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EGS Application of Direct Energy Services, LLC

Re:
Docket No. A-110164

Dear Secretary McNulty:
Enclosed for filing in accordance with 52 Pa. Code § 54.32 are the original and eight

copies of Direct Energy Services, LLC's Application for an Electric Generation Supplier (EGS)
License, with supporting artachments, along with a check in the amount of $350 in payment of
the application fee. Also enclosed is a copy of the public notice of the application filing to be
published in accordance with 52 Pa. Code § 54.35, along with an electronic copy of the notice
in PDF format for posting on the Commission's website. We will submit the certification
required by 52 Pa. Code § 54.33(a)(9) after the notice is published.

As evidenced by the attached Certificate of Service, in accordance with 52 Pa. Code
§ 54.32(d) all parties listed have been served in the manner indicated. If you have any

questions, please contact me. i
incere U() C U
S ly, ‘ M ‘

Kevin ]. Moody J
For WOLF, BLOCK, SCHORR and SOLIS-COHEN LLP

KIM/jls

Enclosures
ce: Certificate of Service {(w/enc)

Adrian Pye

HAR:56882.1/DIR023-216494
Cherry Hill, N| ®m Harrisburg, PA ® New York, NY m Norristown, PA m Philadelphia, PA B Roseland, N] B Wilmingten, DE

WolfBlock Government Relations: Harrisburg, PA and Washington, DC

- Walf, Block, Schorr and Solis-Cohen LLP, a Pennsylvania Limited Liabitity Parenership
, .



PENNSYLVANIA
PUBLIC UTILITY COMMISSION

Application of Direct Energy Services, LLC d/b/a Direct Energy or Direct
Energy Business Services for approval to offer, render, furnish or supply electric power
and other services as a generator and supplier of electric power, or marketer/broker or
aggregator engaged in the business of supplying electricity to the public in the
Commonwealth of Pennsylvania, Docket No. A-110164.

On February 2, 2005, Direct Energy Services, LLC d/b/a Direct Energy or Direct
Energy Business Services filed an application with the Pennsylvania Public Utility
Commission (“PUC”) for a license to provide electric power and other services as (1) a
generator and supplier of electric power, (2) a broker/marketer engaged in the business
of supplying electricity, and (3) an aggregator engaged in the business of supplying
electricity. Direct Energy Services, LLC d/b/a Direct Energy or Direct Energy Business
Services proposes to sell electric power and other services to all customer classes
throughout all of Pennsylvania under the provisions of the Electricity Generation
Customer Choice and Competition Act.

The PUC may consider this application without a hearing. Protests directed to
the technical or financial fitness of Direct Energy Services, LL.C d/b/a Direct Energy or
Direct Energy Business Services may be filed within 15 days of the date of this notice
with the Secretary of the PUC, P.O. Box 3265, Harrisburg, PA 17105-3265. You
should send copies of any protest to Direct Energy Services, LLC d/b/a Direct Energy or
Direct Energy Business Services’ attorney at the address listed below. Please include
the PUC’s “docket number™ on any correspondence, which is A-110164.

By and through Counsel:
Kevin I. Moody, Esquire
Counsel for Direct Energy Services, LLC
c/o Wolf, Block, Schorr & Solis-Cohen LLP
212 Locust Street, Suite 300

Harrisburg, PA 17101

(717) 237-7187 (Phone)
(717)237-7161 (Fax)




CERTIFICATE OF SERVICE

I hereby certify that I have this day served a true copy of the foregoing Application of

Direct Energy Services, LLC for an Electric Generation Supplier License, with supporting

attachments, at Docket No. A-110164 upon the persons listed below via First Class Mail in

accordance with the requirements of 52 Pa. Code § 54.32(d):

Irwin A. Popowsky

Office of Consumer Advocate
5th Floor, Forum Place

555 Walnut Street
Harrisburg, PA 17120

Bernard A. Ryan, Jr.

Commerce Building, Suite 1102
Small Business Advocate

300 North Second Street
Harrisburg, PA 17101

Office of Attorney General
Bureau of Consumer Protection
Strawberry Square, 14th Floor
Harrisburg, PA 17120

Commonwealth of Pennsylvania
Department of Revenue

Bureau of Compliance
Harrisburg, PA 17128-0946

Frank M. Nadolny, General
Manager of Regulatory Affairs Unit
Duquesne Light Company

411 Seventh Street

P.O. Box 1930

Pittsburgh, PA 15230-1930

Blaine W. Uplinger, Jr., Director
Government & Regulatory Affairs
GPU Energy

100 APC Building

800 North Third Street
Harrisburg, PA 17102-2025

Dated: February 2, 2005

HAR:56881.1/DIR023-216494

Thomas P. Hill, Vice President & Controller
PECO Energy Company

2301 Market Street

Philadelphia, PA 19101-8699

John P. Litz, Division Controller
UGI Utilities, Inc.

Electric Division

Hanover Industrial Estates

400 Stewart Road

P.O. Box 3200

Wilkes-Barre, PA 18773-3200

Paul E. Russell, Associate
General Counsel

Pennsylvania Power & Light Co.

Two North Ninth Street

Allentown, PA 18108-1179

Stephen L. Feld, Esquire
Pennsylvania Power Co.
First Energy Corporation
76 South Main Street
Akron, OH 44308

John L. Munsch, Esquire %
Allegheny Power S &y
800 Cabin Hill Drive A
Greensburg, PA 15601-1689 .. ~7 Iy
s oy
PP IAT )
oy e n‘)‘
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Kevin J. Mgody, Esquﬁ%e
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To the Pennsylvania Public Utility Commission:

IDENTITY OF THE APPLICANT: The name, address, telephone number, and FAX number of the
Applicant are:

Direct Energy Serwces LLC
263 Tresser Blvd., 8" Floor
Stamford, CT 06901

(T)(203) 328-3540
(F)(203) 328-3545
Please identify any predecessor(s) of the Applicant and provide other names under which the Applicant has

operated within the preceding five (5) years, including name, address, and telephone number.

N/A

CONTACT PERSON: The name, titte, address, telephone number, and FAX number of the persugto whom
questions about this Application should be addressed are: Al

o 5
o R
James Steffes = B -
Vice President, EF | &
US Government & Regulatory Affairs L™ m
Direct Energy Services, LLC VI e
263 Tresser Bivd., 8" Floor oA —
Stamford, CT 06901 5 o

m
™o
(T) (203) 328-3556 ps o

(F)( 203) 328-3545

CONTACT PERSON-PENNSYLVANIA EMERGENCY MANAGEMENT AGENCY: The name, title, address
telephone number and FAX number of the person with whom contact should be made by PEMA:

Juan Padron

Sr. Analyst- Portfolio Management, Operations -
Direct Energy Services, LLC lj O
12 Greenway Plaza, Suite 600

Houston, TX 77046 X CUME /V f
Fr } [
(T) (713) 877-3657 9 D E- N

(F) (713) 877-3553

ATTORNEY: If applicable, the name, address, telephone number, and FAX number of the Applicant’s
attorney are:

Dan Clearfield, Esq.

Wolf, Block, Schorr and Solis-Cohen LLP
212 Locust Street

Suite 300

Harrisburg, PA 17101

(MY (717} 237-7173

(F) (717) 237-7161

'EGS License Application 3
PA PUC Document #: 131964

-



b. REGISTERED AGENT: If the Applicant does not maintain a principal office in the Commonwealth, the
required name, address, telephone number and FAX number of the Applicant’s Registered Agent in the
. Commonwealth are;

CT Corporation

1515 Market Street
Suite 1210
Philadeiphia, PA 19102

(T) (215} 563-7750
(F) (215) 863-7771

4. FICTITIOUS NAME: (select and complete appropriate statement)
X The Applicant will be using a fictitious name or doing business as (“d/b/a”):

We intend to operate under the names of Direct Energy or Direct Energy Business Services.

Attach to the Application a copy of the Applicant’s filing with the Commonwealth’'s Department of State
pursuant to 54 Pa. C.8. §311, Form PA-953.

or

1 The Applicant will not be using a fictitious name.

.. BUSINESS ENTITY AND DEPARTMENT OF STATE FILINGS: (select and complete appropriate
’ statement)

0 The Applicant is a sole proprietor.

If the Appticant is located outside the Commonwealth, provide proof of compliance with 15 Pa. C.8. §4124
reiating to Department of State filing requirements.

or
d The Applicant is a;

domestic general parinership (*)

domestic limited partnership (15 Pa. C.5. §8511)

foreign general or limited partnership (15 Pa. C.S. §4124)
domestic limited liability partnership (15 Pa. C.S. §8201)
foreign limited liability general partnership (15 Pa. C.S. §8211)
foreign limited liability limited partnership {15 Pa. C.S. §8211)

(] ] ] -

Provide proof of compliance with appropriate Department of State filing requirements as indicated above.

Give name, d/b/a, and address of partners. If any partner is not an individual, identify the business nature of
. the pariner entity and identify its pariners or officers.

d *rra corporate partner in the Applicant's domestic partnership is not domiciled in Pennsylvania, attach
a copy of the Applicant's Department of State filing pursuant to 15 Pa. C.S. §4124.

or

BGS License Application 4
PA PUC Document #: 131964



I The Applicant is a ;

[ domestic corporation (none)
0 foreign corporation (15 Pa. C.S. §4124)

- [ domestic limited liability company (15 Pa. C.S. §8913)
X foreign iimited liability company (15 Pa. C.S. §8981)

D QOther

Provide proof of compliance with appropriate Department of State filing requirements as indicated above.
Additionally, provide a copy of the Applicant’s Articles of Incorporation.

Give name and address of officers.

Deryk King
Chairman

Lois Hedg-peth
Director,
President & CEO

Robert Huggard
Executive VP,
Business Markets

Phil Tonge
Senior VP,
Southern Region

Jay Hellums
Senior VP,
Energy Procurement

Bill Cronin
Chief Operating
Officer

David Clarke
Senior VP,
Financial Control

Clinton Roeder
VP, Finance

James Steffes
VP,
US Regulatory Affairs

Thomas Boehlert
Executive VP,
CFQ

EGS License Application
PA PUC Document #: 131964

25 Sheppard Avenue West
Suite 1500

Toronto, Ontario M2N 656
(416) 590-3504

263 Tresser Blvd., 8" Floor
Stamford, CT 06901
(203) 328-3550

25 Sheppard Avenue West
15" Floor

Toronto, Ontario M2N 656
(416) 590-3864

12 Greenway Plaza
Houston, TX 77046
(713) 877-3767

12 Greenway Plaza
Houston, TX 77046
(713) 877-3642

263 Tresser Blvd., 8% Floor
Stamford, CT 06901
(203) 328-1566

25 Sheppard Avenue West
Suite 1700

Toronto, Ontario M2N 6S6
(416) 590-3348

12 Greenway Plaza
Houston, TX 77046
(713) 877-3520

263 Tresser Bivd., 8" Floor
Stamford, CT 06901
(203) 328-3556

25 Sheppard Avenue West
Suite 1700

Toronto, Ontario M2N 656
{416) 590-3690



Gordon Currie 25 Sheppard Avenue West

Secretary Suite 1700
Toronto, Ontario M2N 686
. (416) 590-3462
4 Jamey Seely 12 Greenway Plaza
Assistant Secretary Suite 600

Houston, TX 77046
(713) 877-3657
(713) 877-3553

The Applicant is incorporated in the state of Delaware.

8. AFFILIATES AND PREDECESSORS WITHIN PENNSYLVANIA: (select and complete appropriate
statement)

X Affiliate(s) of the Applicant doing business in Pennsylvania are:

Give name and address of the affiliate(s) and state whether the affiliate(s) are jurisdictional public utilities.
Energy America, LLC
263 Tresser Blvd., 8" Floor
Stamford, CT 06901

(T) (203) 328-3540
(F) (203) 328-3545

Energy America, LLC is not a jurisdictional public utility.

. X If the Applicant or an affiliate has a predecessor who has done business within Pennsylvania, give
' name and address of the predecessor(s) and state whether the predecessor(s) were jurisdictional
public utilities.

Energy America, LLC

263 Tresser Bivd., 8™ Floor
Stamford, CT 06901

(T) (203) 328-3540

(F) (203) 328-3545

Energy America, LLC is not a jurisdictional public utility,

or

[ The Applicant has no affiliates doing business in Pennsylvania or predecessors which have done
business in Pennsylvania.

7. APPLICANT'S PRESENT OPERATIONS: (select and complete the appropriate statement)
X The Applicant is presently doing business in Pennsylvania as a
i D vertically-integrated provider of generation, transmission, and distribution services.
J municipal electric corporation providing service cutside its municipal limits.
D electric cooperative
[ local gas distribution company
| nonintegrated provider of electric generation, transmission or distribution services.

X Other. (ldentify the nature of service being rendered.)

EGS License Application 6
A PUC Document #: 131964



Direct Energy Services, LLC is presently doing business as a natural gas supplier in Pennsylvania,

license A-125135

10.

11.

12.

“ ’

13.

or

[N The Applicant is not presently doing business in Pennsylvania.

APPLICANT'S PROPOSED OPERATIONS: The Applicant proposes to operate as a:

X Generator and supplier of electric power.
Municipal generator and supplier of electric power,

Electric Cooperative and supplier of electric power
X Broker/Marketer engaged in the business of supplying electricity.
X Aggregator engaged in the business of supplying electricity

Other (Describe):

PROPOSED SERVICES: Generally describe the electric services or the electric generation services which
the Applicant proposes to offer.

Direct Energy Services, LLC seeks to supply electric power and other related services to residential and
commercial customers.

SERVICE AREA: Generally describe the geographic area in which Applicant proposes to offer services.
Cirect Energy Services, LLC proposes to offer services throughout Pennsylvania.

CUSTOMERS: Applicant proposes to initially provide services to:

Residential Customers

Commercial Customers - (25 kW and Under)
Commercial Customers - (Over 25 kW)
Industrial Customers

Governmental Customers

All of above

COther (Describe):

DXDDXXX

FERC FILING: Applicant has:
D Filed an Application with the Federal Energy Regulatory Commission to be a Power Marketer.

[:I Received approval from FERC to be a Power Marketer at Docket or Case Number

X Not applicable
Applicant has in place a Service Agreement with its affiliate Energy America, LLC that will provide
wholesale energy services. Energy America, LLC has received permission from FERC to sell
wholesale energy, capacity and ancillary services at market based rates in Docket # ER02-1632-000.

START DATE: The Applicant proposes to begin delivering services on June 1, 2005.
{approximate date). :

EGS License Application 7
A PUC Dacunyent B: 131964
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ned and verified Application with attachments on the following:

NOTICE: Pursuant to Section 5.14 of the Commission's Regulations, 52 Pa. Code §5.14, serve a copy of the

Irwin A. Popowsky

Office of Consumer Advocate
5th Eloor, Forum Place

555 Walnut Street
Harrisburg, PA 17120

Bernard A. Ryan, Jr.
Commerce Building, Suite 1102
Small Business Advocate

300 North Second Street
Harrisburg, PA 17101

Office of the Attorney General
Bureau of Consumer Protection
Strawberry Square, 14th Floor
Harrisburg, PA 17120

Commonwealth of Pennsylvania
Department of Revenue

Bureau of Compliance
Harrisburg, PA 17128-0946

-Any of the following Electric Distribution Companies through whose transmission and distribution facilities

the applicant intends to supply customers:
Frank #. Nadolny, General

Manager of Regulatery Affairs Unit
Duquesne Light Company

411 Seventh Street

P.O, Box 1930

Pittsburgh, PA 15230-1930

(Metropolitan Edison Company or Pennsylvania Electric
Company)

Blaine W. Uplinger, Jr., Director of Governmental and
Regulatory Affairs

GPU Energy

100 APC Building

800 North third Street

Harrisburg, PA 17102-2025

Thomas P. Hill, Vice President and Controller
PECO Energy Company

2301 Market Street

Philadelphia, PA 19101-8699

John P. Litz, Division Controller
UGI Utilities, Inc.

Electric Division

400 Stewart Road

P.O. Box 3200

Hanover Industrial Estates
Wilkes-Barre, PA 18773-3200

Paul E. Russell, Associate
General Counsel
Pennsylvania Power & Light
Company

Two North Ninth Street
Allentown, PA 18108-1179

Stephen L. Feld, Attorney
Pennsylvania Power Company
First Energy Corporation

76 South Main Street

Akron, OH 44308

John L. Munsch, Attorney
Allegheny Power

800 Cabin Hill Drive
Greensburg, PA 15601-1689

Pursuant to Sections 1.57 and 1.58 of the Commission's Regulations, 52 Pa. Code §§1.57 and 1.58, attach
Proof of S ervice of the Application and attachments upon the above named parties, Upon review of the
Application, further notice may be required pursuant to Section 5.14 of the Commission's Regulations, 52 Pa.
Code §5.14.

15. TAXATION: Complete the TAX CERTIFICATION STATEMENT attached as Appendix B to this application.

. 8. COMPLIANCE: State specifically whether the Applicant, an affiliate, a predecessor of either, or a person
identified in this Application has been convicted of a crime involving fraud or similar activity. Identify all
proceedings, by name, subject and citation, dealing with business operations, in the last five (5) years,
whether before an administrative body or in a judicial forum, in which the Applicant, an affiliate, a predecessor

EGS License Applicatian 8
PA PUC Docurmenit #; 131964




18.

of either, or a person identified herein has been a defendant or a respondent. Provide a statement as to the
resolution or present status of any such proceedings.

STANDARDS, BILLING PRACTICES, TERMS AND CONDITIONS OF PROVIDING SERVICE AND
CONSUMER EDUCATION: Electricity should be priced in clearly stated terms to the extent possible.
Common definitions should be used. All consumer contracts or sales agreements should be written in plain
language with any exclusions, exceptions, add-ons, package offers, limited time offers or other deadlines
prominently communicated. Penalties and procedures for ending contracts should be clearly communicated.

a. Contacts for Consumer Service and Complaints: Provide the name, title, address, telephone number and
FAX number of the person and an alternate person responsible for addressing customer complaints.
These persons will ordinarily be the initial point(s) of contact for resolving complaints filed with Applicant,
the Electric Distribution Company, the Pennsylvania Public Utility Commission or other agencies.

b. Provide a copy of all standard forms or contracts that you use, or propose to use, for service provided to
residential customers.

c. i proposing to serve Residential and/or Small Commercial {under 25 kW) customers, provide a
disclosure statement. A sample disclosure statement is provided as Appendix C to this Application.

BONDING: In accordance with 66 PA. C.S. Section 2809(C) (1)(1), the Applicant is:

X Furnishing a copy of initial bond |, letter of credit or proof of bonding to the Commission in the amount of

$250,000.

D Furnishing proof of other initial security for Commission approval, to ensure financial responsibility,

. M| Filing for a maodification to the $250,000 and furnishing a copy of an initial bond, letter of credit or proof of

19.

bonding to the Commission for the amount of § . Applicant is required to provide
information supporting an amount less than $250,000.

Af the conclusion of Applicant's first year of operation it is the intention of the Commission to tie security
bonds to a percentage of Applicant's gross receipts resulting from the sale of generated electricity consumed
in Pennsylvania. The amount of the security bond will be reviewed and adjusted on an annual basis.
FINANCIAL FITNESS:

A. Applicant shall provide sufficient information to demonstrate financial fitness commensurate with the
service proposed to be provided. Examples of such information which may be submitted include. the
following:

s Actual (or proposed) ocrganizational structure including parent, affiliated or subsidiary companies.

« Published parent company financial and credit information.

s Applicant's balance sheet and income statement for the most recent fiscal year. Published financial
information such as 10K's and 10Q's may be provided, if available.

s Evidence of Applicant's credit rating. A pplicant may provide a copy ofits Dun and Bradstreet C redit
Report and Robert Morris and Associates financial form or other independent financial service reports.

s A description of the types and amounts of insurance carried by Applicant which are specifically intended
to provide for or support its financial fitness to perform its obligations as a licensee.

« Audited financial statements

s  Such other information that demonstrates Applicant’s financial fithess.

EGS License Application 9
PA PUC Documgnt #: 131964



20.

22,

23.

24.

B. Applicant must provide the following information:
» Identify Applicant's chief officers including names and their professional resumes.

¢ Provide the name, title, address, telephcone number and FAX number of Applicant's custodian for its
accounting records.

TECHNICAL FITNESS: To ensure that the present quality and availability of service provided by electric
utilities does not deteriorate, the Applicant shall provide sufficient information to demonstrate technical fitness
commensurate with the service proposed to be provided. Examples of such information which may be
submitted include the following:

¢ The identity of the Applicant's officers directly responsible for operations, including names and their
professional resumes.

+ Proposed staffing and employee training commitments
+ Business plans

= Documentation of membership in ECAR, MAAC or other regional reliability councils shall be submitted if
applicable to the scope and nature of the applicant’s proposed services.

» An affidavit stating that you will adhere to the reliability protocols of the North American Electric Reliability
Council, the appropriate regional reliabiiity council{s), and the Commission, and that you agree to comply
with the operational requirements of the control area(s) within which you provide retail service.

TRANSFER OF LICENSE: The Applicant understands that if it plans to transfer its license to another entity,
it is required to request authority from the Commission for permission prior to transferring the license. See 66
Pa. C.S. Section 2809(D). Transferee will be required to file the appropriate licensing application.

ASSESSMENT: The Applicant acknowledges that Title 66, Chapter 5, Section 510 grants to the
Commission the right to make assessments to recover regulatory expenses and that as a supplier of
electricity or an electric generation supplier it will be assessed under that section of the Pennsylvania Code.
The Applicant also acknowledges that the continuation of its license as a supplier of electricity or an electric
generation supplier will be dependent upon the payment of all prior years assessments.

UNIFORM STANDARDS OF CONDUCT AND DISCLOSURE: As a condition of receiving a license,
Applicant agrees to conform to any Uniform Standards of Conduct and Disclosure as set forth by the
Commission.

REPORTING REQUIREMENTS: Applicant agrees to provide the foliowing information to the Commission or
the Department of Revenue, as appropriate:

a. Reports of Gross Receipts: Applicant shall report its Pennsylvania intrastate gross receipts to the
Commission on a quarterly and year to date basis no later than 30 days following the end of the quarter.

b. The Treasurer or other appropriate officer of Applicant shall transmit to the Department of Revenue by
March 15, an annual report, and under oath or affirmation, of the amount of gross receipts received by
Applicant during the prior calendar year.

c. Applicant shall report to the Commission the following information on an annual basis:

» the percentages of total electricity supplied by each fuel source

EGS License Application 10
PA PUC Documeni #; 131564



for denying the Application or, if later discovered, for revoking any authority granted pursuant to the
Application. This Application is subject to 18 Pa. C.S, §54903 and 4904, relating to perjury and falsification in
official matters.

FEE: The Applicant has enclosed the required initial licensing fee of $350.00 payable to the Commonwealth

of Pennsylvania.
Applicanz Direct Energy Services, LLG
By: ﬂ l%
Ve

4
Title: Vice President

EGS Licenss Application 11
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AFFIDAVIT

. STATE OF CONNECTICUT

88.

53) =
COUNTY OF FAIRFIELD P =2 )
2. @ o
P 1
T e Lk
~ - —_—
wne o <
= F Ik
James Steffes, Affiant, being duly sworn according to law, deposes and says that: f;_:_:‘ = <
: o
> —
He is a Vice President of Direct Energy Services, LLC (“DES, LLC"); <

That he is authorized to and does make this affidavit for said Applicant;

That

DES, LLC, the Applicant herein, acknowledges that DES, LLLC may have obligations pursuant
to this Application consistent with the Public Utility Code of the Commonwealth of Pennsylvania,
Title 66 of the Pennsylvania Consolidated Statutes; or with other applicable statutes or regulations
including Emergency Orders which may be issued verbally or in writing during any emergency

situations that may unexpectedly develop from time to time in the course of doing business in
Pennsylvania.

That

DES. LLC, the Applicant herein, asserts that it possesses the requisite technical, managerial,
and financial fitness to render electric service within the Commonwealth of Pennsylvania and that

the Applicant will abide by all applicable federal and state laws and regulations and by the decisions
of the Pennsylvania Public Utility Commission.

That

DES, LLC, Applicant herein, certifies to the Commission that it is subject to, will pay,
and in the past has paid, the full amount of taxes imposed by Articles I and XI of the Act of March
4, 1971 (P.L. 6, No. 2 ), known as the Tax Reform Act of 1971 and any tax imposed by Chapter 28
of Title 66. The Applicant acknowledges that failure to pay such taxes or otherwise comply with the
taxation requirements of Chapter 28, shall be cause for the Commission to revoke the license of the
Applicant. The Applicant acknowledges that it shall report to the Commission its jurisdictional
Gross Receipts and power sales for ultimate c onsumption, for the previous year or as o therwise

required by the Commission. The Applicant also acknowledges that it is subject to 66 Pa. C.S. §506
(relating to the inspection of facilities and records).

As provided by 66 Pa. C.S. §2810 (C}6)(iv), Applicant, by filing of this application waives
confidentiality with respect to its state tax information in the possession of the Department of
Revenue, regardless of the source of the information, and shall consent to the Department of
Revenue providing that information to the Pennsylvania Public Utility Commission.

EGS License Application 12
PA PUC Document #:; 131964



That DES.LLC, the Applicant herein, acknowledges that it has a statutory obligation to conform
with 66 Pa. C.8. §506, §2807 (C), §2807(D)(2), §2809(B) and the standards and billing practices of
52 PA. Code Chapter 56.

That the Applicant agrees to provide all consumer education materials and information in a timely
manner as requested by the Bureau of Public Liaison or other Commission bureaus. Materials and
information requested may be analyzed by the Commission to meet obligations under applicable
sections of the law.

That the facts above set forth are true and correct to the best of his knowledge, information, and

G I

4 Signaturg bf Affiant

~1

5 9
Sworn and subscribed before me this z day of Jamr ) 20214

T ey A Bt A

Signature of official administering oath
Thomas S. Beliarton:

Notary Public
State of Connecticut
My Comm. Ev;». 8/31/09

b ]Il_, )

My commission expires

EGS License Application 13
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AFFIDAVIT

—2
2 a &
'© - ok
. STATE OF CONNECTICUT : Z 53 O
2E s =
SSd <.
L= -0
nE =E %
COUNTY OF FAIRFIELD z =
w2
James Steffes, Affiant, being duly sworn according to law, deposes and says that: =

He is a Vice President of Direct Energy Services, LLC (“DES, LLC™);
That he is authorized to and does make this affidavit for said Applicant;
That the Applicant herein DES, LLC has the burden of producing information and supporting

documentation demonstrating its technical and financial fitness to be licensed as an electric
generation supplier pursuant to 66 Pa. C.S. § 2809(B).

That the Applicant herein DES, LLC has answered the questions on the application correcily,
truthfully, and completely and provided supporting documentation as required.

That the Applicant herein DES, LLC acknowledges that it is under a duty to update information
provided in answer to questions on this application and contained in supporting documents.

That the Applicant herein DES, LLC acknowledges that it is under a duty to supplement information

' ‘ provided in answer to questions on this application and contained in supporting documents as
requested by the Commission.

That the facts above set forth are true and correct to the best of his knowledge, information, and
belief, and that he expects said Applicant to be able to prove the same at hearing.

o Q. 05

/ Signature of Affiant

Ve
Sworn and subscribed before me this N/Lday of j—mw o~ ,20 ed |

I b A i A

ThERBE Y g RARign P istering o=
Notary Public

. | State of Connecticut
My commission expires My Comm. Exp. 8/31/09

EGS License Application 15
PA PUC Documeny #; 131964



AFFIDAVIT

STATE OF CONNECTICUT

COUNTY OF FAIRFIELD

7t

a0

|2 :h Hd 2-834500¢

SS.

NV 34NG S ANVIIHIIS

William Cronin, Affiant, being duly swomn according to law, deposes and says that:

He is the Chief Operating Officer and a Director of Energy America, LLC (“EA, LLC™);

That he is authorized to and does make this affidavit for said Applicant;

That “EA, LLC”, the Applicant herein, certifies to the Commission that it will adhere to the
reliability protocols of the North American Electric Reliability Council, the appropriate regional

reliability council(s), and the Commission;

That EA, LLC, the Applicant herein, certifies to the Commission that it agrees to comply with the

operational requirements of the control arca(s) within which EA, LLC provides retail service; and

That the facts above set forth are true and correct to the best of his knowledge, information, and

belief.

bl Lo,

'ﬂ /
Sworn and subscribed before me this_/ 7 day ofgw%_, 2008

Signature of Affiant

Dok L fo—

My commission expires ¢é’ é/bg/

gnature of official administgfind-efath

\,P\L Jg

& O\ PAULA L. JELLY

NOTARY NOTARY PUBLIC
PUBLIC TATE OF CONNECTICUT
Com. Expires 4-30-08

o

H403d

d3Al



APPENDIX B

TAX CERTIFICATION STATEMENT
8. List of Direct Energy Services, LL.C Officers:

Deryk King
Chairman

Lois Hedge-peth
Director,
President & CEO

Phil Tonge
Senior VP,
Southern Region

Jay Hellums
Senior VP,
Energy Procurement

Bill Cronin
Chief Operating
Officer

Dawvid Clarke
Senior VP
Finanecial Control

Clinton Roeder
Vice President, Finance

James Steffes
Vice President,
US Government &
Regulatory Affairs

Thomas Boehlert
Executive Vice President
Chief Financial Officer

Gordon Currie
Secretary



QUESTION 4

See attached Direct Energy Services, LLC’s d/b/a filing with the Pennsylvania
Department of State pursuant to 54 Pa. C.S. §311, Form PA-953.



COMMONWEALTH OF PENNSYLVANIA
DEPARTMENT OF STATE
CORPORATION BUREAU

206 NORTH OFFICE BUILDING
P, O, BOX 8722
HARRISBURG, PA 17105-8722
WWW.DOS STATE .PA.US/CORPS

DIRECT ENERGY

THE CORPORATION BUREAU IS HAPPY TO SEND YOU YOUR FILED DOCUMENT. PLEASE
NOTE THE FILE DATE AND THE SIGNATURE OF THE SECRETARY OF THE COMMONWEALTH . THE
CORPQRATION BUREAU IS HERE TO SERVE YOU AND WANTS TO THANK YQU FOR DQING BUSINESS
IN PENNSYLVANIA.

IF YOU HAVE ANY QUESTIONS PERTAINING TO THE CCRPORATION BUREAU, PLEASE VISIT
OUR WEB SITE LOCATED AT WWW.DOSSTATEPAUS/ICORPS OR PLEASE CALL OUR MAIN
INFORMATION TELEPHONE NUMBER (717)787-1057. FOR ADDITIONAL INFORMATION REGARDING
BUSINESS AND/OR UCC FILINGS, PLEASE VISIT OUR ONLINE " SEARCHABLE DATABASE " LOCATED
ON OUR WEB SITE.

ENTITY NUMBER : 3237370
MICROFILM NUMBER : 2004070

MICROFILM START - END : 540 - 541

CT CORP SYSTEM
COUNTER
PA



S JUL-19~2004  16:15 CT CORP

200007 £ 510

PENNSYLVANIA DEPARTMENT OF STATE
CORPORATION BUREAU
Eatlty Number Application for Registration of Fictitious Name
13 39370 54 Pa.C.8. §311
Document will be returned to the
o name and address you enter to
the Icft.
Address - (=]
City Swte Zip Cm;ﬂc
. ) 2 a2 r) )
P S0 Filed in the Department of State on JUL 20 2004
X ﬁ - R
Secretary of the Commonwealth FD

I. The fictitious narnc 1s:
Direct Energy

2. A brief statement of the character of nature of the business or other activity Lo be carried on under or through
the fictitious pame is:
retai] provider of elecuricity & natural gas commoditics & scrvices

3. The address, including number and street, if any, of the principal place of business (P.O. Box alone is not
acceptable):

263 Tresser Blvd, 8th Floor, Stamford, CT 06901

Number and stroet City State Zip County

4. The name and address, including number and stree, if uny, of each Individual interested in the business is:
Name Number and Steest City State Zip

20 W4 02 A0 R

PAQE - 01078 C T Syales Onlime

ot e

P.84-95

In compliance with the requirements of 54 Pa.C.S. § 31t (rclating la registration), the undersigned catity(ies) desiring to register a
fictitious name under 54 Pa.C.8. Ch. 3 (rclating 10 fictitious aamcs), hereby state{s) that:

fank-



- JUL-19-20R4  16:16
et P.@5/E5

" 2004070- 541

. ‘DSCB:54-311-2

5. Each entity, othsr than an individual, interested in such business {s (are):

Direct Energy Services, LLC Limited Liability Campany Delgware
Name Form of Qrganization Organizing Jurisdiction

263 Tresser Bivd, §th Floor, Stamford, CT 46901
Principal Office Address

CT Cortporation System, 1515 Market St, Suite 1210, Philadelphiz, PA 19102 -~ Philadelphia County
PA Registercd Office, if any

Namg 7 Form of Organizahon Organizing Junsdiction

Principal Office Address

PA Registered Office, it any

6. The applicant is familiar with the provisions of 54 Pa.C.S. § 332 {relating (o effect of rogistration} and

understands that filing under the Fictiious Names Act docs nol create any exclusive or other right in the
fictitious name,

. 7. Optional): The name(s) of the agent(s), if sny, any onc of whom is authorized to execute amendments to,
' withdrawals from or cancellation of this registration in bebalf of all then existing parties to the registration, is -
(arc);

IN TESTIMONY WHEREOF, the undersigned have caused this Application for Registration of Fictitious
Name to be executed this

._L("L_ day of ;B_LL\\a_,_E‘?_‘___.

individual Signature Individual Signature
[ndividual Signature Individual Signaturc
Dircot Encrgy Services, LLC
Entity Name Entity Name
L0 AN (s

SECRETHEN (F COMPARY Awe of

. Tide JLE MEMABCR Title
: _

PAQKE - 014 £ T Symiem Cxling

TGTAL P.@5




COMMONWEALTH OF PENNSYLVANIA
DEPARTMENT OF STATE
CORPORATION BUREAU

206 NORTH OFFICE BUILDING
P. O. BOX 8722
HARRISBURG, PA 17105-8722
WWW.DOS.STATE PAUS/CORPS

DIRECT ENERGY BUSINESS SERVICES

THE CORPORATION BUREAU S HAPPY TO SEND YOU YOUR FILED DOCUMENT. PLEASE
NOTE THE FILE DATE AND THE SIGNATURE OF THE SECRETARY OF THE COMMONWEALTH . THE
CORPORATION BUREAU 1S HERE TO SERVE YOU AND WANTS TO THANK YOQU FOR DOING BUSINESS
IN PENNSYLVANIA, .

IF YOU HAVE ANY QUESTIONS PERTAINING TO THE CORPORATION BUREAU, PLEASE VISIT
OUR WEB SITE LOCATED AT WWW.DOS.STATEPAUS/CORPS OR PLEASE CALL OUR MAIN
INFORMATION TELEPHONE NUMBER (717)787-1057. FOR ADDITIONAL INFORMATION REGARDING
BUSINESS AND /OR UCC FILINGS , PLEASE VISIT OUR ONLINE " SEARCHABLE DATABASE " LOCATED
ON OUR WEB SITE.

ENTITY NUMBER : 3237371
MICROFILM NUMBER : 2004070

MICROFILM START - END : 542 - 543

CT CORP SYSTEM
COUNTER
PA



A

o7

JUL-19-2094 16:15 CT CORP

20407 3 547

PENNSYLVANIA DEPARTMENT OF STATE
CORPORATION BUREAU

Entity Number Application for Registration of Fictitious Name

3;\37 3'7] 54paCS. §311

Docuroent will be returned 10 the
Namng :3: fa:d address you enter to
== 1 CURP-GUUNTER =
City Staty Zip Code
fLCSm """"" Filed e Departraent of 1ate on JUL ‘. ’L‘ "
@ - {:\Q».. !r.q 5

Secretary of the Commonwealﬂm

1, The fichtious name is:
Direct Energy Business Services

2. A brief statement of the character or nature of the business or other activity to be carrled on under or through
the fictitious name is:
retail provider of electricity & uatural gas commodities & scrvices

3. The address, including number and strecl, if any, of the principal place of business (P.Q. Box alone is not
acceptable):

263 Tresser Blvd, 8th Floor, Stamford, CT 06501

Number and street City State Zip County

4. The name and address, including number and strect, i any, of ¢ach individual interested in the business is:
Name Number and Street City State Zip

PADIS - 01/ T T Syatm Onkso

YIS emn
CEN M 0200 vigg

P.B2-85

In compliance with the requiremneats of 54 Pa.C.S. § 311 (relating to rogistration), the undersigned enlity(ies) desifing to register u
“fictitious name imder 54 Pa.C.S. Ch. 3 (r¢lating to fictitious names), hereby state{s) that:

cant



JUL-19-2084 1615 CT CORP
RS S,

2004070- 843

5. Each cntity, other than an indlvidual, interested in such business is (are):

Dircot Energy Services, LLC Limited Liability Company Delaware
Name Form of Organizstion Organizing Jurisdiction

263 Tresser Blvd, 8th Floor, Stamford, CT 0690!
Principal Office Address

CT Corporation System, 1515 Market St, Suitc 1210, Philadelphia, PA 19102 __ Philadelphia County
PA Registered Office, il any

Name Form of Organization Organizing Jurisdiction

Principal Office Address

PA Registered Office, if any

6. The applicant is [amiliar with the provisions of 54 Pa.C.S. § 332 (relating to effect of registration) and
understands that filing under the Fictitious Names Act does not create any cxclusive ot other right in the
fictitious narne.

1. Optional): The name(s) of the agent(s), if any, any one of whom is authorized 1o execute amendments to,
withdrawals from or cancellation of this registration in behalf of all then cxisting parties to the rogisteation, is
(am)_-

IN TESTIMONY WHEREOF, tho undersigued bave caused this Application for Registration of Fictitious
Name to be executed this

’lp dayofdu[ A 2004
J

Individual Signature . Individual Signature

Individual Signature Individual Signature

Direct Energy Services, LLC

%W&M o

Signature Signaturc
Secaprrmev ofF COMmIAY AO oF
Title Sowe MEMABER. Title

14214 - 04ANB4 C T Syaicm Onling

P.B3-85



QUESTION 5

See attached application for foreign registration pursuant to 15 Pa.C.S. §8981 and
Direct Energy Services, LLC Certificate of Formation.



Jh-26-2084 14:35 CT CORP P.B82/84

| PENNSYLVANIA DEPARTMENT OF STATE
CORPORATION BUREAU
Application for Registration - Foreign
; (15 Pa.C.8)
Entity Mumber __ Registered Limited Liability Genceal Partaership (§ 8211)
YL34LTY | " Regisened Limited Lisbility Limited Parimership (§ 6211)
.. Limtited Partnership (§ 8582)
_X Limited Liability Company (§ 8981)
Name Document will be returned to the
- nome end address you enter to
the left.
= GTCORP-COUNTER -
Cley State Zip Code

Koo $230 Filed in the Department of State on _Mﬁ__gﬂgd__
V

Secretary of the Commonwealth

.1

In compliance with the requirements of the applicable provislons (relating to registration), the undersigned, desiring to
register to do business in this Commonwealth, hexeby states that:

L. The name to be registered is:
Direct Energy Services, LLC

2. (If the name set forth in paragraph I ts not available for use in this Commonwealth, complete the following):

The name under which the limited liability company/limited Hability parmershipAimited parmership proposes to
register and do business in this Commonwealth is:

3. The name of the jurisdiction under the laws of which it was organized and the date of its formation:

Jurisdiction;_Delaware  Date of Formation: 06/22/2004

4. The (4) addrega of ils initial registered office in this Commonwealth or (b} name of its-commercial registered
office provider and the couaty of venue is:

(8) Number and strecet ' City State Zip County
. {b) Name of Commercial Registered Office Provider County
C T Corporation System Philadelphia

PADST . 311204 €T Fiting Mssugr Qoling




JUL-@5-2B84 14:35 CT CORP P.83-24

. DSCB:15-8981/8211/8582-2

5. Check and complete one of the following:

___ Thae address of the office required-tv be maintained by it in the jurisdiction of ite otganization by the laws of
thatjurisdigtion is:

Number and street City State Zip

¥ _ Itis not required by the laws of its jurisdiction of organization to maintain an office therein snd the address
of its principal office is:

263 Trosser Pivd., 8th Floor, Stamford, CT 0690)
Number and street City State Zip

6. For Restricted Professional Limited Liabiltty Company Only. Strike out i inapplicable: The company ina
resiricted professional company organized o rendet the following professional service(s):
N/A

Limited Liability Purtoership and Lbnited Partnership: Comiplete paragraphs 7 snd 8

7. The name and busincss address of each goneral partner.
Namec : Business Address

B. The address of the office at which is kept a list of the names and addresses of the Limited partmers and their
capital contribution is:

Nuwmnber and sreet City State Zip County

The registered partnership hereby undertakes to keep those records uatil its egistration to do business in the
Commonwealth Is canceled or withdrawn.

IN TESTIMONY WHEREOQF, the undersigned has caused
this Application for Regisiration to be signed by a duly
authorized officer/member or manager thereof this

2nd_dayof july , 2004

Direct Energy Services, LLC
Namz of Partsership/Company

L . %{?g\

. President of Direct Energy Marketing,| Inc.
ag member Tide

PARST. WL C T Piling Mooagw Online




P.62-84

JU ~86-20084 14138 CT CORP
PENNSYLVANIA DEPARTMENT OF STATE
CORPORATION BUREAU '
Application for Registration - Foreign g ld
Eutity Number " (15PaCS) o
_ Registered Limied Lisbility Geseral Partnership (§ 8217 0
_ Registered Limited Lisbility Limited Parmership (§ §211)
___ Limited Parmership (§ 8582)
_X_ Limited Liability Company {§ 8981)
Hame Dotument will be returned 1o the
name and address you enter to
ITC the left.
City Starg Zip Code
Jee 20 Filed in the Departraent of State an
Secretary of the Commonwezlih -
In compliance with the requirements of the applicable provisions (relating to registration), the undersigned, dasiring lu -T
register to do business in this Commomwealth, hereby states that: ‘oo o=

L. The name to be registered is:
Direct Energy Services, LLC

2. (If the hame set forth in paragrapk | is not available for use in this Commonwealth, complets the following):

The name under which the limited liability company/limited liability partnershipAimited parmership proposes to
register and do business in this Commonwealth is:

3. The name of the jurisdictiud under the |aws of which it was organized and the data of {ts formation;

Jurisdiction:__Declaware  Date of Formation: 06/22/2004

4. The () address of its initial registered office in this Commonwealth or (b} name of {18 commercial registered
office provider and the county of venue is:

{2) Number and strect City Stats Zip County
. {b) Namc of Commercial Registered Office Provider County
C T Corporation System Philadelphia

PAAST . HLDL T Fiking Mitapnr Online




¢ JUL-P6-2004  14:35 €T CORP

. DSCB:15-8981/821 1/8582-2

5, Check and complete one of the following:

P.B3/04

1]

___The address of the office required to be maintained by it in the jurisdiction of it organization by the laws of
that jurisdiction is:

Nutmber and stroet City State Zip

X tisuot required by the laws of its jurisdiction of organization to maintaln an office therein and the address
aof its principal office is:

263 Tresser Bivd., 8th Floor, Stamford, CT 06901
Number and street City State Zip

6. For Restricred Professional Limited Liability Company Only. Strike out if inapplicable; The company is a

restricted profcssional company erganized to render the following professional service(s):
N/A

Limited Lisbility Partnershtip and Limited Partnership: Complete paragrephs 7 and 8
7. The name end business address of cach geaeral partnec,
Name Business Address

B. The address of the office at which is kept a list of the names and addresses of the limited partners aud their
capital contribution is:

Number and strect City Statc Zip County

The registered partnership hersby undertakes to keep those records until its registration to do business in the
Commonwealth is canceled or withdrawn,

IN TESTIMONY WHEREQF, the yndersigned has caused

this Application for Registration to be signed by a duly
suthorized officer/member or manager thereof this

20d _dayof july , 2004

Direct Engrgy Services, LLC
Name.of Partnership/Company

i L BT —

Signatufe
. President of Direct Energy Marketing,| Inc.
PADE? 3100 €T Piog Mg Ol as membex Title




+ JUL-P6-20B4 14 35 CT CORP

P.B4/84

Docketmg Statement DSCB: 15.134A (Rev 2001) BUREAU USE ONLY:
Deparmments of State and Revenue Dept. of Stare Entity #
One (1) copy required Dept. of Rev. Box ¥
Filing Perlod Date 345
SIC/NAICS Repont Code
Check proper box:
Penngylvania Entities Forelgn Entitley
bosirss stock State/Couatry DE Date 0672272004
— . business non-stock: buslness
— . professions] — noaprofit
—_— mnpmgt stock _X__ limired liability company
—_ :;’:E:Wtsgzﬂ“k —, restricted professional
-_— Lmited Hability company
——. mABSEEION! business must
cooperative A
insurance
. limited liability company Oth
. restricted professional d
lirnited liability compeny damestication
— business trast " divigion
consolidation
1. Entity Name:
Direet Encrgy Services, LIC

2. Individual name and mailing address rosponsible for injtial wx reposts:
Sheron Raorwick, 25 Sheppard Ave. W, 13th Floor, Toront, ON MIN 636

Name Number and atroet . City Slax Zip

3, Description ofbusiness activily:

retail provider of ¢lectric{ty snd natural eas commodities and services

4. Speoificd offective date, if any:

3. ETN (Bmployee 1denti fiention Number), if any:

applied for
month/day/year hour, if any S
6. Fiscal Yoar End:
1231

7. Fietitious Name (only if forsign corporation is transacting business in PA under u fickilious name):

PARA L IR C T Fling Sutgs D0l

TOTA

ia)

s



o  Delaware -

The First State

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF FORMATION OF "DIRECT ENERGY SERVICES,
LLC", FILED IN THIS OFFICE ON THE TWENTY-SECOND DAY OF JUNE,

A.D. 2004, AT 12:37 O'CLOCK P.M.

TR AT W LPRRES

DATE: 06-22-04

. 3819310 8100

040459100




VALY Co LA AL EtD iUy .00

State of Delaware

. Semt:?' of State
Division Carporations

Delivered 12:45 PM 06/22/2004
FILED 12:37 PN 06/22/2004
CERTIFICATE OF FORMATION SRV 040450100 - 2819310 FOLE

OF
DIRECT ENERGY SERVICES, LL.C

This Certificate of Formation, dated June 22, 2004, has been duly executed and is filed
pursuant to Section 18-201 of the Delaware Limited Liability Compsny Act (the “Act™ to form s
limited liabity company (the “Company”) under the Act.

L. Name. The name of the Company is: “Direct Energy Services, LLC”.

2 Registered Office; Regisiered Agent. The sddress of the registered offlcoroquired to
be maintained by Section 18-104 of the Act is:

Corporation Trust Ceater
1209 Orange Street
Wifmington, Delaxware 19801

“The name and the address of the registored agent for service of process required to be
maintained by Section 18-104 oftho Act are:

The Corporstion Trust Company
Corpomtion Trust Center

1209 Orange Street
Wilmington, Delaware 19801

EXECUTED as of the date written first above.

By:
Name: An . Ericksen
Autho Person

TOTAL P. 82

L T
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8

LIMITED LIABILITY COMPANY AGREEMENT
OF
DIRECT ENERGY SERVICES, LLC

A Delaware Limited Liability Company

This LIMITED LIABILITY COMPANY AGREEMENT OF DIRECT ENERGY
SERVICES, LLC (this “Agreement”), dated as of June 22, 2004, is adopted, executed and agreed
to by the Sole Member (as defined below).

1. Formation. Direct Encrgy Services, LLC (the “Comparny’) has been formed as a
Delaware limited liability company under and pursuant to the Delaware Limited Liability
Company Act (the “4cr™).

2. Term. The Company shall have & perpetual existence.

3. Purposes. The purpose of the Company is to carry on any lawful business, purpose or
activity for which limited liability companies may be formed under the Act.

4. Sole Member. The name and address of the sole member (the “Sole Member™) is:

Direct Energy Marketing Inc.
263 Tresser Blvd.
. One Stamford Plaza, 8th Floor
~ Stamford, CT 065901

5. Contributions. Without creating amy rights in favor of any third party, the Sole Member
may, from time to time, make contributions of cash or property to the capital of the
Company, but shall have no obligation to do so,

6. Distributions. The Sole Member shall be entitled (a) to receive all distributions
(including, without limitation, liquidating distributions) made by the Company and (b) to
enjoy all other rights, benefits and interests in the Company.

7. Management. The management of the Company is fully reserved to the Sole Member,
and the Company shell not have “managers”, as that term is used in the Act. The powers
of the Company shall be exercised by or under the authority of, and the business and
affairs of the Company shall be managed under the direction of, the Sole Member, who
shall make all decisions and take all actions for the Company; provided, that the Sole
Member may from time to time delegate any powers and right to management that it
holds with respect to the Company to directors or officers of the Company, as such may
be appointed from time to time by the Sole Member. If the Sale Member appoints a
board of directors, any action required to be taken by the board of directors shall require
the unanimous written approval of the directors;, provided, that such approval may be
provided in a written consent and the directors shall have no obligation to hold a meeting
to discuss such approval,

. 1695214.1 Direct Energy Services, LLC
LIMITED LIABILITY COMPANY AGREEMENT

-]~
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8. Dissolution. The Company shall dissolve and its affairs shall be wound up at such time,
if any, as the Member may elect. No other event (including, without limitation, an event
described in Section 18-801(4) of the Act) will cause the Company to dissolve.

9. Liability of Member. The Sole Member shall not have any liability for the obligations or
liabilities of the Company except to the extent provided in the Act.

10. Governing Law. THIS AGREEMENT IS GOVERNED BY AND SHALL BE
CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF
DELAWARE (EXCLUDING ITS CONFLICT-OF-LAWS RULES),

[Signatures Begin on Next Page]

1695214,1 Direct Energy Services, LLC
LpMITED LIABILITY COMPANY AGREEMENT

22-
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. IN WITNESS WHEREOF, the undersigned, being the sole member of the Company, has
caused this Limited Liability Company Agreement to be duly executed as of the date first above
stated. .

DIRECT ENERGY MARKETING INC.

$695214.1 Dicect Energy Services, LLC
b LIMITED LIABILITY COMPANY AGREEMENT

-3-



QUESTION 16
“Complance”




Neither the Applicant nor any affiliate, predecessor, or person identified in this
Application has been convicted of a crime involving fraud or similar activity.

Georgia

In July 2000, Energy America, LLC (“Energy America”), an affiliate of Direct
Energy, was a respondent in a proceeding before the Georgia Public Service
Commission, docket number 12126-U. The proceeding resolved claims that
Energy America had enrolled door-to-door customers without the appropriate
authorizations. Energy America did not admit to any acts which violated any
Georgila laws or regulations. However, Energy America did agree to a stipulation
implementing certain measures including establishing an energy fund to assist low
income and elderly customers and paying costs and expenses to the Georgia PSC.

In July 2003, Energy America, was a respondent in a proceeding before the
Georgia Public Services Commission, docket number 16602-U. The proceeding
resolved claims that Energy America had enrolled customers without the
appropriate authorizations. Energy America did not admit to any acts which
violated any Georgia laws or regulations. Pursuant to a stipulation, Energy
America agreed to credit the accounts of complaining customers and to contribute
to Georgia’s Low-Income Heating Assistance Program.

On January 6, 2004, the Georgia Public Service Commission approved a
Stipulation between Energy America and the staff of Georgia Public Service
Commission to resolve a matter arising out of the Energy America’s inadvertent
failure to timely pay its provider of mailbox services (docket number 9557-U).
Consistent with applicable rules, Energy America had maintained a mailbox, as
among other things, the primary mailing address for certain payments, including
Low Income Home Energy Assistance Program (“LIHEAP”) payments, and other
correspondence from Energy America’s customers in the State. As a result of
Energy America’s inadvertent failure to pay the vendor payments sent to Energy
America at the mailbox address were not forwarded to Energy America resulting
in the disconnection of service to several customers. In resolution of these issues,
Energy America agreed to reinstate the accounts of all affected customers and
made a voluntary contribution to the LIHEAP fund.

