no reason to believe that
should the DCO be made, the Project will not proceed.

7.2

The Secretary of State can be satisfied that funding will be available for the acquisition
of any land and other interests required for the Project, any compensation claims by
those interested in the land affected by the DCO, and the costs of implementing the
Project.
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Contact us
Visit our project website:
www.richboroughconnection.co.uk
Send an email to:
richboroughconnection@communitycomms.co.uk
Write to our freepost address at:
FREEPOST RICHBCONNECTION
Call our freephone number:
0800 157 7878
Follow us on Twitter:
@NGRichborough