Texas

On December 22, 2003, a Republic Power (d/b/a Energy America)- an affiliate of
Direct Energy — entered into a Stipulation and Settlement Agreement with the
Public Utility Commission of Texas (“PUCT”) to resolve certain technical
violations of the Texas Commission’s rules relating to the selection or changes of
retail electric providers (“REP”). A Notice of Violation (“NOV™) issued by the
PUCT had alleged that (i) a pre checked box on the Company’s internet customer
enroliment form failed to properly “provide a statement with a box that must be



checked by the customer to indicate that the customer has read and agrees to
select the REP to provide eleciric service and the time and date of the customer’s
enroliment”; (i) the Company’s “Term of Service” document did not contain a
required “Electricity Facts Label”; and that (iii) the enroliment package e-mailed
by the company to new customers enrolled via the internet failed to include a
document entitled “Your Rights As A Customer.” Republic acknowledged its
technical violation of the checkbox requirement and, in fact, had corrected the
technical violation prior to the NOV. No customer complaints were received by
the PUCT regarding the violation.

The Stipulation and Settlement Agreement also addressed certain complaints that
arose out of republic’s telemarketing efforts, as conducted by several third party
telemarketing firms. It was learned that in violation of Republic’s instructions,
the telemarketing firms had switched certain customers without obtaining proper
approval or without making certain required disclosures required by PUCT rules
Republic addressed this situation by suspending telemarketing activities,
terminating relationships with these vendors, and implementing a number of
controls and compliance measures before resuming limited telemarketing
activities earlier this year. Pursuant to the Stipulation and Settlement Agreement,
in consideration of an administrative penalty of $750,000, all matters that were
the subject of the NOV and customer switching related complaints that occurred
on or before August 31, 2003 were deemed to be fully resolved. As part of the
settlement the PUCT staff and Republic acknowledged that customer confusion
about the restructured retail electric market may have been a contributing factor to
the lodging of some customer complaints. The parties pledged to work together
cooperatively to identify and expeditiously resolve any further problems.

These violations were technical and inadvertent in nature or the result of the
actions of third parties. Applicant’s affiliates resolved these issues in a
responsible and reasonable manner and are working cooperatively with regulators
to prevent their re-occurrence.



QUESTION 17
“Standards, Billing Practices, Terms and Conditions of Providing
Service and Consumer Education”




QUESTION 17

The following individual is responsible for handling customer complaints:

Megan Lyons

Senior Manager, Service Delivery
263 Tresser Blvd., 8" Floor
Stamford, CT 06901

(T)Y203) 328-3548

(F)(203) 328-3545

An Alternate contact is:

Enver Acevedo

Manager, Regulatory Affairs & Compliance
263 Tresser Bivd., 8" Floor

Stamford, CT 06901

(T)(203) 328-3568

(F)(203) 328-3545

Please see the sample disclosure statement attached. Should any changes be made
Direct Energy Services, LLC will share the revised documents with the
Pennsylvania Public Utility Commission for review and approval.

Please see the sample disclosure statement attached. Should any changes be made
Direct Energy Services, LLC will share the revised documents with the
Pennsylvania Public Utility Commission for review and approval.



Appendix C

Page 1 of 2
Sample Disclosure Statement Format
for Electric Generation Suppliers

ﬂ an agreement for electric generation service, between __ Direct Enerqy Services, LLC (Hereinafter "DES,
C" and __custorner's name and full address .

Background

o Weat DES,LLC are licensed by the Pennsylvania Public Utility Commission to offer and supply
electric generation services in Pennsylvania. Our PUC license number is .

+ We set the generation prices and charges that you pay. The Public Utility Commission reguiates distribution
prices and services. The Federal Energy Regulatory Commission regulates transmission prices and services.

» If you ask us, we can bill you directly for our service.

Definitions
e Generation Charge - Charge for production of electricity.

e Transmission Charge - Charge for moving high voltage electricity from a generation facility to the distribution
lines of an electric distribution company.

» Nonbasic Charges - Define each nonbasic service being offered.
Terms of Service
. {a) Basic Service Prices - /femize Basic Services you are billing for and their prices.

You will pay DES. LL.C X cents _ per kWh for eleciric generation service.
Suppliers are to include any variable pricing conditions and limits, if charging a variable rate.

You will pay DES.LLC X cents per per kWh for electric transmission service.
Suppliers are to include transmission service prices if billed.

(b) Nonbasic Service Prices - ftemize Nonbasic Services you are offering and their prices.
2, Length of Agreement
You will buy your service from us for your service address beginning on a date set by your electric distribution company

("EDC") and will continue for 24 monthly billing cycles. Your EDC will continue to deliver your electricity supply, and
provide billing and other services.

3. Special Terms and Conditions - List and explain all that apply.
NONE
4. Special Services - Provide explanation of price, terms and conditions, including advanced metering

deployment, if applicable.

5. Penaities, Fees and Exceptions - List any that apply including a late payment charge. The print size for this
section must be larger than the print in the rest of the agreement.

EGS License Application 2
PA PUC Document #:,131964



6. Cancellation Provisions - If you don’t pay our charges when due, we may cancel this agreement by providing ten

(10) days written notice to you. We may also cancel this agreement by providing the notice required by the PUC and your

EDC for discontinuance of service by suppliers of electricity. This agreement is also cancelled if your EDC returns you to

EDC supply and distribution service. You may cancel this agreement at any time before midnight of the third business day

after receiving this disclosure. You may cancel this agreement in writing, orally or electronically if available. Cancellation
‘)es not relieve you of your payment obligations to us for service provided up fo the date of the canceliation.

Renewal Provision - This agreement will automatically renew under the same terms and conditions on a month-

to-month basis. While taking service on a month-to-maonth basis, either you or we may cancel this agreement without fees
or penalties.

8. Agreement Expiration/Change in Terms

If you have a fixed term agreement with us and it is approaching the expiration date or if we propose to change our
terms of service, we will send you written notice in each of our last three bills or in separate mailings before gither the
expiration date or the effective date of the changes. We will explain your options in these three advance notices.

9. Dispute Procedures

Contact us with any questions concerning our terms of service. You may call the PUC if you are not satisfied after
discussing your terms with us.

10. Contact Information
Generation Supplier Name: Direct Energy Services, LLC
Address: 263 Tresser Blvd., 8" Floor
Stamford, CT 06901
Phone Number: 1-888-734-0741
.ternet Address: www.directenerqy com

Electric Distribution Company Name:

Provider of Last Resort Name:
Address:

Phone Number:

Public Utility Commission (PUC)
Address: P.O. Box 3265 Harrisburg, PA 17105-3265
Electric Competition Hotline Number: 1-888-782-3228

Universal Service Program Name:

Phone Number:

EGS License Application 3
PA PUC Docurpent #: 131964



QUESTION 18
“Bonding”
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APPENDIX A

Federal Insurance Company
License Bond

Bond Number: §196-66-89

KNOW ALL MEN BY THESE PRESENTS that Direct Energy Services, LLC as Principal, and
Federal Insurance Company of Warren, New Jersey, as Surety, are firmly bound unto Pennsylvania Public Utility
Commission, as obligee, in the penal sum of two hundred fifty thousand dollars ($250,000), lawful money of the
United States of America for the payment of which, well and truly to be made, we bind ourselves, our heirs,
executors and administrators, successors and assigns, jointly, severally, and firmly by these presents.

SIGNED, SEALED AND DATED THIS 27_’“’ day of January, 2005.

THE CONDITION OF THIS OBLIGATION IS SUCH, that Whereas the Principal has made
application for a license to the Obligee to offer, render, furnish or supply electricity or electric generation services to
the public.

NOW THEREFORE, the condition of this obligation is such that the Principal must act in accordance
with Section 2809{c)(I)(i) of the Public Utility Code, 66 Pa. C.S. 2809(c)(1)(i), to assure compliance with applicable
provisions of the Public Utility Code, 66 Pa. C.S. 101, et seq. and the rules and regulation of the Pennsylvania
Public Utility Commission by the Principal as a licensed ¢lectric generation supplier; to ensure the payment of Gross
Receipts Tax as required by Section 2810 of the Public Utility Code, 66 Pa. C.S. 2810; and to ensure the supply of
electricity at retail in accordance with contracts, agreements or arrangement. Payment of claims shall have the
following priority: (I) The Commonwealth of Pennsylvania; (II) Electric Distribution Companies for the
reimbursement of Gross Receipts Tax; and (11I) Private Individuals. Proceeds of the bond may not be used to pay
any penalties or fines levied against the Principal for violations of the law, or for the payment of any other 1ax
obligations owed to the Commonwealth of Pennsylvania.

NOW THEREFORE, if the Principal shall, during the period commencing on the aforesaid date, faithfully
observe and honestly comply with such rules, regulations and statutes that are applicable to an electric generation
suppliet licensed in Pennsylvania and fulfills its obligation to pay the Gross Receipts Tax to the Commonwealth,
and to deliver electricity at retail in accordance with contracts, agreements and arrangements, require the execution
of this bond, then this obligation shall become void and of no effect.

PROVIDED, the Surety may terminate its future liability under this Bond sixty (60) days after furnishing
written notice of such intention to terminate. This termination shall not affect the liability of the Surety and the
Principal for any liability incuired by the Principal prior to the effective date of such termination. Any claim under
this bond must be instituted within three (3) months of the effective date of termination.

THIS BOND WILL EXPIRE January 27, 2006 but may be continued by continuation certificate signed
by Principal and Federal Insurance Company. Federal Insurance Company may at any time terminate its liability by
giving sixty (60) days written notice of the Obligee, and Federal Insurance Company shall not be liable for any
default after such sixty-day notice period, except for defaults occurring prior thereto.

Signed, sealed and dated January 27"‘, 2005 Direct Ene vices, LLC

Principal

Federal Insurance Company

COUNTERSIGNED BY Surety

By  Mdebh i Q.

Registered Agent J.K. Takeuchi, Attorney-in-Fact




Chubb POWER Federal Insurance Company Attn: Surety Department
' OF Vigilant Insurance Company 15 Mountain View Road
Surety  ATTORNEY Pacific Indemnity Company Warren, NJ 07059

All by These Presents, That FEDERAL INSURANCE COMPANY, an Indiana corporation, VIGILANT INSURANCE COMPANY, a New York corporation,
PACIFIC INDEMNITY COMPANY, a Wisconsin corporation, do each hersby constitute and appoint ¢, Holmes, G.W. Russ,

.J. Feijo and J.M. Takeuchi of Toronto, Canada

Bond #8196-66-89

each as their true and lawlul Attorney-in-Fact to execute under such designation in their names andg to affix their corporate seals to and defiver for and.on
their behalf as surety thereon or otherwise, bonds (other than bail bonds) and undertakings given or executed in the course of its business {but not to
include any instruments amending or altering the same, nor consents to the modification or alteration of any instrument referred to in said bonds or
obligations).

" In Witness Whereof, said FEDERAL INSURANCE COMPANY, VIGILANT INSURANCE COMPANY, and PACIFIC INDEMNITY COMPANY have
each executed and atlested these presents and affixed their corporate seals onthis  26th dayot May, 2000.

N TR

Kenneth C. Wendsl, Assistant Secretary f / Frink E. RoberiSon, %e Pregident
STATE OF NEW JEF\SEYW
s§
County of Somerset _J
ontnis 26th day ot May, 2000 , betore me, a Notary Pubtic of New Jersey, personally came Kenneth C. Wendel, to me known

10 be Assistant Secretary of FEDERAL INSURANCE COMPANY, VIGILANT INSURANCE COMPANY, and PACIFIC INDEMNITY COMPANY, the companies which executed the
foregoing Power of Attorney, and the said Kenneth G, Wendel being by me duly swom, did depose and say that he is Assistan: Secretary of FEDERAL INSURANCE COMPANY,
VIGILANT INSURANCE COMPANY, and PACIFIC INDEMNITY COMPANY and knows the corporate seals thereof, that the seals affixed to the foregoing Power of Attomey are
such corporate seals and were thereto affixed by authority of the By-Laws of said Companies; and that he signed said Power of Attomey as Assistant Secretary of said Companies
by like authority; and that he is acquainted with Frank E. Robertson, and knows him to be Vice President of said Companies; and that the signature of Frank E. Robertson,
ubscribed 1o said Power of Anorney is in the genuine handwriting of Frank E. Robertson, and was thereto subscribed by authority of said By-lLaws and in deponent's presence:

ria! Seal '
MICHELE R. MCKENNA
Notary mm, State of New Jorsey )

Commisslon Explm Sept. 25, 2004

CERTIFICATION
Extract from the .By-Laws of FEDERAL INSURANCE COMPANY, VIGILANT INSURANCE COMPANY, and PACIFIC INDEMNITY COMPANY:

“All powers of attoney for and on behalf of the Company may and shall be executed in the-name and on behalf of the Company, either by the
Chairman or the President or a Vice President or an Assistant Vice President, jointly with the Secretary or an Assistant Secretary, under their
respective designations. The signature of such officers may be engraved, printed or lithographed., The signature of each of the following officers:
Chairman, President, any Vice President, any Assistant Vice President, any Secretary, any Assistant Secretary and the seal of the:Company may
be affixed by facsimile to any power of attomey or o any certificate relating thereto appointing Assistant Secretaries or Attomeys-in-Fact for
purposes only of executing and atiesting bonds and undertakings and other writings obligatory in the nature thereof, and any such power of
attomey or cerlificate bearing such facsimile signature or facsimile seal shall be valid and binding upon the Company and any such power so
executed and centified by such facsimile signature and facsimile sea! shall be valid and binding upon the Company with respect t6-any bond or
undertaking to which i is attached.”

1, Kenneth C. Wendel, Assistant Secretary of FEDERAL INSURANCE COMPANY, VIGILANT INSURANCE COMPANY, and PACIFIC INDEMNITY COMPANY
(the “Companies™} do hereby certify that
(i) the foregoing extract of the By-Laws of the Companies is true and correct,
(i) the Companies are duly licensed and authorized to transact surety business in ali 50 of the United States of America and the District of
Columbia and are authorized by the U. 8. Treasury Department; further, Federal and Vigilant are licensed in Puerto Rico and the U. 8.

Virgin Islands, and Federal is licensed in American Samoa, Guam, and each of the Provinces of Canada except Prince Edward Island; and
(iti) the foregoing Power of Attomey is true, correct and in full force and effect,

Given under my hand and seals of said Companies at Warren, NJ this 27 th day of January, 2005

Mo L Lt/

Kenneth C. Weande!; Asdistant Secretary

IN THE EVENT YOU WISH TO NOTIFY US OF A CLAIM, VERIFY THE AUTHENTICITY OF THIS BOND OR
NOTIFY US OF ANY OTHER MATTER, PLEASE CONTACT US AT ADDRESS LISTED ABOVE, OR BY
Telephone {908) 903-3485 Fax (908) 903-3656 e-mail; surety@chubb.com

Form 15-10-0226 {Ed. 4-99) NON-CONSENT



QUESTION 19

“Financial Fitness and Chief Officer Resumes”



QUESTION 19

A. Attached please find copies of the following: Direct Energy’s organizational
Chart; letters describing the financial relationship between Direct Energy and
its parent, Centrica plc; annual reports and accounts for Direct Energy’s parent
Centrica plc for 2002 and 2003; and a report on Centrica’s Credit Rating .

The credit ratings for Centrica plc, are as follows:

Moody’s
Long-Term-A2
Short-term-P1

Standard & Pgor’s
Long-Term-A
Short-Term-Al

B. The chief officers of Direct Energy are as follows:

Dervk King, Chairman

Deryk King has been president and CEO of Centrica North America since January
2001. He is also a member of Centrica’s Executive Committee.

Mr. King spent his early career in sales and marketing, first with Air Products and
subsequently with ICI. In a 23 year career with ICI, he held a number of
international marketing posts including two and a half years in Tokyo. Mr. King
then moved into general management, first as a general manager of ICI’s
European fertilizer business and then as managing director of ICI’s global
polyester business.

He left ICT in 1996 1o become chief operating officer of Powergen plc. During his
tenure with Powergen, the company expanded operations into India, Indonesia,
Thailand, Hungary, Portugal and Australia, achieving five successive half-year
periods of record earnings.

After leaving Powergen in late 1998, Deryk joined Centrica plc as a senior
advisor and projects director for a number of European initiatives the company
was undertaking. He joined the company on a permanent basis in August 2000
and moved into his present post at the end of that year.

Mr. King is a graduate of University College, Oxford. He has completed
INSEAD Advanced Management Program. He is a fellow of the Chartered
Institute of Marketing,



Lois Hedge-peth, President and CEO

Lois leads all U.S. operations as Centrica continues its entry into U.S. energy
markets. Lois is responsible for North American business development,
regulatory affairs, public relations and marketing.

Lois has more than twenty years of experience, working in various positions at
AT&T Corp. She most recently served as President, Fixed Wireless Operations,
where she implemented deployment of a consumer and small business network
that increased from 100 to 30,000 customers within 15 months, as well as the
process and support systems to service the network customers.

During her tenure at AT&T, Lois supervised operations, regulatory affairs and
consumer marketing initiatives for various business units.

Bill Cromin., Chief Operating Qfficer

Bill has profit and loss responsibilities for Centrica’s North American business
activities in the Northern U.S. Region, which includes the Great Lakes, Mid-
Adtlantic and Northeastern states.

Bill has more than 17 years of experience, most recently at New Power, Inc. as
Managing Director, Risk Strategy and Trading, where he managed a portfolio of
800,000 retail natural gas and electric customers in 16 utility regions. Prior to
that, he was at Phibro, Inc. for 14 years, starting as a Senior Credit Analyst and
rising to Chief Financial Officer and Head of Business Development.

Mr. Cronin has a B.A. degree in economics and communication from Oneonta
State University in Oneonta, N.Y.

Our custodian for accounting records is:

Demi Tsioros

Vice President Finance

263 Tresser Blvd., 8" Floor
Stamford, CT (6901
(T)203) 328-3564
(F)(203) 328-3545



Direct Energy Services LL.C

Owmership structure as at January 3, 2005
Direct Energy Setvices, LLC is wholly owned by Centrica PLC

Centrica plc
(England and Wales)

l

Centrica Beta Holdings Limited
(England and Wales)

Centrica America Limited
(England and Wales)

Centrica US Holdings Inc.
{Delaware)

Direct Energy Markeling Inc.
{Delaware)

Direct Energy Services, LLC
(Delaware)




== Direct Enerqy.

- Tuly 14, 2004

To: Pennsylvania Public Utility Commission

Dear Sirs/Mesdames:

1 am writing in connection with Direct Energy Services, LLC’s (“DES, LLC’s”
proposed licensure in Pennsylvania. More particularly, I am writing to certify, in my
capacity as Legal Counsel to DES, LLC, and without personal liability, that (a) DES,
LLC is a wholly-owned direct subsidiary of Direct Energy Marketing Inc., which in tum
is a wholly-owned direct subsidiary of Centrica US Holdings Inc. (“CUSHI”), and (b)
CUSHI 1s an indirect wholly-owned substdiary of Centrica plc. For information relating
io Centrica plc’s business please visit www.centrica.com.

Very Best Regards,

Brandon Parent
Legal Counsel

25 Sheppard Avenue West, Suite 1500, Toronto, ON, M2N 656

A Ceniricg business
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401 South Tryon Strast
Three Wachavia Cenier, 10th Floor
Charlolle, NC 282885710

WACHOVIA

July 14, 2004

Pennsylvania Public Unlity Commission

Dear Sir or Madam;

Thas leticr is to inform you that our custoner, Centrica US Holdings Inc. (CUSH]) has
been a valued customer of Wachovia Bank, N.A. sincc March 2003 and, as of this
writing, has conducted its accounts and operations with us in a satisfactory manner.
Centrica US Holdings Juc. has an excellent relationship with Wachovia, maintains

significant balances within the bank and always settles its liabilities promptly.

Please feel free to contact me if you need additional information. I can be reached at

(704) 715-3919 or mike.wiese@wachovia.com.

Smcerely,

Mk o _L_\L(E—d— DR

Mike Wiese
Vice President
Wachovia Treasury Services
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Centrica

‘We have established a solid
platform from which our strategy
‘will produce strong growth.’

Sir Michael Perry, Chairman




Vision, Strategy, Values

Our vision is to be a leading supplier of essential services
in our chosen markets in order to provide maximum value
to our shareholders.
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Our distinctive strategy
is to create value for
shareholders through:

Deepening our relationships
with customers

Galning and retaining valuable
customers by understanding
their needs and offering them
tailored products and services
through our strong brands.

Managing risk in the

energy markets

Identifying and implementing
the right blend of owning
production assets, negotiating
long term contracts and daily
buying activities.

Sharing knowledge

and best practice

Making Centrica greater than
the sum of its parts both

by implementing common
processes and by sharing
knowledge, best practice and
learning across the company.

Throughout this report references
to British Gas include Scottish Gas.

Our values are the core of
our corporate philosophy:

Passion for customers

This value is central to the way
we work. We have an ethos of
delivering outstanding customer
service. We must be abls to
anticipate our customers’ needs
and correct any errors promptly.
We must give value for money
and deliver efficient and effective
products and services.

Pride

Pride comes from the
satisfaction of our customers
and from delivering high quality
products and services, We're
proud of our staff and their
achievements, and we
recognise and reward success.

Trust

Trust is at the heart of our
relationships with customers,
Trust means doing what we
say and acting with integrity.
We demonstrate trust by
respecting and empowering
our employees. Building trust
will help us develop strong
future relationships with

our stakeholders.

Challenge

We are ¢constantly striving for
continual improvement; we are
never satisfied. We engage
constructively with advocates
and critics from within and
outside the company. We do

this to maintain our competitive
edge and deliver consistently
outstanding shareholder returns.

Support

We support employees seeking
to meet and own challenges.
We foster teamworking and
knowledge sharing, and

give our employees the

tools and training they

need to do their job well.

Eamings ark operatiryg profit numbers are stated, throughout the commentary, before goedwill amortisation and exceptional charges where applicable.
Thammmwmmsmmmwmmwqurgpedmdtmgmu.p The equivalent amounts after goodwill amentisation

ana

flactad Innota 2 and ans reconclied at group kevel in the group profit and Kess account on page 38, with descriptions ofthe

exoapmnai nemslnnota4 Adijusted eamings and adjusted basic eamings per shera ara reconciled to their statttory equivalents innota 9.

Altcument financial results listed eve for the year ended 31 December 2000. All references to ‘the prior year, '2002" and 'last year’ mean the year ended

31 Docomber 2002,



Chairman’s statement

! Our continued focus on understanding and providing

what our customers want has helped us to achieve

growth in both revenues and earnings.

Eamings per share (pance)

03 11.8 16.8!
02 114 162
o1 8.1 121

00 B.4 102

99 43 78

After goociwill amortisation and exceptional

charges, including Joint vinturis and associates.
Before goodwill ameetisation and exceptional
charges, Includingjoint virtures anc associstes.

Dividend (pence)
03 54
02 4.0

il 31

00| 28
99 25

Centrica has made steady
progress during 2003 againsta
backdrop of uncertain economic
conditions, rising energy prices
and challenging regulatory
issues in some of our markets.
Our continued focus on
understanding and providing
what our customers want, and
our skitl in managing the risks of
sourcing the energy to meet their
needs, have helped us to achieve
growth to record levels in both
revenues and eamings.

The development of competitive
markets is impertant for our
strategy. In 2003 we saw a
continuing commitment toa
fully transparent energy market
in Britain, with new legislationto
introduce a competitive electricity
trading system in Scotland. In
Europe, the new energy directives
are now in place, and we look
forward to the establishment of
aproperly competitive market.
The regulatory environment in
North America remains varied,
but overall we have continued

to prosper inour chosen
markets. There has been

further progress inimproving
the competitive nature of the

UK telecommunications market,
but there is some way to go
before alevel playing field is
firmly established.

In 2003 there were sharprises

in UK wholesale prices in both
gas and electricity despite lower
than average consumption due
to warmer weather. The long
terrm outlook for gas supply in
the UK is improving, with an
increasing diversity of supply
and further links between the

UK and mainland Europe. It
seems inevitable, however,
that the increasing costs of
complying with the UK and EU
regulations designed to deliver
alow carbon economy will
create upward pressure on
consumer electricity prices.

Dividend

The board of directors is
proposing a final dividend of
3.7 pence per share to be paid
in June 2004. This means that,
when combined with the interim
dividend of 1.7 pence per share
paid in November 2003, the
total dividend for 2003 will be
5.4 pence per share. This total
per share increase of 35%
reflects our continuing
confidence in the outiook for
both cash flow and earnings
inthe medium term.

The commitment and
dedication of our
employees have
ensured that 2003 has
been a very successful
year for the group.

The board of directors

Sir Brian Shaw retired in May
2003 and we are most grateful
for the part he played in the
development of Centrica.

it is fitting that he continuesto
chalr the AA Motoring Trust, an
independent charity supported
by Centrica. Mike Alexander,
who made a considerable
contribution to the success

of Centrica, retired fromthe
company in February 2003. In
December, my own retirernent
was announced and my

successor, Roger Carr, subject
ta re-election to the board, will
be taking over as chairran at
the end of the annual general
meeting (AGM} in May.

The future

Centricahas made enormous
progress over the past seven
years, rising from the bottom
half of the FTSE 100 Index

to positionitself inthe top 30
companies in the UK; growing
from our British Gas base
through the acquisition of

the AA, the movement into
telecommunications and
international expansion,

{ am delighted that we have
established a solid platform
from which continued delivery
of our strategy will produce
strong medium term growth.

The commitment and dedication
of our employees have ensured
that 2003 has been another very
successful year for the group
and | would like to thank them
all for their hard work. | am
confident that, with the
excellentmanagement team
led by Sir Roy Gardner, along
with the experience brought

by Roger Carr as the new
chairman, and the collective
efforts of all ouremployees,

the company will continue

to go from strength to strength.

Gl

Sir Michael Perry GBE
Chairman
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Centrica ataglance

British Gas Centrica Business Centrica Energy Centrica Storage
Services Management Group
WUnderihe British Gasname Centrica Business Servicesaims ~ We source thegas and electricity  Centrica Storage operates the

in'England, the Nwy Prydain

and British Gas names in Wales,
and Scottish Gas in Scotland,
we supply gas, electricity and
telecoms services to residential
customers throughout Britain.
As well as energy and telecoms,
we offer customers an increasing
choice of cornplementary

home services.

We continue to be the first
choice gas supplier for millions
of people. Since the market
opened to competition in 1998
we've become the largest
supplier of electricity to
residential customers in Britain.

Apart from supplying energy

we are also the largest domestic
central heating and gas appliance
installation company with
maintenance and breakdown
services provided under our
HomeCare range. We also
provide HomeCare for plumbing
and drains, horme electrics and
kitchen appliances and are a
national installer of domestic,
monitored home security systems.

British Gas Cormmunications
offers an integrated package of
fixed line, mobile and internet
services to customers across
Britain.

www.house.co.uk

British Gas ﬂ
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to be recognised as the most
innovative and flexible provider
of energy and other essential
services for businesses.

The business markets gas,
electricity and telecoms
services under the British Gas
brand across Britain. It is now
the number one supplier of
energy to the commercial sector.

The creation of Centrica
Business Services enabled

the business to focus onthe
specific needs of its customers,
from large industrial and
commercial companies, to small
and medium size businesses.

www.britishgasbusiness.co.uk

ca

business services

we need to supply our
custorners in Britain through a
tearn of specialists working in
Centrica Energy Managernent
Group (CEMQG). The business
consists of our upstream gas
production, electricity
generation, wholesale and
industrial gas sales activities and
our energy optimisation unit.

Through its provision of
appropriate access to
competitively priced gas and
power supplies, CEMG s key
to the success of our retait
energy businesses.

We now produce approximately
25% of peak demand for our
electricity customers through
our interests in six gas-fired
power stations. in addition, we
are committed to investing in
renewable generation, and
already have interests in
developments in the [rish Sea
and North Sea,

www.centrica.com

centrica
energy

Rough gas storage facilities —
a partially depleted gas field

in the Southern North Sea.
The business provides storage
services for a wide range of
customers, including other
businesses within the
Centrica group.

www.centrica-sl.co.uk

Taking care of the essentials



The AA

OnelTel

Europe

Centrica
North America

We provide reassurance and
services o motorists in the UK
and Ireland through the AA.

The roadside assistance service
remains at the core of our
activities, with members
choosing the level of cover

that best suits their needs.

The AAis the UK's number
oneindependent insurance
intermediary and we are a
growing provider of personal
loans and financial services.

AA Service Centres offera
range of maintenance and
repair services to motorists
across Britain, and AA Tyre Fit
is the UK's first all-mobile fleat
and retail tyre network. We are
the only national driving school
exclusively using fully qualified
driving instructors.

www.theaa,com

With a fresh and innovative
approach, we provide arange
oflandling, mobile and internet
services across the UK.

One.Tel landline customers are
offered a range of call plans,
including unlimited usage.
Customers also benefit from free
directory enquiries calls to
One.Tel's 118 111 service,
Mobile phone customers have a
choice of the [atest handsets
and flexible tariffs.

Intermet users are offered a
choice of packages, whether for
casual home use or business
needs, The service includes
broadband options for people
who require high speed access
and ‘always on’ connection.

www.onetel.co.uk

OneleD)

Qur energy supply joint venture,
Luminus, has provided a launch
pad for developing our activities
in Europe. Competitioninthe
Flanders region of Belgium,
which had been open at
industrial and commercial

level was extended in July
2003, to residential gas and
electricity customers.

Following the opening of the
Spanish energy market at the
start of 2003, Luseo Energia
is focused on providing
electricity for small and
medium sized businesses.

www.luminus.be

www.luseoenergia.com

luminus
(X -

0

Lused)

In Ontario, Direct Energy
Essential Home Services offers
gas and electricity and arange
of home services.

In Texas we supply electricity
under the Direct Energy,

WTU Retail Energy and CPL
Retail Energy brands to homes
and businesses.

We supply gas under the Energy
America brand in Michigan, Ohio
and Pennsylvania.

Direct Energy Business Services
provides comprehensive energy
solutions to businesses

throughout Canada and in Texas.

www.directenergy.com
Www.energyamerica.com

www.cplretailenergy.com
www.wiuretailenergy.com

BY
B Direct Energy:

—p
= energy america
HA@

epl

Retail Energy

WU

Every day we touch the lives of millions of people. Through our leading brands,
Centrica provides warmth, comfort and peace of mind.
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Chief executive’s review

We believe that the fundamental drivers of profitability
within our brand units will continue to improve as we
broaden and deepen the relationships we have

with our customers.

Overall the group delivered a
strong performance in 2003 with
adjusted basic earnings per
share up 119% on 2002, This was
delivered despite the impact of
the second consecutive year of
warm weather which, unusually,
in 2003 also brought withit higher
commodity costs; both of these
depressed reported margins

in our gas supply businesses.
However, the underlying
strength of the Centrica

model with its unique balance

of upstream and downstream
positions, together with the
positive impact of acquisitions,
has enabled us again to deliver
record profits despite these
adverse externai factors.

Turnover and profitability
Group turnover {excluding
Accord trading revenue) was
£11.7 billion in 2003, up 17%
from 2002. Increases were
achieved in all of the main
customer facing businesses as
well as inthe industrial and
wholesaling division of the
Centrica Energy Management
Group (CEMG). The highest
growth came from North
America (up 112%) due mainly

Oparating profit (£m)

03 897 1058

02 809 932

01 511 679

09 452 1526

99 335

424

ARergoodwil amortisation and
exceptional charges, Including jofnt
ventures and associates.

Befora goodwill amortisation and
exceptional charges, including joint
ventures and associates.

‘Inciuding joint ventures and

to the full yearimpact of the 2002
acquisitions in Texas. Despite
the unseasonably warm
weather, turnover in British Gas
increased with positive year-on-
year contributions from energy,
home services and telecoms.

Group operating profit* of
£1,058 million was up 14%
from £832 million in 2002,

The lower profits in British
Gas residential and Centrica
Business Services, dueto the
impact of weather and higher
commodity and transportation
costs, were more than offset
by significant improvements

in other units, particularty North
America, the AA and CEMG,
and the full year contribution
from Centrica Storage.

Cash flow, capital expenditure
and acquisitions

Group operating cash flow {from
continuing operations, including
dividends from joint ventures and
associates, before exceptional
payments)was £1,321 million for
2003 compared with £795 million
for 2002. Anincreasa of

£141 millionto £1,463 million

in operating profit” before
depreciation was supplemented
by a decrease in petroleum
revenue tax (PRT) payments of
£109 million and the acceleration
in 2002 of transportation
payments of £168 million.

In2003 therewasa
considerable reduction
inacquisition expenditure
compared to the prior year.
Receipts from disposals net of
acquisitions were £292 million
versus net expenditure in 2002

before goodwill

04 Centrica ple repart 2003

of £935 million. This was
primarily due to the net receipt
onthe disposal of Goldfish
Bank, partially offset by both our
purchases of the Roosecote and
Barry power stations, and
deferred consideration on the
2002 acquisition of customersin
Texas. Operating cash outflow
on discontinued activities of
£301 million mainly reflected the
repayment of Goldfish Bank
deposit accounts.

Lower spend in respect of the
business transformation
programme within British Gas
was the main contributor to the
reductian in net capital
expenditure and financial
investment, down £120 million at
£282 million (2002: £402 million).

The group’s net cash inflow
{before management of liquid
resources and financing) was
£652 million, against a net
outflow of £918 million in 2002.

Outlook

We believe that the fundamental
drivers of profitability within our
customer facing brand units will
continue te improve as we
broaden and deepen the
relationships we have with our
customers through innovative
product offerings and improved
service and targeting. This will
be underpinned by further
investment inour gas and power
asset base.

British Gas is now part way
through its transformation with
the heavy financial investment in
hardware and software having
taken place. We believe this root

and branchreform of systems and
processes will genuinely transfonm
the customer experience which
is at the heart of the profitability
of the business. We are now
allocating £40 million to the
programme for costs which were
previously in other British Gas
budgets; for example property
costs, post-commissioning
running costs and the cost of
staff back-filling. Together with
some additional home services
functionality now specified

{£10 million) we expect the
programme to cost around

2400 million. We have decided
to extend both the pilot and
deployment phase for the cross-
selling technology and are now
around nine months behind the
original timeline; this decision
was taken to ensure the integrity
of the system and to preserve our
customer service levels as we
roll-out to the wider user base.
The delay inimplementationis
not expected to materially impact
either costs or benefits from the
programme. The next two years
will be challenging as we put the
remaining elements of the systems
infrastructure in place and the
investrnent continues in the
wider transformation programme.
The first materia! net financial
benefits are still expected in 2005
and we retain our 2005 margin
target for British Gas at 8%.

With churn rates within the
British retail energy industry
stabilising, we expect recent
levels of customer losses in gas
and gains in electricity to be
maintained throughout 2004.

As yet itis too early to assess

the precise effect of the price rise



Operating profit by business* (£m)

2003 2002
British Gas residential 206 244
Centrica Business Services 51 65
Centrica Enagy Management Group 561 519
Centrica Storage 40 1
The AA 83 73
QneTel 4 2
Centrica North America 130 63
Qther operations - 5
Goldfish Bank @7 {40)
Group 1,068 932

“Including joint ventures and assoclations, bafore goodwill amortisation.

in January 2004 aimed at restoring
gross margins to 2002 levels. A
key aim for us will be to build on
our success in 2003 inretaining
in gas, and gaining in electricity,
agreater proportion of higher
value customers. To assist the
expansion of the British Gas
brand, early in 2004 we will trial
awholesale line rental (WLR)
telecoms solution inthe UK
which would allow us to provide
asingle bill to customers for
both line rental and call charges.
This will enhance the customer
exparience and give us the
platform we require to
accelerate the growth of

British Gas Communications
and so further contribute to
strengthening the relationship
we have with our customers.

With Centrica Business Services
we will seek to consolidate our
position as the leading supplier
of energy products to the
commercial sector in Britain,
Havingintegrated the
businesses acquired over the
last two years, we are now
concentrating on investing

to transform the customer
expearience, on enhancing

our ability to react to market
changes and on cross-selling.

We intend to add to our gas and
power asset portfolio in 2004,
We continue to target further
investment of around

£100 million per yearin gas
reserves to support our UK
customer demand and we &also
intend to increase our equity
hedge in electricity in the UK
with an investment of around
£250 miillion over the next three

years, 2004 may also bring

the first material spend on our
renewable generation assets
as, with successful surveys, we
begin construction of the 90MW
offshore wind farm at Barrow.
We are also actively seeking
further assets in North America,
particularly in Texas, where

we aim to acquire electricity
generation plant to support

our retail business.

We have taken measures over
recent years to increase the
deliverability from our gas fields.
While on average, over the
medium term, gas production
from Marecambe will decline by
around 10% per year, we expect
production levels in 2004 to be
similar to 2003,

We have an ongoing prograrmme
of maintenance work on our
Rough storage asset which

will further improve the
operational performance

of the asset and reduce the

risk of material outages. With
this, and the market-driven
movement in the summer/
winter gas price differential, we
expect Rough's profitability to
exceed our initial expectations
and to show a marked year-on-
year improvement.

The AA will continue to seek
revenue growth through value-
adding product developments
underpinned by further
improvements in operational
efficiency. We expecttosee
real benefits from the roll-out of
new technology to the roadside
patrols with improved service
to our customers and reduced

cost-to-serve, An integrated
single customer services
organisation will help to further
deepen the customer relationship
and enhance the cross-selling
opportunities within the AA,

inorder to maintain its competitive
position in the UK telecoms
market, One.Tel is establishing
acall centre in India. We expect
this to lower the cost base
significantly while maintaining
the current levels of customer
service. A successful trial in 2004
of aWLR solution will further
enhancethe custorner experience.

In North America we have
achieved a scale which allows
us to move steadily forward.
We will add organically to our
top-line with a concentration

on value. Alongside this we will
use our new business services
organisation to support our
current retail positions and
enter new markets, targeting
medium sized enterprises

with a full range of energy and
related services. We continue to
pursue acquisition opportunities
but, in the current regulatory
environment and given our
concentration on value, these
are likely to be complex and
difficult to execute.

The compstitive environment
is likely to continue to develop
at different speeds across
Europeinthe short term.
However thereis a clear
timeline for deregulation and
we are well positioned to enter
the available markets at the
right time and when the right
opportunity appears.

Qur progress in 2003 has only
been possible because of the
efforts of our employees. We
recognise that the further growth
of Centrica depends on having
people with appropriate skills
who are committed to the success
ofthe company. [ am pleased
that in 2003 we achieved a very
high response rate to our
employee survey which allows
us to identify the issues and
areas for improvement as we
progress our people strategy.

In summary, our strategy has
always been and remains to
maximise long term value by
deepening our relationships with
customers assisted by sharing
knowledge and best practice
across the company. At the same
time we must achieve a cost of
goods advantage through optimal
upstream procurement. This
strategy and our clear focus on
value delivery, including value-
adding acquisitions when
identified, willenable us to grow
both top-line ravenue and,.
through improving operational
performance, bottom line eamings
in the medium term. We remain
committed to a financial structure,
including appropriate debt
levels, which best rewards our
shareholders. We expect this to
include, in 2004, another significant
step towards our targeted
dividend payout ratio of 40%.

s G

Sir Roy Gardner
Chief executive
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Operating and financial review

British Gas ﬂ

Qur Engingering Academy recrutted and tralned
hundreds of new engineers during 2003.

Inthe home did youknow..?

> British Gas [s the biggest supplier
of both residential gas and
electricity In Britaln.

= Woe have 7,160 qualified engineers
and 844 contractors who completed
around 7.2 million jobs during the year.

> One in four hames in Britain with gas
central heating has a SetviceCare
contract with British Gas.

> Almaost 130,000 customers have
signed upta online e-blills since the
launch of paperiess billing In May 2003.

British Gas residential
Adverse external factors
mask strong underfying
fundamentals

In a challenging vear for the retail
energy industry in Britain with
the impacts of warm weather
unusually coupled with rises in
commodity costs, British Gas
increased its turnover by 2.4%
to £6.2 billion (2002 £6.0 billion).
This was dug to an increase

in our electricity market share,
higher energy pricing and
continued growth in our

home services business.

However, operating profit*
was down 16% at £206 million
{2002: £244 million). The main
elements of this year-on-year
tall were the impactofa

£54 million National
Transmigsion System (NTS)
credit in 2002 and a significant
increase in commodity and
transportation costs in the
secand half of 2003.
Transportation costs for British
Gas increased by around 5%
in 2003 as Transco made up
for a cost under-recovery in
2002 when lower gas volumes
were transported as a result
of the warm weather. We also
made further investments of
£61 million {2002: £38 million}
to meet our obligations under
the government's Energy
Efficiency Commitment and
£32 million {2002: £22 millicn)
onour engineer training
academy to increase our
engineer numbers to meet

the projected demand for
energy related services.
Correspondingly, the nurnber

of training centres and
partnerships with further
education establishments has
now increased to 13 across the
country with 1,267 engineers
currently in training.

The British Gas transformation
programme to deliverimproved
customer service has continued
to progress in 2003 across

the areas of data, processes,
systems and people. The
transformation impacts every
area of the business and

will deliver a ‘one stop shop'
experience for our customers,
where a single customer

service agent will be able to deal
with all of their enquiries.

The customer relationship
management infrastructure

has now beenrolled out to
9,700 staff, enabling them

to have a single view of the
custormer and giving them the
ability to serve customers
appropriately. This insight

will in turn create a different

and enhanced customer
experience. For integrated
cross-selling functionality, we
have extended the testing period
between pilot and full ramp-up
to ensure system integrity
throughout. As a consequence,

Key residential energy performance indicators

2003 2002 L%
Customer numbers {year end} (000)
Residential gas 12,590 12,839 (1.9
Rasidentlal alectricity 6,189 5,795 7
Estimated market share (%)
Residential gas 62 64 {2ppts)
Residantial alectricity 24 22 2ppls,
Average consumption
Residential gas {therms) 614 609 0.8
Residential electricity (kWh} 4,178 4,146 0.8
Weighted average sales price
Rasidertial gas {p/thamm) 4757 47.01 1.2
Residential electricity (o/kwWh) 6,19 6.03 2.7
_Weighted average unit costs
Residential gas (WACOG, p/thean) 22,65 21,81 3.8
Resldentlal electricity WACOE, p/kWh} 2.46 247 (0.4)
Transportation and distribution (€m)
Rasidential gas 1,305 1,256 3.9
Rasidential electricity 479 444 8
Total 1,784 1,700 4.9
Tumover [£m]
Residential gas 3,742 3,805 (L0
Residential electricity 1,547 1,380 12
Total 5,288 5,185 20
Opersting profit ¢m)

Hasidential enangy

136 218 (38)

Operating margin [%)

Residential onargy 26 4.2 (1.6ppts)
British Gas praduct holding**
Avarage Brilish Gas products per customer (year end) 1.62 1.53 6

“Inchuding Joint ventures and associatas, bafore goodwill amortisation.

&% has been usad to express ‘portentage change’.
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we will now be testing the billing
enginein the second half of
2004, with full roll-out by early
2008. During 2003 we incurred
£11 millionin revenue costs and
£67 millionin capitalised costs
{cumulative spend to the end of
2003, £325 miltion).

During 2003, British Gas
launched a significant culture
change programme entitled
'Doing the Right Thing'
designed to enhance customer
service performance and to
embed new ways of working

to derive maximum benefits
fromthe investment in business
transformation. The initiative
has been embraced by staff
across British Gas. [thas also
formed the creative focus of the
updated British Gas branding
and become the strapline of

a highly successful marketing
campaign. Following our
online billing television
advertisement, the British Gas
website, house.co.uk, sawan
increase in unique visitors from
140,000 to0 203,000 per week.

Energy

During 2003 we continued to
focus on the value we derive
from our customer relationships
rather than simply on the
number of customers we supply.
This involved greater emphasis
oninvesting to retain customers.
Our analysis shows that
retention is enhanced by

higher product holdings and
improved customer service.
Chumn rates have fallen in both
fuels with gas churn down to
10% {2002: 13%) and electricity
down to 16% (2002: 23%).



British Gas resigentlal segmental turnover (£m)

2003 2002
Residential gas 3,742 3,805
Residential electricity 1,547 1,380
Home sevvices 847 810
British Gas Communications 56 52
Tota! 6,182 6,047
British Gas takes care of Kitchen appliances from
microwaves ta washing machines.
The net result of this was that energywatch figures showed up over two percentage points to increase profitability,

we increased our energy
customer relationships in 2003
by 145,000 against aloss of
181,000 in 2002 while spending
£30 mitlion Jess on acquisition
activities. In 2003 our ability

to target rmore accurately our
sales activity resulted in higher
Cconversion rates and an
increase in product holdings
per customerto 1.62 from 1.53.
As part of our drive toreduce
cost-to-serve, amost 130,000
customers have now signed

up for online e-bills since the
launch of paperiess billing

in May 2003.

Putting the customer at the
heart of the business has

seen improved service delivery.
This year British Gas was voted
the best gas supplierinthe

UK for custormer satisfaction
inthe annual survey by research
firm JD Power & Associates,
The quality of acquisition
processes has also improved
as we have implemented
customer needs-based
targeting and a sales code

of practice. Qur commitment
to stamping out incidents of
mis-selling has yielded
significant further progress
inreducing the nurmber of
complaints about British Gas
sales practice reported to
energywatch. British Gas is
alsa leading industry-wide
work, supported by Ofgem

and energywatch, to simplify
the transfer processes,
particularly in the electricity
market, which will further
improve the customer
experience. By the end of 2003

complaints about our selling
practices at just 38% ofthe
level they were in April 2002
with complaints about the
transfer process down 49%
overthe same tirme period.

Average gas consumption

In 2003 was in line with 2002
with similarly warm temperatures
through the year. However,

the 2002 Transco recovery
and differing weather patterns,
along with a consequent lower
payout from our weather
hedging activities, led to
areduction in gross margin

of £32 million.

Energy gross margin was

also impacted by increased
cornmodity cost. Wholesale
market prices in gas and
electricityincreased by
approximately 15% in 2003.
The fullimpact of commodity
cost increases, particularly
inthe second half, was not
anticipated and therefore

was not recovered from
customersin 2003 inthe 2.5%
price risein April. The 5.9%
price rise from 10 January 2004
(1 March 2004 for prepayment
customers) reflects the
cormmodity cost increases
experienced late in 2003.

Home services

British Gas home services
reported strong growth in
2003 with turover increasing
by 4.6% to £847 million

(2002: £810 million). Operating
profit* increased by 36% to
£84 million (2002: £61 million)
with full year operating margins

“Incluging joint ventures and associates, befora goodwill amortisation,

at 10%. Our continuing
growth in the home services
market is an indication of the
trust in and strength of the
British Gas brand. One in
four homes in Britain with

gas central heating now has
a service contract with British
Gas while the newer products
of home electrical care,
kitchen appliance care and
plumbing and drains care
continued to grow rapidly,
displaying our ability to
understand and service
customer requirements.

Qur central heating installations
activity was down in 2003 with
the number of installations
tower by 16% and turnover
down by 12% at £228 million
{2002: £260 million) dueto a

contraction in the overall market.

We seehome servicesasa
unique and growing opportunity

improve customer service
and strengthen the brand
attributes differentiating
British Gas frorn our
competitors. Home services
products continue to have

a positive impact on the
retention of energy customers.
We are targeting significant
growth in our share of the
home services marketand
therefore have continued to
increase our staff numbers
throughout 2003 with the
total number of qualified
engineers growing by 955

to 7,160,

British Gas Communications
Turnover increased by 8% to
£56 million (2002: £52 million)
driven by a significant
improvement in average
revenues percustomer

{up 13%). Inthe absence

of aworkable WLR solution

Key home services performance indicators

2003 2002 0%
Gustomer product holdings (vear end) (000) -
Cantral heating senvice contracts 3,250 3,093 5
(ther central heating servica contracts 83t 849 (5.4)
Kitchen appliances care (no. of appliances) 1,108 871 27
Plumbing and drains care 1,084 905 20
Electrcal care 598 367 63
Homa security 28 28 -
Total holdings 6,806 6,113 13
Contral heating installations B6 102 [16}
Turnaver (Em)
Central heating service contracts 3891 349 12
Central heating installations 228 260 (12
Gther " o8 201 13
Total 847 B10 4.6
[Engineering stalf amployed 7,160 6,205 15
Operating profit” (Bm)
Homa services 84 61 38
Operating margin (%}
Home services 10 8  Z2ppts
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‘Operating and financial review continued

centrica

business services

We supply energy to businesses of all sizes,
from plcs 1o garden centres.

centricu
energy

Key British Gas Cornmunications performance indicators

) . 2003 2002 5%
Custémisr numbers {fixed line) (year end) (000) 376 367 25
Average minutes used permonth {fixedfine) . _ 374 340 10
ARPU (fixed line) {£) 1186 1052 13
Turnover (Em) 56 52 8
Operating loss (Em) {14) (35) &0
we have intenticnally acquired hit mainly by warmer than
fewer customers this year average weather which
and focused on significantly lowered gas consumption
reducing customer churn. and a higher than forecast
This has reduced by nine rise in wholesale prices.
percentage points driven The business also expensed
primarity by the promation £5 million of integration costs
of the enhanced carrier for ED and £4 millioninthe

pre-selection (CPS) product
that was introduced in July
2002. Ninety-one per cent

of our fixed line customer base
is now on GPS. These actions
have significantly reduced the
operating loss of the business
to £14 million (2002; £35 million).

Centrica Business Services
Consolidating our leading
supply positionin the
commercial sector

Centrica Business Services
continues to consolidate and
improve its position as the
nurmber one supplier of energy to
the commercial sector in Britain,
measured by supply points, with
anoverall market share of 29%
(2002: 27%). As with the
residential business, 2003 has
proved a challenging year.
Turnover was up by 16% at

£1.1 billion due 1o the full year
effect of the Electricity Direct
(ED) acquisition and growth of
the electricity customer base.

Operating profit* fell to
£51 million (2002: £65 million),

overhaul of customer systems
and processes. The £6 million
one-off NTS credit received in
2002 was more than matched
by the full year effect of £7 million
from the ED acquisition.

Improving customer service
continues to be amajor
initiative. In total we expect
investment here to be £40 million
over three years, The intention
is torationalise the disparate
systems the business has
inherited and soc enhance
service levels, lower cost-
to-serve and lower costs

ta acquire new product
relationships. Roll-out of

new systems to the business
will cornmence in 2005.

Centrica Energy
Management Group
Further well timed
investments made in power
generation and renewables

CEMG continued to apply its
assets and skills to minimise
input costs for the downstream
businesses whilst at the same

*Ingluding joint ventures and associates, before goodwill amortisation.
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time delivering steady upstream
revenues against a backdrop of
warmer than average weather
and volatile commaodity prices.
Operating profit for 2003 was
up by 8% to £561 million.

Gas production

Despite a 4% reductionin
production volumes year-on-year,
upstrearn gas profits increased
by 7% to £480 million. The impact
of reduced volumes was offset
by a 4% increase in average
selling prices and lower operating
costs due to the full year effect
of the abolition of royalties on
offshore gas productionnet of
the additional PRT charge.

An extremely successful
reperforation campaign in our
South Morecambe field has
increased daily deliverability

from four wells by an average
of 15%. Plans are in place
toreperiorate aturther 10
wells in the North and South
Morecambe fields which
woulld increase deliverability
and therefore mediurm term
production flexibility. After
completing the acquisition

of the remaining 60% of Rose
field, development progressed
more rapidly than originally
anticipated, bringing first gas
on strearn in January 2004.

We also secured a contract to
develop and operate a new
gas reception terminal at
Easington, which will land gas
from Norway’s Ormen Lange
field. First gas throughthe
terminal is expected in 2006.
The project will make more
efficient use of the Easington

Key Centrica Business Services performance Indicators

2003 2002 A%,
Customer supply points {year end) (000}
Gas 370 383, @3.4)
Electricity 535 516: 3.7
Total 205 899 07
Average consumption
Gas (therms) 3124 36 (48
Electricity (kWh) 25700 23,785 ‘8
Weighted average sales price B} e
Gas [pftherm) 3775 3672, . 28
Electricity {p/kWh) 484 479 ilp
Weighted averags unit costs
Gas (WACOG, pitherm) 2156 20.71 4.1
Electricity (WACOE, p/kWh) 229 225 18
Transportation and distribution {£m) B )
Gas 130 126 ‘32
Electricity 221, . 170, 30
Total 351 296 19
Turnover (Em)
Gas 455 457 04
Electricity 670, 514, 30
Totat 1,125 fort ) 16°
Bperating profit” (fm) 51 85 2
Orerating margin (%) 45 T @25pety




Sourcing energy did you know...?

> We met 25% of cur customers’ demand > During the year our power stations

during the year from aur own equity
gas production.

> We are now the blagest operator
of gas-turbined power generation
inthe UK,

supplied 21% of our customers’
electricity demand.

> Inthe Irish Sea we are providing gas
production and operations expertise
ta third party gas producers.

Wa have gas nterests in boththe North end
Irish Seas.

terminal operation and bring
in further revenue in the form
of fees, with Centrica managing
the design, construction and
commissioning of this terminal.

As announced in January 2004,
we reached agreement to
acquire g further 280 million
therms of gas reserves with the
acquisition of interests in the
Orwell and Statfjord fields for
£60.7 million. The agreement
included nine million barrels

of oil reserves which will
produce a revenue stream

and act as a valuable hedge

to our exposure to gas
contracts linked to oil prices.

Industrial sates and
whalesaling

Sales volumes were upby 7%
against 2002 due to increased
whaolesaling activity. As with
2002, warm weather depressed
consumption in our retailing
businesses, allowing profitable
sales of excess contracted

gas into the wholesale market,
particularly in the first half of the
year. However, operating
profits were down by 11% at
£64 million due to a number

of one-off costs including an
adjusting payment of £10 million
related to prior year charges

for awholesale electricity
purchase coniract.

Electricity generation

InApril, we acquired the 229MW
Roosecote plant in Barmow

and, in.July, the 240MW Barry
plantin South Wales, taking

our total equity generation
capacity to 2,174MW. Total
electricity generated inthe

Kay Centrica Energy Management Group performance indicators

2003 2002 2%

Gasproduction__ B
Production volumas (m therms}

Moracambe 3,429 3,639 (6}
Other 457 417 10
Total 3,886 4,056 {4.2)
Average sales price (p/thermn) 224 21.5 4.2
Tumover (Em} 819 932 {1.4)
External turnover (£m) 54 74 27
Operating costs (Fm}

Royalties @ 67 n/m
Petroleum revenua tax 128 76 €8
Volume refated production costs 213 237 (10}
Othar production costs 10 105 0.8
Total a3 485 @
Operating profit (Em) 480 447 7
Power stations

Power generated (GWh) 8,668 7,662 13
Industrial and wholesale

Seles volumes {m therms) 6,093 5,694 7
Average sales price (p/thenm) 205 19.8 a5
Turnover (£m) 809 784 3
Operating profit Em) 64 72 ()
Accord

Traded volumas (physical)

‘Gas (m themns) 24546 20,389 20
Etectricity (TWh) 139 a5 46
Tumover (Em) 6,218 4,304 44
Operating profit &) 17 - wm
CEMG operating profit fim} 561 519 8

year was 8.7TWh (21% of our
downstream requirements)
with the stations running on
average, for the portion of the
year they were in the portfolio,
at aload factor of 59%.

Renewables

Inthe supply year April 2002

to March 2003, Centrica

fulfilled its obligation to source
3% of all electricity supplied
from renewable sources through
the purchase of certificates and
is on track to meet the target of
4.3% for the cument supply year.
To meet the Government's
renewable power generation

target, Centrica announced

an investment programme

of £500 million aver the next
five years, working alongside
joint venture partners. In 2003,
investrnents included the joint
venture with DONG and Statkraft
to build a 90MW wind farm
ofishore at Barrow-in-Furness;
and the acquisition of the Inner
Dowsing and Lynn offshore
wind farm developments in

the Greater Wash area (witha
combined generation potential
of at least 180MW). Centrica
was also successfulin acquiring
sufficient Round 2 licences to
give the flexibility to build up to

afurther 1,250MW of affshore
wind capacity.

Accord

Despite the anticipated tough
trading environment with fewer
counterparties participating,
Accord made an operating profit
of £17 million in 2003, £13 million
of which came in the first half.

In the second half, Accord
experienced reduced gas
trading profits due to the
severe unplanned restrictions
in gas flow through the
continental interconnector and
field closures in the UK North
Sea. Physical velumes traded
during 2003 were equal to 2.7
times the gas and 3.4 times the
electricity volumes supplied to
our UK downstrearn customers
(2002: 1.4 times and 2.2 times,
respectively), and reflected
increased activity in Europe to
support our retail operations in
Belgiurn and Spain.

Centrica Storage

On 18 Decernber the Secretary
of State gave final clearance to
Centrica’s acquisition of the
Rough storage field and
associated assets, withthe
behavioural undertakings
offered addressing all
competition concerns. This
removal of any remaining
uncertainty allowed the
forward selling of storage
services to recommence.

Operational difficulties in the
first half were resolved and
the field experienced no
major outages during the
second half ofthe year. The
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Operating and financial review continued

On the road did you know...?

> Our patrols repair around 8 out of 10
breakdowns at the roadside.

> The AA has the largest dedicated
breakdown patrol force in the UK,
with approximately 3,500 patrols.

> The AA's website is the UK's number
one automotive and Insurance site.

> AA Tyre Fitis the UK's first all-mobile
fleat and retail tyre natwork.

maintenance backlog inherited
at the time of acquisition has
been significantly reduced

and arelated HSE deferred
prohibition order was lifted.
Operating profits increased

to £40 million (2002: £1 million)
due to afull year's operation
and the seliing of a proportion
of 2003/2004 storage services
at prices more reflective of the
current market differential
between summer and winter.
This differential, which was
between 6.5p and 7p per therm
at the time of acquisition, has
traded since November 2003
at between 10p and 13p.

The AA

Strona growth in AA core
business leading to 27%
increase in operating profit*

In 2003 the AA delivered strong
growth in the profitability ofits
core roadside and personal
finance operations and
continued its investment

in technology, infrastructure
and training. Overall, tumover
grew 4.9% to £797 million and
operating profit* increased

by 27% to £83 million.

The ‘Just AAsk’ marketing
campaign has continued to
focus consumer attention on
the breadth of the AA's product
range. |_atest research shows
that prompted recognition of
the ‘Jusgt AAsk' logois now at
an al-time high of 86%.

The campaign, which began
in May 2002, was recognised
by the UK’s marketing industry
atthe Marketing Week
Effectiveness Awards 2003.

We have reorganised our
intermat operations by bringing
together all of the core sales
and custorner service teams
under one umbrella through
the creation of a new customer
services organisation. This
new structure willimprove

our customer service through
multi-skilling and integrated
management focus and
standardise processes

across our sites, Creating
asingle customer services
team will also enable us to
build upon our successes in
cross-selling. By the end of
2003 the average product
holdings per customer had
increased to 1.31{2002: 1.23).

Qur website, theaa.com,
continues to be developed and
the number of website visits
increased by 45% to 31 million,
with a high demand for online
routes and maps. Thisincrease
invisits led to record online sales
figures for personal loans, up
year-on-year from 8,647 to
16,452, and membership sales,
up from 61,677 to 79,507.

AA roadside services
Tumover increased by 3% to
£492 million due to growthin
the business services market
and anincrease in personal
rmembership income, The
continued drive towards
increasing customer value
rather than volume growth
led to an increase in operating
profit* of 13% to £61 million.
Further measures to contain
the cost base, including the
closure of loss making sales
channels, together with

“inchuding joint vertures and associates, belora gocdwill amertisation.
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Key AA performance Indicators

2003 2002. H%
Roadside services 3
Customer numbers (yaar end) (000) 13,522 12975 4.2
Customer renewal rate (%} 85 85 -
Averaga transaction valus (£) 36 34 6
Roadside patrls employed 3,479 3,651 4.7
Personal finance
Insurance cusiomers (000)
Motor 852 959 0.7
Home 6593 664 4.4
Overall renewal rate (%) 82 78 4ppts
Average annual pramium (£) 257 261 (1.5
Motor and home insurance commissions (Em) 94 93 1.1
Loans (fixed term) book size (Em) 1,043 661 58
Landing share of JV oparating profit (£m) 18 17 12
Number of fixed term personal loans (000} 180 123 a0
AA Service Centres
Site numbers 127 129 (1.8)
Average turnover per site {F000) ase 320 11
Turnover {£m) .
AA roadside services 492 476 3.4
A parsonal finance 186 172 8
Other AA services 118 112 [
Total 97 760 4.9
Opersting profitfloss)” (Em)
AA rmadside services 61 54 13
AApersonal finance S0 47 6
Qther AA services (18) 28) 36
Total 83 73 27
Operating margin (%)
Total AA 12 10 2ppts
AA product holding
Average AA products per customer (year end) 131 1.23. 7

increasing productivity,
improved the operating
margin to 12% (2002; 10%).

AA business services won
the contract to provide
breakdown assistance to
the 365,000-strong fleet

of new and used Volkswagen
vehicles, and recruited
additional dedicated patrols
o service this contract.
Investment in roadside
assistance continued with
ali patrols now equipped

with specialised all weather
portable computer systems
with fault diagnostic capability,
which will enhance patrols'
ability to fix faults at the
roadside. Called VIXEN,
the laptop computer also
provides AA patrols with GPRS
communications functionality
which enables more efficient
deployment and better
management of call to arrive
timas, In November 2003,
VIXEN was recognised by
the automotive industry



Speciafised computer systems snablo our patrols
to fix morg breakdowns at the side of the road,

The AAnow has an integrated customer
sarvices team.

Oneleh)

when it won the 2003 Autocar
ldea of the Year Award.

The AA won the annual JD
Power & Associates UK
Roadside Assistance Study
award for customer satisfaction
for the second successive year
and for the fourth time in the six
years it has been awarded.

AA personal finance

Turnover increased by 8% to
£188 million (2002: £172 million).
Although moterinsurance
premiums fell year-on-year,
improved custormar targeting
and more competitive products
enabled the business to
increase operating profit* by 6%
to £50 million (2002: £47 million),
The total value of personal
finance advances reached

£1 billion for the first time
following the continued
succass of the AA personal

loan and development of the
new AA Visa card, which broke
evenayear ahead of schedule.
The year closed with a portfolio
of 160,000 loans (2002:
123,000); 20% of new AA

loans were sold online in 2003,

The vaiue of motor and horme
insurance commissions grew
by 1% despite a2% reduction
in the average anrual premium,
driven mainly by the cyclical
nature of pricing conditions in
the motor insurance industry.
This wasg achieved through a
major differentiating service
initiative, ‘Keeping the
Customer Mobile', launched
in March, In December this
mobility initiative was
recognised by the insurance

*Incitiding joint vertures and ates, belora g

industry with the Insurance
Times Award for innovation
of the year. This and other
initiatives resulted in arecord

renewal rate of 82% (2002; 78%).

The growing success of the
AA's specialist insurance
service, AA Select, was
recognised by the British
Insurance Brokers Association
(BIBA}, which represents
around 2,500 UK brokers,

in 2003. BIBA has agreed that
any member company unable
to provide a competitive quote
for non-standard insurance will
refer the caller to AA Select.

The innovative parts and
labour product, where AA
members are covered for the
cost of breakdown repairs,
has continued its rapid take-up
rate. By the end of the year the
total numbser sold had reached
214,000 (2002: 114,000).

All of these sales have been

as aresult of cross-selling

to current AA members.

Relaunched on 1.January 2003,
the AA's innovative and flexible
travel insurance products have
achieved record sates during
the year despite a flat overseas
tourism market. Sales of single
trip cover areup 78% and
annual multi-trip cover is

up 76%.

Other AA services

The AA Service Centres made
an operating loss* of £20 million
(2002: £15 million). We have
continued to take actions to
reduce the losses, including

a staff redeployment

programme which has
reduced the operating cost
base. There are a number of
new initiatives in place aimed
at growing the customer
base in order to build on the
year-on-year turnover
increase of 10%.

AATyre Fit, the mobile tyre
fitting business acquired last
year, made an operating loss®
of £7 million, although turnover
has increased by £6 million
following the expansion of
the fleet from 50 vans to

170 to provide nationwide
coverage. AATyre Fitisthe
UK's first all-mobile retail

tyre network.

Operating profit™ in the driving
school more than doubled
over 2002 as pupil and
instructor numbers reached
record levels. Publishing,

car data check and roadside
signs also made positive
contributions. In the Republic
of Ireland, the AA nearly
doubled its profits to £3 million,
dueto growth in both insurance
and roadside assistance,
remaining the feading

roadside assistance provider
and personal insurance
intermediary in the country.

OneTel
Operating profits double with
continued brand investment

For One.Tel, 2003 has beena
year of continued development
and growth. We have maintained
our focus on developing new
products and internal processes
that offer a best total cost

solution to our customers,
whilst lobbying for regulatory
improvements to enable the
enhancement of CPS and the
delivery of WLR to encourage
opencompetition,

In 2003 turnover graw by 16% to
£178 million (2002: £153 million),
as aresult of the growthin
customer numbers along with
an increase in the average
products per customerto
1.28(2002: 1.21). Fixedline
monthly average revenue per
user (ARPU) has declined
slightly year-on-yearto £16.18
(2002: £16.20), as a result of
significant competition-refated
price reductions, especially in
international and national rates.
However, the further uptake

of CPS has enabled us largely

to offset these price reductions.
Thirty-seven percent of the fixed
line customer base is now on
CPS tariffs with the ARPU on
these tariffs being more than
35% higher than non-CPS
tariffs. The average minutes of
use per month increased by
21% to345minutesand, asa
result of product enhancements
and service improvements,
fixed line churn levels declined
by seven percentage points
year-on-year.

QOur variable gross margin was
sustained as we continue to
leverage our least-cost routing
capability and negotiate
favourable transmission rates
with our camiers, We further
developed our switched-
reseller model, entering into
an agreement with Cable &
Wireless in the third quarter
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Operating and financial review continued

Wa offer a range of packages for imernet users
Inziuding high speed broadband accass.

Intelecoms did you know...7

> On One.Tel’s busiest day in 2003 our
customners spent approximately
8.93 million minutes on the phone.

> One.Tel was named the UK's Best
Consumer ISP 2003 by the Intemat
Service Providers Association.

> We are aleading competitor to
BT and already 37% of One.Tel's
fixed line customers have chosen
carrier pre-selection,

> One,Tel custorners can call directory
enquiries free by dialling 118 111.

g} Direct Energy.

@EIL

taif Energy

to carry our locgl and national
traffic over their network,
thereby freeing up capacity

on our switches whilst retaining
our multiple arrangements

with other carriers,

Operating profit* for 2003

was £4 million, double that of
2002 (£2 million). Investment
in our brand campaign has
increased by £1.7 million to
£:3.6 miltion as we highlighted
the comprehensive range of
telecommunications services
available from One. Tel.
Compared to the end of 2002,
whenwe had one call-inclusive
package, we now offer a
complete range of fixed line,
mobile and internet tariffs
addressing the many varied
needs of customers intoday's
market. In addition, since the
deregulation of the directory
enquiries market in August 2003,
we have provided a free, brand
differentiating, directory
enguiries service to our
customers. Acquisition costs
were up 31% at £29 million

the higher costs of acquiring
customers, associated with
offering a greater range of
products through awider
array of distribution channels,
as well as a fuli year of mobile
acquisition costs. Our mobile
base continues to grow steadily,
reaching 73,000 customers at
the end of 2003 with the new
call and text inclusive tariffs
{launched in March 2003)
successfully attracting high
value customers,

Since February 2003, allour
customers {including the
broadband customers acquired
from lomart in 2001) have been
on our single customer care
and billing system, enabling
usto offer an integrated service
o our customers with all their
One.Tel services summarised
on one bill. In 2003 there was
significant progressinthe
industry debate around WLR
deregulation, and we, along
with other market entrants,

wili trial a WLR product in

early 2004, enabling our

supporting a 13% growthin customers 1o benefit from
the customer base, Thisreflects  asingle relationship for all
Key OneTel performance indicators

2003 2002 a8%
Customer numbers {year end) (000}
Fixed ling 783 746 3]
Mobile 73 36 103
Cther services 18 180 21
Total {30 day tolling) 1,084 962 13
Average minutes used par month (fixed ling) 345 284 21
ARPU (fixed line) [£) 16.18 16.20 0.1)
ARPL (mobite) () 14,44 12.77 13
©One.Tel product holding
Avarage products per customer (year end) 1.29 1.21 7
Turnover (Em) 178 153 16
Operating profit® [Em) 4 2 100
Operating margin (%) 22 1.3 09ppts

*Including joint venturss and associntes, befare gaodwill amortisation,
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their telecommunications
requirements. Following the
success of a pilot in 2003, in
January 2004 we announced
the setting up of a call centre
in Bangalore, which will lower
One.Tel's cost base.

Centrica North America
Operating profits more than
double that of 2002

We have continued to expand
and develop our presencein
North Americadespite the
challenging business and
regulatory environments.

In 2003, we successfully
integrated and rationalised
the businesses acquired in
2002 and improved their
profitability by renewing or
acquiring only customers
who create value. In 2003
operating profit* increased
by 106% to £130 million
(2002: £63 million), after

£10 million of costs relating
to our exit from Pennsylvania
home services, the entry into
Alberta and adverse foreign
exchange movements.

This reflected strong
performances in our
electricity markets, especially
in Texas where the full year
impact of the acquisition
exceeded expectations.

Residential and small
commercial gas

Turnover increased by 9% over
2002 reflecting the colder winter,
together with revenues from
approximately 300,000
customers acquired in 2002,
Higher wholesale gas costs

in the second half lowered

margins onrenewing customers
and contributed to a reduction
inoperating profit* to £1 million
(2002: £16 million). In addition,
weincreased our investment

in brand building and
experienced increased costs

of customer renewals in Ontario
associated with regulatory
changes which significantly
affected customer renewals

in the prime mid-year renewal
period, Qur intensive efforts
brought about favourable
changes to the regulations in
June and resulted in renewal
rates rising and the costs of
renewals falling late in the year.
The second half performance
reflected the seasonal weighting
of sales volumes towards the
first half against amuch flatter
profile of operating costs.

Inour US gas markets, the
regulatory climate, together
with a volatile gas price
environment, has continued

to make it difficult to add value-
creating custorners. We will
participate only in markets that
offer an appropriate return on
capital and accordingly we
announced our withdrawal
from Georgia and Maryland.

Inthe first half we re-evaluated
the returms achievable on our
original investment in Energy
America in the light of the
cunrent regulatory and
business environments and
increased the amortisation
charge by £12 millionin
respect of part of the goodwill
and shortened the life over
which the remaining goodwill
is to be amortised.
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Direct Energy pravides a range of sarvices inthe
home,

In North America did you know...?

> |n 2003, Direct Energy Essential Home Services

technicians made 730,240 home visits.

> We campleted an average of 20,000 service
calls each week during the autumn and winter
—an averaga of about 3,000 calls every day.

Residential and small
commercial electricity
Turnover and operating profit*
increased sharply, reflecting
the full year contribution and
performance of our recentty
acquired businesses in Texas
and a fullyear of Ontario
electricity sales. Owingto the
high electricity consumption
per customer in Texas, overall
avergge consumption rose
by 56%.

Our Texas custorners fall into
two categories. For those
inWest and South Texas,
acquired at the end of 2002,
energy prices were increased
in March by an average of 17%
under the Price to Beat (PTB)
mechanism, allowing us to
maintain target margins
despite a sharp increase

in gas costs, a key driver

of power prices. Customer
numbers have reduced by
10% in this category as
expected in a PTB environment,
which is designed to encourage
competition by inhibiting
incumbent suppliers from
competing on price before

1 January 2005. In the second
category, we continue to build
an organic electricity business,
new under the Direct Energy
brand name, principally in

the Houston and Dallas/

Fort Worth areas. Customer
numbers grew year-on-year

by 58% and our focus on value
has taised average annual
consumption per customer
from88% to 121% of the
overall Texas average and

Koy North Arnerica performanceindicators

2003 2002 faly )

Customer numbers lyear end)

Residential and small commereial gas (600) 1,118 1,339 17
Residential and smaltcommercial electricity (000) 1,318 1,416 @
Home andt business services (000) 1,690 1,627 39
Average consumption

Residential and small commercial gas (themms) 1,340 1,138 18
Residential and small commercial electricity (kWh) 16,630 10,666 56
Gas production

Gas production volumes (m thenms) 62 380 4.7
Average salas price (p/therm) 18.3 201 (4
Tumover {Em)

Residential and small commaercial gas 531 488 ]
Rasldential and small commercial efactricity 1,144 189 505
Home and business sarvices 183 159 21
_Gas production and energy trading (including [3C) 501 284 76
Total 2,369 1,118 112
Opersting profit/foss)” (Em)

Residential and small commercial gas 1 16 94}
Residenital and small commercial electricity 87 (10) nim
Homa and business services 2 23 26
_Gas production and anergy trading (including 18C) 13 34 (62)
Total 130 83 106
Operating margin {%)

Tota! Norih America 5 6 _ (1ppt)
The Ontario electricity market Home and business services

for residential and small
commercial customers
remains effectively closed
to further growth under the
price ¢cap introduced in
November 2002,

Customer chum has reduced
and our margins remain
strong but it has not been
possible to acquire new
customers in the price cap
environment. The new
government recently
announced its intention to
increase the level of the price
cap from 1 May 2004 and that
the provincial regulator, the
Ontario Energy Board, will
take back the responsibility
for setting retail power rates

significantly reduced bad
debtlevels. by 1 May 2005,
“Incdutiing joint ventures and before goodwill ar

Tumnover and operating profit*
improved with the benefits of
increases in customer numbers
and margins being partially
offset by investment in customer
service and capacity expansion.
We rebranded the Enbridge
Services Inc business acquired
in May 2002 as Direct Energy
Essential Home Services

and Direct Energy Business
Services, and focused on driving
efficiency and growth using our
experience in the British Gas
home services business.
Integration of our home
services and retail energy
businesses in Ontario enables
us to leverage cross-selling
opportunities. Customer
numbers in the core heating

and cooling protection

products increased by 16%
to over 390,000.

During 2003, the formation

of anew business services
group enabled us tomarket
anergy and services to

medium sized commercial

and industrial customers,

Early signs are encouraging
with several large contracts
already signed. This will be an
area of particular focus for 2004.

In February 2003 we reduced
ourholding in the Consumers’
Waterheater Income Fund
from 41.9% to 19.9%, realising
further proceeds of £46 million
in addition to the £304 million
raised in 2002, We continue

to account for the earnings,
assets and liabilities of the:
fund on a fully consolidated
basis as required under FRS 5.

At the end of 2003, we
announced the closure of the
remalining nine retail stores

in Ontario with a £16 million
exceptional pre-tax charge
taken on closure,

Upstream activities

Gas production volumes
declined marginally with

a successful new well
development programme
largely offsetting the natural
decline rates inherent in mature
fields. Additionally, we drilled,
completed and began
preduction on 131 wells
during 2003 compared with
218in2002. Qur production
met 22% (24% in 2002) of
our customer requirements
in Canada and the northemn
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Operating and financial review continued
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5 now sugplying gas and electriciy in Balgium,

Whhthe tull opening ofthe market in July, Luminus

US in 2003. Despite increases
in market price, our average
gas selling prices reduced by
4% compared with the same
period in 2002 following the
expiry of favourably priced
forward salgs contractsin
November 2002. Together
with higher royalty charges,
this had a significant dampening
effect on operating profit®.

Europe
Well positioned as European
supply market deregulates

In Belgium, the residential gas
and electricity market in
Flanders opened fully for
competition on 1 July 2003.
Centrica’s joint venture,
Luminus, successfully switched
across its 800,000 customers
{approximatety 600,000
electricity and 200,000 gas).
Luminus is the clear number
two inthe Flanders market
whichis already beginning

to see increasing competition
as new entrants respond to the
market opening. Luminus had
aturnover of £362 million and
produced a positive contribution
in the year. The Walloon and
Brussels markets will open, on
a phased basis, from July 2004
to July 2007, at which point the
residential markets will be fully
open to competition.

Centrica entered the Spanish
energy market under the Luseo
Energia brand and has been
actively acquiring commercial
electricity customers organically
since the launch in June 2003.
Reaction has been promising
and we are gaining some

valuable insights into the
operation of the market.

The European energy directives
are now in place and are being
implemented. The pace of
actual market opening will vary
across Europe but we are well
positioned to take advantage

of opportunities as they emerge.

Discontinued business

On 1 August Centrica
announced that Goldfish Bank
Ltd had agreed to sell its

credit card and personal

loan business to Uoyds TSB,
the joint venture partner, fora
premium of £112.5 million above
the receivables book value.

The sale included the brand,

the loyalty programme and the
associated business assets,
This transaction was completed
on 30 September 2003.

The Goldfish credit card and

its associated loyalty scheme
were originally developed as

a customer retention initiative
within the group's energy supply
business. Since then Centrica
has retained its position as
Britain's leading household

gas supplier and transformed
itself into the leading domestic
electricity supplier. With around
41% of the overall household
energy market the strategic
significance of Goldfish

was reduced. The capital
commitment required to

grow real scale in the near

term, coupled with an attractive
offer for the business from
Llovds TSB, meant that disposal
ofits share of the business

"Including joint ventures and assoclates, before goodwill amortisation.
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was in the best interests of
Centrica shareholders.

The operatingloss' up to the
September 2003 disposal

was £27 million. The transaction
triggered a pre-tax exceptional
loss on disposal of £51 million,
which after tax and minerity
interests, amounted to a net
loss of £43 million.



Group financial review

We aim to grow our earnings and cash flow within a
prudent risk management framework. During the year
our share price outperformed the market by nearly 10%
and since demerger in February 1997 we have
outperformed the index by 221%.

Centrica'saimisto achievea
total shareholder return (TSR}
ranking in the first quartile of UK
FTSE 100 companies, taking
account of share price growth
and dividends received and
reinvested over a sustained
period. Centrica promotes
continuing growth in earnings
and cash flow and seeks to
maximise the return on capital
itachieves in excess of its cost
of capital, within a prudent

risk managerment framework.
The remuneration report on
pages 29 to 36 summarises our
TSR performance over recent
years against our comparator
FTSE 100 group.

The group's closing share price
on 31 December 2003 was

211 pence (31 December 2002:
171 pence), resulting in a market
capitalisation of £8.0 billion
(2002: £7.3 billlon). World stock
markets recovered somewhat
in 2003 with the FTSE 100 Index
rising by over 13%. The group’s
share price outperformed the

FTSE 100 by 9.8% {2002: 3.1%).

Since demerger in February
1997, Centrica's share price
has outperformed the FTSE 100
Index by 221%,

Earnings

Earnings increased by

£22 million to £500 millionin
2003. This reflected improved
operating profit* up £126 million,
offset by taxation up from

£250 million to £266 million and
higher goodwill amaortisation,

up by £38 millionto £161 million.

Eamings before exceptional
charges and goodwill

“Intluding joint ventures and associatas, before poodwil amortisation.

amortisation were up 12% to
£7 14 miflion. This represents
areturm on capital employed
over the year of nearly 28%
or 8.8% on our average
market capitalisation.

Operating profit

Operating profit* increased to
£1,058 million from £932 million
in 2002, benefiting from a full
year of profits from our 2002
acquisitions in North America.

Exceptional charges and
goodwill amortisation

During the year, non-operating
exceptional charges of

£51 million net of tax arose
(2002: £26 million non-operating
exceptionals net of tax). These
related to the closure of our retall
outlets In Ontario and the disposal
of the Goldfish credit card and
loan business for a premium of
£112.5 million. Together these
resulted in a pre-tax non-
operating loss of £67 million,
related tax credits of £16 million
and aminority interest charge of
£2 million. The group's goodwill
amortisation charge for the year
increased to £161 million from
£123 million in 2002, mainly as a
result of our recent acquisitions
in North America.

Netinterest

Net interest charged to the
profit and loss account was
£52 million compared with

£62 million in 2002 and was
covered 20 times by operating
profit* compared with 15 times
ayear earlier. The reductionin
interest payable was due to
lower average indebtedness
mainly as a result of a reduction

in spending on fixed assets and
acquisitions, and improved
working capital management.

Taxation

The tax charge for the year

on profit before goodwill
amortisation and exceptional
charges of £282 million for 2003
represented a 28% rateon
profits* (2002 comparative rate
28%). The overall charge is less
than the UK 30% statutory rate,
primarily due to the utilisation
oftaxlossesin the year.

Earnings pershare

and dividends

Basic earnings per share grew
from11.4 penceto 11.8 pence
and adjusted earnings per share
from 15.2 pence to 16.8 pence.
QOverthe last three years the
adjusted earnings per share has
grown by a compound annual
average of over 18%, facilitating
aprogressive dividend policy.
We are proposing a final dividend
of 3.7 pence giving a total of

5.4 pence (2002 4.0 pence),
anincrease of 35%.

Cashflow

Group operating cash flow
from continuing operations
{including dividends fror joint
ventures and associates,
before exceptional payments)
was £1,321 million for 2003,
compared with £795 million

in 2002. The improvement
resulted from anincrease of
£123 million in operating profit*
{from continuing operations
before depreciation and
amontisation of investments),
as well as improvernents in
working capital management,
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Group financial review continued
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Group operating cash outflow
from discontinued operations
was £301 million, compared

to an outflow in 2002 of £5 million.

Total capital expenditure was
£323 million this year, down
frorm £449 million in 2002,

This includes £72 million

{2002: £180 miillion) of costs
capitalised for information
technology investments
associated with our new
customer relationship
management (CRM)
infrastructure. Proceeds
fromdisposals of £408 million
(2002: £54 million} included
receipts on disposal of the
Goldfish credit card and loan
business, net of the repayment
of the working capital facility.
Acquisition expenditures of
£117 million {2002: £989 million,
net of cagh and overdrafts
acquired) consisted primarily
of our purchases of Roosecote
and Barmy power stations in the
UK, as well as the payment of
deferred consideration on 2002
acquisitions, The group’s net
cash inflow before management
of liquid resources and financing
was, as a resuilt, £652 million,
against a net outflow of

£918 million in2002.

Consolidated balance sheet
The net assets of the group
increaset during the year from
£2,402 million to £2,754 million.

Fixed assets

Intangible fixed assets of
£1,614 million (2002:

£1,813 million) represented
goodwill that has arisen on
acquisitions. During the year,

16 Centrica pfc raport 2003

a further £44 million arose,
£40 million of which resulted
from the final determination of
the fair values of 2002
acquisitions. Goodwill is
amortised by way of charges
against profits over periods
ranging from 5 to 20 years.

Tangible fixed assets, mainly
comprising gas field assets
and power stations, had a net
book value of £2,730 million
(2002: £2,763 miltion). During
the year gas field assets and
power stations were acquired
for £85 million, At the year end,
the net proven and probable
gas reserves represented by
our field interests amounted
to 2,611 billion cubic feet {bef)
{2002: 2,846 bcf), which
included 351 bef (2002: 404 bef)
in North America. At the year
end, hardware and software
costs relating to our major
investments in CRM had a

net book value of £297 million
(2002: £237 million).

The group’s investment in

joint ventures was £94 million
(2002: £74 million), comprising
its share of gross assets of
£1,014 million and share of
gross liabilities of 2920 million.
The group's share of net debt in
joint ventures was £788 million.
These investments related
principally to the group’s 60%
interest in Humber Power
Limited, its 50% interest in the
AA's joint ventures with HBOS
and 50% of Luminus NV,

Working capital
Current assets less current
liabilities, excluding net

indebtedness, amounted to

a deficit of £487 million (2002:
deficit of £243 million excluding
Goldfish balances), The increase
is attributable largely to tax and
to the final dividend payable in
Junie 2004.

Net debt

The group’s cash balances
reversed fromanet debt
position of £529 million at

31 December 2002 {excluding
the Goldfish facility and the
Consumers’ Waterheater
Income Fund (non-recourse)
debt)to anet cash position at
31 Decermnber 2003 of

£163 miflion {excluding

£216 million of non-recourse
debt). Money market
investments increased by
£672 million to £992 million.

Provisions and other creditors
due after more than one year
Provisions and ather creditors
due after more than one

year decreased during the
year to £1,164 miliion (2002;
£1,384 million}), mainly due

to decreases in deferred
petroleum revenue tax and
pension and other retirement
benefit provisions.

Financial risk management
The board has established
objectives and policies for
managing financial risks, to
enable Centricato achieveits
long term shareholder value
growth targets within a prudent
risk management framework.
These objectives and policies
are regularly reviewed.

Currency, interest rate, liquidity

and counterparty risks are
managed centrally by a treasury
tearn, within parameters set

by the board. Thisteam s also
rasponsible for monitoring the
group’s credit ratings and
managing the cost of its debt
capital. An energy management
team manages energy market
price and weather risks.

Where appropriate, financial
instruments are used to manage
financial risks as explained
below andin note 28 on pages
6710 71. Untilits sale in
September 2003, Goldfish Bank
interest risks were managed by
atreasury team with Lloyds TSB
Bank plc within parameters set
by the Goldfish board.

Credit rating

The group's debt ratings

from Moody’s Investors
Service/Standard & Poor's
remain unchanged at A2/A
(long term) and P1/A-1 (short
term) and with a stable outlook.

Currencyrisk

Through wholly-owned US
and Canadian subsidiaries,
the group has operational
exposure in Canadian and

US dollars. Canadian dollar
translation exposure is hedged
by maintaining a portiolio of
Canadian deflar financial
liabilities, which approximate
to the net asset value of the
Canadian operations. US dollar
transfation exposure has been
hedged by borrowing ona
short term basis through a US
commercial paper programme.
In addition there is an element
of translation exposure to the
euro through the 50% interest



Capital funding 31 December 2003

Net cash/debt (£m)

o 03|163| 53
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! ot 433 1043
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]
Net gebt £53 million. Net cash/debt axcluding Golefish Bank and
Equityéncludhamlmity non-recourse dobt.
interest - £2, 754 milfion. Net debt.

in Luminus, which has been
hedged by selling euros forward
onarolling basis. Exposures

to foreign currency moverments
from operating activities are
also hedged through the use

of forward foreign exchange
contracts, All debtraised in

US dollars through the US
commercial paper programme,
apart from that hedging the US
tranislation exposure, is either
swapped into sterling or another
tunctional currency as part of the
translation hedging operations
described above.

Interest rate risk

The group’s policy is actively

to manage interest rate risk

on long term borrowings while
ensuring that the exposure
tofixed rates remains within
a30% to 70% range. Thisis
achieved by using derivative
financial instruments, such as
interest rate swaps, to adjust
the interest basis of the portfolio
oflong term debt (seenote 28 on
pages 67 to 71). Atthe year end
debt has been raised on both
afixed and floating rate basis.

Liquidity

Cashfarecasts identifying
the liquidity requirements of
the group are produced
frequently. These are reviewed
reguiarty by the board to
ensure that sufficient financial
headroom exists for at least

a 12 month period. The group
policy includes maintaining a
minimum level of committed
facilities and an objective that
aproportion of debt should
be long term, spread over a
range of maturities. Details

of the maturity profile of
borrowings are given in note
28¢onpages67to71. Asat

31 December 2003, the group
had undrawn committed
facilities of £915 million,

which were used as a backstop
forthe US commercial

paper programme.

Counterparty risk

The board's policy is to limit
counterparty exposures by
setting credit limits for each
counterparty, where possible
by reference to published
credit ratings. Exposures are
measured in relation to the
nature, market value and
maturity of each contract or
financial instrument. Surplus
cash is invested in short term
financial instruments and only
deposited with counterparties
with a minimum credit rating of
A3/A-and P1/A-1in Moody's
Investors Service/Standard &
Poor's long term and short term
ratings respectively. Energy
trading activities are undertaken
with counterparties for whom
specific credit limits are set.

All contracted and potential
exposures are reported to the
financial risk management
committee of the board.

Commodity price risk

The key commodity price risks
facing the group are first, natural
gas and electricity prices both in
the short term market and in
respect of long term contracts
and, secondly, escalation
indexes on long term gas
contracts, of which the mos!
influential are oil product prices
and general price inflation.

The group's palicy is to hedge
a propartion of the exposure
for a number of years ahead
matched to the underlying
sale and purchase risk profiles.
The group aims to manage

its risk by using financial
instrurnents such as oil and
gas swaps and gas derivatives
and bilateral agreements for
gas and power, as well as
asset ownership,

The financial risk management
committee regularly monitors
the extent of the group’s
commaodity price exposure
and the level of hedging
activity alongside the
availability of forward prices
and market liquidity. The net
gains from trading in energy
derivatives are set out in note
2B8onpages67to71.

The acquisition of the
Roosecote and Barry
power stations has further
contributed to the group’s
target to coveraround a
quarter of its electricity
requirement from its own
sources.

Weatherrisk

Gas sales volumes, and to

a lesser extent electricity
volumes, are influenced by
temperaiure and other weather
factors. In Britain, the weather
derivatives market rernains
relatively immature, We again
entered into a number of
weather derivative transactions
for the winter period October
2003 to March 2004 in order

to hedge part of the group's
weather exposure.

Accounting policies

The principal accounting
policies rermain unchanged
over |ast year and are described
innote 1 tothe accounts on
pages 41to 44,

The group complies with the
disclosure requirements of
FRS 17 Retirement Benefits.
These disclosures are contained
in nate 25 on pages 62 to 65.
If the standard had been fully
adopted in 2003, profit would
have been reduced by

£71 million (2002: £47 million)
and net assets would have
been reduced by £720 million
{2002; £507 million).

Conversion to International
Financial Reporting Standards
Centricais preparing to comply
with the European regulation
requiring companies listed in

the EU to report consolidated
financial statementsin
conformity with International
Financial Reporting Standards
(IFRS) from 2005 onwards.

The main impact of adopting
IFRS is the potential for earnings
volatility resulting from the
requirement to mark to market
certain of the group's energy
contracts. The accounting
treatment of pensions, share
schemes and goodwill will

also change significantty.

Gkestte.,

Phil Bentley
Group finance director
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Corporate responsibility

FriEsdiont reyen Sires
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Remaining within the FTSE4Geod indices
requires us continually to improva our corporata
responsibility performance,

Wa wera pleasad to banduded in the Dow
Jones Sustainability World (ndex for the first tine,

Our ongaing success and sustainability depend
ontha peapla we employ,

As acommercial organisation,
our first responsibility is to meet
our residential and commercial
customers' needs for essential
services in and around the
home. Through our business
activities, we are an integral part
of local communities. We create
wealth for employees, generate
taxes to government, create jobs
among suppliers and delivera
fair reward to investors who
finance the business.

We also understand that success
in the marketplace can only

be sustained if we accept and
respond to a set of responsibilities
to society as a whole. By
understanding ourimpact on
society, the economy and the
wider environment, we can build
positive relationships with the
communities of which we are
part of. This approach benefits
our shareholders and employees
through the development of a
successful and sustainable
approach to doing business.

Itis important that corporate
responsibility becomes an
integral part of our company
culture. Af the heart of this
approach is a clear articulation
of ourvision and values. This

is supported by ourbusiness
principles, which outiine our
commitment to operating
responsibly. By doing all this we
aim to create the service our
custamers, suppliars, business
partners and colleagues expect.

Our corporate responsibility

strategy is based on:

* identifying, consulting with
and responding to the views of
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stakeholders;

¢ identifying key impact areas
and ensuring that challenges
and issues are properly
addressed by our brands;

* seeking to give a balanced
view of performance by
participating in independent
benchmarking; and

» presenting information on our
impact and performance in an
intelligible and accessible way.

In order to lead the development
and application of our corporate
responsibility strategy, the
Centrica board has established
a corporate responsibility
committee, comprising senior
executives from across the group.
During 2003, the committee has
worked at group and business
unit tevel to define and agree the
level of performance and reporting
1o be achieved for all key impact
areas of Centrica business activity
and to ensure that corporate
responsibility strategies provide
effective business support.

We review our performance
through external benchmarking.
In2003, Centrica remained within
the FTSE4Good indices, an
indication that we had continued
to improve our corporate
responsibility performance.

We were also ranked middie
quintile in the Business in the
Community CR Index, We were
pleased to be included within
the Dow Jones Sustainability
World Index for the first time.

Qur aim is to continue to repert
fairly and transparently on the
range of factors that affect us,
including ourimpact on the

environment and society. This
section highlights ourmajor issues,
based around a framework
developed by Businessin the
Community, under the headings
workplace, marketplace, the
environment and community.

Workplace

Our ongeing success and
sustainability as a company
critically depend on the pecple
we employ. Through normal
business activity, we have millions
of custormer contacts every year.
The conduct of each and every
one of our employees js the
basis on which we build effective
relationships with our customers,
with fellow employees and

with the communities in which
we operate.

We want to be an employer of
choice, developing initiatives
that help attract, develop, retain
and motivate the best people to
work with us to succeedin our
business objectives. During the
year, a coherent global people
strategy was developed toenable
us to meet specific business
needs. The strategy has been
widely shared and communicated
within and across the group.
Inmany areas, there is still much
to be done but we believe we
have a framework in place that
will allow us to continue to invest
in our employees,

Our corporate responsibility
strategy in the workplace
seeks to bring alive our values
and to realise our objective

of becoming an employer

of choice. The priorities for
action that we have set are:

* to ensureresponsible
behaviour by being clear
onour expectations of our
employees and of what
we offer in return;

» to ensure the people we
employ reflect the customers
we serve so that we can deliver
appropriate services;

* to attract the best people to
worlk with us in achieving our
business objectives;

s to ensure that cur leaders
understand and apply our
values in all that they do;

* to develop our peopleina
structured way to further
their skills and understanding
of gurvalues; and

* to promote & safe and healthy
working environment.

Values

Centrica has articulated its
valugs and introduced a new
guide to sound business
practice, setting out the
standards of behaviour we
expect from ouremployeesona
range of issues. The guide was
circulated to all UK employees.

Qur values and business
principles are supported by
policies that ensure the support
we provide employeesis both
effective and relevant. Following
acomprehensive review process,
36 new or revised policies have
been introducedin the last year,

Diversity

We are working to build an
employee profile that is both
representative and inclusive
and that understands the
requirements of the broad
customer base we serve.



1n 2003, Centrica Introduced a new diversity
strategy that includes both empioyees and
cuslomers,

A new graduate brand was developed in 2003,

As of Ngvernber 2003, British Gas I the second
largast business in the UK with Investors In
Peoply nccreditation.

In 2003, Centrica introduced

a new diversity strategy that
includes both employees and
customers. We have appointed
anew diversity director, and
established a diversity action
group chaired by a senior
executive. The group is driving
anintegrated approach that will
build on the excellent practices
we have currently developed
and ensure they are consistent
throughout our business.

During 2003, Centrica conducted
areviaw of the pay levels between
men and women in accordance
with our commitment madein
the Kingsmill Report. The results
showed that the gender pay gap
in Centrica is much narrower than
national norms and our current
pay policies and practices contain
no gender bias. This review will
now be a regular report to our
executive committee,

We are working with a number of
organigations that enable us to
share best practice, learn from
others and continually improve
our approach to diversity. These
include the Employers’ Forum
on Disability, the Institute of
Employment Studies, the
Employers’ Forum on Age and
Business in the Community.

Centrica participated in the 2003
Employers' Forurm on Disability
Global Inclusion Benchmark
that monitors the inclusion of
disability in a company's social
reporting process. Having been
placed sixth in 2002, our
performance improved during
2003 when we achieved second
position inthe survey.

Attracting talent

We continue to be involvedina
range of employment initiatives
across the UK to recruit people
fromn different backgrounds
and groups in the community
including people with
disabilities, lone parents, carers
and the long termunemployed.

A new UK graduate recruitment
brand was developed in 2003.
The website was extensively
overhauled to enable applicants
to apply online and we
developed on-campus support
to help with marketing activities.
The number of UK graduates
Centrica recruited in 2003
increased to 42 from 12.

Leadership

Centrica recognises that quality
of leadershipis a central factor
in achieving our business
objectives and in ensuring that
the behaviour of our employees
truly reflects our values. Thisis
a priority area for us.

During 2003 we identified the
key behaviours required by
leaders at all levels if Centrica is
to achieve its business goals.
Following research with our
employees, we created a clear
and concise set of behavioural
competencies for leadership
that are consistent with our
culture and values. We believe
this will create an environment
that provides the right challenges
and support to allow our people
to achieve their potential.

Based on these competencies, a
new performance management
system was developed to

provide greater clarity from
the business strategy and
management agendas to
individual objectives. The new
system seeks to create and
maintain a high performance
culture across the group with
greater emphasis on helping
o manage underperformance.
From 2004 onwards, managers
will use the behavioural
competencies to identify their
development needs and then
raceive feedback on how they
are doing.

Training programmes have
equipped managers with the
necessary support {o review and
manage the performance of their
teams. We have also initiated a
new framework across the
group that aligns individual
rewards even more closely

to business objectives.

InJune, the executive
committee agreed actions to
develop talented managers
across the business. The
management talent review
enables the organisation to
plan succession for the most
senior roles in the business.
Succession plans were
developed in 2003 and used
to increase the movement of
anumber of people between
brands and across functions.

In 2003, we launched a new
range of personal and
professional development
opportunities to provide us
with a clear understanding

of the future leadership talent
within the organisation. The
programme offers our people

arange of cpportunities to
develop their skills, whether
they are new to the group or
existing managers facing new
challenges. Programmes cover
company induction, change
management and leadership
skills, personal effectiveness
and team building.

Our graduate development
programme seeks to develop
future senior managers through
athorough understanding of
the operational aspects of

our businesses, before
developing into a specialist
role, Qur programme is
structured to provide a
number of key placements
including time spent within our
customer service operation.

People development
investors in People (lIF)
provides an ideal opportunity
to benchmark the continual
development of everyone who
contributes to our success
against a recognised standard.
The AA gained |IP accreditation
across all of its business in
October 2002 as part of its
internal ‘Just AAsk' faunch and
insupport of its brand values.
In November 2003, it was
announced that British Gas
had achieved business wide
recognitionto the new (P
standard, underpinning our
commitment to the development
of our people. As of Novernber
2003, British Gas is now the
second largest business in the
UK with such accreditation..

The creation of the British Gas
Engineering Academy has
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Corporate responsibility continued

Thecreation of the British Gas Englneering
Academy has helped us gevelop and re-focus
our training facilithes,

We have mainteined a low fraquancy of major
injuries through: & continuing programmaof risk
Bssessment, training and sudting.

Centrica is committed to continually Improving
standards of customer service.

helped us develop and re-focus
our training facilities to handle
the extra training requirements
for an additional 5,000 recruits
into our engineering work force.
The academy's strategy is to use
not only our own training centres
but alsotoengagein
partnerships with further
education colleges. This enables
us to handle our peak training
requirements for technical
training within British Gas.

Our commitment to training has
been recognisad by
government. Our chief executive
chairs the National Modern
Apprenticeship Task Force and
Ambition:Energy, a New Deal
initiative to get unemployed
people into employment. We will
be extending the concept of
modern apprenticeships into
other areas of our business
during 2004, in particular into
customer service roles.

In 2003, the British Gas
Engineering Academy trained
more than 500 modern
apprentices and 1,000 adult
recruits. Our Direct Energy
Essential Home Services
business in Canadais also
initiating an apprenticeship
programme and is now a
recognised, certified body to
license technicians.

Heatth and safety

Making proper provision for the
health, safety and welfare at
work of our employees and
others who could be affected by
the group’s activitiesisatop
priority.for our business.
Centrica’s health and safety
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targets are linked to specific
performance indicators. Alt
targets and key performance
indicators are monitorad and
reported regularly to the
Centrica board, Detailed
scrutiny of actual or potentially
significant incidents identifies
lessons to be learmed and
preventative action to be taken.
Again we are pleased to report
no fatal accidentsin 2003 —the
group having experienced only
one fatality since demerger.
We have maintained a low
frequency of major injuries,
despite the significant growth
inour operational businesses.
This has been due to our
continuing programme of risk
assessment, training, team
briefs and auditing.

We introduced a number of
occupational heaith and safety
initiatives to hightight and
manage particular risks within
our business. Examples
included managing
occupationa| road risk,
managing stressin the
workptace and reinforcing our
policy on the use of mobile
phones. In North America, a
confidential Employee
Assistance Programme is
available to all employees.

British Gas was awarded the
Gas Industry Safety Award in
2003 for supporting the
furtherance of gas safety
throughout the UK and Europe.

Communication and
engagement

Employment policies and a
range of otherinformation are

also included on Essential, a
new intranet portal that was
launched in 2003 across all our
UK businesses. Reaching our
employees with relevant
information is critical if they are
to interact productively with
colleagues and customersin
their day-to-day activities.
Feedback to the
communications channel has
been positive and Essential will
be extended to other parts of our
business during 2004.

This year we enhanced our
employse survey to get a better
insight into their engagement
with Centrica and understand
what actions are needed. The
shift from satisfactionto
engagement is consistent with
our culture and values. Seventy-
four per cent of our employees
responded to the 2003 survey
withmore than 50% completing
the survey online using the
Essential intranet portal.

Marketplace

Passion for customers is the
cornerstone of the
organisational values that we
have set for Centrica. Being
responsible in how we behave in
our customer relationships is
central to how we achieve our
company vision and how we
define our values.

Ourmain brands are known and
trusted in their markets. All our
brands, new and old, sharea
passion for customers and
interpret this in ways appropriate
for the markets and
communities where they
operate.

Our main impacts are in the

following areas:

* ansuring that our customers
enjoy high quality service;

* making access to our services
easy through meeting the
diverse needs of all our
customers;

* ensuring that our sales
techniques inspire trust and
are credible;

» offering advice to customers
on safe and responsible use of
our services; and

* ensuring our suppliers reflect
and embody our values in their
relationships with us.

Customer service

We are cormmitted to Improving
our standards of customer
service and have arange of
quality management programmes
in place across the group. We
measure customer satisfaction
onan annual basis whilst monthly
indicators of service delivery are
reported to senior managers
throughout the group. Informaticn
is also fed through to the Centrica
customer service committee
who determine and monitor key
customer service targets.

This reporting process enables
us to track both the performance
of our own service delivery and
that of our suppliers in areas such
as alternative media provision
andtext phone availability for
disabled people. We also
provide the facility of a voluntary
service register for older or
disabled peopte, so they can
heip us develop the services we
offer, and a language translation
service for customers whose
first language is not English.
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Thatextiphong is part of our approach to meeting
the diverse needs of customars.

Reducing our emissions ko airis one of ourkey
emvironmental objectives.

Meeting diverse needs

We have a responsibility to
meet the diverse needs of all
our customers. Many need
help to benefit fully from the
services we offerand we are
investing in initiatives to
enhance customer choice,
safety and energy efficiency,
with a particular emphasis
on alleviating the burden of
fuel poverty.

Through the Energy Efficiency
Commitment programme,
British Gas provides free and
discounted energy efficiency
measures to help customers
save energy and reduce their
fuel bills.

Since the start of the
programme in Aprii 2002

British Gas has provided energy
saving measures to over

4 million homes, nearty 45%

of which are low income
households. We have insulated
morg than 360,000 homes,
provided 1.3 million households
with energy efficient appliances,
instailed 65,000 energy efficient
bollers and heating controls and
provided more than 2.3 million
homes with low energy light
bulbs. By the end of 2003,

we had delivered more than
80% of our three year energy
saving target,

Atthe heart of our service ethic
is acommitment to treat all our
customers both fairy and
equally. Each month we publish
aninternal diversity report,
which looks specifically at the
services we provide to diverse
groups of customers. More than

750,000 customers are included
on British Gas, AA and CneTel
registers, advising us of their
service needs as a result of their
age or disability.,

In Britain, we send out over
17,000 afternative format

bills, statements, letters and
marketing communications
each month to our custorners.
These formats include Braille,
large print and audio tape.

In August 2003, Centrica
launched a customer diversity
intranet site, to provide additional
advice and informationon a
range of customer diversity
issues to our employees.

Sales

Centrica uses a variety of
channels to sellits products
and is committed to ensure
that the same standards of
responsibility apply regardless
of the sales channel. A particular
focusis face-to-face selling
through our direct sales agents.
We have reviewed ourown
recruitment and training
procedures as well as
encouraged the emergence

of industry standards.

All British Gas energy sales

staff are EnergySure accredited,
showing they are appropriately
trained and registeradona
nationwide database designed
to protect consumers. As
founder-members of the
Association of Energy Suppliers
(AES), we have worked with

the industry, regulator and
consumer bodies to agree

the AES Code of Practice for
face-to-face selling.

Supplier relationships

We expect oursuppliers to
have similar high standards

to our own in terms of workforce
practices, production
procedures for goods and
services, health and safety,

and the environment.

Centrica has setup ateam
dedicated to managing our
top 20 strategic supplier
relationships. Establishing this
format group-wide relationship
with our key suppliers has
certainly proved positive and
encouraged suppliers to work
more proactively with Centrica,
enabling us to gain maximum
value from the relationships.
As agroup we have derived
significant tangible benefits
and suppliers inturn have

also benefited.

This more structured and co-
ordinated approach has
resulted in stronger group-wide
contract management for
some suppliersand ina
greater focus on process
improvement with others,
Some suppliers are now
providing consultancy, advice
and training within their fields
of expertise. This suppon
benefited the group by more
than £2.3 million in 2003.

Environment

‘We are working to ensure
that we effectively manage
ourimpacts onthe
environment through:

* reducing our emissions;

» our renewable energy strategy;

and
* involving our employees.

Renewable energy

We are required in the UK to
source 4.3% of our electricity
from renewable sourcesin
2003/2004, rising to 15.4% in
2015/2016. We continue actively
to support the development of a
traded market, to promote
development of renewables.

in July, we announced our
investment strategy for
renewable generation assets.
The intention is eventually to
source around half of our
renewable obligation from our
own assets.

Environmental management
systems

The acquisition of gas-fired
power stations and a major gas
storage facility have influenced
our environmental impact. We
are introducing environmental
rnanagement systems (EMS)
across all of our businesses to
manage this and to help identify
opportunities forimproving our
performance, We aim to
implement an EMS that meets
the requirements of SO 14001
across our established UK
businesses and key activities by
2005. Targets have been set for
2005 and we have so far
achieved certification for 13 of
the 15 selected businesses.
Currently, the major elements of
EMS arein place forthe AA,
British Gas, power generation
and gas production.

Transport and energy

In 2003, Centrica's cornmearcial
vehicles covered more than
191 million miles and used 29
miltion litres of fuel to deliver
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Corporate responsibility continued

In Juty, we anncunced a major commitment
to build renerwabla generation assats.

Anng Minto, group glrector. human resources,
planting atrea as part of the ‘Natural Capital®
campaign.

‘here to HELP' progress as at 31 Decamber 2003

Activity Status
Zonas signed up 517
Households ingluded 262,380
Zones completad 41
Household assessments completed 51,952
Charity referrats {of which 80% are compietely new clients for the charities) 10,230
Completed benefit chacks 3,171
Total unclaimed benefits identified £1,826,537
Potential average banefit gain per qualifying household (pa) 21,619

roadside service and install,
maintain and repair central
heating, white goods and other
products in the home. We
prioritise fuel efficiency in new
vehictes and implement trave!
and fuel reduction policies. We
also run a fleet management
programme to reduce the
amount of travel by employees,
and in turn reduce impact on
the environment.

We are committed toreducing
building energy use per
employee and increasing the
amount of waste recycled,
particularty in offices. In 2003,
energy consumption per office-
based employee was reduced
by 10%. All energy for Centrica
offices is sourced from certified
renewable supplies, Qur waste
recycling programme has
achieved significant results, the
officerecyciing rate rising to 48%.

Involving our employees

Our employees play a vital role in
helping us toreduce the
environmental impact of our
operations. We rely on them to
workin ways that influence our
customers and suppliers to use
our products and servicesina
more environmentally sensitive
way.

In early 2003, we launched
'Natural Capitai’, a UK campaign
that aims to increase levels of
employee awareness of
environmental issues and
encourage direct action through
hehavioural change.

The first stage of the campaign
has targeted office employees,
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with an environmental champion
on each site to promote the
initiatives of the campaign.
Roadshows have been run at 24
sites and 3,000 individual
pledges have been signed.
Feedback has been very positive
andincreased awarenessis
beginning to show results in
terms of the site environmental
programmes and the annual
employee survey.

Community

Qur community investment
programme focuses on projects
that address social issues most
closely aligned with our
business. During 2003, we
contributed £6.6 millonto
community causes. Community
contributions are measured
using the London Benchmarking
Group model that includes cash,
time and in-kind support and
helps us assess what these
resources really achieve for our
community partners. Our
strategy is to focus on
programmes that reflect our core
business, skills and experience.
The main programmeas operated
by our brands are described
below including examples where
the knowledge of our
community partners has helped
us improve the experience of our
customers. In addition, our aim
is to provide opportunities for
our employees to become
involved in their communities.

British Gas

A key social issue for British Gas
is ensuring sustainable access
to energy. Through our ‘hereto
HELP* programme, British Gas
is working in partnership with

social housing providers and
seven national charities to
improve the quality of life for
individuals and families in some
of Britain’s most deprived
communities, The programme is
providing practical ways to
make homes warm, safeand
comfortable. To date, some
50,000 household assessments
have been completed resulting
intheinstallation of over 17,000
energy efficiency measures,
10,000 referrals to our charity
partners and the identification of
over £1.8 million of unclaimed
benefits, which equatestoa
potential average benefit gain of
around £1,600 per qualifying
household each year.

We also engage in education,
training and job creation. British
Gas worked in partnership with
Mencap and the Employers'
Forum an Disability to publish
‘Paying your Bills. The booklet
was developed with the helpofa
cross-section of people witha
learning disability. It is a guide to
help manage household bills
and covers issues including how
to find the easiest method of
payment, how to get support if
problems arise and tips on
saving energy and money.

In July 2003, we were delighted
to receive the Business in the
Community Award for
Excellence in Education and
Lifelong Learning for the British
Gas ‘'Think Energy’ programme.
‘Think Energy' is an energy
education programme for 7 to 18
year olds and has reached 49%
of schoolsin the UK since its
launch in 2000, It combines a

mixture of classroom learning
and home study, helping young
people leam about the
importance of energy efficiency.
To date, more than 17,000 UK
schools have requested ‘Think
Energy’ resources,

The AA

The key social impacts of the AA
are related motoring and
transport issugs. Our main
impacts are road safety, for
drivers and pedestrians, and car
use impacts, such as traffic and
road management.

Centrica established The AA
Motoring Trust in 2002 to camry
forward and strengthen the AA's
historic public interest role
looking after the interests and
safety of road users. The charity
was launched in February 2003.

The Trust's key road safety
programme is its European
Road Assessment Programme
(EuroRAP), which promotes road
safety by highlighting poor road
design. EuroRAP's second set of
results were released in
Septemnber 2003 and the
following month 24 EU transport
ministers declared action on
dangerous roads when the
programme was launched in
ltaly. Inits first year, the AA Trust
has won international
recognition for EuroRAP and
also received the Autocar 2003
award for safety.

The Trust also played akey role
in representing motorists’ views
over congestion charging in
London and elsewhere in the
UK. Other work in 2003 included



Sir Roy Gardner launchad our partnership with
Cancer Ressarch UK, our employee charity of the
year 2003-2004,

Brtish Gas has developed an empioyee
velunteering programme to encourage direct
involvement in community activities while
meeting sel{-davelopment objectives.

Focus of contribution in 2003

Centrica’s community spend Is focusad on
anumber of pricrity areas, linked to issues
redevant ta our business.

M Charitable gitis - 4%

B Community lavesiment - 9%
£ Commercial [nitialives - 21%
€2 In-kind support — 6%

demonstrating the danger of
people talking on mobile phones
while driving, whether hand-held
orhands-free. After crash testing
child car seats, acampaign was
launched to encourage higher
safety standards.

North America

In North America, Direct Energy,
through our 'direct in tha
community' programme,
focuses on social issues related
to safe and affordable housing,
especially for families, older
people and the disabled. This
work combines charitable giving
with activities designed to foster
and encourage our employees
to volunteer in their communities
and support causes they value.

Important initiatives include
support of Raising the Roof,
Canada's only national charity
solely dedicated to finding long
term solutions to homelessness.
Direct Energy provided
C$250,000 (£108,800)in
comorate donations and
employees raised close to
C$30,000{£13,050) during the
'Fall Pledge' campaign.

The mad cow disease scare of
2003 badly damaged the Alberta
beefindustry. Direct Energy
donated C$50,000 (£21,800) to
the Alberta Food Bank network
and also donated C$2 foreach
Albertan who contacted Direct
Energy Preferred forinformation
on products and services.
Through this offer, a further
C$15,000 (£6,500) was raised.

In Texas, Direct Energy supports
a ‘neighbour-to-neighbour’

programme, which helps South
and West Texas families in crisis
pay their home energy bills.
Following an initial contribution,
we will be contributing
US$350,000(£213,700) to the
programme on an annual basis.

Our employees

The Centrica employee charity
of the year is supported by the
vast majority of our UK
employees. During 2003 our
charity partner was Meningitis
Trust for which we raised more
than £500,000. We are hoping
for simifar success with our
current charity partner, Cancer
Research UK.

Launched in 2003 in North
America, the ‘direct in the
community’ programme also
supports our employees through
the ‘Dollars for Doers’
programme. Employees who
volunteer more than 10 hours
per month are eligible to apply
for a corporate donationof up to
C$500 (£220) for the registered
charity they support. In addition,
the ‘Donated Expertise’
programime encourages
employees to provide
assistance to charitable
organisations in their cormmunity
by providing paid time off during
their working day for this
important voluntary work.

Centrica has continued its
partnership with Carers UK. In
December, we supported
‘Carers’ Rights Day’, which
aimed to raise awareness of the
rights of people with caring
responsibilities and the benelits
that are available to them.

Centricais also amember of
Employers for Carers, a group
that includes major employers,
employers' organisations and
government agencies. It
promotes the business benefits
of supporting carers in the
workplace and seeks to
influence current employment
policy and practice to support
carers in and into work,

Reporting and assurance

In addition to this overview of our
corporate responsibility
activities, there is more detailed
information available on our
website at www.centrica.com/
responsibility. We have also
produced a short, printed report
that can be accessed via the
website.

For the first tirme, we have
commissioned an impartial
assessment of our website
information by a specialist
external agency, The Corporate
Citizenship Company. It has
conducted an assurance
process on the information
presented and provided a
commentary on our progress
towards being a more socially
responsible company. The full
statement is available online.

In summary, this commends our
systems to manage and
implement our corporate
responsibility policies, especially
the adoption this year of the
statement of Centrica’s values
and business principles. It
highlights the fact that we are
addressing responsibility issues
in our mainstream business
practice, such as customer

satisfaction, workplace morale
and the environmental impact of
our products and services, as
well as our long-standing
community engagement.

The external commentary also
identifies areas where we have
room ko improve. These include
improving performance
measurement against our stated
business principles, setting clear
targets for managers to achieve
and understanding better the
implications of our commitment
to sustainability, especially for
our energy and motoring
services businesses, We will
seek to address theseissuesin
everything we do.
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Board of directors

Heten Alexander

Non-executive director (47) A.C,R,
Helen Alexander jcined tha board on

1 January 2003. She is chief executive

of The Economist Group, atrustes of the
Tate Gallery and an honorary fallow of
Hertford College, Oxford. Formerly, sha
was & non-executive director of BT Group
ple and Northem Foods ple.

Sir Michael Perry ape

Chairman (70) ALN.R.

Sir Michael Perry becama chaimman of
Centrica plcin 1997, Hawas anon-
executive dinector of British Gas plc from
June 1984 untll Centrica was demerged
in February 1997, Ha s a member of the
Supervisory Board of Royat Ahold NV,
president of the Marketing Council,
chairman of tha Shakespeane Globa Trust
and chaimman of the Oxfond University
Faculty Board for Managsment.

Sir Michas will retire from the board at
the end of the AGM on 0 May 2004,

Phil Bentley

Group finance director (45) E.

Phil Bentley joined Centrica plc in 2000
from Diageo plc, where he was finance
director of GuinnessUDV. Prior to that,
ha was group treasurer and director of
risk management of Diageo pl¢ from
1997, and group treasurer of Grand
Matropolitan plc from 1995. Previously,
he spent 15 years with BPt He Is also a
neon-axecutive director of Kingfisher ple,

Roger Carmr

Non-executive director (57) A.R.

Roger Carr was appointed to the board
in 2001, Ha ls chaimman of Mitchells &
Butlers pic, deputy chairman of Cadbury
Schweppes plc and a senior adviserto
Kehlberg Kravis Robarts Co. Ltd. He was
praviously chief axecutive of Williams ple
and chairman of Thames Water plc and
Chubb ple. He is a member of the
Industrial Developmant Advisory Boand
and the CBI council. He will become
chaimman with effect from the end of

the AGM on 10 May 2004,

Mark Clare

Deputy chief executive and Managing
director, British Gas (48} C.E.

Mark Clare joinad British Gas plcin 1994
as group financial controller, and was
appointad finance director of Centrica ple,
In 1997, In 2000, he was appointed deputy
chief executive, and from 1 January 2002,
managing director of British Gas. Heis
anon-axecutive director of BAA ple,

The Enargy Saving Trust Lid and The
Enargy Retail Association Ltd.

Sir Roy Gardner

Chief executive (58) E.N.

Sir Roy Gardner was appointed finance
director of British Gas ple in 1994, From
1985, he had responsibility for the business
units which subisequently formed Centrica
plc. Priortojoining British Gas pic, he was
managing director of GEC-Marooni Lid
and adirector of GEC ple. Hais non-
axecutive chairman of Manchester United
ple, prasident of Carers UK, chairman of
the Employers’ Forum on Disability and
chalmman of the Nationa! Modern
Apprenticeship Task Force.

Paul Watsh

Non-executive director (48) A.R.

Paul Walsh was appolinted to the board
on 1 March 2003. He is chief axecutive of
Diageo plc and a non-executive dirsctor
of Federal Express Corporation and
General Mills Inc.

Roger Woocd

Managing director, the AA (61) C.E.
Roger Wood joined British Gas plc in
1996 as managing director of British

Gas Services, and was appointed a
dinector of Centrica plcin 1897, In 1999,
foliowing the acquisition of the AA business,
he became managing director, home &
road services. He has been managing
diractor of tha AA since 1 January 2002.
Befora joining British Gas plc, he was
direcior general of Matra Marconi Space
NV, groupvice prasident of Northern
Telecom Ltd and a UK directorat ICL
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Patricla Mann o8 Robert Tobin

Senior non-executive director (66) Non-executive director {65) ALR.
A.C.N.R. Robert Tobin, a US citizen, was appointed
Patricia Mann was a non-executive tothe board on 1 January 2003, Heis
director of British Gas plc from December amember of the Supervisory Board

1895 until Cantrica was demarged in of Royal Ahold NV. Batween 2000
February 1997. Shawas a vica president and May 2003 ha was chalrman
international of J Walter Thompson Coltd  of the board of directors of the

and remains a director of JWT Trustees
Ltd. She is on the board of the UK Centre
for Economic and Environmental
Developmant and National Trust
Enterprises, and was formerly a director of
the Woolwich Building Society and Yale
and Valor pic.

Worldwide Retail Exchange.

Note

Mike Alexander and Sir Brian Shaw
ware directors until 28 February 2003
and 12 May 2003 respectively,

Key te membership of committees
A Auditcommitiea

€ Customarservice committes

E Ceontrica executive commitiee

N Nominations committee

R Remunsration commitiee



Directors’report

The directors present their report and the audited
financial statements of Centrica plc for the year ended
31 December 2003.

Directors

The board of directors section on page 24 gives details
of the current directors. All served throughout the year
except for Paul Walsh who was appointed as a non-
executive director on 1 March 2003.

Sir Michael Perry will retire at the end of the annual general
meeting (AGM) to be held on 10 May 2004, having reached
the age of 70. Subject to his re-election as a director at the
AGM, Roger Can will succeed Sir Michael Pemy as chaiman.

In accordance with the articles of association, Phil Bentley,
Roger Carr and Mark Clare will retire by rotation at the 2004
AGM. Upon the recommendation of the nominations
committee, these directors will be proposed for re-election.
The board believes that Roger Carr will provide strong
leadership and wise counse! in his new role as chairman.

The biographical details of those directors being proposed
for re-election are given in the notice of AGM (full details of
directors’ service contracts, emoluments and share interests
can be found in the remuneration report on pages 29 to 36).

Mike Alexander retired from the board on 28 Febiruary 2003
and Sir Brian Shaw retired from the beard on 12 May 2003,

Principal activities

The principal activities during the year were:

« the provision of gas, electricity and energy-related
products and services in Great Britain, North America
and Europe;

s the operation of gas fields in Great Britain and
North America and power stations in Great Britain;

¢ gas storage in Great Britain;

¢ energy trading in European and North American markets;

* roadside assistance and other motoring services in the
UK and Europe;

+ the provision of financial services in the UK and Ireland;
and

+ the provision of telecommunications services in the UK.

Business review

The chairman’s statement on page 1 and the operating
and financial review on pages 6 to 14 report on the
activities of the group during the year, recentevents
and any likely further business developments.

Financial results
The financial results of the group are discussed in the group
financial review on pages 15to 17 of this report.

Major acquisitions and disposals

In March, an underwritten equity offering reduced the group's
interest in the Consumers’ Waterheater Income Fund {which
was set up to refinance assets acquired with Enbridge
Services Inc) from 41.9% to 19.9% for which Centrica
received C$112 million (€46 million) in net proceeds.

In April, the 229MW Roosecote gas-fired power station,
located nearto the group's existing assets in Barrow-in-
Fumess, was acquired for £25 million. in July, the 204MW
gas-fired power station at Bamry, South Wales, was
acquired for £40 million, Following these acquisitions, the
company's total electricity generation capacity was
increased to 2,174MW. Details relating to investments in
renewable energy resources are given on pages 9and 21.

In September, the sale of the Goldfish credit card and loan
business was completed for a premium of £112.5 million
above the receivables book value.

Post balance sheet events
Details of post balance sheet events are disclosed in note
29 to the financial statements.

Dividends

An interim dividend of 1.7 pence per ordinary share was
paid on 12 November 2003. The directors recommend
that, subject to approval at the AGM, a final dividend of
3.7 pence per ordinary share will be paid on 16 June 2004
to those shareholders registered on 30 April 2004, This
would make a total dividend for the year of 5.4 pence per
share (2002: 4.0 pence per share).

Related party transactions
Detaiis of related party transactions are set outin note 27
on pages 66 to 67,

Creditor payment policy

Itis the group’s policy to:

* agree the terms of payment in advance with the supplier;

» ensure that suppliers are aware of the terms of payment;
and

* pay in accordance with contractual and other legal
obligations.

The number of days' purchases qutstanding as at
31 Decermber 2003 was 33 (2002: 34) for the group
{excluding Accord Energy Limited) and 20 days
(2002: 41 days) for the company.

Employment policies

During 2003, the group employed an average of 42,573
people; 39,571 were employed in the UK, 501 in the
rest of Europe and 2,501 in North America.

The groupis committed to pursuing equality and
diversity in allits employrnent activities and continues
to support initiatives to provide employment for
disabled people and carers. Centrica is a member
ofthe Employers’ Forum on Disability and the
Employers’ Forum on Age.
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Directors’ report continued

The group's business principles and policies set out
standards and expectations of behaviour of its
employees in conducting business in an ethical way.
Centrica supports the principles of the UN Global
Compact on human rights and labour standards.
The group encourages its business partners and
suppliers to respect and foltow this approach.

Employees are regularly updated on performance against
group strategy. There are regular employee surveys, action
planning forums and dialogue with representatives of
recognised {rade unions. Employees’ views are also
sought using a network of focal consultative bodies.
Further details of the group's employment policies

and employee communications can be found on

pages 18 to 20.

Employee share schemes

The group encourages employee share ownership by
operating tax authority approved share schemes open to
all eligible employees, including executive directors.

Each year, sharesave schemes in the UK and Ireland
enable eligible employees to acquire shares in the
company at the end of a three or five year saving period.
Atotal of 17,448 employees participate in the schemes.

The company also operates a share incentive plan, which
enables eligible UK employees to buy Centrica shares,
subject to menthiy limits, out of pre-tax pay. in addition,
the company awards one free matching share for every
two shares an employee buys, subject to a monthly limit
of 20 matching shares. A total of 6,398 employees
participate in the plan.

Corporate responsibility

Information relating to the group's impact on society, the
economy and the wider environment is given on pages 18
to 23. The system of internal control, described on page 28,
covers significant risks associated with social, environment
and health and safety matters.

Charitable and political donations

An outline of the group’s involvernent in the community
appears on pages 22 to 23. Charitable donations in the UK
during the year amounted to £5.3 million (2002: £4.7 million).
Inline with group policy, no donations were made for
political purposes.

Share capital

The company's authorised and issued share capital as
at 31 December 2003, togetherwith details of shares
issued during the year, is set outin note 19 on page 56.

Material shareholdings
At 9 February 2004, the following material shareholdings
were recorded in the register maintained in accordance

with the Companies Act 1985:

Fidelity 179,465,013 4.21%
Legal & General Group 155,266,781 3.64%
Barclays 138,903,214 3.26%
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Auditors

PricewaterhouseCoopers LLP have expressed their
willingness to be reappointed as auditors of the comparny.
Upon the recommendation of the audit committee, a
resolution to reappoint them as the company’s auditors
and authorise the directors to determine theif remuneration
will be proposed at the AGM.

Authority to purchase shares

The directors were authorised at the 2003 AGM to
purchase the company's own shares, within certain limits
and as permitted by the articles of agsociation. Although
no such purchases have been made to date under this
authority, the directors will seek to renew this authority at
the 2004 AGM,

Corporate governance

The group is committed to high standards of corporate
governance. During the year, the board has reviewed its
governance arrangements in the light of the new
Combined Code on Corporate Governance (the new Code)
and the Guidance on Audit Committees (the Smith
Guidance) and has made changes as necessary and
appropriate. As the new Code took effect in respect of
accounting periods commencing on or after 1 November
2003, this report has been prepared on the basis of the
previous Combined Code on Corporate Governance

{the Code). Some additional disclosures have been made
as a transition towards compliance with the new Code.
Throughout the year, the company fully complied with the
provisions of the Code and applied its principles as follows:

The board

Aneffective board of directors leads and controls the
group. The board, which meets at least 10 times ayear, has
a schedute of matters reserved for its approval. The board
is responsible for determination of strategy and major
policies, review of management performance; and
approval of the annual operating pian, the financial
statements, major projects and corporate governance.
One of its meetings each year is substantially devoted to
the development of strategy.

Overall attendance during 2003 was 92% for the board,
88% for the audit committee, 90% for the remuneration
committee and 100% for the nominations committee.
Non-attendance was due mainly to previously arranged
commitments of the newly appointed directors.

Comprehensive briefing papers including management
accounts are circulated to each director one week prior to
board meetings. A procedure is in place for directors to
obtain independent professional advice in respect of their
duties. They also have access to the advice and services of
the company secretary.

The names of the directors and their details including

committee memberships, appear on page 24. All of the non-
executive directors, including the chairman, are members of
the auditand remuneration committess as the board believes
that each of them adds value to the business of those meetings.
This membership structure gives the non-executive directors



detailed insight into the nature of the matters being discussed,
brings continuity to membership and avoids undue reliance
on particular individuals. Throughout the year, the chairman
and the other non-executive directors were independent

of management and the senior independent director was
Patricia Mann. In November, the board considered the
independence of the non-executive directors {other than
the chairman) against the criteria in the new Code and
determined that each was indspendent.

The non-executive directors, including the chairman,
meet independently of management on aregular basis.

All directors foining the board are required to submit
themselves for election at the AGM following their
appointment. Thereafter, they are subject to re-election
every third year. The non-executive directors are initially
appointed for a three year term and, subject to review and
re-election, can serve up to a maximum of three such terms.

The directors receive ongeing training including an
induction programme tallored to meet the needs of the
individual. The directors also receive regular updates on
changes and developments to the business, legisfative
and regulatory environments.

The board has delegated authority to anumber of
committees to deal with specific aspects ofthe
management and control of the group. These commitiees
have specific terms of reference and mest on aregular
basis. The minutes of the meetings of these committees
are made available to all the directors on atimely basis,

Executive committee

The executive committee comprises the executive
directors and the general counsel and company secretary.
Itis chaired by Sir Roy Gardner. It meets weekly and
oversees the management of the group and is the decision
making body for those matters not reserved to the board
and within the limits set out in the group’s delegated
authority and expenditure control policies.

There are four sub-committees of the executive
committee: the group risk management committes;

the group financial risk management committee; the
corporate responsibility committee; and the health,
safety and environment committee. The membership
of these committees is drawn from senior management.

Audit committee

The audit committee, which meets four times ayear,
consists of the chairman and independent non-executive
directors. It was chaired throughout the year by Roger Carr.

The audit committee, which reports its findings to the

board, is authorised to:

* monitor the integrity of the interim and annual financial
statements, including a review of significant financial
reporting judgements contained in them;

* review the company's internal financial controls and
internal control and risk management systems;

* monitor and review the effectiveness of the company's
internal audit function; and

* establish and oversee the company's relationship
with the external auditors, including the monitoring
oftheirindependence.

Note 3(v) to the financial statements on page 47 sets out
the group’s policy to seek competitive tenders for all
major consultancies and advisory projects. The board
has approved policies that restrict the types of non-audit
work that can be undertaken by the external auditors
and restrict the employment by the group of former
employees of the external audit fims. The award of
non-audit work within categories that the external
auditors are permitted to carry out under the board
approved policies is subject to pre-clearance by the
audit committeeif the fee exceeds specified thresholds.
All non-audit assignments awarded to the external
auditors are reported to the audit committee ona
quarterly basis, along with a full breakdown of
non-audit fees incurred during the year.

As a matter of best practice and in accordance with
auditing standard 610, the external auditors have held
discussions with the audit committee on the subject of
audit independence and have confirmed their
independence in writing.

Remuneration committee

The remuneration committee, which met six times

during 2003, consists of the chairman and independent
non-executive directors. Itis chaired by Patricia Mann.
The role of this committee and details of how the company
applies the principles of the Code in respect of directors’
remuneration are set out on pages 29to 36.

Nominations committee

The nominations commitiee consists of Sir Roy Gardner,
Patricia Mann and Sir Michael Perry, who chairs it.

It makes recommendations to the board for the
appointment of replacement or additional directors.

At its three meetings during the year it considered the
succession to Sir Michael Perry as chairman of the
company and, accordingly, Patricia Mann chaired

the second and third of these meetings. Having taken
advice from executive recruitment agents and having
drawn up alist of required attributes, members of the
committee gave careful consideration to anumber of
individuals, both external candidates and existing
independent non-executive directors. The committee
concluded that Roger Carr was the most appropriate
person to succeed Sir Michael Perry as chairman of the
company, having sought and received assurance that
he had sufficient time available to devote to the position,
and recommended his appointment to the board.

The nominations committee is also responsible for
succession planning and board evaluation. It isintended
that a formal evaluation of the performance of the board,
assisted by external consultants, will be undertaken
during 2004.

Customer service committee
This committee determines and monitors customer
service targets, as key dnivers of the long term success
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of the group. It was chaired on an interim basis by
Mark Clare between May 2002 and January 2003.
Helen Alexander succeeded Mark Clare as chairman
of this committee with effect from February 2003.

Relations with shareholders

The company has a programme of communication with
its shareholders. As well as share price information,
news releases and the annual report, the Centrica
website includes speeches from the AGM, presentations
to the investment cornmunity and a section for
shareholder services.

The board believes that the AGM presents animportant -
opportunity for dialogue with private shareholders,

many of whom are also customers. At the AGM, the
chairman and the chief executive present a review of the
businesses of the group. Representatives from across the
group are available to answer questions both before and
after the meeting.

All shareholders have the opportunity to cast their votes at
the AGM by proxy, by post orvia the internet. Shareholders
can register to receive all their communications online,
benefiting both themselves and the company.

Centrica also holds regular meetings with its major
shareholders. The chairman attends the meeting at

which the preliminary results are presented to major
investors and analysts. Formal reports of investor feedback
are presented to the board at least twice a year.

Internal control

The board of directors is responsible for the group's system
ofintemal control, which is designed to manage rather than
eliminate the risk of failure to achieve business objectives
and can provide only reasonable, and not absolute,
assurance against material misstatement or loss.

ldentification, assessment and management of risks
The company places great importance on internal

control and risk management. A risk aware and control
conscious environment is encouraged throughout the
group. The board, either directly or through its committees,
sets objectives, performance targets and policies for
rmanagement of kay risks facing the group. These include
strategic planning, acquisitions, political and regulatory,
investments, expenditure control, treasury, environment,
health and safety, trading and customer service.

Across the group, each business has a risk management
committee that seeks to identify, assess and advise on the
managerment of operaticnal risks. In addition, the group
risk management committee considers the risks that
might affect the company at group level, The processes of
newly acquired compantes are integrated with those of the
group. Centrica Storage operates to the same standards of
internal control and risk management as therest of the
group; however, as aresult of undertakings given to the
Secretary of State for Trade and Industry, a high level of
separation is maintained between the management of
Centrica Storage and that of the rest of the group.
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Assurance

The business assurance function undertakes internal
audit reviews according to a plan approved by the audit
committee. The results of their work are reported to the
audit committee on & quarterly basis.

The board’s review of the system of internal control
The board of directors, with the advice of the audit
committes, has reviewed the effectiveness of the
internal control system operated (as described above)
throughout the period from 1 January 2003 to the date
of this report and s satisfied that the group complies
with the Tumbull Guidance on internal Control.

Going concern

After making enquiries, the board has a reasonable
axpectation that the company has adequate resources
to continue in operational existence for the foreseeable
future. For this reason, we continue to adopt the going
concern basis in preparing the financial statements,
which are shown on pages 3810 77.

This directors' report has been approved by the board
and signed onits behalf by

Ece oA

Grant Dawson
General Counsel and Cormpany Secretary
12 February 2004

Registered office:

Millstream

Maidenhead Road

Windsor

Berkshire SL4 5GD

Company registered in England and Wales No. 3033654



Remuneration report

Composition and role of the remuneration commitiee
The board has established a remuneration committee,
which is chaired by Patricia Mann, Helen Alexander,
Roger Carr, Sir Michael Perry and Robert Tobin were
members of the committee throughout 2003, Paul Walsh
became a member when he joined the board on 1 March
2003. Allmembers are non-executive directars and, with
the exception of Sir Michael Perry, are independent.

The committee makes recommendations to the
board, within formal tenms of reference, on the policy
and framework of executive remuneration and its cost
to the company. The committee is also responsible
for the implementation of remuneration policy and
determining specific remuneration packages for each
of the executive directors. It has access {0 advice
provided by the group human rescurces director
{Anne Minta), the group head of reward (Mike New),
the company secretary (Grant Dawson), the chief
executive (Sir Roy Gardner) and external consultants.
During 2003, the committee consulted, but did not
formaily appoint, Towers Perrin, who provided information
and advice on executive compensation to assist in the
formulation of the cornmitiee’s recommendations.
Towers Perrin also provided advice to the group

on retirement benefits and non-executive directors’
fees during the year.

This report explains how the company has applied

the principles i the 1998 Combined Code on Corporate
Governance that relate to directors’ remuneration.

It will be submitted to the forthcoming AGM for approval.
No director votes on any matter relating to his or her

own remuneration.

Framework and policy on executive directors'
remuneration

The group's remuneration policy is designed to provide
competitive rewards for its executive directors and other
senior executives, taking into account the company's
performance, the markets in which the group operates
and pay and conditions elsewhere in the group.

In constructing the rermuneration packages, the
committee aims to achieve a balance between fixed and
variable compensation for each director. Accordingly,
asignificant proportion of the remuneration package
depends on the attainment of demanding performance
objectives, both short and long term. In agreeing the
level of base salaries and the annual performance
bonus scheme, the committee takes into consideration
the total remuneration that executives could receive.
The cornmittes reviews the packages and varies individual
elements when appropriate from year to year.

Torecognise performance against agreed objectives,
the committee has put in place an annual bonus scheme
for executive directors simifar to that applying to other
senior executives in the group, Annual bonuses for
executive directors are determined by the achievement
of demanding individual, business and corporate
objectives.

Under.both the executive share option scheme (ESOS)
and the long term incentive scheme {LTIS) the cument
practice is to make conditional awards each yearuptoa
raximum of 200% and 75% of base salary respectively.
These schemes are designed to align the interests of
executive directors and other senior executives with the
longer term interests of shareholders by rewarding them
for delivering increased shareholder value.

As amatter of policy, all exacutive directors and certain
senior executives are expected to retain a minimum
shareholding in the company at least equal in value

ta the executive's base salary.

Executive directors also participate in a contributory,
final salary pension scheme {details of which are given
on pages 35 and 36).

The commitiee believes that these arrangements, which
are further explained below, are important in providing

a potential remuneration package that will attract, retain
and continue to motivate executive directors and senior
executives in amarketplace that is Increasingly challenging
and competitive in both commercial and human resource
terms. Itis intended that the current remuneration policy, the
ESOS and LTIS elements of which have been approved by
shareholders, will continue for 2004 and succeeding years.

In 2003, the totai compensation of the executive directors,
detailed on page 32, consisted of components in the
following proportions:

Relative proportions of components of executive directars’
remuneration; 2003

o0 -~ . - IR
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% Phil Bentley Mark Clare Sir Roy Gardner Roger Wond
Fixed components: 3 Salary @O Banafits ! Pension
Variable components: O Performanca bonus " ES05 + LTIS

Note: Salary and benafits are amounts recelved during 2003; pensicnisthaincrease

In transfer value less directors' contributions during 2003; performance bonus Is that
paid in raspect 0f 2003; and ESOS and LTIS are the estimated valyue of tha awards made
in 2003 based on a Black Scholes model, provided that alf performance conditions.

are met at the end of the refevant performanca periods. (n 2003, Mike Alexander servad
as A director for January and Felbuary only, Because of histetirement he was not efigible
to paricipate INESOS grants and LTIS ellocations made in 2000, nor did ha receive a bonus
in respect of theyear. Accordingly, no part of his remuneration was performance related.

Components of remuneration

Base salary

The committee seeks io establish a base salary for each
executive director determined by individual performance
and having regard to market salary levels for similar positions
in comparable companias derived from independerit
sources. Base salaries are reviewed annually. Base salary
is the only etement of remuneration that is pensionable.

Annual performance bonus

At the beginning of each year, the committee reviews the
bonus scheme to ensure that it remains competitive in the
market and continues to incentivise the executive directors,
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and align their interests with those of sharehotders. For
2003, having reviewed comparative data provided by
Towers Perrin, the committee increased the relative weight
given to financial performance targets and adjusted the
maximum bonus payable should every element of every
objective be achieved in full from 60% to 100% of base
salary, In 2003, 50% of the maximum bonus achievable
related to financial performance targets, 25% to customer
and employes satisfaction and 25% to personal
performance. For executive directors with business unit
responsibilities, the scheme is structured to reflect the
performance of their business unit as well as that of the
group. No bonus at all is payable to an individual whose
agreed minimum personal targets are not met.

Executive share option scheme (ESOS)

Options granted under the ESOS only become
exercisable if and to the extent that performance
conditions are satisfied three years after the date

of grant. If exercisable, they remain so until the tenth
anniversary of grant. Performance conditions are
based onthe extent to which growth in the company’s
earnings per share (EPS growth) exceeds growth in
the Retail Prices Index (RPI growth) over a three year
performance period. EPS is calculated as fully diluted
earnings per share adjusted for exceptional charges
and goodwill amortisation. The committee believes
that this method of calculating EPS provides an
independent and verifiable measure of the
company's performance.

Inrespect of each grant of options, the committee has
determined that, for the option to be exercisable in full,
EPS growth must exceed RPI growth by 18 percentage
points or more over the three year performance period.
No part of the option grant will be exercisable if EPS
growih fails to exceed RPi growth by atleast 9 percentage
points over the performance period. The proportion

of the option grant exercisable by the executive will
increase on a sliding scale between 40% and 100%

if EPS growth exceeds RPI growth by between 9 and
18 percentage points over the performance period.

The company’s EPS growth may be re-measured
annually for a further two years, but always from the
date of grant of the options, with the performance
conditions increasing proportionatety, The committee
believes that, inrelation to the ES0S, EPS growth in
excess of RPI growth is the most appropriate measure
for determining the increase in value delivered to
shareholders by the company’s executive directors
and senior executives. The committee reviews the
appropriateness of the performance measure and
the specific targets set when considering each

new grant of options.

In March 2003, options were granted to each executive
director equal to 200% of his base salary and, at the same
or lower rates, 1o certain other senior executives. Details
of options granted to executive directors are shown on
page 34. Itis the company's intention that new shares be
issued, subject o institutional guidelines, to satisfythe
exercise of options granted underthe ESOS.
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One executive director holds an option under the
restructured executive share option scheme (RESOS).
The RESOS was put in place to replace options which
executives had previously held over British Gas ple
shares and which were cancelled at demerger. There
are no performance conditions attaching to options
under the RESOS. Further details are given on page 34.

Long term incentive scheme [LTIS)

Allocations of shares are made annually to executive
directors and other senior executives under the {TIS.
These awards are subject to challenging performance
conditions based on the company's total shareholder
return {TSR) relative to the retums of a comparator
group, since this ensures that the executives arenot
rewarded unless the company has outperformed its
peers in creating shareholder value. The committee has
determined that, in the absence of a meaningful ‘natural’
comparator group for the company, the companies
comprising the FTSE 100 at the start of the relevant
perfarmance period {the LTIS comparator group)
constitute the most appropriate comparator group for
the purpose of the LTIS. The committee reviews the
approptiateness of the performance measure and

the specific target set when considering each new
allocation of shares under the LTIS. In assessing the
extent of satisfaction of the performance condition,

the committee uses data provided by Alithos Limited.

Allocations made prior to May 2001 are subjectto

a performance period of either three or four years

{at the participant’s choice), followed by a retention
period of two years. Changes to these arrangements
were approved at the 2001 AGM. Allocations made
frorm May 2001 will be released to the participant
under normal circumstances after the three year
performance period, provided the performance
conditions have been met.

The actual number of shares eventually released to the
participant depends on the company's TSR over the entire
performance period relative to the LTIS comparator group.
The maximum annual allocation of shares only vests and
is released to the executive if the company’s TSR overthe
performance period is ranked in 25th position or above
relative to the 99 other companies in the LTIS comparator
group. No shares vest if the TSR over the performance
period is ranked below 50th positionin the LTIS
comparator group. Between 25th and 50th position,
shares vest on a sliding scale from 100% to 40%.

In April 2003, LTIS altocations equal to 75% of base
salary were awarded to executive directors and,

at the same or lower rates, to certain other senior
executives. The maximum number of shares that
could eventually be transferred to each executive
director upon satisfaction of the performance criteria
appears on page 33.

Prior to 2002, the trustee of the LT1S bought shares
inthe rmarket to match the likely future requirements
for shares under LTIS releases. Any shortfall will be
satisfled by the issue of new shares.
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The table above shows graphs of the company’s TSR
performance and that of the FTSE 100 Index for the five
years ended 31 December 2003. As required by the
Directors' Remuneration Report Regulations 2002, this
uses arolling definition of the FTSE 100, whereas the
definition used for the purposes of the LTIS is the FTSE 100
as constituled at the beginning of the pericd. In order to
demonstrate the delivery of shareholder value during the
relevant performance period, the TSR graph for the LTIS
award that vested in October 2003 is shown on page 33.

Pension

Executive directors also participate in a contributory, final
salary pension scheme (details of which are given on pages
35and 36).

Other employment benefits

In common with other senior management, executive
directors are entitled to arange of benefits, includinga
company car, life assurance, private medical insurance
and a financial counselling scheme. They are also eligible,
on the same basis as other employees, to participate in
the company’s Inland Revenue approved sharesave

and share incentive plans. These are open to all eligible
employees and provide a long term savings and
investment opportunity.

Service contracts

Itis the company's policy for the notice period in executive
directors’ service contracts not to exceed one year. The
committee retains a level of flexibility in order to offer
contracts to new executive directors that contain an initial
notice period in excess of one year, provided that after the
first such period the notice period reduces to one year.

The executive directors' service contracts have no fixed
term but provide that either the director or the company
may terminate the employment by giving one year's
written notice and that the company may pay
compensation in lieu of notice.

The dates of the executive directors' service contracts
are set out in the table on page 32.

Upon Mike Alexander’s retirement from the board on

28 February 2003, he forfeited all of the options granted
to him under the ESOS (ses the table on page 34) and the
conditional allocations of shares made to him under the
LT1S cn 2 October 2000, 1 Qctober 2001 and 2 April 2002
(see the table on page 33). The performance targets in

respect of the allocations of shares made to himunder the
LTIS on 1 October 1998 and 7 October 1999 had previously
beean achieved and those shares were or will be released to
him at the end of the retention periods on 30 September
2003 and 30 September 2004 respectively. Mike Alexander
has not received and will not receive any payments other
than his pension, the details of which are disclosed

on pages 35to 36.

External appointments of executive directors

The board believes that experience of other companies’
practices and challenges is valuable both for the personal
development of its executive directors and for the
company. Itis therefore the company's policy to allow
each executive director to accept one non-executive
directorship of another company, although the board
retains the discretion to vary this policy. Fees are retained
by the individual director.

Non-executive directors

Non-executive directors do not hold service contracts.
The dates of their appointment are shown in the table on
page 32. Their appointment is subject to the articles of
association. Their fees are determined having regard

to the need to attract individuals of the right calibre and
experience, the time and responsibilities entailed and the
fees paid by other companies. Their fees are approved
by the board, upon the recommendation of the executive
committee, whose membaers are the executive directors
listed in the second table on page 32, together with
Grant Dawson, genera! counsel and company secretary.
The executive committee received survey and other
information from the remuneration consultants, Towers
Perrin. The non-executive directors, including the
chairman, do not participate in any of the company's
share schemes, incentive plans or pension schemes.

In addition to his fees as a non-executive director of the
company, Sir Brian Shaw received fees for consultancy
services to The Automobile Association Limited.

The remuneration report from page 29 to page 31 up to this
statement has not been audited. From this point until the
end of the report on page 36, the disclosures, with the
exception of the line graph on page 33, have been audited.
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Directors' emoluments Annusl Totat Tatat
Base performance amoluments® emoluments®
salary/fees bonus Bensfits? 2003 2002™
£000 £000 €000 £000 £000
Executive directors Date of service contract
Mike Alexander 10 January 2002 66 - 5 Il 617
Phit Bentley 13 September 2000 440 376 27 843 647
Mark Clare 21 March 2001 448 308 31 787 626
Sir Roy Gardner 21 March 2001 768 662 50 1,480 1,098
Roger Wood 21 March 2001 403 324 30 757 608
2125 1,670 143 3,938 3,596
Non-executive directors  Dateof appeintment -
Helen Alexander 1 January 2003 35 - - 35 -
Roger Carr 1 January 2001 35 - - 35 34
PatriciaMann 4 December 1996 35 - - 35 34
Sir Michael Perry 4 December 1996 200 - - 200 185
Sir Brian Shaw™ 23 September 1999 20 - - 20 54
Robert Tobin 1 January 2003 35 - - 35 -
Paul Walsh 1 March 2003 29 - - 29 -
389 - - 389 317
Total emoluments 2,514 1,670 143 4,327 3,913

{i} Benefitsinclude all taxable benefits arsing from employment by the company, mainly the provision of a company car.
(i) Thefollowing are excluded from the table above:
{a) pensions — see pages 35 and 36.
(b) share options — see page 34. The aggregate of the amount of gains made by executive directors on the exercise
of share options was £1,029,874 (2002: £305,850); and
(c) long term incentive scheme —see pages 32 and 33. The aggregate value of shares vested to executive directors under
the LTIS was £1,648,680(2002: £4,630,479).
(iii) The total emoluments figure for 2002 excludes £22,000 paid to Sir Sydney Lipworth for his services as a director of the
company and one of its subsidiaries during part of that year.
(iv) The figure for Sir Brian Shaw includes fees of £7,232 (2002: £20,000) in respect of consultancy services to The
Automobile Association Limited while a director of Centrica plc.

Dirgctors’ interests in shares

The following table and the tables on pages 33 and 34 show the beneficial interests of the directors who held office at the
end of the year in the ordinary shares of the company and the interests of the executive directors who served during the
year in the company's share schemes:

LTS tatal (TS 1otal

Sharoholdings  Sharehokdings allocations. allocations

asat asat asat asat

31 Decamber 1January 31 December 1 January

Directors as at 31 December 2003 2003 2003 2003 2003

Executive directors

Phil Bentley 111,188 80,085 637,330 453,857

Mark Clare 472,762 354,625 835,542 840,885

Sir Roy Gardner 2,360,222 771,661 1,365,749 1,382,870

Roger Wood 498,080 366,011 769,692 800,876
Non-executive directors

Helen Alexander 2,800 2,800 - -

Roger Carr 4,700 4,700 - -

Patricia Mann 2,142 2,142 - -

Sir Michael Perry 25,900 15,900 - -

Robert Tobin 20,000 - - -

Paul Walsh 5,000 ~ - -

{i). Shareholdings shown asat 1.January 2003 or subsequent date of appointment of the director.

(il Asat9 February 2004, the beneficial shareholdings of the executive directors had increased from the totals shown at
31 December 2003 by the following numbers of shares: Phil Bentley 81; Mark Clare 81; and Sir Roy Gardner 81.

{iiy Asat31 December2003, 21,200,505 shares (1 January 2003: 27,238,473) were held by the trustee of the employee
share trust for the purposes of the LTIS. As with other employees, the directors are deemed to have a potential interest
in those shares, being baneficiaries under the trust, These interests remained unchanged as at 9 February 2004.

{iv} From 1 January 2003 to 9 February 2004, none of the directors had any beneficial interests in the company's securities
other than ordinary shares, nor any non-beneficial interests in any of the company’s securities, nor in those of its
subsidiary or associated undertakings.
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The following table gives details of the LTIS allocations held by executive directors who served during the year:

Vested during 2003 In retention period In performance pesiod
1 October 7 October ZOctober 1 Octobar 2501 1 Aprl
198" 1999% 2000% 2001 2002™ 2003

Mike Alexander 178:024 142,415 - - - -

Phil Bentley - - 136253 135398 136,788 228,891

Mark Clare 181,431 151,703 166,066 144547 141,782 231,434

SirRoy Gardner 340,716 272,446 234,707 223,225 233,540 401,831

Roger Wood 189,949 154,799 141,710 135388 131,783 206,002

Market price at allocation date 118.00p 161.50p 220.50p 21450p 227.00p 148.00p

End of qualifying period™ 30/9/2003 30/9/2004 1/10/2005 30/9/2004 1/4/2005 31/3/2006
Market price at vesting date™ 185.22p

(i) Atthe end of the performance period to 30 September 2001, the company ranked in fourth position in the relevant
LTIS comparator group. Accordingly, 100% of the allocations were released on the vesting date of 1 October 2003
following the expiry of the two year retention period. These shares were subject to income tax at the individual’s
marginal rate and national insurance contributions {NICs) at the rate of 1%, based on the market value of the shares at
the date of vesting. The income tax and NICs liability was satisfied by the sale of sufficient shares and, accordingly, the
directors only received the net number of shares following disposal, whicth is reflected in the shareholdings as at
31 December 2003 in the second table on page 32.

(i) Atthe end of the performance period to 30 September 2002, the company ranked fourth in the refevant LTIS
comparator group, Accordingly, 100% of the allocations are being held in trust for a further two years, at the end
of which time they will be released to the directors at the trustee's discretion.

{iily Atthe end of the performance period to 1 October 2003, the compariy ranked in fortieth position in the relevant LTIS
comparator group, Accordingly, 75% of the original allocations are being held in trust for a further two years, at the end
of which time they will be released to the directors at the trustee’s discretion.

(iv) The respective performance periods relating to these allocations will end on 30 September 2004, 1 April 2005 and
31 March 2006. If, and to the extent that, the performance conditions are met, the allocations will vest and the relevant
number of shares will be released to the directors at the trustee's discretion.

() Details of the treatment of allocations on Mike Alexander’s retirement from the board on 28 February 2003 appear
onpage31.

(vi) The end of the qualifying period is the date on which it is judged whether or not the qualifying conditions
{see LTIS section on page 30) have been fulfilled.

{vii) The vesting date was the next business day after the end of the qualifying period.

The following table, which has not been audited, shows the TSR performance of Centrica and the relevant TSR
comparator group over the qualifying period relating to the LTIS allocation that vested on 1 October 2003:

TSR indites — Centrica and FTSE 100: October 1998 LTIS allocation
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Directors’ interests in share options
Full details of the options over ordinary shares in the company held by executive directors who served during the year and
any movements in those options in the year are shown below:

Dptions. Options
held as at Options Options Options heldasat Exercise Date from
1 January qrantad exorcised lapsed 31 Dacomber price which Expiry
2003 during year during year™  during year 2003 (pance) exercisable date
Mike Alexander
ESOS® 308,269 - - 308,268 - 240.050 Jun2004 May2011
ESOgR 351,423 - - 351423 - 224800 Apr20605 Apr2012
Sharesave® 14,967 - 14,967 - - 92200 Jun2003 Nov2003
Sharesaye® 1,863 - - 1,863 - 177600 Jun2007 Nov2007
676,522 - 14,967 661,555 -
Phil Bentley
ESCge 308,269 - - — 308,269 240.050 Jun2004 May?2011
ESOs® 364,768 - - - 364,768 224800 Apr2005 Apr2012
ESOge - 559345 - - 559,345 146600 Mar2006 Mar2013
Sharesave® 5,071 - - - 5,071 191.000 Jun2004 Nov2004
678,108 559,345 - - 1,237,453
Mark Clare
ESOS? 323,098 - - - 329,008 240.050 Jun2004 May2011
ESOs? 378,113 - - - 378,113 224800 Apr2005 Apr2012
ESOg0 - 579,809 - - 579,809 146.600 Mar2006 Mar2013
Sharesave® 9,318 - - - 9,318 177600 Jun2007 Nov2007
RESCgM 177,645 - - - 177,645 81060 Oct1997 Oct2004
894,174 579,809 - - 1,473,983
SirRoy Gardner
ESOgP 508,227 - - - 508,227 240050 Jun2004 May2011
ESOge 622,775 - - - 622,775 224800 Apr2005 Apr2012
ESOgP - 954979 - - 954,979 146.600 Mar2006 Mar2013
Sharesave® 9,318 - - - 9,318 177.600 Jun2007 Nov2007
RESOS™ 1,336,446 - 1,336,446 - - B1.889 Novi997 Nov2004
2,476,766 954 979 1,336,446 - 2,095,299
Roger Wood
ESO350 308,269 - - - 308,269 240.050 Jun2004 May2011
ESOs® 351,423 - - - 351,423 224.800 Apr2005 Apr2012
ESQOgh - 538,881 - - 538,881 146.600 Mar2006 Mar2013
Sharesave® 9,318 - - - 9,318 177.600 Jun2007 Nov2007
668,010 538,881 - - 1,207,891

) Executive share option scheme (ESOS)
Options were granted to executives under the terms of the Centrica executive share option scherns on 31 May 2001,
2 Aprit 2002 and 24 March 2003. Details of the operation of this scheme are provided on page 30.
(il Sharesave scheme
The company operates an Inland Revenue approved all-employee savings related share option scherng, The scheme
is designed to provide along term savings and investment opportunity for employees and is described on page 26.
{ii) Restructured executive share option scheme (RESOS)
Options granted to company employees under the British Gas plc executive share option scheme prior to February
1897 were cancelied and replaced at demerger by non-Inland Revenue approved options to acquire Centrica shares.
The replacernent options were granted on the same terms as British Gas executive share options, with the same
exercise date and aggregate exercise price per share, and the number of shares placed under option was adjusted to
take account of the demerger. No further options have been or will be granted under this scheme.
{iv) Exercise of share options
Options were exercised at the following dates and prices:
{a) 28 August 2003 at 177 pence; and
() 4 April 2003 at 158 pence.

The closing price of a Centrica ordinary share on the last trading day of 2003 (31 Decernber) was 211 pence. Therange
during the year was 212.75 pence (high) and 131.5 pence (low).
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Directors’ pensions
The pension arrangements for the executive directors, ali of whom are members of the Centrica pension scherne,

are shown below.

The Centrica pension scheme is a funded, Inland Revenue approved, final salary, occupational pension scheme.
its nules provide for the following main features:
* normal retirement at age 65 {(see note on normal retirement age below);
* right to an immediate, unreduced pension on retirement at age 60;
* rightto an immediate, unreduced pension on leaving service after age 55, subject to 10 years’ service and
company consent;
» right to an immediate, unreduced pension on leaving service on reorganisation or for redundancy after age 50;
+ |ife assurance cover of four times pensionable salary;
» spouse’s pension on death in service payable at the rate of two thirds of the member’s prospective pension and,
on death after retirement, two thirds of accrued pension. Children's pensions are also payable;
* members' contributions payable at the rate of 4% of pensionable eamings;
* pension payable in the event of retirement due to ill heatth;
« pensions in payment and in deferment guaranteed to increase in line with the increase in the RPI; and
* no discretionary practices are taken into account in calculating transfer values.

All benefits are subject to Inland Revenue limits. Whera such limitation is due to the earnings ‘cap’, benefits are increased
to the level that would otherwise have been paid and are provided via the Centrica unapproved pension scheme. This
scheme is unfunded but the benefits are secured by acharge over Centrica's assets to give security equivalent tothe
pensions provided to other employees. An appropriate provision in respect of their accrued value has been made in the
company's balance sheet.

Normal retirement age

Having considered external market practice and the retirement provision made within Centrica for other senior managers,
it has been agreed that the executive directors and certain other senior executives will be offered a one-off opportunity to
leave the Centrica pension scheme and join the Centrica management pension scheme. This offer Is consistent with the
historical treatment of the Centrica senior management population.

The Centrica management pension scheme has a normal retirement age of 62. Individual accrual rates in respect of past
and future service will be increased so that the pension expectations of individuals transferring across will be the same

at the retirement age of 62 as thay would have been had they retired at age 65. No individual transferring will receive benefits
from Centrica which when added to their retained benefits elsewhere exceed two thirds of their final pensionable salary.
Further, any request for earty retirement will require company consent.

For those members who are affected by the operation of the earnings "cap’, Centrica provides top up benefits via
an unapproved arrangement. The benefits that arise under this are treated as being subject to the same rules
as apply in respect of the approved portion of the members’ benefits.

Pension benefits earned by directors (£}

Transter
vaiya of the
Increaseln
Accrued Accruad Transfor Transfer Ditference accrued
pensionasat  pensionas at Increase value asat valuoasat  Contributions in transfer pension
31 December 31 Decembex inaccrued  31December 31 December paldin values iess excluding

2002 ponsion® 2003 2002 2003 contributions inflation™
Mike Alexander®# 180,000 176,700 3,300 4,070,400 2,598,800 2,430 1,469,170 -
Phil Benttey™™ 3,700 19,600 12,100 335,500 196,400 14,782 124,318 107,471
Mark Clare®™ 89,900 74,300 15,600 1,008,300 793,000 14,782 200,51 8 135,851
Sir Roy Gardner® 233,400 183,400 50,000 3,885,600 2,883,800 14,782 986418 732,004
Roger Wood®#e 103,400 89,300 14,100 2,004,700 1,645,400 14,782 344518 210,108

() Accrued pensionis that which woultd be paid annually on retirement at age 65, based on eligible service to
31 December 2003.

(i) Theincrease Inaccrued pension during the year excludes any pension arising from additional voluntary contributions.
The increase In accrued pension adjusted to exclude inflation may be derived by discounting the figure in the first
column by the rate of inflation (2.8% —see note (iv)) and subtracting the figure in the second column.

(i} Contributions were paid in the year by the directors under the terms of the scheme up to the maximum rate of 15%
of the earnings ‘cap’.

{iv} The rate of inflation used was 2.8%, the annual rate to 30 September 2003, the date used for pension increases
under the scheme.

{v) The accrued pension shown for Mike Alexander includes a credit in relation to a transfer from a previous
employer’s pension scheme.
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Remuneration report continued

. (vi) With effect from 1 January 1998, the pensions for Mike Alexander and Mark Clare have accrued at the rate of
2.26% (approximately '/«) and 2.28% (approximately /«) of pensionable salary respectively for each year of
pensionable service. Pensions inrelation to service prior to 1 January 1998 will continue to acerue at the rate of
1.67% (/=) of pensionable salary.

{vii) Mike Alexander retired from the Company on 28 February 2003. In accordance with the rules of the scheme he
recelves an unreduced pension. The significant increase in the transfer value between 31 December 2002 and
31 December 2003 is almost all accounted for by the fact that the pension is now in payment whereas, as at
31 December 2002, it was calculated on the basis of an assumed retirement date at age 60, Because the increase
inthe amount of pension is less than the rate of inflation (see note (iv)) no figure is given in the final column of the
table. This is because that column is derived from the increase in pension as distinct from the increase in the value
of the pension.

{viiiThe pension for Phil Bentley accrues at the rate of 2.31% (approximately '/«) of pensionable salary for each year
of pensionable service.

(ix) The pensions for Sir Roy Gardner and Roger Wood accrue at the rate of 3.33% {/») of pensionable salary per year
of service.

(*) Hadthe change in normal retirement age for individuals referred to above been implemented at 31 December 2003
it would have resulted in the transfer value of the increase in accrued pension excluding inflation for Phil Bentley,
Mark Clare, Sir Roy Gardner and Roger Wood being £156,155, £344,343, £1,640,835 and £937,152 respectively;
and the increase in accrued pension for those directors being £16,700, £34,000, £104,600 and £51,600 respectively.

This report on remuneration has been approved by the board and signed on its behalf by

Elre KA

Grant Dawson
General Counse! and Company Secretary

. 12 February 2004

Statement of directors’ responsibilities

Company law requires the directors to prepare financial The directors confirm that they have complied with the
statements for each financial year that give a true and fair above requirements in preparing the financial statements.
view of the state of affairs of the company and the group

and of the profit or loss of the group for that period. The directors are responsible for keeping proper
accounting records that disclose with reasonable accuracy

In preparing those financial statements the directors are at any time the financial position of the company and
required to: the group and enable them to ensure that the financial
* select suitable accounting policies and then apply statements comply with the Companies Act 1985,

them consistently; They are also responsible for safeguarding the assets
* make judgements and estimates that are reasonable of the company and the group and hence for taking

and prudent; reasonable steps for the prevention and detection of
+ state whether applicable accounting standards have fraud and other irregularities.

been followed, subject to any material departures
disclosed and explained in the financial statements; and

* prepare the financial statements on the going concemn
basis, unlessit is inappropriate to presume that the group
will continue in business.
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Independent auditors’ report to the members of Centrica plc

Independent auditors’ report to the members of
Centrica plc

We have audited the financial statements which comprise
the profit and loss account, the balance sheets, the cash
flow staternent, the statement of total recognised gains
and losses and the related notes, which have been
prepared under the historical cost convention and the
accounting poticies set out in the principal accounting
policies note. We have also audited the disclosures
required by Part 3 of Schedule 7A to the Companies Act
1885 contained in the directors’ remuneration report
{‘the auditable part').

Respective responsibilities of directors and auditors
The directors’ responsibilities for preparing the annual
report, the directors’ remuneration report and the financial
statements in accordance with applicable United Kingdom
law and accounting standards are set out in the statement
of directors’ responsibilities. The directors are also
responsible for preparing the directors’ remuneration report.

Our responsibility is to audit the financial statements
and the auditable part of the directors’ remuneration
report in accordance with relevant legal and regulatory
requirements and United Kingdom Auditing Standards
issued by the Auditing Practices Board., This report
including the opinion has been prepared for and only
for the company’s members as a body in accordance
with Section 235 of the Companies Act 1985 and for
no other purpose. We do not, in giving this opinion,
accept or assume responsibility for any other purpose
or to any other person to whom this report is shown

or into whose hands it may come save where expressly
agreed by our prior consent in writing.

We report to you our opinion as to whether the financial
statements give a true and fair view and whether the
financial statements and the auditable part of the
directors’ remuneration report have been properly
prepared inaccordance with the Companies Act 1985.
We also report to yout if, In our opinion, the directors’
report is not consistent with the financial statements,

if the company has not kept proper accounting records,
if we have not received all the information and
explanations we require for cur audit, orif information
specified by law regarding directors’ remuneration

and transactions is not disclosed.

We read the other information contained in the annual
report and consider the implications for our report if we
become aware of any apparent misstatements or material
inconsistencies with the financial statements. The other
information comprises only the directors' report, the
unaudited part of the directors' remuneration report, the
chairman’s statement, the chief executive's statement, the
operating and financial review, the group financial review,
the staternent of corporate responsibility, the corporate
governance statement and the gas and liquids reserves.

We review whether the corporate governance statement
reflects the company's compliance with the seven
provisions of the Combined Code Issued in 1998 specified
for our review by the Listing Rules of the Financial Services

Authority, and we report if it does not. We are not required
1o consider whether the board's statements on internal
contral cover all risks and controls, or to form an opinion on
the effectiveness of the company’s or group's corporate
governance procedures or its risk and control procedures.

Basis of audit opinion

We conducted our audit in accordance with auditing
standards issued by the Auditing Practices Board. An audit
includes examination, on a test basis, of evidence relevant
to the amounts and disclosures in the financial statements
and the auditable part of the directors’ remuneration report.
It also includes an assessment of the significant estimates
and judgements made by the directors in the preparation
of the financial statements, and of whether the accounting
policies are appropriate to the company's circumstances,
conaistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all

the information and explanations which we considered
necessary in order to provide us with sufficient evidence

to give reasonable assurance that the financial statements
and the auditable part of the directors’ remuneration report
are free from material misstatement, whether caused by
fraud or other irreqularity or error. In forming our opinion

we also evaluated the overall adequacy of the presentation
of information in the financial statements.

Opinion

In our opinion:

» the financial statements give a true and fair view of
the state of affairs of the company and the group at
31 December 2003 and of the profit and cash flows
of the group for the year then ended;

* the financial statements have been properly prepared
in accordance with the Companies Act 1985; and

» those parts of the directors’ remuneration report
required by Part 3 of Schedule 7A to the Companies
Act 1985 have been properly prepared in accordance
with the Companies Act 1985.

PWW Li- P

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
London

12 February 2004
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Fihancial statements

2003 2002
Results Rasults
for the year Goodwill for tha year Goadwill
before goodwill  amortisation batore goocdwill amertisation
amortisstion and and amortisation and and
Group profit and loss account °"°:,':::‘:; °“m:; “’;‘;‘e";;:: “"“;";L";i °"°§r‘a‘$ “‘f::syg
Year ended 31 December Notes fm £m £m £m £m £m
Turnover:
Group and share of joint ventures’ turnover -
continuing operations 18,177 - 18177 14,429 - 14,429
Less share of joint ventures' turnover (347} - (347) (207 - (207)
Group turnover — continuing operations 17,830 - 17,830 14,222 - 14,222
Discontinued operations 101 - 101: 123 - 123
Group turnover 2 17,931 - 17931 14345 - 14345
Cost of sales 3 [14,572) - [14,572) (11,358) - (11,358
Gross profit 3,359 - 3,359 2,987 - 2,987
Operating costs 3 {2,367) _ (155) (2:522), {2,108} (116) (2,224)
Group operating profit: ] - o
Continuing operations 1,019 (144) 875 919 (102) 817
Discontinued aperations (27 (11) (38} {40) (14) (54
092 (155) 837 879 (1186) 763
Share of operating profit/{loss) in joint venturas
and associates - continuing operations 2 66 (6) 60 53 7 48
Operating profitincluding joint
ventures and associates:
Continuing operations 2 1,085 {150) 935 972 (109) 863
Discontinued operations 2 27 {11) {a8) {40) (14 (54)
2 1,058 {161} 897 032 (123) 809
Continuing operations: )
Loss on closure of business 4 - {16} (16) - - -
Loss on disposal of business 4 ~ - - - {14) (14)
Loss on disposal of fixed assets 4 - - - - {14) (14)
Discontinued operations:
Loss endisposal of business 4 - (51} {51) - - -
4 - (3] (67) - 28) (28)
Net interest payable:
Group (36) - (38) 47) - (47)
Share of joint ventures and associates (16) - {16) {15) — (15)
6 {52) - {52) (62) - (62)
Profit on ordinary activities before taxation 1,006 (228} 778 870 {151) 719
Taxation on profit on ordinary activities 7 {282) 16 (266) (243) ) {250}
Profit on ordinary activities after taxation
tor the year 724 212) 512 627 (158) 469
Minority interests (equity and non-equity) 22 {10) {2) (12) 9 - 9
Profit attributabte to the group 714 {214) 500 636 (158) 478
Dividends 8 (229) (172)
Transfertoresarves 20 2M 306
Pernica Pence Pence Pence
Earrtings per ordinary share
basic 9 11.8 114
diluted 9 11:6 11.3
adjusted basic g 16.8 15.2

The notes on pages 41 to 73 form part of these financial statements.
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Group balance sheet

31 Decembir Notea b ™
Fixed assels
Intangible assets 10 1,614 1,813
Tangible assets 1 2,730 2,763
Investments:
Share of gross assets of joint ventures 12 [ 1,014 810
Share of gross liabilities of joint ventures 12 -(920) (736)
12 94 74
Other investments 12 20 28
4,458 4,678
Current assets
Stocks 13 173 180
Debtors:
Debtors (amounts falling due within one year} 14 © 2,921 2,692
Debtors (amounts falling due after more than one year) 14 117 134
Goldfish Bank debtors (amounts falling due within one year) 14 - ’ 781
Goldfish Bank debtors (amounts falling due after more than
one year) 14 - 11
14 3,038 3,618
Current asset investments 15 992 320
Cash at bank and in hand 34 28
4,237 4,146
Creditors (amounts falling due within one year)
Borrowings 16 {298) {(289)
Goldfish Bank borrowings 16 = (430)
Other amounts falling due within one year: )
Creditors 17 (3,698) {3,249)
Goldfish Bank customer deposits 17 - (286)
17 (3,698) (3,535)
(2,996) (4,254)
Net current assets/(liabilities) 241 (108)
Total assets less current liabifities 4,699 4,570
Creditors (amounts falling due after more than one year)
Borrowings 16 {781) (784)
Creditors 17 {104) (122)
(885) (906)
Provisions for liabilities and charges 18 {1,060) (1,262)
Net assets 2,754 2,402
Capital and resetves — equity interests
Called up share capital 19 237 236
Share premium accourt 20 549 537
Merger reserve 20 487 467
Profit and loss account 20 1,284 1,008
Sharehgolders’ funds 21 2,537 2,248
Minority interests (equity and non-equity) 22 217 154
Capital employed 2,754 2,402

The financial statements were approved by the board of directors on 12 February 2004 and were signed on its behalf by:

Il Fkeitian,

Sir Michael Perry 6BE Phil Bentley
Chairman Group finance director

The notes on pages 41 to 73 forrm part of these financial statements,
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Financial statements continued

. Statement of total recognised gains and losses

Year ended 31 December Notes . b
Profit for the year 500 478
Exchange transiation differences {4 ®
Total recognised gains and losses for the year 496 470
Profit for the year includes joint ventures’ and associates' profit after tax of £32 milfion (2002: £15 million).
Group cash flow statement 2003 2002
Year ended 31 December Notes £m £m
Cash inflow from continuing operating activities 1,293 722
Cash outflow from discontinued operating activities® {301) {5)
Cash inflow from operating activities 24a 992 77
Dividends received from joint ventures and associates 28 57
Returns on investments and servicing of finance 24b (15) {25)
Taxation paid 24c {181) {192)
Capital expenditure and financial investment 24d {282} (402)
Disposals and acquisitions 24e 292 (935)
Equity dividends paid {182) (138)
Cash inflow/{outflow) before use of liquid resources and financing €52 (918}
Management of liquid resources 24f (669) 134
Financing 24g (13) 747
Decrease in net cash (30) (37)
(i Cash outflow from discontinued operating activities in 2003 includes the repayment of the Goldfish Bank savings
deposits of £286 millian.
Reconciliation of net cash flow to movement in debt,
net of cash and current asset investments 2003 2002
Year ended 31 December Notes £m £m
Decrease in net cash {30) @37)
Repayment of Goldfish Bank working capital facility 430 180
Cash outflow/(inflow) fror decrease/{increase)in other debt and lease financing 53 (117
Cash outflow/(inflow) from increase/{decrease) in liquid resources 669 (134)
Change in debt, net of cash and current asset investments
resulting from cash flows 1,122 (108}
Exchange adjustments (20) 4
Movemnent in debt, net of cash and current asset investments 1,102 {113)
Debt, net of cash and current asset investments, at 1 January {1,155). (1,043)
Debt, net of cash and current asset investments, at 31 December 24h (53) {(1,155)
Of which:
Net cash/{debt) (excluding Goldfish Bank and non-recourse debt) 163 {529
Goldfish Bank working capital facility - {(430)
Consumers’ Waterheater Income Fund (non-recourse) debt {216) {196)
(53) {1,155)

The notes on pages 41 to 73 farm part of these financial statements.
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Notes to the financial statements

1 Principal accounting policies

Accounting principles

The financial statements have been prepared in
accordance with applicable accounting standards and
under the historical cost convention and the Companies
Act 1985 except for the accounting policy for energy
trading activities. Further detalls explaining this departure
are contained in note 28(f) to the financial statements.

The accounting policies, where applicable, are in
accordance with the SORP issued by the Oil Industry
Accounting Cormmittee entitted Accounting for Oil
and Gas Exploration, Development, Production and
Decommissioning Activities.

Basis of preparation

The group financial statements consolidate the accounts
of the company, all of its subsidiary undertakings and
incorporate the results of its share of all joint ventures

and associates, The results of undertakings acquired

are consolidated from the date the group gains control.

No profit and loss account is presented for the company
as permitted by Section 230(3} of the Companies Act 1985.

The Consumers’ Waterheater Income Fund has been
consolidated as a quasi-subsidfary in accordance with
FRS 5 Reporting the Substance of Transactions.

Ajoint venture is an entity in which the group has a long term
interest and shares control with one or mare co-venturers.
The consolidated financial statements include the group
portion of turnover, operating profit or loss, exceptional
items, interest, taxation, gross assets and gross liabilities
of the joint venture (the gross equity method).

An associated undertaking (associate) is an entity in which
the group has a long term equity interest and 'over which it
exercises significant influence. The consolidated financial
statements include the group portion of the operating
profit or loss, exceptional items, interest, taxation and

net assets of associates (the equity method).

Turnover

Tumnover represents amounts receivable for goods and
services provided in the normal course of business, net
of trade discounts, VAT and other sales related taxes.

Energy supply: Turnover for energy supply activities
includes an assessment of energy supplied to customers
between the date of the last meter reading and the year
end (unread). Unread gas and electricity is estimated
using historical consumption patterns and is included
inacerued energy income within debtors.

Energy trading: Turaver comprises amounts realised
from physical sales of natural gas and electricity
recognised in the period of delivery.

Storage services: Storage capacity revenues are
recognised evenly over the contract period, whilst
comimodity revenues for the injection and withdrawal
of gas are recognised at the point of gas flowing into
or out of the storage facilities.

Home services: Where the group has an ongoing obligation
to provide services, revenues are apportioned on atime
basis and amounts billed in advance are treated as
deferred income and excluded from current turncver.

AAvoad services: Membership subscriptions are
apportioned on a time basis over the period of
the membership.

Financial services: Turnover includes interest, fees and
commissions receivable from financial services activities.

Telecommunications: Turnover is recognised on the
basis of telephony services provided to customers
inthe financial period.

Cost of sales

Energy supply includes the cost of gas and electricity
produced and purchased, and related transportation,
royalty costs and bought in materials and services. Gas
production costs include petroleum revenue taxes (PRT)
calculated on a unit of production basis, with changesin
estimates dealt with prospectively over the remaining fives
of gas fields. Home services cost of sales include direct
labour and related overheads on installation works, repairs
and service contracts. AA road services cost of sales
inctudes AA patrcl and third party agents costs, as well

as central deployment costs. Financial services cost of
sales includes finance charges on working capital facilities
used to finance banking receivables and interest payable
on customer deposits.

Employee share schemes

The group has a number of employee share schemes,
detailed in the directors’ report on page 26 and on pages
30to 31. As permitted by UITF Abstract 17, the group does
notrecognise the difference between market value and
option price to employees inrelation to the UK and Irish
sharesave schemes within the profit and loss account, on
the basis that the schemes are offered to all employees in
those countries. The cost of potential share awards under
the group's long term incentive scheme is charged

to the profit and loss account over the period to which the
performance criteria of each allccation relates. Costis
defined as the difference between the cantribution
receivable from employees and the market value at the
date of grant, or the actual cost of shares where market
purchases are made at, or around, grant date. Cost also
includes provision for employer's National Insurance
charges expected o arise at exercise dates.

Research and development expenditure
Research and development expenditure is charged
to the profit and loss account as incurred.

Foreign currencies

Assets and liabllities denominated in forsign currencies

are translated into sterling at closing rates of exchange,

The results of overseas subsidiary undertakings and joint
ventures are translated into sterling at average rates of
exchange for the relevant pertod. Differences resulting from: -
the retranslation of the opening net investment in overseas
subsidiary undertakings and from the retranslation ofthe
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Notes tothe financial statements continued

1. Principal accounting policies continued

opening net assets and the results of these entities for the
year are taken to reserves, and are reported in the
statement of total recognised gains and losses.

Exchange differences on foreign currency borrowings,
foreign currency swaps and forward exchange contracts
used to finance or hedge foreign cumrency net investments
in overseas subsidiary undertakings and joint ventures

are taken directly to reserves and are reported in the
statement of total recognised gains and losses. All other
exchange movernents are recognised through the profit
and loss account.

Intangible fixed assets

Goodwill arising on the acquisition of a business
acquired after 1 January 1998 is included in the balance
sheet at cost, less accumulated amortisation and any
provisions for impairment. On the acquisition of a
subsidiary undertaking {including unincorporated
businesses), joint venture or associate, fair values are
attributed to the assets and liabilities acquired. Goodwill,
which represents the difference between the purchase
consideration and the fair values of those net assets,

is capitalised and amortised on a straight-line basis over
a period which represents the directors’ estimate of its
useful economic fife. Goodwill which arose on acquisitions
after 1 January 1998 is being amortised over periods
ranging from 5 to 20 years. Goodwill which arase prior to
1998 was written off directly to the profit and loss reserve.
If an undertaking is subsequently sold, the appropriate
unamortised goodwill or goodwill written off to reserves
is dealt with through the profit and loss accountin the
period of disposal as part of the gain or loss on disposal.

Tangible fixed assets

Tangible fixed assets are included in the balance sheet
at cost, less accumulated depreciation and any
provisions for impairment.

Inthe case of investments in customer relationship
managermnent {CRM) and other technology infrastructure,
cost includes contractors’ charges, materials, direct labour
and directly attributable overheads. Capitalisation begins
when expenditures for the asset are being incurred and
activities that are necessary to prepare the asset for use
are in progress. Capitalisation ceases when substantially
allthe activities that are necessary to prepare the asset

for use are complete. Depreciation commences at the
point of commercial deployment.

Freehold land is notdepreciated. Other tangible fixed assets,
except exploration and production assets, are depreciated
on a straight-line basis at rates sufficient to write off the
cost, less estimated residual values, of individual assets
over their estimated useful lives. The depreciation periods
for the principal categories of assets are as follows:

Freehold and leasehold buildings up to 50 years
Plant 5to 20 years
Power stations 20vyears
Equipment and vehicles 3to10years
Storage upto 28 years
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Assets held under finance leases are depreciated over
the shorter of the lease term or their useful economic life.

Exploration and praduction assets are capitalised
using the successful efforts method and depreciated
from: the commencement of production in the fields
concemed, using the unit of production methed,
based on all of the proven and probable reserves of
those fields. Changes in these estimates are deait
with prospectively. The net carrying value of fields in
production is compared on a field-by-field basis, with
the likely future net revenues to be derived from the
estimated remaining commercial reserves. A provision
is made where it is considered that recorded amounts
are unlikely to be fully recovered from the net present
value of future net revenues.

Leases

Assets hetd under finance leases are capitalised
and included in tangible fixed assets at cost. The
chligations relating to finance leases, net of finance
charges in respect of future periods, are included
within borrowings. The interest elerment of the rental
obligation is allocated to accounting periods during
the lease terrm to reflect the constant rate of interest
onthe remaining balance of the obligation for each
accounting period. Rentals under operating leases
are charged to the profit and Joss account on a straight-
ling basis.

Asset impairments

Intangible and tangible fixed assets are reviewed for
impaiments if events or changes in circumstances
indicate that the carrying amount may not be recoverable.
When a review for impaimrment is conducted, the
recoverable amount is assessed by reference to the

net present value of expected future cash flows of the
relevant income generating unit or disposal value, if higher.
If an assetisimpaired, a provision is made to reduce the
carrying amount to its estimated recoverable amount.

Investments

Cther fixed asset investments are included in the balance
sheet at cost, less accurnulated provisions for amortisation
and any impairment.

Current asset investments are stated at the lower of cost
and netrealisable value.

Stocks
Stocks are valued at the lower of cost or gstimated net
realisable value,

Take or Pay contracts

Where payments are made to external suppliers under
Take or Pay obligations for gas not taken, they are
freated as prepayments and included within debtors.

Decommissioning costs

Provision is made for the net present value of the estimated
cost of decommissioning gas production facilities at the
end of the producing lives of fields, and decommissioning
storage facilities at the end of the useful life of storage



1 Principal accounting policies continued

facilities based on price levels and technology at the
balance sheet date. Changes in these estimates are dealt
with prospectively. When this provision gives access to
future economic benefits, a decommissioning asset is
recognised. The decommissioning asset is amortised
using the unit of production method, based on proven and
probable reserves. The unwinding of the discount on the
provision is included in the profit and loss account within
the net interest charge.

Pensions and other post retirement benefits

Pensions and other post retirement benefits are accounted
forin accordance with SSAP 24 Pension Costs. Additional
disclosures are also made in the notes to the financial
statements as required under FRS 17 Retirement Benetfits.
The cost of providing retirement pensions and other
benefits is charged to the profit and loss account over the
periods benefiting from employeas’ service. The difference
between the charge to the profit and loss account and the
contributions paid to the pension schemes is shown as

a provision in the balance sheet. The regular pension cost,
variations from the regular pension cost and interest are

all charged within employee costs, and the straight-line
method is applied for amortising surpluses and interest,

Long term sales contracts

Provision is made for the net present cost, using a risk free
discount rate, of any expected losses on long term sales
contracts, which at inception are onerous. The provision
is based on the difference between the contracted sales
price and the expected weighted average cost cf gas.

Taxation

Current tax, including UK -corporation tax and foreign tax,
is provided at amounts expected to be paid (or recovered)
using the tax rates and laws that have been enacted or
substantially enacted by the balance sheet date.

Deferred taxis recognised in respect of all timing
differences that have originated but not reversed at

the balance sheet date where transactions or events
that result in an obligation to pay more tax in the future

or aright to pay less tax in the future have occurred at the
balance sheet date. Timing differences are differences
between the group's taxable profits and its results as
‘stated in the financial statements that arise from the
inclusion of gains and losses in tax assessments in
peticds different from those in which they are recognised
in the financial statements.

Adeferred tax assetis regarded as recoverable and
therefore recognised only when, on the basis of all
available evidence, it can be regarded as more likely
than not that there will be suitable taxable profits in
the foreseeable future from which the reversa! of the
underlying timing differences can be daducted.

Deferred tax is not recognised when fixed assets are
revalued unless, by the balance shest date, thereis a
binding agreement to sell the revalued assets and the

gain or loss expected to arise on sale has been recognised
in the financial staternents. Deferred tax is not recognised

when fixed assets are sold and it is more likely than not
that the taxable gain will be rolled over, being charged
to tax only if and when the replacement assets are sold.

Defarred taxis recognised in respect of the retained
earnings of overseas subsidiaries and associates only
1o the extent that, at the balance sheet date, dividends
have been accrued as receivable or a binding agreement
to distribute past earnings in the future has been entered
into by the subsidiary or associate.

Deferred tax is measured at the average tax rates that

are expected to apply in the periods in which the timing
differences are expected to reverse, based on tax rates
and laws that have been enacted or substantially enacted
by the balance sheet date.

Deferred tax is measured on a non-discounted basis.

Financial instruments

a) Debtinstruments

Debt instruments are stated at the amount of net
proceeds received after deduction of issue costs,
adjusted to amortise any discount or premium evenly
over the term of the debt.

b) Derivative financial instruments

The group uses a range of derivative financial instruments
for both trading purposes and to manage (hedgs)
exposures to financial risks, such as interest rate, foreign
exchange and energy price risks arising inthe normal
course of business. The accounting treatment for these
instruments is dependent on whether they are entered into
for trading or non-trading (hedging) purposes. Aderivative
instrument is considered to be used for hedging purposes
when it alters the risk profile of an underlying exposure of
the group in line with the group’s risk management policies.
In addition, there mustbe a demonstrable link to an
underlying transaction, pool of transactions or specified
future transaction or transactions. Specified future
transactions must be reasonably certain to arise for the
derivative to be accounted for as a hedge.

A discussion on how the group manages its financial risks
is included in the group financial review on pages 15to 17.

Derivative financial instruments are accounted for as follows:

Energy trading activities: The group engages in swaps,
futures, forwards and options in gas, electricity and
weather, for trading purposes. Financial and physical
trading positions are marked to market using externally
derived market prices, Marked to market gains and losses
arerecagnised immediately in the profit and loss account,
within cost of sales. This is a departure from the
Companies Act 1985 as disclosed within note 28(f).

The corresponding fair value debtors or creditors

are included within the balance sheet.

Energy hedging activities: The group engagesin gas,
electricity, oil and weather derivatives to hedge against
price exposures arising within the energy suppily,
procurement and retail operations. The derivatives are
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1 Principal accounting poficies continued

matched to the specific exposures they are designed
to reduce, with gains and losses recognised in the profit
and loss account in the same period as the income and
costs of the underlying hedged transactions.

Treasury hedging activities: The group uses interest rate
swaps, forward rate agreements, foreign currency swaps
and forward exchange contracts to manage exposures
tointerest rates arnising on underlying debt and cash
positions or probable future commitrments and foreign
exchange risks arising on foreign currency assets and
borrowings, foreign currency forecasted transactions
and the retranslation of overseas net investments.
Allinstruments are used for hedging purposes to alter
the risk profile on existing underlying exposures and
probable future commitments in line with the group's
risk management policies.

Amounts payable or receivable in respect of interest
rate swaps and forward rate agreements are recognised
as adjustments to the net interest charge over the temm
of the contracts.

Currency swap agreements and forward exchange
contracts are retranslated at the rates ruling in the
agreements and contracts. Resulting gains or losses
are offset against foreign exchange gains or[osses
onthe related borrowings or, where the instrument

is used to hedge a committed future transaction,

are deferred until the transaction occurs. Where used
1o hedge overseas net investments, gains orlosses
are recorded in the statement of total recognised
gains and losses, with interest recorded in the profit
andloss account.

Where derivatives used to manage interest rate risk or
to hedge other anticipated cash flows are terminated
before the underlying debt matures or the hedged
transaction occurs, the resulting gain or loss is recognised
on a basis that matches the timing and accounting
treatment of the underlying debt or hedged transaction.
When an anticipated transaction is no fonger likely to
oceur or finance debt is terminated before maturity,
any deferred gain or loss that has arisen on the related
derivative is recognised in the profit and loss account,
together with any gain orloss on the terminated item.

Comparative figures

Where the presentation of the financial statements and
notes has been revised, prior year amounts have been
reclassified in line with the revised presentation. The profit
and loss account, balance sheetand notes 2, 3,5, 13, 14,
17 and 28 are affected by this change.
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2 Segmental analysis

The segmental analysis reflacts, in the opinion of the directors, how the group's activities were managed during the year.

Tumaver

year endad 31 Dacarbar

Cperating profitiioss)
balora goodwill
amortisation, including
shara af results of jaint
ventures and associates
year ended 31 December

Operating profit/foss)
atier goodwil
amertisation, including
share of rasults of jaint
ventures and assoclates
year ended 31 Dacamber

Net assets/labilities)

31 Dacamber

N 2003 2002 2003 2002 2003 2002 2003 2002
a) By business segment £m £m tm £m £m £m £m £m
Continuing operations:
Residential enargy 5,289 5,185 136 218 136 218
Home services 847 810 84 61 83 60
British Gas
Communications 56 52 {14) (35) (14) (35)
British Gas residential 6,192 6,047 206 244 205 243 486 347
Centrica Business Services 1,125 971 ‘51 65 40 59 347 353
Industrial sales and
wholesaling 809 784 64 72 64 72
Gas production 54 74 480 447 480: 447
Accord energy trading 6,218 4,304 17 - 17 =
Centrica Energy
Management Group™ 7,081 5,162 561 519 561 519 556 314
Centrica Storage® 82 9 40 1 40 1 367 390
The AA 797 760 93 73 a4 23 645 685
OneTe! 178 153 4 2 1 (4) 47 53
Centrica North America 2,369 1,118 130 63 50 24 1,158 1,192
Other operations 6 2 - 5 (6) (2) 60 48
17,830 14,222 1,085 g72 935 863 3,667 3,383
Discontinued operaticns:®
Goldfish Bank 1o 123 27 (40) (38) (54) 4 181
Unallocated net liabilities™ (Bo8) (1,162
17,931 14,345 1,058 Q32 897 809 2,754 2,402
b) By geographical area of operation
UK:
Continuing operations 15,442 13,089 as5 914 89 850 2,536 2,140°
Discontinued operations® 101 123 (27) {40) (38) {54} 4) 181
15,543 13,212 928 874 -853 796 2,532 2,321
Rest of Europe 19 15 - {5) {6) (11} (28) 51
North America 2,369 1,118 130 63 50 24 1,159 1,192
Unallocated net liabilities™ gog)  (1,162)
17,931 14,345 1,058 932 897 809 2,754 2,402

See overleaf for footnotes () — (iv).
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2 Segmental analysis continued 2000 2002
¢) Turnover by geographical destination £m £
UK:
Continuing operations 14,797 12,608
Discontinued operations® 101 123
14,898 12,731
Rest of Europe 664 496
North America 2,369 1,118
17,931 14,345

The group’s share of operating profits of associates before goodwill amortisation for the year ended 31 December 2003
was £nil 2002: loss of £1 million) and after goodwill amortisation for the year ended 31 December 2003 was £nil
{2002: loss of £2 million).

The group’s share of tumover and operating profits/{losses) of joint ventures by business segment for the year ended
31 December was:

Operating prafit(oss) Operaling protit/{loss)

Turmnover belora goodwill amortisation after goodwill amortisation

2003 2002 2003 2002 2003 2002

£m £m £m m £m £m

British Gas residential 17 25 5 2 5 2
Centrica Energy Management Group 73 77 37 40 a7 40
The AA 76 63 29 16 21 16
Other operations (including Luminus NV) 181 42 3 ] (3) (10}
347 207 66 54 60 48

(i Inter-segment transfers from Centrica Energy Management Group to British Gas residential and Centrica Business
Services totalled £4,323 million (2002: £4,142 million).

(i Centrica Storage activities are managed separately from the activities of the Centrica Energy Management Group.
The effect of this change on the 2002 segmental analysis is to report turnover of £9 million, operating profit after
goodwili amortisation of £1 million and net assets of £380 milfion within the Centrica Storage business segment
praviously reported in the Centrica Energy Management Group business segment.

(i} Goldfish Bank loyalty scheme costs of £30 million were reclassified in the prior year from tumover to cost of sales.

(iv) Unallocated net liabilities (including Goldfish Bank related balances, principally money market investments of
£143 million) comprised:

2003 2002
om £m
Fixed asset investments 20 26
Accrued interest payable (19) @
Dividends payable {157) (10
Taxation {700) (346)
Debt, net of cash and money market investments (53) (725)
{909) {(1,162)
2003 2002
Betors goadwill Goodwil Befara goodwil Goodwill
amortisation  amortisation Total amortisation amortisation Total
3Costs £m tm tm fm £m £m
Cost of sales®;
Continuing operations 14,529 - 14,529 11,299 - 11,299
Discontinued operations® 43 - 43 59 - 59
14,572 - 14,572 11,358 - 11,358
Operating costs?:
Continuing operations 2,282 14 2,426 2,004 102 2,106
Discontinued operations 85 1 96 104 14 118
2,367 155 2,522 2,108 116 2,224
Total costs recognised in amiving
at group operating profit 16,939 155 17,094 13,466 116 13,582
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2003 2002
3 Costs continued £m £m
Group operating profitis stated after charging:
Amortisation of gaodwill 185 e
Amortisation of fixed asset investments 5 7
Depreciation:
Owned assets
Leased assets 33
405 380
Profit on disposal of fixed assets™ 11 18
Operating lease rentals:
Plantand machinary 31 31
Other 70 42
11 73
Auditors’ remuneration™M:
Auditservices
Statutory audit
Company 0.2 0.2
Subsidiary undertakings™ 21 1.5
Auditrelated regulatory reporting 0.3 0.2
Further assurance services 0.5 1.5
Tax services
Tax compliance services 0.2 02
Tax advisory services 0.4 0.4
Other services 0.2 | 5.2]
39 9.2

() Gastransportation costs of £1,522 million (2002: £1,459 million) and electricity transportation and distribution charges
of £726 million (2002: £647 million) were included within cost of sales. Operating costs consist entirely of
administrative expenses.

(i Goldfish Bank loyalty scheme costs of £30 million were reclassified in the prior year from tumover to cost of sales,

{iiy The profit on disposal of tangible fixed assets was £3 million (2002: £6 million) and profit on sale of fixed asset
investments was £8 million (2002: £12 million).

{iv} Included in auditors’' remuneration, excluding the statutory audit, were non-audit fees payable arising in the UK
of £1.1 million (2002: £6.2 million). In addition, the group’s auditors acted as auditor to the group’s pension schemes.
The appointment of auditors to the group’s pension schemes and the fees paid in respect of these audits are agreed
by the trustees of each scheme, who act independently from the management of the group.

(v) Itisthe group's policy to sesk competitive tenders for all major consultancy and advisory projects, Appointments are
made taking into account other factors including expertise and experience. In addition, the board has approved a
detailed policy defining the types of work for which the auditors can tender and the approvals required. The auditors
have been engaged on assignments additional to thair statutory audit duties where their expertise and experience with
the group are particularly important, including tax advice and due diligence reporting on acquisitions. In 2002, other
services included £5 million paid to the consulting business of the auditors prior to its sale in October 2002.

(vi} Audit fees for subsidiary undertakings in 2003 inchtded £0.2 million in respect of 2002

4 Exceptionalitems

. 2003 2002
Recognised after operating profit £m &m
Continuing operations:

Loss on ¢closure of business” {16) -

Loss on disposal of business® - (14}

Loss on dispasal of fixed assets® - (14)
Discontinued operations:

Loss on disposal of business™ {51) -
Total recognised after operating profit (67) {28)

{) Loss on closure of business relates to the closure of the Direct Energy horme services retail stores in Ontario on which a
tax credit of £6 nillion has been recognised.

(it In2002 a £14 million loss arose on the disposal of the LPG business.

@) Followingthe reduction in operation of Gelf England Limited, a subsidiary undertaking, a £14 million provision was
recognised in respect of losses on disposal of fixed assets.

(iv) Discontinued operations relate to the disposal of the group’s interest in the Goldfish credit card and loan business
for & premium of £112.5 million over the receivables book valug, resulting in a pre-tax non-operating loss on disposal of
£51-million on which a tax credit of €10 million and a minerity interest charge of £2 rillion have been recognised.
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5 Directors and employees

2003 2002
a) Employee costs £m tm
Wages and salaries 1,089 905
Social security costs 99 73
Cther pension and retirement benefits costs (note 25) 79 68
Long term incentive scheme 14 1
Share incentive plan 2 -

1,283 1,057

Details of directors’ remuneration, share options, long term incentive scherne interests and pansion entitlements in the
remuneration report on pages 29 to 36 form part of these financial statements. Details of employee share schemes are

given on page 26 and in note 19,

2003 2002
b) Average number of employees during the year Number Number
British Gas residential 23,064 19,584
Centrica Business Services 1,417 842
Centrica Energy Management Group 740 574
Centrica Storage 138 n
The AA 11,409 11,640
Goldfish Bank 270 189
OneTel 830 740
Centrica North America 2,501 2,187
Other operations 2,104 2,284
42,573 38,051
UK 39,571 35,563
North America 2,501 2,187
Rest of Europe 501 301
42,573 38,051
2009 2002
Interest interest Interast Interest
. payable acaivable Totat payable rocelvable Totod
6 Netinterest em £m £ £m £m i
Cost of servicing net debt (excluding Goldfish Bank)
Interestreceivable : - 36 36 - 16 16
Interest payable on bank loans and overdrafts 57 .- (57) {40) - {40)
Finance lease charges (8) - (8) (11) - (11
{65 36 {29) (51) 16 (35)
Other interest
Share of joint ventures' interest payable (16) - {16) (19) - (15)
Notional interest arising on discounted items {19j - (19) (15) - (15)
Interest on supplier early payment arrangements® - 13 13 - 13 13
Interest on customer finance arrangements® (5 - 5) ) - (]
Other - 4 4 3) - 3
(40) 17 (23} {40) 13 27
Interest (payable)/receivable (105) 53 (52) 81) 29 (62}

Product income generated by AA personal finance, and Goldfish Bank for the year ended 31 December 2003 was

£88 million (2002; £100 million). Financial services product charges were £26 million (2002; £33 million) relating entirely to
Goldfish Bank. Both financial services’ income and charges have been inciuded within group operating profit.
) Interest on supplier early payment arrangements arose on the prepayment of gas transportation charges.
(i} Theinterest cost refates to subsidised credit arrangements provided to customers purchasing central

heating installation.
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7 Tax £m £m
a) Analysis of tax charge for the year
The tax charge comprises:
Current tax
UK corporation tax 257 148
Tax on exceptional items? {(10) (2)
Adjustments in respect of prior years - 16
247 162
Foreign tax 3z 17
Adjustments in respect of prior years 6 -
38 17
285 179
Deferred tax
Grigination and reversal of timing differences (a3) &)
Deferred petroleum revenue tax relief 38 55
Tax on exceptional items® {6} -
Adjustments in respect of prior years . 39 -
Exteptional deferred tax charge® - 9
(31) 55
Share of joint ventures’ tax 12 16
Total tax on profit on ordinary activities 266 250

() The tax credit arising on the exceptional loss on disposal of business was £10 million and on the exceptional loss on
closure of business was £6 million (note 4).

(i) The exceptional tax charge in 2002 comprised an ingrease in deferred tax provisions arising from the supplementary
charge applicable to profits on ring-fenced offshare gas praduction.

b) Factors affecting the tax charge for the year
The differences between the total current tax shown above and the amount calculated by applying the standard rate
of UK corporation tax to the profit before tax is as follows:

2003 2002
Bm £m
Profit on ordinary activities before tax 778 719
Less: share of joint ventures’ and associates’ profit before tax 44 (31)
Group profit on ordinary activities before tax 734 688
Tax on group profit on ordinary activities
atstandard UK corporation tax rate of 30% (2002: 30%) 220 207
Effects of:
Expenses not deductible for tax purposes, including goodwill amortisation 48 51
Depreciation in excess of capital allowances 23 7
Utilisation of {ax losses and other short term timing differences 25) (82)
Deferred petroleum revenue tax relief (39} (55)
Higher tax rates on overseas earnings 5 6
Adjustments to tax charge in respect of prior years & 16
Supplementary charge applicable to upstream profits 47 12
Overseas losses or taxation not available for credit - 17
Group current tax charge forthe year 285 179

¢) Factors that may affect future tax charges

The group earns its profits primarily in the UK, therefore the tax rate used for tax on profit on ordinary activities is the
standard rate for UK corporation tax, curently 30%. A supplementary charge of 10% is also currently applicable on the
group’s UK upstream profits. Fair values are attributed to fixed assets on acquisition of businesses and companies and
amortisation or depreciation is subsequently provided based upen those amounts. Were the assets to be sold at the book
values at the balance sheet date without the benefit of tax planning arrangements, the amount of tax that would be
payable is estimated in aggregate to be £180 million (2002: £168 million) of which £121 million (2002: £146 million) is
provided as a deferred tax liability. There is, however, no iniention to sell any of these assets in the foreseeable future and
therafore the crystallisation of the above tax charge is considered to be remote.
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2003 2002
8 Dividends £m £m
Interim dividend of 1.7p {(2002: 1.4p) per ordinary share 72 59
Proposed final dividend of 3.7p (2002: 2.6p) per ordinary share 157 110
Final dividend in respect of share issues after the balance sheet date - 3
229 172

The interim dividend was paid on 12 November 2003 and the proposed final dividend is payable on 16 June 2004
to shareholders on the register at the close of business on 30 April 2004.

9 Earnings per ordinary share

Earnings per ordinary share has been calculated by dividing the earnings for the year of £500 million (2002: £478 million)
by the weighted average number of crdinary shares in issue during the year of 4,235 million (2002: 4,181 million).

The number of shares excluded 26 million ordinary shares (2002: 27 million), being the weighted average number of

the company's own shares recorded on the group balance sheet during the year in accordance with UITF Abstract 13
ESOP Trusts.

The directors believe that the presentation of an adjusted basic earnings per ordinary share, being the basic earnings per
ordinary share adjusted for goodwill amortisation and exceptional charges assists with understanding the underlying
performance of the group. The reconciliation of basic to adjusted basic eamings per ordinary share is as follows:

.

2003 2002

Pence per Pence par

ordinary ordinary

£m shara £m share

Earnings -~ basic 500 1.8 478 11.4
Exceptional items after tax and minority interests 53 1.2 35 0.9
Goodwill amortisation 161 38 123 29
Earnings — adjusted basic 714 16.8 636 15.2
Earnings —diluted® 500 11.6 478 11.3

(1 Inaddition to basic and adjusted earnings per ordinary share, information is presented for diluted earnings per ordinary
share. Under this presentation, no adjustments are made to the reported earnings for either 2003 or 2002, but the
weighted average nurnber of shares used as the denominator is adjusted, The adjustments relate to notional share
awards made to employees under the long term incentive scheme and the share options granted to employees under
the sharesave schemes were as follows:

2003 2002
million million
shares shares

Weighted average number of shares inissus 4,235 4,181
Estimated vesting of long term incentive scheme shares 39 33
Dilutive effect of shares to be issued at a discount to market value

under the sharesave schemes 20 10
Paotentially dilutive shares issuable under the executive share option scheme 2 1
Weighted average number of shares used in the calculation of diluted eamings

per ordinary share 4,296 4,227
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10 Intangible fixed assets - goodwill £m
Cost

1 January 2003 2,077
Acquisitions? 44
Disposals (note 23) (145)
Exchange adjustments 26
31 December 2003 2,002
Amortisation

1 January 2003 264
Charge for the year 155
Disposals (note 23) (32)
Exchange adjustments 1
31 December 2003 388
Netbook value

31 December 2003% 1,614
31 December 2002 1,813

) Acquisitions include adjustments to goodwill totalling £40 miliion, following final determinations of the provisional

fair value estimated for Direct Energy Services Inc (formerly Enbridge Services Inc), Electricity Direct, Rough storage
and WTU/CPL acquisitions made in 2002, Detalils of the revisions are provided below:

Direct Energy ServicesInc

The goodwill arising on the acquisition of Direct Energy Services Inc has increased by £10 million to £203 million

as a resuit of: a reduction in tangible fixed assets of £7 million to £220 million following final determination of the
depreciated replacement cost; an increase in net current liabilities of £9 million to £13 million following final
determination of debtor recoverable amounts and liabilities arising at acquisition; a decrease in provisions of

£13 million to £31 million following final detetmination of deferred tax at acquisition; and increased consideration

of £7 million to £445 million relating to the costs of the acquisition.

Electricity Direct

The goodwill arising on the acquisition of Electricity Direct has increased by £12 million to £92 million as a result of:
areduction in debtors famounts falling due within one year) of £17 million to £32 million foliowing final determination
of the recoverable amounts at acquisition; and increased creditors (@mounts falling due within cne year) of £7 million
to £62 million following final determination of liabilities at the date of acquisition. On the acquisition of Electricity Direct,
consideration of £12 million was paid but held in escrow, contingent upon verification of certain working capital
balances acquired. Following verification, an amount of £12 million was repaid to the group. Final consideration
totalted £38 million.

Centrica Storage

The goodwill arising on the acquisition of Rough storage has remained unchanged at £nil, however the following
adjustments were made 1o the fair values at acquisition: a reduction in tangible fixed assets by £18 million to

£445 million following final determination of the value in use; a reduction in creditors {arnounts falling due within

one year) by £2 million to £16 million; areduction in provisions of £17 millior: te £144 million following identification

of certain non-qualifying deferred tax assets during the completion period; and increased consideration of £1 million
to £489 million relating to the costs of the acquisition.

WTU/CPL

The goodwill arising on the acquisition of WTU/CPL has increased by £18 million to £185 million as a result of:
areduction in debtors (amounts falling due within one year) of £19 million to £84 million following final determination
of the recoverable amounts at acquisition; a reduction in creditors {amounts falling due after more than one year) of
£17 million to £23 million following final determination of liabilities arising at acquisition; and an increase in contingent
considaration of £16 million to £17 million to reflect expectations at 31 December 2003. Contingent consideration is
dependent on business performance to 2006 and is stated net of an amount recoverable from the vendor in relation to
the liability for regulatory clawback, dependent upon the retention of custorners above specific levels in 2002 and 2003.
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10 Imtangible fixed assets - goodwill continued
(i) The net book value of goodwill at 31 December related to the following acquisitions:

Amortisgtion

2003 2002 period

£m £m years

The AA 780 829 15-20
Goldfish Bank - 124 10
Direct Energy 284 279 15
Energy America™ 20 41 5
Enron Direct 49 53 15
OneTel 45 49 15
Direct Energy Services Inc 176 167 15
Electricity Direct 84 78 15
WTU/CPL 158 167 15
NewPower 5 8 5
Cther 13 18 5-20

1,614 1,813

(i} The amortisation period in refation to the carrying value of Energy America gocdwill was shortened during the year from
t5yearsto5 years.

Storage,
Piant, axploration
Land and equipment""‘""l Power and
. buldings?  andvehletes™  generation™  proguction™ Total
11 Tangible fixed assets £m em £m £m £m
Cost
1January 2003 111 1,144 217 3,745 5,217
Additions - 263 17 95 375
Acquisitions® - {6) 71 {4 81
Disposals (24) (356) - ts) (387)
Disposal of subsidiary - (58) - (12) 70
Revision of decommissioning asset - - - 5 5
Transfers N 1 - - -
Exchange adjustments - 36 - 22 58
31 December 2003 86 1,024 305 3,844 5,259
Depreciation and amortisation
1.January 2003 26 330 12 2,086 2,454
Charge for the year 3 148 18 236 405
Disposals (11} (322) - & (335)
Disposal of subsidiary - (12) - - (12
Exchange adjustments - 13 - 4 17
31 December 2003 18 157 30 2,324 2,529
Net book value
31 December 2003 68 867 275 1,520 2,730
31 December 2002 85 814 205 1,659 2,763

(i The net book value of the group’s land and buildings at 31 December 2003 comprised freehold of £34 million
(2002: £44 million), long leasehold of £19 million (2002; £23 million) and short leasehold of £15 million (2002 £18 million).

(i) Thenet book value of the group’s tangible fixed assets held under finance leases at 31 December 2003 within plant,
equipment and vehicles was £4 million (2002: £8 million}, power generation £nil (2002: £73 million) and within storage,
exploration and production was £96 million {2002: £120 million). The depreciation and amortisation charge for the
year in respect of finance leased assets included £6 million (2002: £4 million) on plant, equipment and vehicles, £nil
(2002: £10 million) on power generation and £17 million (2002: £19 million) on storage, exploration and production assets.

(i) The amounts capitalised in the year in respect of customer relationship management infrastructure included within
plant, equipment and vehicles at 31 December 2003 amounted to £72 million (2002: £180million).

(iv) Tha net haok value of the fixed assets of the Consumers’ Waterheater Income Fund (the Fund) within plant, squipment
and vehicles was £190 million (2002: £182 million). Debt issued by a subsidiary of the Fund, without recourse to the
group, is secured on the assets as set out in note 31.

() Included within the group’s exploration and production assets at 31 December 2003 were costs of £19 millicn pending
determination (2002: £60 million). The net book value of the group's decommissioning costs at 31 December 2003
was £40 million (2002: £17 million).

{v) Included within acquisitions are revisions to fair values totalling a credit of £25 million, as explained in the fostnotes
tonote 10.
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Joint ventures and associates Other

Shares” Loans  Ownshares®  Investments Total
12 Fixed asset investments £m om £m £m £m
Share of net assets/cost
1January 2003 22 4 51 5 82
Additions® 10 - - - 10
Disposals and transfers®™ - {4) {6 - {10)
Dividends receivable (26) - - - (26}
Share of profits less losses for the year 38 - - - 38
Exchange adjustments 1) - - - Mm
31 December 2003 43 - 45 5 93
Goodwill
1 January 2003 55 - - - 55
Disposals (1) - - - 1)
Goodwill amortisation (6) - - - 1G]
Exchange adjustments 4 - - - 4
31 December 2003 52 - - - 52
Amounts written off
1January 2003 (1) {2) (29) (K} (35)
Amortisation under long term incentive schemes - - ) - 5)
Disposalg ™™ 1 2 6 - 9
31 December 2003 - - (28} (3) (31)
Netbook value
31 December 2003 95 - 17 2 114
31 December 2002 76 2 22 2 102

(i Thegroup's share of net assets of associates was £1 million (2002: £2 million). The group’s share of joint ventures’
gross assets and gross liabilities principally comprised its interests in Humber Power Limited (power generation),
Centrica Personal Finance Limited (AA and British Gas personal loans activities), AA Financial Services (AA credit
card activities) and Luminus NV (energy supply).

The group's share of joint ventures' gross liabilities included loans payable to the group amounting to £nil

(2002: £4 million). The share of Humber Power Limited's gross liabilities included £268 million (2002: £269 million) of
lease finance, of which £248 million (2002: £254 million) was repayable after more than five years. Although the group
hoids a majority of the voting rights in Humber Power Limited, it is restricted in its ability to exercise these rights under
an agreement with the other shareholder. Consequently the investment has not been consolidated but has been
accounted for as a joint venture.

2003 2002
Centrica

Humber Pearsonal AA

Power Finance Financial
o, Umitad Limited Services Luminus Nv Other Total Total
Investments in joint ventures £m £m £m on £m £m £m
Share of gross assets 314 519 40 126 15 1,014 810
Share of gross liabilities (292) (516) (40) (66) {6 (920} (736}
22 3 - 60 <] 94 74
Share of net assets of associates 1 2
95 76

Net debt included in share of gross assets
and share of gross liabilities {236) (508) (39) 5) {2) (788) 627)

(i The Centrica employees share trust held 21 million (2002: 27 million) shares in the company. This represented 0.50%
of the called up erdinary share capital (2002: 0.64%), which had a market value at 31 December 2003 of £45 million
and anominal value of £1 million {2002: £47 million and £2 million respeactively). During the year & million shares
{2002: 12 million shares) were transferred from the trust in respect of awards held by employees. All otherinvestments
were unlisted.

(i) During 2003 Luminus NV called on previously unpaid share capital, the group’s share of which amounted to
€13 million {£9 million}. On 24 September 2003 the group acquired a 25% interest for £1 million in Barrow Offshore
Wind Limited, a company which intends to construct a wind farm at Barrow.

(iv) Loans of £2 million to AA Financial Services were also repaid in the year.

The principal undertakings of the group are listed in note 30 on page 72.
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2003 2002
13 Stocks £m £m
Gas in storage and transportation® 114 107
Other raw materials and consurnables 45 56
Finished goods and goods for resale 14 17
173 180

(} Gasintransportation of £40 million in 2002 has been reclassified from other raw materials and consumables to gas in

storage and transportation.

2002 2002
14 Debtors m‘::: oneyonr snayear e
Amounts faliing due £m £m £m
a) Businesses’ debtors (excluding Goldfish Bank debtors):
Trade debtors 718 53 785 44
Accrued energy income 1,670 - 1,427 -
Deferred corporation tax {note 18) H 25 - 36
Cther debtors® 360 - 340 5
Prepayments and other accrued income: .
Take or Pay 3. 4 13 -~
Other 139 35 127 49
142 39 140 49
2,921 117 2,692 134
b} Goldfish Bank debtors:
Trade debtors: loans and advances to customers - - 761 10
Prepayments and accrued income - - 1 1
Other - - 19 -
- - 781 11
) Included in other debtors is £125 million (2002: £84 million) relating to energy derivatives held for trading. Debtor
balances relating to energy derivatives held for trading in 2002 of £94 million have been reclassified from other
creditors to other debtors.
2003 2002
15 Current asset investments £m £m
Maney market investments 992 320

Current assetinvesiments included £183 million (2002: £159 million} held by the group's insurance subsidiary undertakings,
£7 million {2002: £nil) held by the Consumers’ Waterheater Income Fund and £17 million {2002: £10 million) held by the Law

Debenture Trust, on behalf of the company, as security in respect of the Centrica unapproved pension scheme, as
described innote 25. These amounts were not readily available to be used for other purposes within the group.

2003 2002
16 Borrowings B o
Amounts falling due £m £m &m £m
a) Businesses’ recourse barrowings {note 28d)
Bank loans and overdrafts 52 - 13 -
Sterling bonds® - 535 - 518
Commercial paper 205 - 237 -
lLoan notes 2 - 3 -
Obligations under finance leases™ 39 30 36 70
b} Businesses' non-recourse borrowings
Canadian dollar bonds™ - 216 - 196
298 781 289 784
¢) Goldfish Bank borrowings™
Bank lpans and overdraits (note 28d) - - 430 -

) Sterling bonds were repayable as follows: between one and two years £125 million (2002: £nil); between two and five
years E£nil (2002: £125 million); and after five years £416 million (2002: £400 million). The bonds bear interest at fixed

rates between 5.375% and 5.875% (2002: 5.375% and 5.875%). The bonds have a face value of £541 million

(2002: £525 million) and are stated net of £6 million (2002: £7 million) of issuance discount.

(i Group obligations under finance leases after more than one year at 31 December 2003 were repayable as follows:
between ane and two years £30 million (2002: €38 million) and betwaen two and five years £nil (2002: £31 million.
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16 Borrowings continued

(i) Thisis debt issued by the Consumers’ Waterheater Income Trust, a wholly owned subsidiary of the Consumers’
Waterheater Income Fund (the Fund), which is treated as a quasi-subsidiary and consolidated in the group accounts.
The debt is secured solely on the assets of the Fund and its subsidiaries, without recourse to the group. Surmrnary
financial information for the Fund is given in note 31.
In January 2003 the Consumers’ Waterheater Income Trust issued C$500 milfion of secured fixed rate bonds receiving
net proceads of C$497 million. The proceeds received were used to repay C$500 million of floating rate bonds '
previoustly issued in Recember 2002, The bonds were issued in two series and are repayable between 11 and 13 years
bearing interest between 4,700% and 5.245% respectively.

{iv) The Goldfish Bank working capital facility was repaid on 30 September 2003 following the disposal of the
Goldfish credit card and loan business.

2003 2002
17 Creditors Within Aftar ‘Within After
one year oneyear oneyear one year
Amounts falling due £m Em Em £m
Trade creditors 1,441 - 1,343 -
Taxation and social security 260 - 137 -
Other creditors® 827 80 809 23
Accruals and deferred income:
Transportation® " 30 - 18 -
Other accruals and deferred income 983 | 24 832 99
1,013 24 850 99
Dividend payable (note 8) 157 - 110 -
Goldfish Bank customer depasits™ - - 286 -
3,698 104 3,535 122

) Included in creditors is £115 million (2002: £111 million) relating to energy derivatives held for trading. Debtor balances
relating to energy derivatives held for trading in 2002 of £94 million have been reclassified from other creditors
to other debtors.

(i) The group has the option to either prepay or accrue its gas transportation charges in 8ritain. For much of the year,
the group prepaid these charges.

(i) Geldfish Bank savings accounts were largely repaid by 31 December 2003 and unclaimed balances of £0.2 million
were transferred to Barclays Bank to be held in trust.

1 January Forsign Acquisitians. Profit and 31 December
2003 exchange  and disposals Aavislons loss ¢harge Utilised 2003
18 Provisions for lizhilities and charges o £m £m om &m £m £m
Deferrad corporation tax®® 278 7 {30) - (1 - 244
Decommissioning costs® 206 - @ 5 7 - 215
Deferred petroleum revenue tax™ 395 - - - 128 (226) 297
Pension and other retirement benefits™ 75 - - - 79 {i24) 30
Restructuring costs™ 21 - - - 18 (17 22
Sales contract loss and )
renegotiation provisions™ 218 - - - 14 (19) 217
Other® 69 - {13 - 38 59 as
1,262 7 {46) 5 273 (441) 1,060

() Deferred corporation tax (assets)/liabilities comprised:
Potential assels

Amaunis provided urrecognised
2003 2002 2003 2002
£m £m Em £m
Accelerated capital allowances 351 436 (22) (56)
Deferred petroleum revenue tax (119) (158) - -
Other timing differences including losses carried forward (44) (36} {117} {107)
188 242 {13g) (163)
Deferred corporation tax liability 244 278
Deferred corporation tax asset included in debtors (note 14} (56) (36)
188 242

(i) Adeferred tax provision has been made in respect of accelerated capital allowances and cther timing differences,
net of recognised deferred tax assets.
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18 Provisions for liabilities and charges continued

(i Provision has been made for the estimated net present cost of decornmissioning gas production and storage
facilities at the end of their useful lives. The estimate has been based on proven and probable reserves, price levels
and technology at the balance sheet date. The timing of decommissioning payments are dependent on the lives
of the facilities but are anticipated to occcur between 2005 and 2042, The profit and loss charge includes £6 million
of notional interest (2002: £4 million).

(iv) The provision for tax on gas and oil activities has been calculated on a unit of production basis.

(v) This provision included the difference between charges to the profit and loss account and the contributions paid to the
pension schemes in respect of retirement pensions and other related benefits (note 25).

{vi) The provision represented costs relating to surplus properties, redundancy and other costs relating to reorganisations.
The provision refating to surplus properties was calculated as the lower of the difference between rental costs and
sub-letincome over the remainder of the leases and the potential cost to sumender those leases. The provision for
redundancy costs reflected announced restructuring plans. The majority of these sums are expected to be spent
between 2004 and 2005.

{vil) The sales contract loss provision represented the net present cost, using a risk free discount rate, of expected losses on
long term sales contracts, which at inception are onerous, based on the difference between contracted sales prices and
the expected weighted average cost of gas. These contracts terminate between 2005 and 2006. The profit and loss
charge represents £14 million of notional interest (2002: £14 million).

In previous years, the group renegotiated certain long term Take or Pay contracts which would have resulted in
commitments to pay for gas that would be excess to requirements and/or at prices above likely market rates.
The provision represented the net present cost of estimated payments due to suppliers as consideration for the
renegotiations, which are due for settlement in 2008.

{viil) Other provisions principally cover estimated liabilities in respect of claims reflected inthe group’s insurance
subsidiaries, autstanding litigation and provision for National Insurance payable in respect of long term incentive
scheme liabilities. The National Insurance provision was based on a share price of 211 pence at 31 December 2003
(2002: 171 pence).

19 Called up share capital £m tm

Authorised share capital of the company

4,950,000,000 ordinary shares of 5% pence each

(2002: 4,950,000,000 ordinary shares of 5% pence each) 275 275
100,000 cumulative redeermable preference shares of £1 each - -
Allotted and fully paid share capital of the company

4,265,901,206 ordinary shares of 5% pence each

(2002: 4,252,856,414 ordinary shares of 5°/s pence each) 237 236

During 2003, 13,044,792 ordinary shares were allotted and issued to satisfy the exercise of share options and the matching
element of the share incentive plan as follows:

For the year ended 31 December ) 2003 2002
Number 13,044,792 231,925,358
Nominal value {£m}) 0.7 129
Conslideration (Em) (net of issue costs 2003; £nil; 2002: £6 million) 13 488
Options outstancing over
ordinary shares Latest
2003 2002 axercise Exercise
million million dale prices (pence)
RESOS" 0.5 241 November 2004 81.060t090.266
ESOSY 25.8 135 September 2013 146.600t0 240.050
UK sharesave™™ 93.8 61.6 MNovember 2008 92.200to 202.600
Irish sharesave™ 0.3 0.3 May 2009 132.800t0 168.700
Total 31 December 120.4 77.5

(0 Details of the RESOS appear on page 34 in note (jii) to the table of directors’ interests in share options.

(i) Details of the ESOS appear on page 30.

(i} Details of the UK and Irish sharesave schemes appear on page 26.

(iv) As permitted by UITF 17, the group does not recognise the cost of awards to employees in the profit and loss account
for the year, on the basis that it operates a UK Inland Revenue approved sharesave scheme.

The closing price of a Centrica ordinary share on 31 December 2003 was 211 pence (2002: 171 pence).
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19 Called up share capital continued

L.ong term incentive scheme

At 31 December 2003, 37 million shares (2002: 34 million) were outstanding in respect of allocations made under the long
termincentive scheme, which includes allocations of 27 million shares (2002: 23 million) that are subject to performance
conditions and allocations of 10 million shares (2002; 11 million) that have reached the conclusion of the performance
period but are subject to a two year retention period. Details of the operation of the long term incentive scheme, in which
the executive directors participate, can be found in the remuneration report on pages 30 and 31.

The Centrica employees share trusts were established to acquire ordinary shares in the company, by subscription
or purchase, with funds pravided by way of interest free loans from the company to satisfy rights to shares on the vesting
of allocations made under the company’s long term incentive arangements.

Since the beginning of 2002, no further shares have been acquired by the trust. Any future shortfall will be satisfied
by the allotment and issue of new shares.

At 31 Decemnber 2003, the trusts held 21 million ordinary shares in the company which had a market value of £45 million
{2002: 27 million ordinary shares with a market value of £47 million). Dividends due on shares held in trust are waived in
accordance with the trust deeds. All administration costs are borne by the group.

Share Profit
premium Merger andkéss
account reserve account” Tetal
20 Reserves £m £m tm £m.
1.January 2003 537 467 1,008 2,012
Retained profit for the vear - - 271 271
Exchange translation differences® - - @ {4)
Issue of ordinary share capital 12 - - 12
Shares to be issued under tong term incentive schems™ - - g g
31 December 2003 549 467 1,284 2,300

) Cumuiative goodwill taken directly to the profit and loss reserve at 31 December 2003 amounted ta £85 million
(2002: £85 million). This goodwill had been taken to reserves as a matter of accounting policy and will be charged
in the profit and loss account should there be a subsequent disposal of the business to which it related.

(it Exchange gains of £42 million (2002: £84 million) on netinvestment in overseas undertakings have been offset
in full in reserves against exchange losses of £46 million (2002: £92 million) on foreign currency borrowings.

{ii} Centrica intends to fund certain of its long termincentive schemes through the issue of new shares when these
schemes vest. The amount shown represents the expected value of the shares to be issued using the market
price at the date allocations were granted.

2003 2002
21 Movements in sharsholders’ funds £m £m
1.January 2,248
Profit attributable to the group 500
Dividends {229)
Exchange translation differences 4
Issue of shares net of reserves movemnent on employee share schemes 13
Shares to be Issued under long term incentive scheme 9
Net movement in shareholders’ funds for the year 289
31 December 2,537
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. Equrty Non-equity Totad
£ £m

22 Minority interests £m
1 January 2003 46 108 154
Minority interest arising during the year (note 24g) 12 46 58
Exchange translation differences - 10 10
(Loss)/profit on ordinary activities after taxation 5] 17 12
Distribution ~ 17 {17
31 December 2003 53 164 217

Equity minority interests at 31 December 2003 related to a 30% economic interest held by Lloyds TSB Bank ple in Goldfish
Bank. Non-equity minority interests at 31 December 2003 related to the 80.1% of units in the Consumers’ Waterheater
Income Fund {note 31), listed on the Toronte Stock Exchange.

23 Acquisitions and disposals

{i} Acquisitions

During the year the group acquired the business and assets of two gas fired power station businesses (Roosecote and
Barry). The group also made a number of smaller acquisitions, including a further equity interest in the Rose gas field in
exchange forits 1.5% equity interest in the Armada field which ars aggregated in section (¢). The acquisition method of
accounting was adopted in afl cases. The analysis of assets and liabilities acquired, and the fair value of these acquisitions
were as shown below. The fair values stated below are provisional because the directors have not yet reached a final
determination on all aspects of the fair value exercises.

Fair valua
Book value ndiusimantm Fairvalue
a) Roosecote om om tm
Tangible fixed assets 26 (3 23
Stock 2 - 2
Net assets acquired 28 3 25
Goodwill arising -
Consideration 25
Cash 24
Deferred consideration™ 1
25
The group acquired the assets and business of Roosecote power station on 14 May 2003 from the administrative
receivers of Lakeland Power Limited. Prior to acquisition the power station formed part of this legal entity and in the
circumstances itis not practical to provide details of the results before acquisition.
() Tangible fixed assets have been adjusted to their estimated value in use.
(i) Deferred consideration is due within one year.
Accounting
policy Fairvalue
Book value allgnment?  adjustment® Fair value
b) Barry £m £m tm tm
Tangible fixed assets 31 2 6 38
Stock 3 (1) - 2
Creditors {amounts falling due within one year) (1 - - (1)
Net assets acquired 33 1 8 40
Goodwill arising -
Cash consideration 40

The group acquired the assets and business of Barry power station on 28 July 2003 from AES Barry Limited. Prior to
acquisition the power station formed part of this legal entity and in the circumstances it is not practical to provide detaits
of the results before acquisition.

{) Accounting policy alignments relate to the valuation of turbine parts.

(i) Tangible fixed assets have been adjusted to their estimated value in use.
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Fairvaua

23 Acquisitions and disposals continued Bockvalue  adustment Falrvalue
c) Other &m

Tangible fixed assets 10 14 24

Debtors {amounts falling due within ane year) 7 - 7

Creditors [amounts falling due within one year) {6) - (3]
Provisions 1) - ]
Net assets acquired 10 14 24

Goodwill arising? 4

Consideration 28

Cash 18
Contingent consideration® 3

Fair and book value of assets disposed 7

28

The group acquired DER Development Companies Nos 1-10 Limited {Alberta) on 13 January 2003 (consideration
£5 million, goodwill arising Tnil); the assets and business of the West Lancashire Heating Company on 28 February 2003
(consideration £2 million, goodwill arising £2 million); Integrated Building Technologies Inc (IBT) on 31 May 2003
{consideration £2 million, goodwill arising £2 million); and Amec Offshore Wind Power Limited, Offshore Wind Power
Limited and Offshore Wind Power (Site No. 1) Limited (together, Offshore Wind Power) on 23 December 2003
(consideration £10million, goodwill arising £nil). In addition the group acquired a 20% equity interest in the Rose figld in
exchange for cash consideration of £2 million and its 1.5% equity interest in the Armada field (goodwill arising £nil).
[ Goodwiilis being amortised over pericds ranging from 5 to 15 years.
(it Contingent consideration comprises: £1 million in respect of IBT, payable within one year and dependent upon
the performance of IBT in the period post acquisition; ahd £2 million in respect of Offshore Wind Power which
is expected to be paid within one year and Is contingent on achievement of key stages in the development of the
wind farms.

(iij Disposals

The group disposed of its interest in the Goldfish credit card and loan business on 30 September 2003 for a premium of
£112.5 million above the receivables book value, resulting in a pre-tax non-operating loss on disposal of £51 million. Atax
credit of £10 million and a minority interest charge of £2 million have been recognised in relation to this, giving aloss on
disposal to the group of £43 million. The analysis of assets and fiabilities sold and consideration recsived is given below:

£m
Tangible fixed assets 45
Stock 1
Loans and advances to customers 1,019
Prepayments 4
Accruals, provisions and settlement accounts (36)
Netassets 1,033
Related goodwill 113
Pre-tax non-operating loss on disposal (51)
1,095
Sale proceeds
Cash consideration received 1,095
Deferred consideration 2
Disposal costs (&)
1,095

The loss made by Goldfish Bank from 1 January 2003 to the date of disposal was £38 million.

The group disposed of its equity interests in the Renee, Rochelle and Rubie fields on 10 March 2003 for a consideration
of £5 million. The book value of the assets and liabilities sold amounted to £7 million and £2 million respectively, and no
profit was recognised by the group in refation to the disposal, The result of the group’s equity interest in the fiefds from

1 January 2003 to the date of disposal was £nil.
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24 Notes to the group cash flow statement

a) Reconciliation of group operating profit to operating cash flow 20:(')“3 zﬁ
Continuing operations
Group operating profit 875 817
Amortisation of goodwill 144 102
Depreciation and impairment 394 382
Shares issued to fund share incentive plan® 2 -
Amortisation of investments 5 7
Profit on sale of investments (8) (12)
Profit on sale of fixed assets {3y 6)
Provisions (150) (177
Change in working capital:
Stocks - (increase)/decrease (10) 33
Debtors —increase (272) (542
Creditors ~increase® 316 134
34 (375
Cash inflow from operating activities before exceptional payments:
Continuing operations 1,293 738
Payments relating to exceptional charges - {16)
Cash inflow from operating activities after sxceptional payments 1,293 722
Discontinued operations
Operating loss {38) (54)
Amortisation of goodwill 11 14
Depreciation and impairment 11 8
Provisions {3) 16
Change in working capital:
Stocks ~decrease/(increase) 4 @)
Goldfish Bank debtors -increase™ {256) (119)
Goldfish Bank working capital facility - increase/{decrease)®™ 27 (180)
Goldfish Bank customer accounts — {decrease)/increase (286) 286
Debtors ~decrease - 1
Creditors — (decrease)/increase {15) 26
(282) 1"
Cash outflow from discontinued operations {301) (5)
Total cash inflow from operating activities after exceptional payments 992 717

(} Thisrepresents the grant date market value of matching shares issued to employees during the year under the share
incentive plan {SIF). Further details of the SIP can ba found on page 26 of the directors’ report.

(il Included in 2002 was a reduction of £168 million from the acceleration of gas transportation payments, which
the group has the option to prepay.

{iiij Sold as part of the disposal of the Goldfish credit card and loan business.

{iv) The Goldfish Bank working capital facility primarily financed the Goldfish credit card and loan bafances. In accordance
with generally accepted practice for banking activities, movements on this working capital facility are included within
operating cash flow rather than financing. The repayment of this working capital facility of £701 million following the
disposal on 30 September 2003 is included in note 24e.

2003 2002
b) Returns oninvestments and servicing of finance £m £m
Interest received 54 29
Interest paid (61) {42)
Interest element of finance lease rental payments ® (12)
{15) (25)

interest income/{charges) on banking receivables and related working capital facilities are included within operating cash
flow in note 24a.
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24 Notes to the group cash flow statement continued

2002 2002
c) Taxation paid £m £m
UK corporation tax paid {159) (196)
Overseas tax paid (24) -
Consortium tax relief received 2 4

{181) {192)

2003 2002
d) Capital expenditure and financial investment £m £m
Purchase of tangible fixed assets {323) (449)
Sale of tangible fixed assets 39 28
L.oans to joint ventures repaid 2 19

(282) {402)

2003 2002
¢} Disposals and acquisitions £m £m
Payments on acquisition of subsidiary undertakings and businesses 77 (1,707)
Payments on acquisition of joint ventures and associates {10) (4)
Payments of deferred consideration (20) (70}
Total cash payments {117 (1,181)
Cash acquired - 222
Overdraft acquired - {30)
Receipts on disposal of Goldfish credif card and Ioan business 1,095 -
Repayment of Goldfish Bank working capital facility® (701) -
Proceeds from other disposals 15 54

202 (935)

Cash cansideration, net of cash and overdrafts acquired, at acquisitior date rates of exchange, as included in note 23

totalled £82 million. The difference of £5 million to payments on acquisition of subsidiary undertakings and businesses is

due to repayments relating to prior year acquisitions as explained in note 10 i)

) Therepayment of the Goldfish Bank working capital facility includes £271 million in respect of amounts drawn down
during 2003. This movement is included within the reconciliation of operating profit to operating cash flow.

. n 2003 2002
f) Management of liquid resources £m £m
Net (purchase)/sale of current asset investments (669) 134

Liquid resources comprised short term deposits with banks which mature within one year of the date of inception.
Current asset investments increased by £143 million in relation to discontinued operations relating to the investment of
sale proceads.

2003 20062
g} Financing £m Em
Commercial paper:
Issued 204 309
Repaid (2386) (381)
Capital element of finance lease rentals {38) (32)
Bonds issued 17 221
Realised net foreign exchange (loss)/gain® (12) 57
Investment by equity and non-equity minority shargholders™ 41 129
Issue of ordinary share capital®™ 14 444
(13) 747

Thanetcash financing infiow in relation to discontinued operations was £46 million.

() Wherecurrency swap agreements are used to hedge overseas net investments, the realised net (losses)/gains are
recognised in financing cash flows.

(i) Includes capital contributions to Goldfish Bank of £12 million {2002: £21 million) and £46 million (2002: £108 million)
from.the disposal of 22.0% (2002: 58.1%) of our holding in the Consumers’ Waterheater Income Fund, net
of distributions paid to non-equity minority unitholders of £17 million (2002; £nil).

{ii) Cashinflow from the issue of ordinary share capital is stated net of issue costs of £nil (2002: £6 million}.
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Exchange
adjustments
{and ciher
24 Notes to the group cash flow statement continued 1 Jﬁ;‘g ot how im;c::::}uﬁ 3 Deoen;:;
h) Analysis of debt, net of cash and money market investments £m £m £m tm
Cash at bankand in hand 28 {3) 8 34
Overdrafts (13) (27) (12) 52y
(30) -
Bonds 714) {7 (20) (751)
Loan notes due within one year {3) 1 - @
Obligations under finance leases (106) 37 - (69)
Other borrowings (237 32 - (205)
53
Current asset investments® 320 €69 3 992
Goldfish Bank working capital facility®? {430) 430 = -
(1,155) 1,122 (20) (53}:
Of which:
Net debt (excluding Goldfish Bank and non-recourse debt) (529) 692 - 163
Goldfish Bank warking capital facility {(430) 430 - —
Consumers’ Waterheater income Fund (non-recourse) debt (196) - (20) {216)
(1,155) 1122 - (20) {53)

(il Thisincluded an exchange loss on cash of £3 million (2002: loss £4 millicn).

(i) £143 million of the current asset investment cash flow related to discontinued operations.

(i) The Goldfish Bank working capital facility was repaid on 30 September 2003 on disposal of the Goldfish credit card
and loan business.

25 Pensions

Substantially all of the group’s UK employees at 31 December 2003 were members of one of the four main schemes in the
group: the Centrica pension scheme {formerly the Centrica staff pension scheme), the Centrica engineers' pension
scheme, the Centrica management pension scheme and the AA staff pension scheme. These schemes are defined
bansfit schemes and are subject to independent valuations at least every three years, on the basis of which the qualified
actuary certifies the rate of employers' contributions which, tegether with the specified contributions payable by the
employees and proceeds from the schemes' assets, are expecied to be sufficient to fund the benefits payable Lnder

the schermes.

The Centrica unapproved pension scheme is an unfunded arrangement which provides benefits to certain employees
whose benefits under the main schemes would otherwise be limited by the eamings cap.

Independent actuarial valuations for SSAP 24 purposes at 31 March 2001 showed aggregate actuarial asset values and
those values relative to benefits due to members, {calculated on the basis of pensionable earnings and services onan
ongoing basis using the projected unit method) as follows:

Asset values

Assal ralativa lo

valugs liabillties

£m %

Centrica pension scheme 713 105
Centrica engineers’ pension scheme 396 106
Centrica management pension scheme 254 115
AA staff pension scheme 676 117
The long term assumptions applied to calculate group pension costs, 2003 2002
as agreed with the independent actuary, are set out below: % %
Rate of price inflation and pension increases 2.50 2.50
Annual rate of return on investments 6.70 6.70
Future increases in employes earnings 4.50 4.50
Dividend growth 3.75 3.75
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25 Pensions continued
The group’s pension costs arising and the reconciliation to the

2003 2002
balance sheet provision was as follows: £m &m
Regular pension costs 105 g5
Amortisation of surplus {21) (21)
84 74
Interest {10) (10)
Net pension costs T4 64
Contributions paid (124) (107
Decrease in provision for pension costs {50) (43)
Pension provision at 1 January 55 o8
Pension provision at 31 December 5 55
AA post retirement private medical insurance® 24 21
Direct Energy Marketing Limited post retirement benefits® 1 (1)
Pension and other retirerent benefits provision (note 18) 30 75

Other retirement benefits

{i The group hasa commitment to provide post retirement private medical insurance cover for certain AA surent and
past employees. The triennial independent actuarial valuation undertaken at 31 December 2001, assuming 2 2.5%
per annum real increase in premiums, disclosed a liahility of £27 million. The provision under this scheme as
recognised under SSAP 24 wag £24 million (2002: £21 million). The net cost to the group of retirement benefits under

this scheme was £3 million (2002: £3 million).

{i) Thegroup has a commitment to provide certain pension and other post retirement benefits to employees of
Direct Energy Marketing Limited (Canada). The Direct Energy Marketing Limited pension plan was established on
1 March 2002 and an independent actuarial valuation carried out on 7 May 2002, which disclosed a surplusin
respect of pension benefits of £6 million and a deficitin respect of non-pension post retirement benefits of £4 million,
resulting in a net surplus of £2 million. The provision under this scheme as recognised under SSAP 24 was £1 million
(2002: £1 million surplus). The net cost to the group of ratirement benefits under this scheme was £2 million (2002:

£1 millign).

The total net cost to the group of other retirement benefits on a SSAP 24 basis was £5 million (2002: £4 million).

Additional disclosures regarding the group’s defined benefit pension schemes, the unapproved pension arrangement
and the post retirement medical plan are required under the transitional provisions of FRS 17 Retirement Benefits.
The disclosures provide information which will be necessary for the full implementation of FRS 17 in due course.

The latest full actuarial valuations were carried out as at the following dates: the approved pension schemes at 31 March
2001, the unapproved pension scherme at 6 April 2002, the Direct Energy Marketing Limited pension plan at 7 May 2002
and the post retirement medical liability at 31 December 2001. These have been updated to 31 December 2003 for the
purpeses of mesting the requirements of FRS 17. Investments have been valued, for this purpose, at market value.

31 December 31 December 31 December

. . 2003 2002 2001

The major assumptions used for the actuarial valuation were: % % %
Rate of increase in employee earnings 4.25 43 45
Rate of increase in pensions in payment and deferred pensions 2,75 23 2.5
Discount rate 5.50 5.75 5.8
Inflation assumption 275 2.3 25
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25 Pensions continugd
The market value of the assets in the schemes, the present value of the liabilities in the schemes and the expected rate of
return at the balance sheet date were:

Expected rote Expectad rate Expecied rate
of raturn cf retum afteturn
perannum Valuation pet annum Valuation par annum Valuation
2003 2003 2002 2002 2001 2001
31 December % om % £m % £m
Equities 84 1,859 8.4 1,503 8.0 1,759
Bonds 5.1 389 48 267 5.2 274
Property 74 68 6.9 62 7.1 80
Cash and other assels 38 33 4.0 50 45 100
Total fair value of assets 1.75 2,359 7.7 1,882 7.5 2,193
Present value of schemes’ liabilities (3,430) (2,713) (2,526)
Deficit in the schemes {1,071) (831) (333)
Related deterred tax asset a 249 100
Net pension liability {750) (582 (233j

Under SSAP 24 the balance sheet on page 39 includes a provision of £30 million at 31 December 2003 (2002: £75 million).
Had FRS 17 been implemented in full at that date the net assets of the group would have been reduced by £720 million
{2002: £507 million), and the net charge for pension costs in the profit and loss account would have increased by

£71 million (2002: £47million) compared with that under SSAP 24, as sef out below:

Increasa/
FRS 17 55AP 24 Increase FRS 17 5SAP 24 (decreass)
2003 2002 2003 2002 2002 2002
Forthe year ended 31 December im £m £m tm tm £m
Amount charged to operating profit 138 ) 58 133 &8 &85
Amount charged/(credited) to interest 12 - 12 (18) - (18)
Net charge to profit and loss account 150 79 7 115 68 47
2003 2002
Analysis of the amount that would have been charged to operating profit under FRS 17 £m tm
Current service cost 135 131
Past service cost 3 2
2003 2002
Analysis of the amount that would have been (charged)/credited to interest under FRS 17 £m £m
Expected return on pension scheme assets 149 170
Interest on pension scheme liabilities {161) (152)
Analysis of the actuarial loss that would have been recognised in the statement 2003 2002
of total recognised gains and losses £m £m
Actual return less expected return an pension scheme assets 208 (588}
Experience gains and losses arlsing on the scheme liabilities (3) )]
Changes in assumptions underlying the present value of the scheme liabilities 419) 99
Actuarial loss to be recognised in the statement of total recognised gains and losses before
adjustment for tax (214) (492)
History of experience gains and losses 2003 2002
Difference between the expected and actual return on scheme assets:
Amount (£m) 208 (588)
Percentage of scheme assets 8.8% 31.2%
Experience gains and losses on scheme liabilities:
Armount (£m) 3 3)
Percentage of the present value of scheme liabilities 0.1% '0.1%
Total actuarial loss recognised in the statement of total recognised gains and losses:
Amount (£m) 219) (492
Percentage of the present value of scheme liahilities 6.2% 18.1%
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25 Pensions continued

The movemnent in deficit during the year under FRS 17 would have been: mct: 20:?-!;
Deficit in schemes at beginning of year (831} {333)
Movements in the year to 31 December;
Current service cost {135} (t31)
Past service cost 3 ]
Employer contributions 124 107
Interest (12) 18
Acquisition of surplus in year - 2
Actuarial loss {214) {492)
Deficitin schemes atend of year 1,071) (831}

26 Commitments and contingencies

a} Acquisitions

On 10 December 2002 the group reached agreement to acquire the retail gas and electricity supply business of the ATCO
Group In Alberta, Canada for consideration of approximately £52 million, payable over two years.

The transaction is subject to the satisfaction of certain conditions.

b) Capital expenditure
At 31 December 2003, the group had placed contracts for capital expenditure amounting to £74 million {2002: £106 million)
of which £41 million relates to the investment in customner relationship management infrastructure (2002: £72 million).

c) Decommissioning costs

The company and its wholly owned subsidiary, Hydrocarbon Resources Limited, have agreed to provide security

to BG International Limited, which, as originalficence holder for the Morecambe gas fields, will have exposurg to
decommissioning costs relating to the Morecambe gas fields should liabilities not be fully discharged by the group.

The security is ta be provided when the estimated future netrevenue stream from the Morecambe gas fields falls below
150% of the estimated cost of such decommissioning. The nature of the security may take a number of different forms and
will remain in force unless and until the costs of such decommissioning have been imevocably discharged and the relevant
Department of Trade and Industry decommissioning notice in respect of the Morecambe gas fields has been revoked.

d) Lease commitments Land and buildings Other
At 31 December non-cancellable operating lease cormmitments 2003 2062 2003 2002
of the group for the following year were: £m £m £m £m
Expiring:
Within one year 7 4 L 1
Between one and five years 13 7 36 24
After five years 48 38 3 3
68 49 48 28

At 31 December 2003 there were £1 million of finance lease commitments for which inception oceurs after 31 December 2003
(2002: £nil).

e) Litigation
The group has a number of outstanding disputes arising out of its normal activities, for which provisions have been made,
where appropriate, In accordance with FRS12.

f) Guarantees and indemnities

The company has £915 million of bilatera! credit facilities (2002: £1 billion). Hydrocarbon Resources Limited and British
Gas Trading Limited have guaranteed, jointly and severally, to pay on demand any sum which the company does not pay
in accordance with the fagility agreements,

The group and BG Group plc have agreed, subject to certain limitations, to indemnify each other against certain actual
and contingent liabilities associated with their respective businesses.

In relation to the sale and leaseback of the Morecambe gas field tangible fixed assets recorded in these financial
statements, the group has given guarantees amounting to £60 million (2002: £92 million).

The group has given guarantees in connection with the finance lease obligations relating to Humber Power Limited
referred to in note 12, Afixed collateral payment amounting to £225 million [2002: £225 million) is required in the event of
Centrica plc failing to retain atleast one credit rating which is not on credit watch above the BBB+/Baal level, and further
collateral of £75 million (2002: £75 million) is required if the credit rating falls further.
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26 Commitmenis and contingencies continued

Group companies have given guarantees and indemnities, subject to certain limitations, to various counterparties in
relation to wholesale energy trading and procurement activities, and to third parties in respect of gas production and
energy transportation liabiiities.

tn connection with their energy trading, transportation and upstream activities, certain group companies have entered
into contracts under which they may be required to prepay or provide credit support or other collateral in the event ofa
significant deterioration in credit worthiness. The extent of credit supportis contingent upon the balance owing to the
third party at the point of deterioration,

Following the closure of the British Gas Energy Centres Limited (Energy Centres) operations in July 1899, guarantees
have been signed on certain former Energy Centres' properties as a result of reassignment of leases.

g) Gas purchase contracts

The group Is contracted to purchase 76 billion therms of gas (2002 65 billion therms) in Britain under long term contracts.
The significantincrease on last year is largely due to the addition of a contract agreed in 2002 with Statoil to procure

17 billion therms over 10 years from 1 July 2005, Last year this contract was not included in the numbers below as it was
conditional, however during 2003 it became unconditional. The gas contract commitments include several contracts with
prices linked to the market price for gas and legacy contracts at prices, mainly determined by various baskets of indices
including oil prices and general inflation, which may exceed market gas prices from time to time.

The total volume of gas to be taken under these long term contracts depends upon anumber of factors, including

the actual reserves of gas that are eventually determined to be extractable on an economic basis. Based upon the
minimum volume of gas that the group is contracted to pay for in any year, the profile of the contract commitments
is estimated as follows:

2003 2002
million million
therms therms

Within five years 43,500 45,900
After five years 32,400 19,200
75,900 65,100

The directors do not consider it feasible to estimate reliably the actual future cost of committed gas purchase as the
group's weighted average cost of gas from these contracts is subject to a variety of indexation bases. The group's average
cost of gas fromits contracts with third parties for the year ended 31 December 2003 was 20.8 pence per therm {for the
year ended 31 Decermnber 2002: 19.6 pence per therm).

The commitment profile on this same basis is set out below: ms?: 20:?:
Within one year 2,200 1,800
Between agne and five years 6,800 7,000
After five years 6,700 3,800

15,700 12,700

Asreported in 2002, the group entered into a contract with Gasunie to purchase an additional 27 billion therms over
10 years from 1 April 2005. This contract remains conditional and is therefore not inciuded in the numbers abave.

h) Other
The group's use of financial instruments is explained in the group financial review on pages 15 10 17 and in note 28.
27 Related party transactions 2003 2002
ajJoint ventures and associates £m £m
Sales for the year ended 31 Decemnber:
Humber Power Limited™ 4 -
Motorfile Limited 2 -
Centrica Personal Finance Limited 1 -
Purchases for the year ended 31 December:
Accuread Limited 4 17
Humber Power Limited” 75 74
ACTA SA{an associate) 2 -
Loans receivable outstanding as at 31 Decembar:
Centrica Personal Finance Limited - 2
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27 Related party transactions continued
All other transactions with joint ventures and associates were not material to the group.
) The group had a creditor balance at 31 December 2003 with Humber Power Limited of £8 million (2002: £6 miltion).

b) Pension schemes
In 2003 the group incurred £2 million (2002: £2 million) of administrative costs relating to group pension schemes.

c)} Transactions with directors
At31 December 2003 the amount cutstanding inrespect of credit cards made available by the companyto directors was £479.

d) Other

©On 30 September 2003 the Goldfish credit card and loan business was sold to Llcyds TSB Bank plc. Details of the assets
and liabilities disposed of are included in Nete 23. Lloyds TSB Bank plc who have a 30% economic interest in Goldfish
Bank made available a working capital facility of £850 million to Goldfish Bank. The facility was repaid and cancelled on

30 September 2003.

The group entered into several derivative transactions with Lloyds TSB Bank plc during the year to hedge against interest
rate fluctuations on Goldfish Bank's activities. Other activity with Lloyds TSB Bank plc included interest receivable of £nil,
interest payable of £9 million and charges of £6 million, of which £nil has been capitalised (2002: £27 million, £17 million
and £6 million respectively). Balances with Lioyds TSB Bank ple at 31 December 2003 included £40 million in short term
investrments (2002; Enil).

28 Financial instruments

The group’s use of financial instruments is explained under the heading financial risk management in the group financial
review on pages 1510 17. The related accounting policies are explained in note 1. As permitted within FRS 13, the
disclosures set out below in 28a and 28¢ through 28g exclude short term debtors and creditors. Additional information
on Goldfish Bank interest rate sensitivities is provided in note 28h below.

a) Interest rate risk profile of financial instruments

Financial assets 2003
The interest rate risk profile of the group's financial U5 Caradlan

assets at 31 December was as follows: dolkat dollar Sterling Total
Floating interest rate {£m) 15 12 982 1,009
Fixed interest rate (£m) -1 | 83 5 58;
No interest receivable (Em)? - 1 12 13’
Total financial assets (£m) 15 66 899 1,080

Weighted average fixed interest rate (%) - 15 14
Weighted average period for which rate is fixed {months) - 43 62 44
Weighted average period for which no interest is receivable (months) - 48 48

2002
us Canadian

dollar doldar Sterting Total

Floating interest rate {£m) 10 g 331 350
Fixed interest rate {£m) - 44 5 49
No inferest receivable (£m)? - - 5 5
Total financial assets {£m) 10 53 341 404
Weighted average fixed interest rate (%) - 15 6.5 14.1
Weighted average period for which rate is fixed (months}) - 38 58 40

Weighted average period for which no interest is receivable (months) - - - -
With the exception of uncleared items, floating rate financial assets attract interest rates mainly based upon LIBOR for
periods of one year or less,

{) Financial assets on which nointerest is paid relate to unit trust investments, for which no maturity date is specified.
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28 Financial instruments continued
Financial liabilities

After taking into account forward foreign curency 2003
swaps, the interest rate profile of the group’s us Canadlan
financial liabilities at 31 December was as follows: dollar doltar Sterling Total
Floating interest rate (Em) 274) [&7) (433) (710)
Fixed interestrate (£Em}) - 217) (271) (488)
No interest payabla (Em)? - {184) (32) {196)
Total financial labilities (£m) (274) (384) (736) (1,394)
Weighted average fixed interest rate (%) - 5.0 5.8 54
Weighted average period for which rate is fied (months) - 131 85 106
Weighted average pericd for which no interest is payable {months) - - 58 58
2002
us Canadian
doller dollar Steling Totad
Floating interest rate (Em}) (80) (196} 973 (1,249)
Fixed interest rate (£m) - 2 (288) (290)
No interest payable (Emj® - {108) 33) {141)
Total financial liahilities (Erm) (80) (306) (1,284)  (1,680)
Weighted average fixed interest rate (%) - 6.5 6.0 6.0
Weighted average period for which rate is fixed (months) - 28 101 100
Weighted average pericd for which no interest is payable (months) - - 62 62

Floating rate financial liabilities bear interest at rates based upon LIBOR for periods of one day to six months.

(} Financial liabifitiss on which no interestis paid include £164 million (2002: £108 million} relating to nen-equity minority
interests. Non-equity minority interests relate to the 80.1% (2002: 58.1%} economic interest in the Consumers’
Waterheater Income Fund, represented by units listed on the Toronto Stock Exchange, for which no maturity
date is specified.

b) Currencyrisk

Sterling, Canadian and US dollars were the functional currencies for all material operations in 2003 and 2002. There

ware no material monetary assets and liahilities in currencies other than these functional currencies, except for £19 million
of monetary asssts denominated in euros (2002: £9 millior). The euro assets represent short term cash flow timing
differences and margin requirements on European gas trading activities.

2003 2002
¢) Maturity of financial liabilities Other Tatet Other Total
Thg maturity profile of the group’s financial Borrawhigs b e g ings s i
liabilities at 31 December was as follows: £m £m £m em £m £m
in one year or less, or on demand 298 65 363 7 13 734
In more than one year but not more than two years 185 24 179 38 1 40
In more than two years but not more than five years - 43 43 349 36 385




Notes to the financial statements continued

22 Minority interasts qusjan: or m‘gny T?;:l
1 January 2003 46 108 154
Minority interest arising during the year (note 24gj 12 456 58
Exchange translation differences - 10 10
{Loss)/profit on ordinary activities after taxation 5) 17 12
Distribution - 17 an
31 December 2003 53 164 217

Equity minority interests at 31 December 2003 related to a 30% economic interest held by Lloyds TSB Bank plg in Goldfish
Bank. Non-equity minority interests at 31 December 2003 related to the 80.1% of unitsin the Consumaers' Waterheater

Incorne Fund {note 31), listed on the Toronto Stock Exchange.

23 Acquisitions and dispasals
(i} Acquisitions

During the year the group acquired the business and assets of two gas fired power station businesses (Roosecote and
Barry). The group also made a number of smaller acquisitions, including a further equity interest in the Rose gas figld in
exchange for its 1.5% equity interest in the Armada field which are aggregated in section {c). The acquisition method of
accounting was adopted in all cases. The analysis of assets and liabilities acquired, and the fair value of these acquisitions
were as shown below. The fair values stated below are provisional because the directors have not yet reached a final

determination on all aspects of the fair value exercises.

Falrvalua
Book valus ndjusimenr" Fair value
a) Roosecote £m £m
Tangible fixed assets 26 3 23
Stock 2 - 2
Net assets acquired 28 (3) 25
Goodwill arising -
Consideration 25
Cash 24
Defarred consideration® 1
25
The group acquired the assets and business of Roosecote power station on 14 May 2003 from the administrative
receivers of Lakeland Pawer Limited. Prior to acquisition the power station formed part of this legal entity and in the
circumstances itis not practical to provide details of the results before acquisition.
{} Tangiblefixed assets have been adjusted to their estimated value in use.
{il Deferred consideration is due within one year.
Accounting
pollcy Fair valua
Baok vaius algrmert®  adjustment®  Fairvalue
b) Barry £m £m £m £m
Tangible fixed assets 31 2 6 39
Stock 3 {1} - 2
Creditors (amounts falling due within one year) (n - - (1)
Net assets acquired 33 1 6 40
Goodwill arising -
Cash consideration 40

The group acquired the assets and business of Barry power staticn on 28 July 2003 from AES Barry Limited. Prior to
acquisition the power station formed part of this legal entity and in the circumstances it is not practical to provide details

of the results before acquisition.
) Accounting policy alignments relate to the valuation of turbine parts.
(i) Tangible fixed assets have been adjusted to their estimated value in use.

58 Centrica pls report 2003



23 Acquisitions and disposals continued Falrvlue

Bogk valua adjusiment Fair valua
¢} Other £m £m £m
Tanglble fixed assets 10 14 24
Debtors (amounts falling due within one year) 7 - 7
Creditors (amounts falling due within one year} ) - (€}
Provisions {1 - N
Net assets acquired 10 14 24
Goodwill arising® 4
Consideration 28
Cash 18
Contingent consideration® 3
Fair and book value of assets disposed 7

28

The group acquired DER Development Companies Nos 1-10 Limited (Alberta) on 13 January 2003 (consideration
£5 million, goodwill arising €nif); the assets and business of the West Lancashire Heating Company on 28 February 2003
(consideration £2 million, goodwill arising £2 million); Integrated Building Technoclogies Inc (1BT) on 31 May 2003
{consideration £2 million, goodwill arising £2 million); and Amec Offshore Wind Power Limited, Offshore Wind Power
Limited and Offshore Wind Power (Site No. 1) Limited {togsther, Offshore Wind Power) on 23 December 2003
{consideration £10 million, goodwill arising £nil). In addition the group acquired a 20% equity interest in the Rose field in
exchange for cash consideration of £2 million and its 1.5% equity interest in the Armada field {goodwill arising £nil).
{iy Goodwillis being amortised over pericds ranging from 5 to 15 years.
(i) Contingent consideration comprises: £1 million in respect of IET, payable within one year and dependent upon
the performance of IBT in the period post acqulsition; and £2 miltion in respect of Offshore Wind Power which
is expected to be paid within one year and is contingent on achievement of key stages in the development of the
wind farms.

{ii) Disposals

The group disposed of its interest in the Goldfish credit card and loan business on 30 September 2003 for a premium of
£112.5 million above the receivables book value, resulting in a pre-tax non-operating loss on disposal of £51 million. Atax
credit of £10 million and a minority interest charge of £2 miliion have been recognised in relation to this, giving a loss on
disposal to the group of £43 mililon. The analysis of assets and fiabilities sold and consideration received is given below: o

Tangible fixed assets 45
Stock 1
Loans and advances to customers 1,019
Prepayments 4
Accruals, provisions and settlement accounts (36)
Netassets 1,033
Related goodwill 113
Pre-tax non-operating loss on disposal (51)
1,095
Sale proceeds
Cash consideration received 1,095
Deferred consideration 2
Disposal costs (2)
1,095

The loss made by Goldfish Bank from 1 January 2003 to the date of disposal was £38 million.

The group disposed of its equity interests in the Renee, Rochelle and Rubie fields on 10 March 2003 for a consideration
of £5 million. The book value of the assets and liabilities sold amotnted to £7 million and £2 million respectively, and no
profit was recognised by the group in relation to the disposal. The result of the group’s equity interest in the fields from

1 January 2003 to the date of disposal was £nil.
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24 Notes to the group cash flow statement 2008 o002
a) Recongiliation of group operating profit to operating cash flow €m £m
Continuing operations
Group operating profit 875 817
Amortisation of goodwill 144 102
Depreciation and impaimment 394 382
Shares issued to fund share incentive plan® 2 -
Amortisation of investments 5 7
Profit on sale of investments 8) (12)
Profit an sale of fixed assets 3) )
Provisions (150) (177
Change in working capital;
Stocks - f{increase)/decrease {10) 33
Debtors —increase (272) (542)
Creditors —increase® 316 134
34 {375)
Cash inflow from operating activities before exceptional payments:
Continuing operations 1,293 738
Payments refating to exceptional charges - (16)
Cash inflow frorm operating activities after exceptional payments 1,293 722
Discontinued operations
Operating loss (38) (54)
Amortisation of goodwill 11 14
Depreciation and impairment 11 8
Provisions {3) 16
Change in working capital:
Stocks — decrease/({increase) 4
Goldfish Bank debtors —increase® (256)
Goldfish Bank working capital facility - increase/{decrease)®™ 2M
Goldfish Bank customer accounts - (decrease)/increase (286)
Debtors—decrease -
Creditors — (decrease)/increase {15}
- (282) 11
Cash outflow from discontinued operations (301) {5)
Total cash inflow from operating activities after exceptional payments 892 717

() This represents the grant date market value of matching shares issued to employees during the year under the share
incantive plan (SIP), Further details of the SIP can be found on page 26 of the directors’ report.

(i) Included in 2002 was a reduction of £168 million from the acceleration of gas transportation payments, which
the group has the option to prepay.

(i) Sold as part of the disposal of the Goldfish credit card and loan business.

(iv) The Goldfish Bank working capital facility primarity financed the Goldfish credit card and loan balances. In accordance
with generally accepted practice for banking activities, movements on this working capital facility are included within
operating cash flow rather than financing. The repayment of this working capital facility of £701 million following the
disposal on 30 September 2003 is included in note 24e.

2003 2002
b) Returns on investments and servicing of finance £m £&m
Interest received 54 29
Interest paid (61) (42)
Interest elsment of finance lease rental payments 8 (12)

{15) (25)

Interest incomef(charges) on banking receivables and related working capital facilities are included within operating cash
flow in note 24a.

80 Centrica plc report 2003



24 Notes to the group cash flow statement continued

2003 2002
¢] Taxation paid £m Em
UK corporation tax paid {159) (196)
Overseas tax paid (24) -
Consortium tax relief received 2 4

(181) (192)

2003 2002
d) Capital expenditure and financial investment £ £m
Purchase of tangible fixed assets (323) (449)
Sale oftangible fixed assets 39 28
Loans to joint ventures repaid 2 19

(282) (402)

2003 2002
e) Disposals and acquisitions £m tm
Payments on acquisition of subsidiary undertakings and businesses @7 {1,107
Payrmenits on acquisition of joint ventures and associates (10} ()
Payments of deferred consideration (30) )]
Total cash payments {17 {1,181)
Cash acquired - 222
Overdraft acquired - (30
Receipts on disposal of Goldfish credit card and loan business 1,095 -
Repayment of Goldfish Bank working capital facility? {701} -
Proceeds from other disposals 15 54

292 ©35)

Cash consideration, net of cash and overdrafts acquired, at acquisition date rates of exchange, as included in note 23

totalled £82 million. The difference of £5 million to payments on acquisition of subsidiary undertakings and businesses is

due to repayments relating to prior year acquisitions as explained in note 10 ().

{ii Therepayment of the Goldfish Bank working capital facility includes £271 million in respect of amounts drawn down
during 2003. This movement is ingluded within the reconciliation of operating profit to operating cash flow.

o 2003 2002
f) Management of liguid resources £ £m
Net (purchase)/sale of current assetinvestments {669} 134

Liquid resources comprised short term deposits with banks which mature within one year of the date ofinception.
Current asset investments increased by £143 million in relation to discontinued operations relating to the investment of
sale proceeds.

2003 2002
g) Financing £m £m
Commercial paper: -~
Issued 204 308
Repaid {236) {381)
Capital slement of finance lease rentals {38) 32)
Bonds issued 17 221
Realised net foreign exchange (loss)/gain® (12) 57
Investrnent by equity and non-equity minority shareholders® 4 129
Issue of ordinary share capital™ 1 444
{13) 747

The net cash financing inflow in relation to discontinued operations was £46 million.

{i Where currency swap agreements are used to hadge overseas net investments, the realised net (losses)/gains are
recognised in financing cash flows.

(i) Includes capital contributions to Goldfish Bank of £12 million {2002: £21 million) and £46 million (2002: £108 million)
tfrom the disposal of 22.0% (2002: 58.1 %) of our holding in the Consumers' Waterheater Income Fund, net
of distributions paid to non-equity minority unitholders of £17 miltion (2002 £ni).

{ii Cash inflow from the issue of ordinary share capital is stated net of issue costs of £nil (2002: £6 million).
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Exchange
adjustments
(and ather
24 Notes to the group cash flow statement continued S Coshfiow mv::::ﬁ” R
h) Analysis of debt, net of cash and money market investments &m £m £m £m
Cash atbank and inhand . 28 (3) 9 34
Overdrafts (13) (27) (12) (52)
(30)
Bonds (714} a7 {20) (751}
Loan notes due within one year 3 1 - (2)
Obligations under finance leases (106} a7 - (69)
Other borrowings (237) 32 - (205)
53
Current asset investments® 320 669 3 892
Goldfish Bank working capital facility™ 430) 430 - -
{1,155} 1,122 {200 {53)
Qf which:
Net debit (excluding Goldfish Bank and non-recourse debt) {529) 692 - 163
Goldfish Bank working capital facility (430) 430 - -
Consumers’ Waterheater Income Fund (non-recourse) debt (196) - (20) (216)
(1,155) 1,122 (20} (53)

() Thisincluded an exchange loss on cash of £3 million (2002: loss £4 million).

(i} £143 million of the current asset investment cash flow related to discontinued operations.

(i) The Goldfish Bank working capital facllity was repaid on 30 September 2003 on disposal of the Goldfish credit card
and loan business.

25 Pensions

Substantially all of the group’s UK employees at 31 December 2003 were members of one of the four main schemes in the
group: the Centrica pension scheme (formerly the Centrica staff pension scheme), the Centrica engineers' pension
scheme, the Centrica management pension scheme and the AA staff pension scheme. These schemes are defined
benefit schernes and are subject to independent valuations atleast every thres years, on the basis of which the qualified
actuary certifies the rate of employers’ contributions which, together with the specified contributions payable by the
employees and proceeds from the schemes' assets, are expected to be sufficient to fund the benefits payable under

the schemes.

The Centrica unapproved pension scheme is an unfunded arrangement which provides benefits to certain employees
whose benefits under the main schemes would otherwise be limited by the eamings cap.

Independent actuarial valuations for SSAP 24 purposes at 31 March 2001 showed aggregate actuarial asset values and
those values relative to benefits due to members, {calculated on the basis of pensionable earnings and services on an
ongoing basis using the projected unit methad) as follows:

Asset valuss

Assat relativalo

values llabilities

tm %

Cenfrica pension scheme 713 105
Centrica engineers’ pension scheme 396 106
Centrica management pension scheme 254 15
AA staff pension scheme 676 117
The long term assumptions applied ta calculate group pension costs, 2008 2002
as agreed with the independent actuary, are set out below: % %
Rate of price inflation and pension increases 2.50 250
Annual rate of return oninvestments 6.70 6.70
Future increases in employee earnings 4.50 450
Dividend growth 3.75 3.75
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25 Pensions continued
The group's pension costs arising and the reconciliation to the

2009 2002
balance shest provision was as follows: em £m
Regular pension costs 105 95
Amortisation of surplus (21) (21)
84 74
Interest (10) (10)
Net pension costs 74 64
Contributions paid (124) {107)
Decrease in provision for pension costs {50) (43}
Pension provision at 1 January 55 o8
Pension provision at 31 December 5 55
AA post retirement private medical insurance® 24 21
Direct Energy Marketing Limited post retirement benefits® 1 1
Pensicn and other retirement benefits provision (note 18) 30 75

Other retirernent benefits

() Thegroup has a commitment to provide post retirement private medical insurance cover for certain AA current and
past employees. The triennial independent actuarial valuation undertaken at 31 December 2001, assuming a 2.5%
per annum real increase in premiums, disclosed a liability of £27 million. The provision under this scheme as
recognised under SSAR 24 was £24 million (2002: £21 million). The net cost to the group of retirement benefits under

this scheme was £3 million (2002: £3 million).

{ih The group has a commitment to provide certain pension and other post retirerment benefits to employees of
Direct Energy Marketing Limited (Canada). The Direct Energy Marketing Limited pension plan was established on
1 March 2002 and an independent actuarial valuation carried out on 7 May 2002, which disclosed a surplus in
respect of pension benefits of £6 million and a deficit in respect of non-pension post retirement benefits of £4 million,
resulting in a net surplus of £2 million. The provision under this scheme as recognised under SSAP 24 was £1 million
(2002: £1 million surplus). The net cost to the group of retirement benefits under this scheme was £2 million (2002:

£1 million).

The total net cost to the group of other retirement benefits on a SSAP 24 basis was £5 million (2002: £4 million).

Additiona) disclosures regarding the group’s defined benefit pension schemes, the unapproved pension arrangement
and the post retirement medical plan are required under the transitional provisions of FRS 17 Retirement Benefits.
The disclosures provide information which will be necessary for the fullimplementation of FRS 17 in due course.

The latest full actuarial valuations were carried out as at the following dates: the approved pension schemes at 31 March
2001, the unapproved pension scheme at 6 April 2002, the Direct Energy Marketing Limited pension plan at 7 May 2002
and the post retirerment medical liability at 31 December 2001. These have been updated to 31 December 2003 for the
purposes of meeting the requirements of FRS 17. Investments have been valued, for this purpose, at market value.

31Decembor 31 December 31 December

. . ) . 2063 2002 2001

The major assumptions used for the actuarial valuation were: % % %
Rate of increase in employee eamings 4.25 4.3 4.5
Rate of increase in pensions in payment and deferred pensions 2,75 2.3 25
Discount rate 5.50 5.75 5.8
Inflation assumption 275 23 25
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25 Pensions caontinued

The market value of the assets in the schemes, the present value of the liabilities in the schemes and the expected rate of

return at the balance sheet date were;

Expected rate Expected rate Expetied rata
of return of retum of retum
per annum Valuation per annurm Vatuatlon pet annum Valuation
2003 2003 2002 2002 200y 2001
31 December % £m % em % £m
Equities 84 1,859 8.4 1,503 8.0 1,759
Bonds 5.1 399 4.8 267 5.2 274
Property 71 68 6.9 62 71 60
Cash and other assets a8 33 4.0 50 4.5 100
Total fair value of assets 7.75 2,359 7.7 1,882 7.5 2193
Present value of schemes' liabilities (3,430} (2,713) (2,526}
Deficitinthe schemes {1,071) (831) (333)
Related deferred tax asset 321 249 100
Nat pension liability (750) {582} (233)

Under SSAP 24 the balance sheet on page 39 includes a provision of £30 million at 31 December 2003 (2002: £75 million).
Had FRS 17 been implemented in full at that date the net assets of the group would have been reduced by £720 million

(2002 £507 million), and the net charge for pension costs in the profit and loss account would have increased by

£71 million (2002: £47million) compared with that under SSAP 24, as set out below:;

Increase/
FRS 17 SSAP24 Ineraase FRS 17 SSAP24 {decraasa)
2003 2003 2003 2002 2002 2002
Forthe year ended 31 December £m m £m om £m £m
Amount charged to operating profit 138 79 59 133 68 65
Amount charged/(credited) to interest 12 - 12 (18) - (18)
Net charge to profit and foss account 150 79 K 115 68 47
. ) 2003 2002
Analysis of the amount that would have been charged to aperating profit under FRS 17 £n £m
Current service cost 135 131
Past service cost 3 2
2003 2002
Analysis of the amount that would have been {charged)/credited to interest under FRS 17 £m em
Expected return on pension scheme assets 149 170
Interest on pension scheme liabilities (161) (152)
Analysis of the actuarial loss that would have been recognised in the statement 2003 2002
of total recognised gains and losses £m £m
Actual return less expected return on pension scheme assets 208 {588)
Experience gains and losses arising on the scheme liabilities 3) {3)
Changes in assumptions underlying the present value of the scheme liabilities (419) 99
Actuarial loss to be recognised in the statement of total recognised gains and losses before
adjustment for tax (214) {492)
History of experience gains and losses 2003 2002
Difference between the expected and actual return on scheme assets:
Amount (Em) 208 (588)
Percentage of scheme assets 8.8% 31.2%
Experience gains and losses on scheme liabilities:
Amount (Em) (3 (3)
Percentage of the present value of scheme liabilittes 0.1% 0.1%
Total actuarial loss recognised in the statement of total recognised gains and losses:
Amount (£m) (214) (492)
Percentage of the present value of scheme liabilities 6.2% 18.1%
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25 Pensions continued 2003 2002

The movement in deficit during the year under FRS 17 would have been: £m om
Deficit in schemes at beginning of year (B31) (333)
Movements in the year to 31 December:
Current service cost (135) (131)
Past service cost {3) {2
Employer contributions 124 107
Interest {12) 18
Acquisition of surplus inyear - 2
Actuarial loss (214) {492)
Deficitin schemes at end of year {1,071) {B31)

26 Commitments and contingencies

a} Acquisitions

On 10 December 2002 the group reached agreement to acquire the retail gas and electricity supply business of the ATCO
Group in Alberta, Canada for consideration of approximately £52 million, payable over two vears.

The transaction is subject to the satisfaction of certain conditions.

b) Capital expenditure
At 31 December 2003, the group had placed contracts for capital expenditure amounting to £74 million (2002: £108 million)
of which £41 million relates to the investrent in customer relationship management infrastructure (2002: £72 million).

¢) Decommissioning costs

The company and its wholly owned subsidiary, Hydrocarbon Resources Limited, have agreed to provide security

to BG International Limited, which, as original licence holder for the Morecambe gas fields, wili have exposure to
decommissioning costs relating to the Morecambe gas fields should liabilities not be fully discharged by the group.

The security is to be provided when the estimated future net revenue stream from the Morecambe gas fields falls below
150% of the estimated cost of such decommissioning. The nature of the security may take a number of different forms and
will remain in force un’ess and until the costs of such decommissioning have been irrevocably discharged and the relevant
Bepartrment of Trade and Industry decommissioning notice in respect of the Marecambe gas fields has been revoked.

d) Lease commitments Land and buildings GCiher
At 31 December non-cancellable operating lease commitments 2003 2002 2003 2002
ofthe group for the following year were: tm £m tm £m
Expiring:
Within one year 7 4 9 1
Between aone and five years 13 7 36 24
After five years 48 38 k| 3
68 49 48 28

At 31 December 2003 there were £1 million of finance lease commitments for which inception occurs after 31 December 2003
{2002: Enil),

) Litigation
The group has a number of outstanding dispuies arising out of its normal activities, for which provisions have heen made,
where appropriate, in accordance with FRS12.

f) Guarantees and indemnities

The company has £915 million of bilateral credit facilities (2002: £1 billion). Hydrocarban Resources Limited and British
Gas Trading Limited have guaranteed, jointly and severally, to pay on demand any sum which the company does not pay
in accordance with the facility agreements.

The group and BG Group plc have agreed, subject to certain limitations, to indemnify each other against certain actual
and contingent liabilities associated with their respective businesses.

In relation to the sale and leaseback of the Morecambe gas field tangible fixed assets recorded in these financial
statements, the group has given guarantees amounting fo £60 miflion (2002: £82 miilion).

The group has given guarantees in connection with the finance lease obligations relating to Humber Power Limited
referred to in note 12. A fixed collateral payment amounting to £225 million (2002: £225 million) is required in the event of.
Centrica plc failing to retain at least one credit rating which is not on credit watch above the BBB+/Baa1 level, and further
coilateral of £75 miliion (2002: £75 militon) is required if the credit rating fafls further.
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26 Commitments and contingencies continued

Group companies have given guarantees and indemnities, subject to certain limitations, to various counterparties in
relation to wholesale energy trading and procurement activities, and to third parties in respect of gas production and
energy transportation liabilities.

In connection with their energy trading, transportation and upstream activities, certain group companies have entered
inta contracts under which they may be required to prepay or provide credit support or other collateral in the event of a
significant deterioration in credit worthiness. The extent of credit support is contingent upon the balance owing to the
third party at the point of deterioration.

Following the closure of the British Gas Enengy Centres Limited (Energy Centres) operations in July 1999, guarantees
have been signed on certain former Energy Centres’ properties as a result of reassignment of leases.

g) Gas purchase contracts

The groupis contracted to purchase 76 biltion therms of gas (2002: 65 billion therms}in Britain under long term contracts.
The significant increase on last year is largely due to the addition of a contract agreed in 2002 with Statoil to procure

17 billion therms aver 10 years from 1 July 2005. Last year this contract was notincluded in the numbers below as it was
conditional, however during 2003 it became unconditional. The gas contract commitments include several contracts with
prices linked to the market price for gas and legacy contracts at prices, mainiy determined by various baskets of indices
including oil prices and general inflation, which may exceed market gas prices from time to time.

The total volume of gas to be taken under these long term contracts depends upen a number of factors, including
the actual reserves of gas that are eventually determined to be extractable on an economic basis. Based upon the
minimum velume of gas that the group is contracted to pay forin any year, the profile of the contract commitments
is estimated as follows:

2003 2002

million mition

therms therms

Within five years 43,500 45,900
After five years 32,400 19,200
75,900 65,100

The directors do not consider it feasible to estimate reliably the actual future cost of committed gas purchase as the
group's weighted average cost of gas from these contracts is subject to a variety of indexation bases. The group's average
cost of gas fromits contracts with third parties for the year ended 31 December 2003 was 20.8 pence per therm (for the
year ended 31 December 2002: 19.6 pence per therm).

2003 2002
The commitment profile on this same basis is set out below: £m £m
Within one year 2,200 1,800
Between one and five years 6,800 7,000
After five years 6,700 3,800

15,700 12,700

Asreportad in 2002, the group entered into a contract with Gasunie to purchase an additional 27 billion therms over
10 years from 1 April 2005. This cantract remains conditional and is therefore not included in the numbers above.

h) Other
The group’s use of financial instruments is explained in the group financial review on pages 15 to 17 and innote 28.
27 Related party transactions 2003 2002
a}Joint ventures and associates £m £m
Sales for the year ended 31 December:
Humber Power Limited® 4 -
Motorfile Limited 2 -
Centrica Perspnal Finance Limited 1 -

Purchases for the year ended 31 December:

Accuread Limited 34 17

Humber Power Limitad® 75 74

ACTA SA (an associate) 2 -
Loans receivable outstanding as at 31 December:

Centrica Personal Finance Limited - 2
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27 Related party transactions continued
All other transactions with joint ventures and associates were not material to the group.
() The group had a creditor balance at 31 Dacember 2003 with Humber Power Limited of £8 million (2002: £6 million).

b) Pension schemes
In 2003 the group incurred £2 million {2002: £2 million) of administrative costs relating to group pension schemes.

¢) Transactions with directors
At 31 December 2003 the amount outstanding in respect of credit cards made available by the cormpany to directors was £479,

d) Cther

On 30 September 2003 the Goldfish credit card and loan business was sold to Lloyds TSB Bank plc. Detalils of the assets
and liabillties disposed of are included in Note 23. Lloyds TSB Bank plc who have a 30% economic interest in Goldfish
Bank made available a working capital facility of 2850 million to Goldfish Bank. The facility was repaid and cancelled on

30 September 2003.

The group entered into several derivative transactions with Lloyds TSB Bank plc during the year to hedge against interest
rate fluctuations on Goldfish Bank's activities. Other activity with Lloyds TSB Bank plc included interest receivable of £nil,
interest payable of £9 million and charges of £6 million, of which £nil has been capitalised (2002: £27 million, £17 million
and £6 million respectively). Balances with Lioyds TSB Bank plc at 31 December 2003 included £40 million in short term
investments (2002: £nil).

28 Financial instruments

The group’s use of financial ingtruments is explained under the heading financial risk management in the group financiat
review on pages 150 17. The related accounting policies are explained in note 1. As permitted within FRS 13, the
disclosures set out below in 28a and 28¢ through 28g exclude short term debtors and creditors. Additional information
on Goldfish Bank interest rate sensitivities is provided in note 28h below.

a} Interest rate risk profile of financial instruments

Financial assets 2008

The interest rate risk profile of the group’s financial US  Caradian
assets at 31 December was as follows: dollar dollar Steriing Total
Floating interest rate (Em} 15 12 982 1,009
Fixed interest rate (£m) - 53 5i 58'
No interest receivable (Em)® - 1 12 13
Total financial assets (Em) 15 €6 999 1,080
Weighted average fixed interest rate (34) - 15 4 14
Weighted average period for which rate is fixed (months) - 43 62 a4
Weighted average period for which no interest is receivable (months) - 48 - 48
2002

us Canadian
dolfar collar Sterling Todal
Floating interest rate (£m) 10 9 331 350
Fixed intarest rate (Emj - 44 5 43
No interest receivable (£m)? - - 5 5
Total financial assets (£m) i0 53 34 404
\Weightad average fixed interest rate (36) - 15 6.5 14.1
Weighted average period for which rate is fixed (months} - 38 58 40

Weighted average pericd for which no interest is receivable {months) - - - -
With the exception of uncleared items, floating rate financial assets attract interest rates mainly based upon LIBOR for

periods of one year or less.
() Financial assets onwhich no interest is paid relate to unit trust investments, for which no maturity date is specified.
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28 Financial instruments continuec
Financial liabilities

After taking into account forward foreign currency 2003

swaps, the interest rate profite of the group's us Canadian

financial liabilities at 31 December was as follows: dollar dallar Sterting Total

Floating interest rate {Em} (274) {3) {433} {710}
Fixed interest rate {Em) - (217} (271) (488)
No interest payable (£m)? - (164) (32) (196)
Total financial liabilities (Em) {274) (384) (736) (1,394)
Weighted average fixed interest rate (%) - 5.0 5.8 5.4

Weighted average period for which rate is fixed (months) - 13 85 106

Weighted average period for which no interest is payable (months) - - 58 58

2002
us Canodian
dotlar dollar Sterting Tatal

Floating interest rate (Em) (80) (196) 973 (1,249
Fixed interest rate (Em) - @ (288) (290)
No interest payable (£m)® - (108) (33} {141)
Total financial liabitities (£mj} (80} (306} (1,294} {1,680}
Weighted average fixed interest rate (%) - 6.5 6.0 6.0

Weighted average period for which rate is fixed {months) - 28 101 100

Weighted average period for which no interest is payable {months) - - 62 62

Floating rate financial liabilities bear interest at rates based upon LIBOR for periods of one dayto six months.

() Financial liabilities on which no interest is paid include £164 million (2002: £108 million) relating to nen-squity minerity
interests. Non-equity minority interests relate to the 80.1% (2002: 58.1%) economic interest in the Consumers’
Waterheater Income Fund, represented by units listed on the Toronto Stock Exchange, for which no maturity
date is specified.

b} Currency risk

Sterling, Canadian and US dollars were the functional currencies for all material operations in 2003 and 2002, There

ware no material monetary assets and liabilities in currencies other than these functional currencies, except for £19 million
of monetary assets denominated in euros (2002: £9 million). The euro assets represent short term cash flow timing
differences and margin requirements on European gas trading activities.

2003 2002

c) Maturity of financial liabilities Cther Total Other Total
The maturity profile of the group's financial Borowings Ny leemiey  Bomowngs pardal e
liabilities at 31 December was as follows: £m £m £m m £m £m
In ane year or less, ar on demand 298 65 363 721 13 734
I mere than ong year but not more than two ysars 155 24 179 39 1 40
In more than twa years but not more than five years - 43 43 349 36 385
In more than five years 632 19 651 40 19 420
Non-eguity minority interests® - 164 164 - 108 108
1,085 315 1,400 1,510 177 1,687

The maturity profile of borrowings includes £541 million (2002: £525 million) of sterling bonds stated at face value.
As disclosed in note 16, these bonds are stated in the group balance sheet net of £6 million {2002: £7 million) of
issuance discount.

() As noted above, no maturity date is specified for non-equity minority interests.
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28 Financial instruments continued

d) Borrowing facilities

At 31 December 2003, the group had undrawn committed bank borrowing facilities of £915 miflion (2002: £1 billion).
Of these facilities, 50% mature during 2004, and the remainder in 2006.

In addition the group has access to a number of uncommitted facilities.

The principal debt facilities in use by the group at 31 December 2003 were uncommitted and consisted of a US commercial
paper programme of US$2 billion (2002: U$$2 billion) and a euro medium term note (EMTN) programme of US$2 billion
(2002: US$2 billion). At 31 December 2003, US$369 million (£205 million) had been issued under the commercial paper
programme (2002: US$374 million (£237 million)) and bonds totalling £541 million (2002: £525 million) had been issued
under the EMTN programme. All the commercial paper issued was held in US dollars to hedge the group's net
investments in North America. In relation to the bonds, 23% mature between one and two years and 77% mature after
five years.

Prior to the disposal of its credit card and loan business, Goldfish Bank had an £850 million (2002: £850 million) borrowing
facility from Lloyds TSB Bank plc. The amount outstanding on the facility at 30 September 2003 of £701 million was repaid
onthat date.

e) Fair values of financial assets and liabilities 2003 2002
The following table shows the book and fair values of the Bogkvalie Farvaive  Bookvalus Falrvalua
group’s financial instruments at 31 December: £m £m £m £m

Primary financial instruments held or issued
to finance the group’s operations:

Cash at bark and in hand and curent asset investments® 1,026 1,028 348 348
Loan to Centrica Personal Finance Limited - - 2 2
Long term trade debtors® . 5 53 44 44
Other financial assets 1 1 10 10
1,080 1,080 404 404

Bank loans and overdrafts? (52) (52) (13) (13)
Commercial paper® {205) {205) (237) (237)
Goldfish Bank working capital facility - - (430) (430)
Bondsf (751) (778) 714 (744)
Finance lease borrowings™ (69) (72) (108) (111)
Loan notes® 2 2) (3) &)
Cther financial liabilities® (151) {151) (69) {69)
(1,230)  (1,260) (1,572)  (1,607)

Non-equity minority interests™ (164) {230) {108) {119)

(1,394) {1,480} (1,680 {1,726)

Derivative financial instruments held o manage the group’s

currency, interest rate profile and enengy price exposures:
Forward foreign currency contracts®, interest rate swaps and
forward rate agreements™ 9 {10) 45 30
Energy derivatives™ 12 a0 11 a3

Derivative financial instruments held for tradling:

Energy derivatives™ 10 10 (17 (1N

) Due to the nature and/or short maturity of these financial instruments, book values approximated fair values.

(i Fair values have been determined by reference to closing exchange rates at 31 December.

{ii) Prior yearamounts include C$500 miflion (£196 million) Canadian dollar bonds previously classified as loan notes,

(iv) The fair values of energy derivatives are calculated as the product of the volumne and the difference between their strike
or traded price and the corresponding market prices. The market price Is based upon the corresponding closing price
of that market. Where thers is no organised market and/or the market is illiquid, the market price is based upon
management estimates, taking into consideration all relevant current market and economic factors. Energy derivatives
held for trading includes both physical and financial energy contracts entered into for trading purposes. Prior year
amounts have been restated to include the fair value of physical energy trading contracts as explained in note 28f,

{v) Thefair values of these financial instruments are based upon discounted cash flows, using discountrates based upon
the group's cost of borrowing.

(vi) Fair values have been determined by reference to closing prices at 31 December.
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28 Financial instruments continued

1) Gains and losses on financial instruments held for trading

The group engages in swaps, futures, forwards and options in gas, electricity and weather, for trading purposes. Financial
and physical trading positions are marked to market using externally derived market prices and any gain or loss arising is
recognised in the profit and loss account. This is not in accordance with the general provisions of Scheduie 4 of the
Companies Act 1985, which requires that these contracts be stated at the lower of cost and net realisable value or that, if
revalued, any revaluation difference be taken to a revaluation reserve. However, the directors consider these requirements
would fail to provide a true and fair view since the marketability of energy trading contracts enables decisions to be taken
continually whether to hold or seli them. Accordingly the measure of profit in any period is properly made by reference to
rnarket values. The effect of this departure from the historical cost convention on the financial statements for the yearis an
increase in profit for the year amounting to £5 million (2002: £7 million) and an increase in net assets at 31 December 2003
of £14 million (2002: £9 million}.

Energy derivatives held for trading include both physical and financial energy contracts entered into for trading purposes.
Prior year amounts in note 28e have been restated to include the fair value of physical energy trading contracts amounting
to a net liability of £22 mitlion. The net gain from trading in energy derivatives included in the profit and loss account for

the year ended 31 December 2003 is £17 million {2002: £nil). The fair value of financial assets and financial iabilities held
for trading purposes at 31 December 2003 amounted to £125 million and £115 million respectively (2002: £94 million
financial assets and £111 million financial liabilities), The average fair value of instruments held during the year ended

31 December 2003 did not materially differ from the year end position.

g) Gains and losses on hedges

The group uses financial instruments to hedge its currency, interast, energy price and weather exposures.

Changes in the fair value of these derivatives used are not recognised in the financial statements until the hedged
position itself is recorded therein. Unrecognised and deferred gains and losses on hedges arose as analysed below:

Unrecognised Deferred

Tota net Tokal net

Galns Logses  paina/fiosses) Galng Losses  gans/{losses)

fm £m em £m om tm

At 1 January 2003 116 (49) 67 62 (6) 56
Arising in previous years that were recognised in 2003 (90) 24 (66) {44) 6 (38)
Arising in previous years that were notrecognised in 2003 26 (25) 1 18 - 18
Arising in 2003 118 (60 58 6 @) 3
At 31 December 2003 144 (85) 58 24 {31 21

Of which:

Expected to be recognised in 2004 87 {32) 55 22 (3) 19
Expected to be recognised in 2005 or later 57 53) 4 2 - 2

h) Additional disclosures for Goldfish Bank

Prior to 30 September 2003, the three core products of Goldfish Bank were the Goldfish credit card, loans and savings
accounts. On 30 September 2003 Goldfish Bank sold its credit card and loan business to Lioyds TSB Bank plc and on the
same day repaid the balance on the working capital facility, with the surplus cash invested in short term deposits.

Since that date, the company has wound down its savings product balances, and at 31 December 2003 transferred

the small residual balances on these accounts to a trust managed by Barclays Bank ple, Goldfish Bank ceased trading
on 31 December 2003 and ended all regulated business at that point.

Goldfish Bank did not hold any derivatives at 31 December 2003. All derfvatives previousty held were used to hedge
interest rate risk. Goldfish Bank did not hold any derivatives for trading. At 31 Decembar 2003 Goldfish Bank held short
term deposits amounting to £143 million, with a maturity date of na more than three months, and other non-interest
bearing assets of £15 million. :

For the comparative period, an analysis of derivatives, interest rate sensitivity gap analysis and fair value of non-trading
financial instruments held is provided opposite:
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28 Financial instronents  continued

Deriatigs

The maturity of the notional amounts and replacement cost of non-trading financial instruments, all entered into with Lloyds
TSB Bank ple at 31 December 2002 were as follows:

Batwsen gne
Ono year or less and fiveyears Qver five years Total
Notional  Replaceman Netinal  Replacemant Notional  Repfacement MNationzl  Replacemem
princlpal cost principal cosl principal cost principal cost
Interest rate related contracts tm £m £m £m om om tm £m
31 December 2002 52 - 236 - - - 288 -

Interest rate sensitiibgap analgis
The tables below summarise the repricing mismatches of Goldfish Bank's non-trading assets and liabilities. ltems are
allocated to time bands by reference to the earlier of the next contractual interest rate repricing date and the maturity date.

Mora than More than Mgre than
threa months six months oneysar
Not but net but not but not Nor-
mors then mora than mors tharn morgthan Mora than interest
three months shx months one year fiva years five years bearing Total
31 December 2002 om £m £m £m tm £m £m
Loans and advances to customers 759 1 1 10 - - 771
Other assets - - - - - 271 271
Customer deposits? (286) - - - - - (286)
Goldfish Bank working capital facility (344) (86) - - - - (430)
Other liabilities and shareholders’ funds - - - - - (328) (326)
Interest rate swaps (off balance sheet) 288 - (52) (236} - - -
Interest rate sensitivity gap 417 (85) (51 (226) - 55) -
Cumulative gap 417 332 281 55 55 - -

() Repayable ondemand.

Fair gla of non-trading instrments
At 31 December 2002 the notional principal amounts, fair values and book values of non-trading instruments entered into
with third parties were as follows:

Notonal Year end Yaar ond Year end Yaar and
principal pasitive positive nedative nagative
amount fair valua book value {air vatue book value
Interest rate swaps o Em £m £m £m
31 December 2002 288 - - 4 -

28 Postbalance sheet eents

On 19 January 2004 the group announced ithad reached agreements with Chevron Texaco to acquire 2 33.33% interest in
the UK side of the Statfjord oll and gas field (the Statfjord field is located in both UK and Norwegian waters) and a 50%
interest in the Orwell gas field (located in the Southern North Seal) for total consideration, including the value of associated
tax allowances, of £60.7 million. The acquisitions wili add approximately 280 million therms of gas and nine million barrels
of oil to the group's portfolio, with a further developmant option.
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30 Principal underlakings Countryof hﬂm}m
31 December 2003% incomoration andnetassets Principal activity
Subsidiary undertakings
AA Corporation Limited England 100 Holding company and roadside
services in Eire
AA Reinsurance Company (Guernsey) Limited Guernsey 100 insurance services
Accord Enargy Limited England 100 Wholesale energy trading
Automobile Association Developments Limited England 100 Roadside and financial services
Automobile Association Insurance Services Limited England 100 Financial services
Aiutomobile Association Underwriting Services Limited  England 100 Roadside and financial sarvices
British Gas Services Limited England 100 Servicing and installation of gas
heating systems
British Gas Trading Limited England 100 Energy supply
Centrica America Limited England 100 Holding company
Centrica Barry Limited England 100 Power generation
Centrica Canada Limited Canada 100 Holding company and gas production
Centrica Energia SL Spain 100 Energy supply
Centrica Insurance Company Limited Isle of Man 100 Insurance services
Centrica KL Limited Engiand 100 Power generation
Centrica Overseas Holdings Limited England 100 Holding company
Cantrica PB Limited England 100 Power generation
Centrica Resources Limitad England 100 Gas and cil production
Centrica Risk Limited Eire 100 Non-life insurance
Centrica RPS Limited England 100 Power generation
Centrica Storage Holdings Limited England 100 Gas storage
Centrica Telecommunications Limited England 100 Telecommunications
CPL Retail Energy LP UsA 100 Energy supply
DER Development Nos. 1-10 Limited (Alberta) Canada 100 Gas production
Direct Energy LP USA 100 Energy supply
Direct Energy Marketing Limited Canada 100 Energy supply
Dirgct Energy Services Inc. Canada 100 Home services
Energy AmericaLLC USA 100 Energy supply
Electricity Direct {UK) Limited England 100 Energy supply
GB Gas Holdings Limited England 100 Holding company
Hydrocarbon Resources Limited England 100 Gas production
Regional Power Generators Limited Engtand 100 Power generation
The Automobile Association Limited Jersey 100 Roadside services
Volkswagen Assistance Limited England 100 Roadside assistance
WTU Retail Energy LP USA 100 Energy supply
Joint ventures
AccuRead Limited England 49 Meter reading
Automobile Association Financial Services™ England 50 Financial services
Barrow Offshore Wind Limited™ England 25 Wind farm construction
Centrica Persanal Finance Limited England 50 Financial services
Hurmber Power Limited England 60 Power generation
Luminus NV Belgium 50 Energy supply
Motorfile Limited™ England 50 Used car data checking

{} All principal undertakings are indirectly held by the company, except for GB Gas Holdings Limited, which is a direct

subsidiary undertaking.

(it Autornobile Association Financial Services is unincorporated and its principal place of business is Capital House,

Queen's Park Road, Handbridge, Chester CH88 3AN.
(i) Barrow Offshore Wind Limited is a joint venture with DONG AS (37.5%) and Statkraft Energy Europe (37.5%).
{v) Motorfile Limited is a joint venture with Experian Limited and has a 31 March year end.
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31 Summary financiat information for the Consumers’ Waterheater Income Fund (the Fundj

The Consumers' Waterheater Income Fund is consolidated as a quasi-subsidiary in accordance with FRS 5 Reporting the
Substance of Transactions. Surmmary financial information is provided below, showing each main heading in the primary
statements for which there is a material item included within the group’s accounts, as prepared under UK generalty
accepted accounting practices.

a) Profit and loss account 2003

2002
Period ending 31 December £m £m
Turnover 60 3
Profit before tax 17 2
Distribution to unit holders {(23) (2
There are no other recognised gains and losses occurring in either the current or prior peried.

b) Balance sheet 2003 2002
31 December £m £m
Tangible fixed assets 190 182

Net current assets 9 4

Creditors (amounts falling due after more than one year)? (216) (196)
Provisions for liabilities and charges (46) {42)
Net liabilities (63) (52)
¢) Cash flow statement 2003 2002
Period ending 31 December £m £m
Cash inflow from operating activities 45 3
Returns on investments and servicing of finance 6 -
Capital expenditure and financial investment @1 -

Acquisitions - (294)
Financing - 303

Distributions to unit holders (23) 0]
{Decrease)/increase in net cash {5) 11

The Fund commenced operating on 17 December 2002. At 31 December 2003 Centrica held a 19.9% interestin the Fund
(2002: 41.9%), through its wholly owned subsidiary, Enbridge Services Inc, which holds 100% of the Class B
exchangeable units in Waterheater Holding Limited Partnership, a subsidiary of the Fund. Class B Exchangeable Units
attract comparable voting rights to Units of the Fund and are exchangeabla into Class A Units of the Fund.

Class A units of the Fund are traded on the Toronto Stock Exchange and represent the minority interest included in the
group finangial statements. The Fund’s full financial statements are prepared in accordance with generally accepted
accounting practices in Canada, and accordingly there are differences hetween the Fund’s financial statements and the
amounts included within the financial staterments of the Centrica group.

{} Creditors (amounts falling due after more than one year} comprise C$500 million of bands issued by the Consumers'
Waterheater Income Trust, a wholly ownead subsidiary of the Fund. These bonds carry interest at a fixed rateand an
expected final repayment date of between 11 and 13 years. The issuer, guarantor and holders of this debt have
acknowtedged in writing that the notes do not represent obligations (as to principal or interest) of any person other
thanthe issuer and each of the guarantors. Accordingly there is no recourse to the group.
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Company balance sheet

. Company balance sheet

2003 2002
31 December Notes €m £m
Fixed assets
Tangible assets 32 77 61
Investments:
Subsidiary undertakings 222 1,023
Other investments 17 22
33 239 1,045
316 1,106
Current assets
Debtors {amounts falling due within one year) 34 5,116 3,431
Debtors (amounts falling due after more than one year) 34 6 309
5,122 3,740
Current asset investments 35 655 147
Cash at bank andin hand 24 316
5,801 4,203
Creditors (amounts falling due within one year)
Borrowings 36 {205) (237)
Creditors 37 {3,663)| {2,484)
(3,868) (2,721)
Net current assets 1,933 1,482
Totat assets less current liahilities 2,249 2,588
Creditors (amounts falling due after more than one year)
Borrowings 356 (535) (518}
Creditors 37 (73)
(608) {723)
Provisions for liabilities and charges 38 {31) {33)
. Met assels 1,610 1,832
Capital and reserves — equity interests
Called up share capital 19 237 236
Share premium account 39 549 537
Profit and loss account 38 824 1,059
Shareholders’ funds 40 1,610 1,832

The financial staterments were approved by the board of directors ort 12 February 2004 and were signed on its behalf by:

o= Tk pitto.

Sir Michael Perry cee Phil Bentley
Chairman Group finance director

The notes on pages 7510 77 form part of thess financial statements, along with the accounting policies (note 1) and note 19.
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Notes to the company balance sheet

Plant,
equipment
and vehicies
32 Tangible fixed assets £m
Cost
1 January 2003 102
Additions 29
Disposals 27)
31 December 2003 104
Depreciation and amortisation .
1 January 2003 41
Charge for the year 13
Disposals (27)
31 December 2003 27
Net book value
31 December 2003 77
31 December 2002 61

No assets were held under finance leases (2002: £nil).
Amounts capitalised in respect of customer relationship management infrastructure included within tangible fixed assets
at 31 December 2003 were £29 million (2002: £26 million),

Investments In subsidiaries”

Shares Loans Own shares™™ Total
33 Fixed asset investmants om £m £m £m
Cost
1 January 2003 222 801 51 1,074
Additions 548 232 - 780
Disposals (548) (862) (6) (1,416)
Transfers - (224) - (224)
Exchange adjustments - 53 - 53
31 December 2003 222 - 45 267
Amounts written off
1 January 2003 - - 29) (29)
Amortisation under long term incentive schemes - - (L)) 5
Disposals - - 6 6
31 December 2003 - - (28) (28)
Net book value
31 December 2003 222 - 17 238
31 December 2002 222 801 22 1,045

(i) Investments comprise £222 million (2002: £1,023 million) of investments in subsidiary undertakings, being shares in
subsidiaries of £222 million (2002: £222 million) and loans of £nil (2002: £801 miflion), and own shares at cost of
£45 million (2002: £51million) to the Centrica employees share trust. During the year the group restructured several of
its holding companies. As a result a number of outstanding loans were repaid, share capital was issued by certain
subsidiaries and the company’s investment in these subsidiaries was subsequently transferred to other group
companies at nil loss or gain.

{il The Centrica employees share trust held 21 million (2002: 27 million) ordinary shares In the company. This represented
0.50% of the called up ordinary share capital (2002: 0.64%}), which had a market value at 31 December 2003 of
£45 million and anominal vaiue of £1 million {2002; £47 million and £2 million respectively). During the year 6 million
shares {2002: 12 million) were transferred from the trust with respect to awards held by employees of the company and
its subsidiaries.

(i) £17 million of the amortisation canied forward for the Centrica employees share trust has not been charged through
the profit and loss account, but is included in amounts owed by group undertakings in note 34, as it reflects amounts
recoverable from subsidiaries for awards due to their smployees. At 31 December 2002, the amount owed by
group undertakings relating to amonrtisation was £18 million, of which £3 million was due after more than one year.

The aperation of the long term incentive scheme is described more fully in the remuneration report on pages 30and 31.
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Notes to the company balance sheet continued

2002 2002
Within Aftor Within Atter

ona year one year oheyear one year

34 Debtors £m £m £m Em
Amounts owed by group undertakings® 5,088 6 3,360 309
Other debtors 17 - 55 -
Prepayrmants and other accrued income 9 - 16 -
Corporation tax 2 - - -
5,116 6 3,431 309

(1 Atotal of £17 million {2002: £18 million) was included, relating to the accumulated cost of shares expected 1o be
released to employees of subsidiaries under the long term incentive scheme.

2003 2002
35 Current asset investments £m £m
Money market investments 655 147

£17 million (2002: £10 million) of money market investments were held by the Law Debenture Trust, on behalf of the
company, as security in respect of the Centrica unapproved pension scheme, as described in note 25.

2003 2002
36 Borrowings mowar  awyowr  oreyew  onoves
Amounts falling due £m £m £m £m
Sterling bonds? - 535 - 518
Commercial paper 205 - 237 -

205 535 237 518

(i Sterling bonds are repayable as follows: between one and two years £125 million (2002: £nif); between two and five
vears Enil (2002: £125 million); and after five years £416 million (2002: £400 million}. The bonds bear interest at fixed
rates between 5.375% and 5.875% (2002: 5.375% and 5.875%). The bonds have a face value of £541 million
(2002: £525 million) and are stated net of £6 million (2002: £7 million) of issuance discount.

2003 002
37 Other creditors Within After Within After
Amounts falling due o ﬁ R mv; e
Trade creditors 12 - 28 -
Amounts owed to group undertakings 3,403 73 2,239 205
Taxation and social security 3 - 16 -
Accruals and deferred income 88 - 21 -
Dividend payable 157 - 110 -
3,663 73 2,484 205

Profit
1 Iapuary and loss Utllised 31 December
2003 charga in thayear 2003
38 Provisions for liabilities and charges £m em £m £m
Pension costs” 9 6 (10 5
Other™ 24 14 (12) 26
33 20 22) a1

Potential unrecognised deferred corporation tax assets amounted to £19million (2002: £29 million).

(i} The pension cost provision includes the difference between charges to the profit and loss account and the
contiibutions paid to the pension schemes in respect of retirerment pensions and other related benefits,

(i) Other provisions principally represents estimated liabilities for restructuring, outstanding litigation and National
Insurance in respect of long term incentive scheme fiabilities. The National Insurance provision was based on a share
price of 211 pence at 31 December 2003 (2002; 171 pence).
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Share Profit

fremium andloss
account account? Total
39 Reserves £m tm £m
1 January 2003 537 1,059 1,596
Retained loss for the year® - (238 (238)
Shares to be issued under long term incentive scheme™ - 3 3
Issue of ordinary share capital {note 19) i2 - 12
31 December 2003 549 824 1,373

) As permitted by section 230(3) of the Companies Act 1985, no profit and loss account is presented. The company's

loss for the financial year was £9 million (2002; £28 million).

(i) The company intends to fund certain of its long term incentive schemes through the issue of new shares when these
schemes vast. The amount shown represaents the expected value of the shares to be issued using the market price

at the date allocations were granted.

(i) Exchange losses of £53 million (2002: £84 million gain} on foreign currency borrowings have been offset in reserves
against exchange gains of £53 million (2002: £90 million loss), on the cost of investrnents in overseas undertakings.

2003 2002
40 Movements in shareholders’ funds £m £m
1January 1,832 1,548
Loss atfributable to the company 9 (28)
Dividends (229) (172)
Exchange translation differences - {6)
Issue of shares net of issue costs 13, 488
Shares to be Issued under long term incentive scheme 3 2
Net movement in shareholders’ funds for the financial year {222) 284
31December 1,610 1,832

41 Commitments and contingencies
a) Capital expenditure

At 31 Dacember 2003, the company had placed contracts for capital expenditurs amounting to £10 million (2062: £5 million).

b) Lease commitments

At 31 December 2003, there were £1 million of land and building and £6 million of computer lease commitments in relation

to non-canceliable operating leases for the company {2002: £1 million and £7 million respectively). The company has

guaranteed operating commitments of a subsidiary undertaking at 31 December 2003 of €10 million {2002: £8 million)

inrespect of land and buildings.

c) Guarantees and indemnities
Refer to note 26(f).
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Gas and liquids reserves (unaudited)

The group has estimated proven and probable gas and liguid reserves in the UK and North America. Estimates are made

bymanagement.

The principal fislds in the UK are South Morecambe, North Morecamibe, Galleon and the Rough field associated with

Centrica Storage. The principal fields in North America are Medicine Hat and Entice.

Estimated net proven and probable reserves of gas {(billion cubic leet) UK NﬂNa:g Total
1 January 2003 2,442 404 2,846
Revisicns of previous estimates? 193 (17) 176
Purchases of reserves in place 12 - 12
Producticn (382) (36) (418)
Sales of reserves in place {5) - (5)
31 December 2003 2,260 351 2,611

(1 Includes 188 billion cubic feet in refation to the Rough field associated with Centrica Storage.,

North

Estimated net proven and probable reserves of liquids (miltion barrels) UK America Tolal

1 January 2003 3 4 7

Revisions of previous estimates 3 (1) 2

Purchases of reserves in place 3 - 3

Production (1) - (1)
31 December 2003 8 3 11

Liquid reserves includes condensate, propane, butane and oil,
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Five year summary

. Resuits 1899 2000 2001 2002 2003

Year ended 31 December £m £m &m £m £m
Turnover 7.217 9,933 12,611 14,345 17,931

Operating profit before goodwill amortisation and exceptionat
charges, including share of joint ventures and associates:

British Gas residential 164 . (48) 244 206
Centrica Business Services 36 44 65 |
Centrica Energy Management Group 308 573 519 561
Centrica Storage 1 40
476 508 571 829 - 858
The AA 3 19 72 73 03
Goldfish Bank? {14) (15) (32) (40) 27
One.Tel 4 2 4
Centrica North America 8 &8 63 130
Other operations 41) 6 (4) 5 -
424 526 679 932 1,058
Exceptional items (1386} (14} {80) (35) {53}
Goodwill amortisation (13} (60) (88) (123) (161)
Profit attributable to the group 182 335 323 478 ‘E00
Pance Penca Pance Pence Pence
Earnings per ordinary share 4.3 8.4 8.1 114 11.8
Adjusted earnings per ordinary share® 7.9 10.2 12.1 152 16.8
Cashflows 1099 2000 2001 2002 2003
Year ended 31 December £m £m £m £m £m
Cashinflow from operating activities before exceptional payments 1,453 1,139 869 733 992
Exceptional payments (135) 7€) (44) (16) =
Disposals and acquisitions (1,162) (590) (607) (935) . 292
Cash (outflow)/inflow before use of liquid resources and financing  (680) 55 {342) @18y 852
Assets and liabilities 1999 2000 2001 2002 2003
as at 31 December £m am £m Em &
Intangible fixed assets 992 1,309 1,524 1,813 1,614
Tangible fixed assets and fixed asset investments 1,813 1,993 2,225 2,865 2,844
Net current {liabilities)/assets (346) {469) (397 (108) 241
Long term creditors and provisions {1,592 (1.535) (1,816} {2,168} (1,945)
Net assets 867 1,298 1,536 2,402 2,754
Debt, net of cash and money market investments:
Net (debt)/cash {excluding Goldfish Bank and non-recoursedebt)  (127) (117) (433) (529) 163
Goldfish Bank working capital facility (810) (430} -
Consumers' Waterheater Income Fund (non-recourse) debt (196} (216)
(127) (117 (1,043) {1,155) (53)

The analysis between British Gas residential, Centrica Business Services and Centrica Energy Management Group is not
available for 1999.

Prior years have been restated for changes in accourting policies. 1999 was restated on implementation of FRS 12
Provisions, contingent liabilities and contingent assets in 1999. Onimplementation in 2001 of FRS 19 Deferred Tax
and mark to market accounting for energy trading derivative financial instruments, values for 2000 were restated
bt not those for 1999,

i Discontinued in 2003.
(i} Adjusted earnings per share exclude goodwill amortisation and exceptional charges.
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Information for shareholders

Financial calendar

Ex-dividend date for 2003 final dividend 28 April 2004
Record date for 2003 final dividend 30 April 2004
Annual general meeting,

Queen Elizabeth |l Conference Centre

London SW1 10 May 2004
Final dividend payment date 16 June 2004
2004 interim results announced 29 July 2004
Interim dividend payment date 10 November 2004

Centrica shareholder helpiine

Centrica’s shareholder register is maintained by Lloyds
TSB Registrars who are responsible for making dividend
payments and updating the register, including details of
changes to shareholders® addresses and purchases or
sales of Centrica shares. If you have a question about your
shareholding in Centrica, you should contact:

Centrica shareholder helpline: 0870 600 3985
Text phone: 0870 600 3950

Write to: Lloyds TSB Registrars

The Causeway, Worthing,

West Sussex BNS9 6DA

Frequent shareholder enquiries

If you change your address

Please notify Lioyds TSB Registrars in writing. If shares
are held injoint names, the notification must be signed

by the first-named shareholder. A formis also available
on our website,

If you change your name

Please notify Lioyds TSB Registrars in writing and enclose
acopy of any marriage certificate or change of name deed
as evidence.

Lost Centrica share certificate

If your share certificate is lost or stolen, you should call

the Centrica shareholder helpling immediately. A letter of
indemnity will be sent to you to sign. Lloyds TSB Registrars
will charge for this service.

Duptlicate shareholder accounts

Sharehoiders who receive more than one copy of Centrica
communications may have shares registered inadvertently
in at least two accounts. This happens when the registration
details of separate transactions differ slightly. If you wish to
consglidate these accounts, call the Centrica shareholder
helpline to request an account combination form. The form
is also available on our website.

Buying and selling sharesin the UK

If you wish to trade in Centrica shares, you will need to
use a stockbroker or high street bank which trades on
the London Stock Exchange. There are many telephone
and online services available. f you are selling, you will
need to present your share certificate at the time of sale.

Transferring Centrica shares

Transferring shares to someone else requires the
completion of a stock transfer form. This form, and details
of the procedure you need to follow, are available from the
Centrica shargholder helpline. Stamp duty is not normally
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payable if the transfer is to a relative or if there is no money
being paid in exchange for the shares.

Direct dividend payments

Dividends can be paid automatically into your bank

or building society account. This service has a number

of benefits:

» there is no chance of the dividend cheque going missing
in the post;

* the dividend payment is received more quickly as the
cash is paid directly into the account on the payment
date without the need to pay in the cheque and wait
for it to clear; and

« asingle consolidated tax voucher is issued at the end of
each tax year, in March, in time for your self-assessment
tax return,

Having your dividends paid in this way also helps Centrica
improve its efficiency by reducing postage and cheque
clearance costs. |f you wish toregister for this service,
please call the Centrica shareholder helpline to request
adirect dividend payment form. The formis also on

our website.

The Centrica websiHe

The Centrica website at www.centrica.comn provides
news and details of the company's activities, plus
information on the share price and links to our brand sites,

The investor information section of the website contains
up-to-date information for shareholders including the
company’s latest results and key dates such as dividend
payment dates. It also holds historical details such

as past dividend payment dates and amounts, and

a comprehensive share price information section.

Visit www.centrica.com/shareholders

Efectronic cammunications

Shareholders who prefer fo receive comimunications

from Cenirica electronically are encouraged to register
their email address via the investor section of our website.
The company's annual report is available on the Centrica
website and, by registering, shareholders will receive an
electronic notification when the company’s annual reports
and notices of general meeting become available,
Shareholders are also able to complete and return

voting papers for the company’s annual general meeting
electronically. Registration is free and easy to complete. All
that is required for registration is the shareholder reference
number which is shown on your tax vouchers and share
certificates. Once you are registered, you may also look up
arange of information including the number of Centrica
shares you hold, the registered name and address details
and information held for dividend payment instructions.

Share price information

The Centrica share price and historical details may be
viewed on our website. Shareholders can find share prices
listed in most national newspapers. Ceefax and Teletext
pages also display share prices that are updated regularly
throughout the trading day. For an aceurate buying or
selling price, you should contact a stockbroker or

high street bank.



The Centrica FlexiShare service

Centrica has tearned up with Lloyds TSB Registrars to
offer anew range of services aimed at making life easier for
shareholders. FlexiShare participants will have accesstoca
dividend reinvestment plan and a low cost, reduced time
share dealing facility. There is no cost to sharsholders for
transferring into the FlexiShare service and participants will
benefit from the same rights as all other shareholders. For
further details about FlexiShare, please call the Centrica
shareholder helpline or visit www.centrica.com/flexishare.

ShareGift

ShareGift, the charity share donation scheme, is a free
service for shareholders wishing to give shares to
charitable causes. It may be especially useful for those who
wish to dispose of a small parcel of shares which would
cost more to sell than they are worth. There are no capital
gains tax implications {i.e. no gain or loss) on gifts of shares
to charity and itis also possible to obtain income tax relief.
Further information can be obtained at www.sharegift.org
or frorn the Centrica shareholder helpline.

The Unclaimed Assets Register

The Unclaimed Assets Registeris a unique search
service that helps individuals to find their lost assets
and re-establish contact with financial institutions.

it has a database of unclaimed life policies, pensions,
unit trust holdings, and share dividends drawn from
many companies and can search forlost assets and
entitlerments. The Unclaimed Assets Register charges
a small fixed fee for each search, 10% of which goes
to charity. For further information, visit www.uar.co.uk
or call the Centrica shareholder helpling.

Overseas dividend payments

A service has been established to provide shareholders

in over 30 countries worldwide with the opportunity to
receive Centrica dividends in theirlocal currency. Fora
srnall fixed fee, shareholders can have their dividends
automatically converted from sterling and paid into their
bank account, normally within five working days of the
dividend payment date. For further details, please contact
the Centrica shareholder helpline on +44 121 415 7061,

Useful historical information

Demerger

Centrica plc traded on the London Stock Exchange for

the first time on 17 February 1997, the date of demerger
from British Gas plc. Shares were acquired in Centrica ple
on the basls of one Centrica share for every British Gas pic
share held at dermerger. Shares in Centrica plc, acquired
on demerger, are treated as having a base cost for capital
gains tax purposes {calculated in accordance with taxation
legislation) of 64.25 pence each.

Share capital consolidation

0On 10 May 1899, the ordinary share capital of Centrica plec
was consolidated on the basis of nine new ordinary shares
of 5% pence for every ten ordinary shares of 5 pence held on
7 May 1999. The consolidation was linked tothe payment of
aspecial dividend of 12 pence per share on 23 June 1999.

Shareholder benefits

We are pleased to offer a series of shareholder henefits on
selected products and services. If you would like to receive
information about these items, and have not previously
registered, please call the Centrica shareholder helpline or
visit the shareholder benefits page of our website.

American Depositary Receipts

Centrica has an American Depositary Receipt (ADR)
programme. The ADRs, each of which is equivalent to ten
ordinary Centrica shares, trade under the symbol CNTCY.

For enquiries, please contact:

ADR Depositary

The Bank of New York

Investor Relations

PO Box 11258, Church Street Station
New York NY 10286-1258

email: shareowner-sves@bankofny.com
or via www.stockbny.com

Telephone: 1888 BNY ADRsinthe US
or00 1610382 7536 from outside the US.
www.adrbny.com

Analysis of shareholders as at 31 December 2003

Distribution of shares by the type of sharsholder  Holdings Shares
Norninees and

institutional investors 12,317 §,724,341,021
Individuals 1,147,334 541,560,185
Total 1,159,651 4,265,901,206
Siza of shareholding Number of holdings Shares
1-500 864,482 219,544,635
501-1,000 193,624 133,203,069
1,001 ~5,000 93,052 158,677,844
5,001 ~10,000 4,971 34,319,964
10,001 -50,000 1,909 37,440,589
50,001 -100,000 348 24,821,353
100,001 -1,000,000 846 280,271,996
1,000,001 and above 421 3,367,621,756
Total 1,159,651 4,265,901,206
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If you would like this:annual reportina | .
different format, such as Iarge print, Braille’
or cassette, please call us on 0870 600 3985,
Alternatively if you have a text phone; please !
make your request on 0870600 3950.

You may view a fully accessible online
version of this annual reportion our websﬁe
www.centrica.com. It can be customlsed
to suit your own viewing preferences. |

Centrica plc
Company registered
in England and Wales No. 3033654
Registered office:
Millstream
Maidenhead Road
Windsor

Berkshire SL4 5GD
Tel: 01753 494000
Fax: 01753 494001
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Centrica’s vision is to be a leading supplier of essential

services in our chosen markets.

ur strategy is to retain

and attract customers in our core businesses with continual
improvements in service and value, while at the same time
developing new opportunities in the UK and internationally.

Contents

02
04
05
07
16
19
21
22
25
3

N
32
68
69
70
72

Throughout this document references
to British Gas include Scottish Gas.

Centrica at a glance
Chairman’s statement

Chief executive's review
Operating and financial review
Group financial review
Corporate respansibility
Board of directors
Directors’ report
Remuneration report
Statement of directors’
responsibilities

Auditors’ report

financial statements

Gas and liquids reserves
Five year summary
Information for shareholders
Index

Visit our websites

You can find out more about
Centrica and the businesses inour
group by visiting our websites.

www.centrica.com provides
information about the group,
including our corporate
responsibility activity and
shareholder services.

You can find out more about the
products and services we offer
by visiting our customer sites: .

www.theAA . com
wwrw.house.co.uk

www.britishgasbusiness.co.uk
www.gotdfish.com
www.onetel.co.uk
www.directenergy.com
www.energyamefsica.com
www.luminus.be




Overview of the year

Before exceptionals and goodwill amortisation Inciuding Joint ventures and assoclates After exceptionats and goodwill amertisation including joint ventures and associates

s

Earnings per share (pence) Operating profit (Em) Earnings per share (pence) Operating profit (Em)

Operating profit: up 37% (58% after exceptionals and goodwill)
Earnings: up 32% (48% after exceptionals and goodwill)

British Gas residential: improved gas margins and growth
in electricity and services

Centrica Business Services: profit up 48% with organic
growth supported by acquisitions

AA: core business growth in roadside and personal finance

Telecoms: losses reduced by two thirds and improving
sector outlook

Goldfish: credit card growth from renewed brand building

North America: acquisitions of incumbent positions
but slower organic growth

Dividend: final dividend up 37%; up 29% for the year

Al operating profit nuMBers and earnings are stated, thioughout the commentary, before exceptionals and goedwill amerusation unlpss othenwise
stated. The directoss believe this measung assists with understanding the underlying performance of the group. The equivalent amounts after
exceptionals and goodwill amontisation ara reflected in note 3 and are recenchied at group fevelin the group profit and Kss account on page 32,
with descriptions of the exceptional items innote 5.
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Centrica at a glance

Every day we touch the lives of millions of people.
Through our leading brands, Centrica provides warmth,
comfort and peace of mind.

People know us through our brands but behind those brands
lie the skill, knowledge and expertise of thousands of employees.

Centrica has unrivalled experience in providing essential
services to people in their homes and on the road.

British Gas

Gas: We supply gas to homes
throughout Britain, under the British
Gas and Scottish Gas brands.
Against the background of a highly
competitive energy market, millions
of customers continue to choose
us as their gas supplier.

Electricity: Since the residential
electricity market opened 1o
competition in 1988 we've
become one of the largest
suppliers of electricity In Britain.

We are committed to providing our
customers with excellent service
and great vatue for money.

Telecemmunications: British Gas
Communications was launched

in September 2000, and offers
customers fixedline, mobile

and internet services.

Home services: We continue
to be the largest provider of gas
central heating installation
and servicing in the country.
We also offer our customers
the reassurance of protection
in other areas of the home,
providing services for kitchen
appliances, plumbing and
drains, electrical wiring and
home security systems.

www.house.co.uk

British Gas g
Scottish Gas

Nwy Prydain

Centrica Business Services

During the year we created
Centrica Business Services.

We supply gas, electricity and
telecoms to industrial and
commercial customers across
Britain using the British Gas,
Scottish Gas and OneTel brands.,

In addition to Increasing our share
of the energy market for small and
medium sized enterprises, we

are creating broader bundled
offers. These build on emerging
operational synergies, as well as
our local and national presence.

www.britishgasbusiness.co.uk

centrica

business sarvices

Centrica energy management group (CEMG)

Gas and electricity operations:
Qur equity gas production and
electricity generation capabilities,
along with third party supply and
transpartation contracts are
managed to optimise value

and assure reliable supply

for customers.

Energy trading: Our trading
and wholesaling business,
Accord Energy, trades with

all the major participants in the

wholesale UK energy market
and is an active player in the
emerging European markets.

www.centfica.com
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We aim to enhance the service we provide to our customers
and the value we give to our shareholders by continuaily
deepening our understanding of what our customers want.

We do this by training our people, enhancing our systems
and developing our brands. Centrica strives to ensure
that all our experience and knowledge is shared across
our businesses for the benefit of customers and

shareholders alike.

The AA

Roadside services: We provide
reassurance and servicesto
motorists in the UK and Irefand
through the AA. The roadside
assistance service remains at the
core of our activities, with members
choosing the level of cover that
best suits their needs.

Personal finance: We are the
UK's number one independent
insurance intermediary, and we

are a growing provider of personal
lpans and financial services.

Other AA services: AA Service
Centres offer a range of maintenance
and repair services to motorists
across Britain.

We are the only national driving
school exclusively using fully
qualified driving instructors.

www.thoaa.com

OneTel

With a fresh and innovative
approach. we provide a range
of landline, mobile and internet
services across the UK.

Our mobile service offers one
of the lowest monthly line rental
charges in the country.

www.onetel.co.uk

OneTel»)

Goldfish Bank

Buitding on the success of the
Galdfish card, we have launched
the Goldfish Bank in partnership
with Lioyds TSB to develop
awide range of financial
services products.

New products include a savings
account, personal loans and
a guaranteed savings bond.

www.goldfish.com

Goldfish”

&

North America and Europe

North America: Through Direct
Energy in Canada and Energy
America in the US we supply
energy to homes and businesses
in several provinces and states.

Qur Direct Energy home services
division provides heating and

ventilation installation and
maintenance services,

Europe: Our joint venture energy
business, Luminus, is an active
participant in the liberalising
Belgian market.

www.directenergy.com
www.energyamerica.com
www.luminus.be

gﬁ Direct Energy:

== -\
B " g emargy Amprica
.t

luminus

-]
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Chairman’s statement

Our strong brands, enhanced customer insight and
asset management expertise will continue to enable
us to create value for customers and shareholders.

04 Cenvica plc report 2002

During 2002, Centrica continued to
make progress towards our vision
of “taking care of the essentials’ for
customers in our chosen markets.
We have done this by concentrating
onwhat our customers want. This
has led to top-line growth across
our business units and helped drive
adjusted earnings per share up
26% (before exceptional items

and goodwill amartisation).

We took significant steps to
ensure that British Gas remains
the market leader inresidential
energy and continues g improve
its performance in other home
services. The AA had a year

of solid performance as we
repositioned the AA brand to
increase awareness of the wide
range of products and services
avaitable to motorists. Our North
American business has made
progress despite a challenging
requlatory environment.

Centrica remains
well placed

to competein

an increasingly
international energy
marketplace where
we expect further
consolidation.

In the UK, the measures to
underpin a competitive energy
market enable us to continue

to deliver benefits to customers.
In the wider European context,
good progress was made
towards agreeing a framework
for introducing competition

to the entire energy market.

In addition a number of important
improvernents were made tothe
competitive conditions in the UK
telecorns rmarket but there is still
further work to be done.

Dividend

The board of directors is proposing
afinal dividend of 2.6 pence per
share 1o be paid in June 2003.
When combined with the interim
dividend of 1.4 pence per share
paidin November 2002, the

total dividend for 2002 would

be 4.0 pence per share. This
represents an increase of 29%
onihe previous year and reflects
our positive medium term outlook
for both earnings and cash flow.

The board of directors

We annqunced a number of
changes to the board during the
year. Sir Sydney Lipworth retired
at the annual general meeting

in May and we are most grateful
for the significant contribution

he made to the development

of Centrica. In September we
announced the appointment

of Helen Alexander and in
October the appointment of
Robert Tobin as non-execulive
directors with effect from

1 January 2003. | am delighted
that Helen and Robert have joined
us. Their considerable experience
will further strengthen the board.

Corporate responsibility

We recognise that creating
sustainable shareholder value
depends on a full understanding
of our impact on society and

the responsible management

of our business in a manner
consistent with our values

and principles. Tothis end,

we established a corporate
responsibility committee

which sets the framewark for
developing and reporting our
efforts in this area. Our approach
was recognised by our inclusion
in the FTSE4Good and Dow Jones
Sustainability indices.

We recognise
that creating
sustainable
shareholder value
dependsona

full understanding
of our impact

on society.

The future

Centrica remains well placed

to compete in an increasingly
international energy marketplace
where we expect further
consolidation. Our strong brands,
enhanced customer insight and
asset management expertise,
combined with our financial and
operational scale, will continue

to enable us to create value for
customers and shareholders alike.

The collective efforts of all Centrica
ermployees have ensured that

we have made further progress
towards our vision during 2002.

| would like to thank them for their
commitment and | look forward

to working with thern to deliver the
business performance, which will
provide our customers with the
service that they want and reward
our shareholders appropriately.

—y

r—
7oA e

Sir Michael Perry GBe
Chairman



Chief executive’'s review

We have a strong business with leading market positions
and | am confident that our strategy will continue
to deliver value for our shareholders.

Operating profit by business” (Em}

In 2002 the group continued

its strong overall financial
performance, in particular from
our teading UK energy operations,
where improvement in margins
and growth were accompanied

by new momenium in our services
to business customers and
expansion of our upstream
energy asset portfolio,

Qur AA roadside and personal
finance operations continue

to deliver solid underlying profit
growth. Despite slow regulatory
progress in our UK telecorns and
North American energy markets,
we are expanding in both
businesses. Goldfish brand
development continues with

a more focused product line,
Our reinvestment in growth
areas is proceeding selectively,
with a constan! focus on
economic value creation.

Global energy markets were
hit in 2002 by turbulence and
the retrenchment or exit of
certain market participants,
and the UK was no exception.
Positive underlying progress
in the rransparency and
competitiveness of the UK
wholesale electricity market
resulted in financial pressure
on seme asset owners, and
poor performance for those
market participants that had
not anticipated the fundamental
impact on wholesale pricing.

2002 2001
British Gas residential 244 {46)
Centrica Business Services 65 44
Cenvrica enefgy managément group [CEMG) - 520° 573
The AA 73 72
Goldfish Bank’ * {40) . 32)
QOneTet 2 4
Centrica North America 63 68
Other operations 5 (4)
Group ] 932 679

“Belore exceptional charges and goodwill smortisation, including joint ventures and associatas.

However, the wholesale gas and
electricity markets are resilient,
with ample commodity supply
enabling British Gas to benefit
from both retall brand leadership
and the hedging effect of our
energy asset management.

The value strategies that we are
pursuing in both the upstrearn
and dewnsueam markets within
the UK continue to afford the
group a competitive advantage.

Turnover and profitability

Group turnover [excluding Accord
trading revenue) was £10 billion

In 2002, up 11% from the prior-
year period. Higher salesto our
business customers - through
Centrica Business Services -

were complemented by an
increase in residential electricity
sales as well as growthinNorth
America, the AA's roadside and
personal finance umits, home
services and OneTel. UK gas sales
velumes were lower, largely due to
unusually warm weather in the first
and fourth quarters of the year.

Group operating profit (inctuding
Jjoint ventures and associates,
before exceptionals and goodwill
amortisation) of £932 million was
up 37% from £679 million in 2001,
with improved performance across
maost brand units, particularly
British Gas. Aggregate group
gross and operating margins
(excluding Accord} were 30%

and 9%, up from 26% and 7%
respectively in 2001.

Customer service

We maintained our focus on
improving customer service
levels across all of our brands.
We are now placing greater
imponance on qualitative

and value-based measures

of customer service which are
bulltinto a scorecard evaluation
and reflected in the remuneration
of staff at all levels,

As testament to our focus on
these areas, we continue to be
highty rated by external agencies.
In particular, the AA won the

JO Power & Associates 2002

UK Roadside Assistance Study
award for customer satisfaction
for the third time in five years.
Further accolades include Which?
magazine naming the AA as the
UK’s best motoring organisation,
and www.house.co.uk winning
the 2002 Customer Management
National E-commerce Customer
Service Award.

Outlook

Whilst the economic outlook
remains uncertain, we are moeving
from a period of considerable
investrment in growth opportunities
and strategic market entries,

to a period of delivery from

these investments, underpinned
by new customer relationship
managemeni (CRM) platforms
and common competencies

In securing value from deeper
customer relationships.

For British Gas, we expect
continuing recovery in residential
gas gross margins and further
electricity growth to generate
further profit improvement,
partially offset by the higher
costs of the government's Energy
Efficiency Commitment and peak
CRM system implementation
expenses through ta 2004.
Anniral CRM cost synergies will
drive further medium term growth
in British Gas operating margins.

In the UK retail energy sector
compelition remains tough,
although we believe that the
ransaction prices paid recently
by acquirers should result in
retail pricing consistent with
positive supply margins. In
addition, reduced doorstep
selling in the industry appears
to be leading to lower churn

Centrica pic report 2002 05



Chief executive’s review continued

Operating profit (Em)

Operating profit (Em)

3

Before excepticnals and geodwill amorisation,

Inciuding joint ventures and associates.

After exceptionals and goodwill amortisation,
including joint ventures and assoclates.

rates. While we expect the result
of this reduced Industry churn to
be slower growth in our residential
electricity customer base than

we had previousty anticipated,
reduced customer acquisition
expenses should contribute

1o better electricity profits.

We expecttoincrease market
share and profitability in the

UK commercial energy sector.
The launch of Centrica Business
Services has resulted inincreased
management focus and growing
product portfolios in this unit.

Itis anticipated that output volumes
from our Morecambe Bay gas
production facilities will decrease
by around 10% per year, offset
over time by greater output fram
other currently held gas assets and
future acquisitions. We expect our
cash petroteum revenue tax (PRT)
payments to decling significantly
over the next few years.

Profitability of the AA is expected
to continue to improve, and
expenditure in information
technology will peak in 2003.

For OneTel, we expect that
regulatory improvernents will
warrant renewed organic
investment in brand and praduct
marketing at the same time as
developing cur growing mobile and
internet businesses. For Goldfish,
significant improvernent to credit
card and loans contributionss are
expected in 2003 and with a more
focused roltout of new praducts,
breakeven will occur towards the
end of the year.

North America continues {0

offer a significant vatue creation
opportunity, given our focus on

the marketing and service elerents
of dereguiated energy supply.

We continue to lobby regulators

to maintain legal frameworks and
incumbent pricing levels which

06 Centrica plc report 2002

allow sufficient and stable gross
margin headroom to attract new
market entrants. Without this
regulatory commitment to proper
competitive markets, current
organic growth prospects and
customer renewals are being
negatively affected. In this
environment, we expect to focus
ir 2003 primarily ont the integration
of our existing customer bases and
on profitability. We will maintain

a flexible approach to customer
acquisition, seeking to acquire
incumbent supplier customer
bases and playing a key role

in markets at early stages of
deregutation. Qur organic growth
wiil be focused in a few larger state
and provincial markets which offer
sufficient scale for successtully
marketing our energy and related
services. As a result of this industry
environment and our strategic
facus, the timing for achievernent
of our broader ambition in North
America will depend upon the
availability and pace of key
acquisition opportunities.

Our strategy in continental Europe
is to build a significant customer
base in the medium term. Although
the pace of deregulation varies
across the individual rmarkets

there are now clear imetables

for commercial and residential
market openings. The whole of the
European Union household energy
market is expected to be liberalised
by mid 2007. We are focusing on
thase countries where the speed
of market opening and legal and
political conditions, including
unbundling and independent
regulation, are more advanced.

Employees

CQuremployees are central to the
delivery of our strategy and we
need to continue to attract and
retain high quality, highly motivated
people. | am pleased that we have
recruited some excellent people

over the last year to complermnent
aur existing team. We are also
developing programemes

to ensure that we have the
leadership capability to

drive our strategy forward.

| am committed to making
Centrica an employer of choice
and the recent accreditation of

our AA brand unit as 'Investors

in People’ is one indication that

we are developing the highest
standards of employment policies
and practices. Increased scores

in our satisfaction survey in 2002
demonstrate that our employees
share our vision and are committed
to delivering our strategy. | would
like 10 Join the chairman in thanking
them all for their ongoing and
valued commitment,

Conclusion

To sum up, we have a strong
business with leading market
positions. Qur core businesses
are growing and are strongly cash
generative and our investment
in new businesses is proceeding
as market opportunities emerge.
I am therefore confident that our
strategy will continue to deliver
value for shareholders.

>

Sir Roy Gardner
Chief Executive



Operating and financial review

British Gas g

British Gas serves milions of customers
every day.

British Gas residential
Improved gas margins
and growth in electricity
and services

2002 has seen progression in

the performance of British Gas
residential, driven by improved
gas margins, continuing growth in
electricity and home services and
reduced losses in communications.
Aggregate turnover was up 2.3%
in 2002, at £6 billion with operating
profit at £244 milllon (2001: loss

of £46 million), despite warmer
weather. Cur energy and home
services aperations have been
integrated to reflect our vision

of enhancing customer loyalty
-through greater understanding
and to realise higher revenue

and cost synergies. Our
investment in the British Gas
brand continues to support our
leading pasiticn in the residential
energy and services sectors

and aflows us to continue

to build further multi-product
customer relationships, with

the afm of becorning Britain's
leading home services provider.
QOur operations will be further
supported by our investment in
customer relationship management
{CRM) infrastructure, enabling
improved service levels, a lower
cost to serve and lower costs 10
acquire new product relationships.

At British Gas we're making
investments to enhance the
quality of service we provide

to millions of customers every
day. We are now significantly
increasing the number of
engineers and developing a
range of skills and expertise to
sustain our competitive edge In
the market. Continued investrment
in devefopment of our employees
sothat they are able to provide
ever improving service standards
will lead to durable and profitable
customer relationships.

British Gas strongly believes

that selfing practices across the
energy industry must continue

to heimproved. It has taken a
leading position driving the new
code of sales practice, removing
commission-only sales agents
and imptementing an independent
compliance regime.

At 40%, British Gas'’s share of

the aggregate residential energy
customer base in Britain rermained
steady against the same time last

year. Netjosses in gas customers
were in line with 2001 but reflect

a longer term trend of stabilising
market share with losses occurmring
primarily during the few months
following retail price increases.
Secaond half losses were 186,000
compared with 426,000 in the

first half, Electricity sales growth
was reduced by the withdrawal

of commlssion-only sales agents.
Churnrates declined in the second
half of the year, with the market
showing signs of lower switching

Key residential energy performance indicators

2002 2001 &%
Custdhier numbers (period end) (000) S
Regidentlalges _ 283 13451 (4§
Residential electricity 5,795 5374 8
Estimatad rarket share (%), « e
Residential gas I 64 67 _ (3ppts)
Residential electricity” 22 21 Ippt
A_\iélégéd&réh‘r‘i:bﬁﬁﬁ . - ) T
Residential gas (therms) &0 BB1 &
Residential electricity (kWh) 4,132 4,098 0.8
Weighted average sales price - . il i
Residential gas (p/therm) 47.12 43.80 ]
Residential electricity (p/kWh} 6.D6 5.99 1.2
Weighied average unit osts, TR "
Residential gas {WACOG, pithenm) 21.96 21.90 0.3
Residential efecuicity (WACOE, p/kWh) 2.47 2.55 {3.1)
Transporiation and metering charges (Em) R
Residential gag 1,256 1.508 (17
Residential electricity 444 342 30
Total 1,700 1,850 ]
Sales and marketing expenses (% of turnover) 4.2 4.3 [0.ppis)
Average products per customer ** {period end) 153 1.50 2
Turnover(Em): . <30 <. T T, v T e T
Residential gas 3,805 4,028 {6
Residential electricity 1,380 1,121 23
Tatal 5,185 5,150 0.7
Gross profit margin (%)% ; S
Rasidentia gas 20 12 Bppts
Residentlal elecwicity 26 27 {ipptl
Total 22 15 7ppis
Opératirig profit (Em})- . )
Residential energy 218 19 n/m
Opératingmargin (%),. .~ - L et
Residential energy 4.2 0.4 3.Bppls

2001 resiated toreflect Ofgem market resizing during 2002.

“*British Gas residential brand.

&% has heen used Lo express ‘percentaga change'.
n/m has been used ta represent ‘not meaningful”.

rates overall. We believe that
our premium British Gas brand,
improving customer service
and breadth of branded home
service offerings will continue
to afford us competitive
advantages in our sectors.

Increases in residential energy
gross profits were partially offset
by the £26 million expensed
investment in CRM infrastructure
(2001: £9 million}. We expect

this wili begin to imprové our
operating profit by reducing the
costs 1o acquire and serve our
customers from 2004. We also
capitalised £154 million of CRM
expenditure during the year
(2007: £60 million). General

and administrative expenses
were higher as a result of higher
manpower costs {largely to
Support a growing home services
engineering workforce), higher
debtor provisions (€20 million)
and increased spending (E25 million)
tomeet our obligations under
the government's Energy
Efficiency Cammitment,

Mast of this spend was
incorporated inour *here to HELP*
programme. This programme,
created by British Gas, Is the
country’s biggest independent
inittative to tackle household
poverty. In alliance with local
housing providers and seven
leading charities, this programme
will provide help to 500,000
households over the next three
years. This will take the form of
energy efficiency measures, benefit
checks and a range of services
provided by our charity partners.

British Gas’s home management
website, www.house.co.uk, gives
customers online access to British
Gas 24 hours a day, every day
ofithe week. Research shows that
the site has averaged around 28%
of all utility related web traffic in

Centrica plg report 2002 07



Operating and financial review continued

British Gas residential segmentat turnover (Em)

2002 2001
Residéntial gas - S W 13,806% 4029
Residential efectricity 1,380 1 ,12}
Homeservices -~ . . " W gt B2
o . . British Gas Communications 52 37
P : Ol 5 E Y Total I b T F - Twe,047 05,9087
We continiig 1o investIn the develogment
of employees.
Britain, up from around only 6% In 2002 we withdrew from the Key British Gas Communications performance indicators
on the old British Gas site. !iqugﬁed ﬁet::}!euz;nmgas (LPG) 2002 2001 A%
o business in line with our strategy Custorner iumbers ffixed line) (périod erid) (000) .~ - -367+; . 400 .~ 8)
Residential gas of focusing on direct customer .
o . : ) Average minutes use per month {fixed line) 340 kY )
Turnover decreased by 6% to relationships as a large portion L e R T O Y T T
. . . N ARPU ffixed fine) (£) %% 30y P00, s AT N~ 00520 W 10.87 8 1 (3.2)
£3.81 bilion, Higher average selling  of the LPG business operated " "
rices flsetb educti th h third all Variable gross margin (%) 28 26 2ppts
prices were allset Dy a reduction rough third party retallers. Sales ad marketing expenses (% of turmovera”” ~ « ° L 71+ . (22> (i5ppis)
in sales volumes, reflecting warmer Turnover (Em) 2 37 a
UK weather (operating profit Residential electricity Opératingioss (Em) .- Ela e . WS 0T, ©.65

impact £42 million} and the net
loss of around 600,000 customer
accounts. We believe that cur
brand and the scaie of service

we provide support our average
revenue per customer being above
the average of the competition.

Gross margins recovered to 20%
{2001: 12%)}. The recovery was
driven by the increase in average
selling prices and a reductionin
transpaortation and metering costs
ol E£252 million compared with
2001, due to lower volume and
timing differences. A large portion
of the lower costs arose in the early
part of the year reflecting a reversal
of the over-recovery by Transco

in 2001 of National Transmission
Systemn (NTS)entry fees witha
year-on-year impact of £98 million.

Turnover increased by 23% to
£1.38 billion, Qur weighted average
retail price was slightly higher, as
the full year effect of a reduction

in prices in 2001 was offsetby a
shift in our customer mix following
growth in the prepayment segment,
which operates on higher tariffs
given refated administrative costs.
Average consumption was broadly
flat year on year, We believe that
our average retail pricing is
approximately 8% below the
average of the incumbent suppliers
and we estimate our market share
at year end was 22% (2001: 219%).

Gross profit grew by 21% due

1o higher volumes, while our
gross margin fell ane percentage
point 1o 26% due to increased
ransportation and metering

Keyhome services performance indicators

2002 2001 0%
Customer relatignships (period end) (000)” T I
Cerural heating service coniracts 3,482 3314 5
Kitchen appliances care (no. of appliances) 871 562 55
Plumbing and drains care 905 743 22
Electrical care 367 143 187
Home security 28 2B -
Total relationships 5,653 4,790 18
Central heating installations 102 109 [6)
Turnover (Em)
Central heating service contracts 398 n
Central heating installations 260 255 2
Otner 152 g6 58
Total 810 122 12
Engineering stafl employed 6,036 5.356 13
Sales and marketing expenses (% of turnover) [ 5 Tppt
Gross margin (%) 46 42 4ppts
Total operating profit (Em) 61 36 69
Operating margin (%) 8 5 3ppts
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costs being anly partially offset
by lower commodity costs.

Home services

British Gas home services
continued to report strong growth
inthe year. Turnover increased by
12% to £810 million. Higher central
heating volumes, augmented by the
impact of our Trothurst acquisition

in late 2001, were complemented

by good contributions from our
newer products, in particular home
electrical care. We are the only rmajor
service supplier providing bundled
service products under our own
brand, using our own people. This
integrated offering gives cornpetitive
advantage over outsourced products
and services marketed by other
suppliers and is a strong tool for

the retention of energy customers.

A £64 million improvement in
gross profit resulted from an
increase in volurne and average
order value along with a higher
gross margin due o product mix,
increased productivity and the
lower price of materials. This
was partly offset by increased
operating costs, mainly due

to higher manpower and home
services marketing expenses.
The resulting growth of 69%

in operating profit illustrated

the continuing scalability of our
home services business rmodel
as we increased both customer
numbers and product penetration.

Qur engineering staff numbers
{including installation engineers)

grew by 13%. Securing access

to skilled engineering staffis a

key challenge and during the first
half of the year we announced

our intention to recruit and train
approximately 5,000 engineers over
the next five years: this is already
well under way. To this end British
Gas has set up its own engineering
academy which will co-ordinate

all engineering recruitment,

skills training and apprentice
development across the company.
It will also liaise with external bodies
including government and the wider
industry to promote training and
toreduce skills shortages.

British Gas Communications
Turnover in 2002 was up 41%

at £52 million (2007: £37 miltion),
due primarily to a higher average
rumber of customers over the

12 manth period. Our gross margin
increased (o 28% (2001: 26%) as
call traffic was transferred to the
group’s switches, managed by
OneTel. Our switches allow us {0
take advantage of the lowest cost
routing for each individual call.

The business continues to operate
at a loss, mainly due to underlying
infrastructure costs and the cost
of customer acquisition in an
environment of continuing high churn
rates. Since the implementation

of enhanced carrier pre-selection
(CPS) processesin July, all new
customer connectiens are fulfitled
using this method. Initiaf results
support our expectation that the
average revenue per customer
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Centrica Business Servicesfocuses onthe
negds of small and madium sized enterprises.

CEMG segmental turnover (Em})

2002 200
Indllistrial sales and wholesalings '~ WP L T T 7eatT e
Gas production B3 80
Accorderigrgytrading’ - T AT T FTaT 1 T .- 74,304%%: 73,570
Total §,171 4,571

{ARPU) will increase and the rate

of churn for customers using CPS
wiltreduce. We are continuing to
lobiby for a converged process for
both CPS and wholesale line rental
{WLR) in order to make it simpler for
customers to switch suppliers but we
remain of the view that considerable
work needs to be done before a fit for
purpose product can be launched.

Significant reductions have

been made to operating costs

as synergies with OneTel have been
realised. Cancellation and churn rates
have improved in the second hall
through better customer targeting
and quality of service. Customer care
and billing were transferred onto
Cnefel's systemin June, reducing
information systems spending by
approximately £1 million per month.

Centrica Business Services
Profit up 48% with

organic growth

supported by acquisitions

Centrica Business Services
established itself as the number one
supplier of energy to the commercial
sector in the UK by maintaining its
position in the gas market and by
achieving strong organic growth in
the electricity sector, supplemented
by the acquisition of Electricity
Direct. The organic growth
accounted for aimost half of the 53%
growth in the electricity custorner
base since the beginning of the year.

Enron Direct has been successfully
integrated, increasing overall
business profitability, giving
enhanced sales capability across
the market and improving service
to larger multi-site customers.

Turnover has increased by 67% to
£971 million as a result of organic
growth as well as a full year's results
from Enron Direct and five moenths’
contribution from Electricity Direct.
Overall gross margin increased

by 3 percentage points to 17%
following price rises in gas.

Centrica Business Services has
increased its UK commercial
energy market share to 27%

(2001: 22%%, measured by share

of supply points}), comprising 51%
of the gas market and 20% of the
electricity market, In gas we seek
to defend our market position
through focusing on customer
service and a value proposition
rather than acquiring market share.
In electricity. due to the acquisition
activity and better targeted arganic
growth, average consumption per
customer has increased by 35%.
We believe our pricing is
approximatelyin line with

other major branded suppliers.

CEMG
Upstream gas assets
portiolio being enhanced

The Centrica energy management
group (CEMG) consists of gas
production operations, the newly
acquired Rough gas storage
facilities, electricity generation
(managed for British Gas resictential
and Centrica Business Services),
large volume industrial and
wholesale gas sales, and our
energy procurement, optimisation
and scheduling operations. This
unitis fundarmental - through its
provision of competitively priced
energy supplies - to the success
of the customer facing operations
that are at the core of Centrica's
consumer marketing business.

Key Centrica Business Services performance indicators

2002 2001 &%
Customer supply points (period erid) (000)
Gas 383 389 (1.6)
Electricity 516 337 53
Total B39 726 24
Average consumption ————: t
Gasfiherms) - - - ._3218 3878 (16
Electricity kW 22398 16115 38
Weighted average salesprice_ '
Gospiterm__ g2 _340i_ B
Electricity fp/kiwn) 479 549 13)
Weighted average unit costs s .
Gas(WACOG.pltherny__ 2071 2046 ____ 12
Electricity (WACOE, p/kWh} 2.25 2.44 (8)
Transportation and melering charges (Em) . _
Gas, 126 130 3
Electricity 170 40 325
Total 296 10 74
$alus and marketing expenses (% of turnover] 29 21  0.8ppis
Turnaver (Em) : : T
Gas 457 460 0.6)
Electricity 514 121 324
Total 71 581 67
Gross margin (%)... :
Gas 16 12 dppis
Electricity 18 22 (4ppts)
Total 17 14 3ppts
Opstating profit Em), -
Commercial energy 65 44 48
Operating margin (%) ) :
Commercial energy 7 8 {1ppt)

Gas production

Upstream gas profits were
adversely affected by the reduction
in wholesale prices compared with
last year, reducing the average

unit sales price (which is linked to
market) by 5% in 2002. Praduction
volumes, which represented 27%
of our downstream demand, were
5% lower than last year due in

part to warrn weather in the first
and last quarter. Unit production
costs increased as a percentage

of turnover given the higher volume
taken from those fields which attract
higher unit depreciation charges
and the overall reduction in turnover
to cover our fixed cost base.

During the year, a number of
upstream gas transactions were
concluded in line with our strategy
of increasing gas equity ownership
beyond the Morecambe fields.
Inthe first, Centrica undertook

a strategic swap with Agip in which
Centrica acquired uncontracted
gas and equity in the large
Goldeneye development, and built
its equity in the Armada complex
in the Central North Sea, together
with other small equity parcels

ang cash. In return, Agip acquired
Centrica’s equity in the Liverpool
Bay developrment, where the gas
is not contracted to British Gas.

Subsequently, an 18% stake inthe
Seymour development, adjacent
to Armacda, was acquired from BP.
This well, which was drilled late in
the year and contains significant
Guantities of gas and liquids, should
be in preduction in the first quarter
of 2003. ALthe end of the year,
Centrica entered inta a contract

to acquire the remaining 60%
equity and overall operatorship

in the Rose gas development

in the Southern North Sea.

The developmert is expected

to deliver its first gas in 2004.
Finally, agreement was reached for
the sale to Talisman of the R Block
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Operating and financial review continued

W now have Interests in four power stations
across the country.

The energy managemernt group sources the
energy needed by our customer facing
operations,

=5

i

oil production interests acquired
from Agip as part of the swap deal,

I total an estimated 135 bitlion
cubic feet {bef) (1.3 billion therms)
of gas was acquired.

We have also focused on making
best use of our asset infrastructure
in the East Irish Sea. In November,
the Centrica operated Bains field
came on stream and now links
into our South Morecambe
infrastructure, Curing the year,

an innovative drilling project

in our South Morecambe field
added a small amount of
additional reserves to the
portfolio. This technique is now
being evaluated for future use at
our other East Irish Sea assets
and offers us the potential of
adding reserves cost effectively.

Storage

In November Centrica acquired
the Rough gas storage facilities

in the North Sea. During the period
of Centrica’s ownership, turnover
was £9 million with an operating
peofit of £1 miltion. The Secretary
of State for Trade and Industry
has to decide whether to clear

the acquisition, refer it to the
Competition Commission for
further investigation or accept
undertakings in lieu of a reference.

Industrial sales and wholesaling
Sales volumes were down by

8% against 2001 due toreduced
takes under long term interruptible
contracts with power stations,
and the termination of one
European contract. However,
better gross margins, a profit

of £9 million recognised in the

first half of 2002 in connection
with the early termination of

a gas supply contract, ang
one-off losses on the termination
of cther contracts in 2001
contributed to increased

profits relative to last year.
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Key CEMG performance indicators

2002 2001 o %
Gas production arid storage.© - - e
Production volumes (m therms)
Morecambe 3,659 3892 (6)
Other ag? 395 T
Total 4,056 4,287 {5}
Averaga sales price (p/therm) 21.5 22.5 5)
Turnover * (Em} 932 1.033 na
Turnover (external} (Em) B3 B0 3.8
Operating costs (% of turnover)
Rovalties 7 ?
Petroleum revenye tax 8 ] -
Volume related production costs 25 23 2ppis
Other production casts 12 G 2ppis
Total 52 47 5Sppis
Rough operaling profit (Em} 1 n/a n/a
Operaling profit (Em) 448 §52 {19)
Industrial and whelésile. :
Sales volumes {m therms) 5,694 6,215 8)
Average sales price (p/therm) 19.8 19.5 2
Turmnover (Em) 84 921 (15)
Operating profit {Em) 72 ] nm
Accord: ] L
Tradedvolumes (physical_ _ e
Gasimtherms) [ T _Bs12_ 10
Eleciicity(Gwy T T2eate | 2u
Turnover (Em) B 1,570 21
Qperating profit (Em) Q 16 {100}
CEMG operating profit (£m)* - R $20 _.. .573 _ish

1% was W group companies in 2002,

Electricity generation

We currently have interests in
four power stations with peak
capacity of 1.7 GW as well as

a 0.9 GW tolling agreement
with Intergen for the entire
output capacity of its Spalding
plant, where operations are
expected to commence by
the end of 2004, The volume
of praduction at our generation
plants was 7,662 GWh, an
increase of 160% on last year
due mainly to the addition of
Glanford Brigg and the full
period use of the King's Lynn
and Peterborough plants, Qur
stations provided 22% of our
annual downstream demand,
and 20% of peak requirements.
The main value of our plants

remains in their flexible mid-merit
and peak generation capacity

in a less liquid market for peak
supplies. However, they also
provide strategic upside potential
in the event of higher wholesale
prices, with the option to increase
generation volumes as it becomes
more profitable.

Accord Energy

Qur Accord trading operations
continued to support our strategic
procurernent requirements and take
additional trading positions within
strictly controlled limits based on
our wholesale market outlook.

Accord broke even onthe year,
a drop of £16 milliors on 2001.
After a positive first half,

we experienced gas trading losses
during the unplanned shutdown
of the continental European
interconnector. Given Centrica's
trading positions in Europe, this
led to Accord having to procure
gas at short notice to meet its
obligations, which would have
been fulfilled by exports from the
UK. Accord’s performance also
suffered in the power markets
through the highty publicised
problems of TXU and British
Energy. which contributed

to high volatility. Accord also
provided far & one-off loss

of £6 million when TXU went
into administration late in 2002,
Physical volumes traded during
2002 were equal 1o 1.4 times the
gas and 2.2 times the electricity
volumes supplied ta our
downstream customers.

The AA

Core business growth
in roadside and
personal finance

2002 saw further progress in the
development of the underlying
profitability of the AA's core
roadside and personal finance
operations. Key to the AA's future
growth is the ongoing investment
in brand repositioning which was
launched in May. The "JustAAsk’
message focuses consumer
attention on the product range
offered by the AA and has
increased product awareness
beyond roadside assistance from
33% 10 43%. Turnover grew 10%
to £76Q million, Operating profit
increased by 1.4% to £73 miliion
with increases in roadsice services
and personal finance offset by
start-up losses for the AA Service
Cenrtres. This repositioning of

the AA brand will support the
AA’s continued drive towards
end-to-end motoring services

to members and cross-sales

of the whele product range.



The *JustAAsk’ campaign launched in May
has helped broaden awareness of the
AA product range.

Our network of Service Centres has now been
futly rebranded.

In addition; the AA is investing

in a major CRM infrastructure
programme over three years.,

In 2002, £30 million of expenditure
was incurred [of which £26 million
was capitalised). This investment
is central to developing the AA’s
cross-selling potential and at

the same time achieving cost
efficiencies across the business.

The AA's website continues

10 attract new customers to buy
AA products and services online,
Judged to be the UK's most
popular automotive related site
in 2002, the website also brought
the AA the award for e-business
strategy of the year at the National
Business Awards., TheAA.com
supplied 16 million route raps

in 2002 and was accessed

by 21 million visitors,

The AA continues to act as the
independent voice of the motorist,
Highlights included February's
launch of EuroRAP, a system to
give a safety star rating to Europe’s
roads, and the Chancellor's budget
commitment not to make any
further fuel tax increases.

AAroadside services
Turnover increased by 5% tc
£476 million, driven primarily by
membership growth, and whilst
our overall share of the personal
and business market marginally
increased to 31%, the average
price per custarner fell by 0.6%
due to a change in product mix.

Operating profits increased by
23% 1o £54 million, as higher
turnover was accompanied by
tight management controls and
initiatives to contain the roadside
breakdown costs and increase
patrol utilisation.

Investment in roadside assistance
continues with the provision of new
vehicles, GPS route guidance and

Improved management systems.
The growth in roadside assistance
membership has continued and
with increased productivity of
the 3,600 patrols, customer
satisfaction has improved from
66% 10 68%. The AA won the

JD Power & Associates UK
Roadside Assistance Study
award for customer satisfaction
and was named the UK's best
matoring organisation ina
Which? magazine survey.

Also, the first tranche of
specialised all weather, portable
computer systems with fault
diagnostic capability were
deployed to AA patrels to help
maintain their ability to fix faults
at the roadside. All patrols will be
similarly equipped during 2003.

In the year the AA continued to
train patrals and Service Centre
technicians at its dedicated training
college. Some 125 new patrol
recruits were trained during 2002.

AA personal finance

Turnover in personal finance
grew by 11% to £172 mitlion,
Supported by the 'JustAAsk’
campaign, over 74,000 car

and personal loans were taken
out during the year which,

after renewals, left a year end
portfolio of approximately
117,000 fixed term personal
loans (2001: 77,000) provided
through the AA joint venture.

At the year end, the fixed term
loan book had increased by 54%
10 stand at a record £661 milon
(2001: £428 million) with pravision
levels decreasing by 1%to
below 3%, Continued product
improvements coupled with
specific advertising, emphasised
the benefits of getting ‘car loans
from car people’.

Motor and home insurance
commissions grew by 9%

Key AA performance indicators

2002 2001 5%
Roadside sérvices’ - - % de ot s 3
Customer numbers [penod end) (000} 12975 12194 6
Customer renewal rate (%} 85 BS -
Average transaction value (£) 34 35 (1)
Roadside patrols employed 3 851 1.562 2
Personalfinance. .° S - )
Insurance customers (000}
Maotor 959 906 6
Home 664 618 7
Overall renewal rate {%} 78 74 4ppts.
Average annual premium (£) 261 257 2
Mator and home insurance commissicns (Em} 43 86_
Loans {fixed term) bogk size (Em} 661 426 54
Loans (fixed term} operating profit (Em) 20 17 18
Number of fixed term personal loans (000) 117 Tt 52
AASEvicéCentres’ L T U t L
Site numbers 129 129
Average turnover per site (EOOO} 320 n/a
Turaover (Emy M
AAroadside services e ... W6 452 &
AApersonalfinance 2 355 13
Other A services e e _m2 82 W
Total 760 689 30
Sales and marketing expensw (% of urnover) 10 9 1ppt
Opeérating profit (Em}) )
AMroadsideservices 0 54 4 23
AA persgnalfinance 447 . 40 17
Other AA services (28) (2_ (133
Total 13 72 1
Operating margin (%6) 10 10
on higher policy volume of 6,000 have been achieved

(up to £93 millicn), with customer
renewal rates rising to 78%
(2001: 74%). The average annual
premiurm rose by 2% to £261,
reflecting general pricing
conditions in the industry.

Operating profits increased

by 7% to £47 million. Turnover
growth of 11% was augmented
by close control of support
cosis with increased efficiency
improving the ratio of employees
toinsurance policy levels,

A tailored motor insurance
policy specifically for AA
persanal members was
launched in 2002 and sales

inits first year, Breakdown history
is one of the major factors that
form part of the premiums
assessment. The number of
policyholders cf the AA's new
insurance product for parts and
labour repairs grew from 3,000

in December 2001, following
itslaunch in May to 130,000

by December 2002.

Other AA services

Turnover is up 37% at £112 miltion,
inciuding a full year of turnover
from the AA's network of 129
garages acquired from Halfords

in September 2001, In 2002

the business rebranded and
relaunched the garages as
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Operating and financial review continued

OneTel»

OneTel now offers 8 complete telecoms service
cavering landline, moble and intesnet.

Goldfish'

AA Service Centres to provide

a retail presence for AA members
and customers. As a further step
towards providing a complete
maotoring service it also purchased
Tyreserve and expanded its own
mobile tyre replacement service,
which now gives private and fleet
customers access (0 a netwosk
of more than 3,000 AA approved
fixed and mobile tyre centres.

Other AA services incurred
operating losses of £28 million,
£4.5 million of this came from
the closure of AA workshops,
with the Service Centres
prodiucing an operating loss

of £15 million, £7 million of
investment in infrastructure
and rebranding of.the Service
Centres was expensed.

We are carrying out various
initiatives such as a cost reduction
programme, advertising
campaigns and offers to the
current membership base to
increase utilisation and rapidly
reduce the ongoing koss.

The AAin the Republic of freland
contributed a profit of nearly

£2 million, an increase of over
80% on 2001, due to growth

in bothinsurance and roadside
assistance membership, thereby
remaining the leading roadside
assistance and personal Insurance
provider in the country.

Publishing, car daia check, the
driving school and roadside signs
made positive contributions which
were offset by stari-up investments
in Tyreserve and costs in AABuyacar
andinformation services.

AA exceptional item

The group has decided to reduce
the operations of Golf England
Limited, a subsidiary undertaking,
and has recognised a £14 millicn
provision in respect of losses

on the disposal of fixed assets.
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OneTel
Improving sector outlook

Qur focus for this year has been
on increasing the value of the
existing One.el customer base
through enhanced product
offerings and operational
efficiencies. In the mediumterm,
we believe that this positioning
provides us with a sound platform
to develop inthe UK, assuming
recent regulatory proposals are
implemented quickly and fully.

In the second half of the year
turnover grew by 20% over the
second half of 2001 to £78 million,
as aresult of further growth in the
customer base. Qur variable gross
margin increased by 5% to 52%
as we took advantage of
opportunities to negatiate
improved transmission charges
with our carriers. Our switched
reseller business model relies

on the use of the networks of
avariety of infrastructure owners
{13 as at 31 Decernber 2002},
mitigating the risks associated
with network failure or carrier
financial distress. Operating
profit for the year was £2.1 million
reflecting the investment in new
products, particularly mobile

and a £2 million marketing
campaign undertaken in the
fourth quarter to raise awareness
of One.Tels transition from

Key OneTel performance indicators

a discounted international calls
provider to a full communications
provider offering landline, mobite
and narrow and broadband internet
services, To this end, during

the second half of the year

we launched our first

call inclusive package.

Customer acquisition costs
Increased to £14 millionin

the second half {full year:

£22 miilion) supporting full year
growth in the customer base
of 23% from 2001, ARPU
increased by 1% against the
second half of 2001. With

the implementation of the
revised industry process for
carrier pre-selection (CPS)

In July, the level of our new
landline sales using this
cannection method increased
to 37% in December.

Mobile sales have beenvery
encouraging with more than
35,000 contracts sold since

the launch in July, supported

by attractive pricing and
expanded retail distribution,
The migration of our broadband
customers onto the OneTel
custamer care and billing system
is due for completion in the first
quarter of 2003 enabling us

to offer a complete customer
experience with all our telecoms
services charged on a single bill.

2002 200 &L %
Cisstomer numbérs (period énd) (000) s v
Fixed line 746 668 12
Other services 216 117 85
Total* 962 785 23
Average minules used per month (fixed ling) 284 271 2.5
ARPU (fixed line) {E) 16.20 15.85 2.2
Variable gross margin (fixed line} {36) 51 47 4ppls
Sales and marketing expenses {% of turnover) 14 8  Gppis
Turngver ** (Em) 153 65 135
Operating profit {Em) 2.3 4 {48
Operating margin (%) 1.4 6 (4.8ppts)

30 day toliing

2001 turnover is from date of acquisition (3 July 2001}

Goldfish Bank
Credit card growth from
renewed brand buitding

Goldfish Bank has continued

to make progress, Following

a review of product strategy

by the Goldfish management
team, we are focusing increasingly
on brand performance through

a smaller range of more capital
efficient products.

The credit card business was
migrated to Goldfish's new
infrastructure in November. This
was a significant and complex
process involving more than one
million cards in issue and their
associated loyalty peints records.
The new platform is operating weil
and customer service, through the
new contact centre in Glasgow,
has improved significantly.
Independent research indicates
that brand awareness has
remained high in the credit card
market and strengthened in the
overall financial services business.
The key chjective has beento
generate awareness of Goldfish
as afinancial services provider,
rather than simply a credit card.
Spontaneous awareness improved
from 6% at the end of 2001 to
12% at the end of 2002, which
puts Goldfish towards the top end
of non traditional banking brands.

Credit card recruitment
performance has strengihened
throughout the year following
changes to the channel mix and
customer managernent approach.
Total card net interest income
was Up 9% at £36 million despite
lower margins prevailing withine the
industry and higher utilisation of
interest free promotional balance
transfers. Fee iIncomerose 6%

to £54 million, primarily due to
higher levels of customer spend.
Credit losses remained low at

3% of outstanding balances.



A new Internet based savings account was
launched during the year.

gg Direct Energy:
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Key Goldfish Bank performance indicators

2002 2001 0%
Creditcargsinforce(000) _ __ _ __ 1082 1025 _ 6
Averagemonthlyspend peractivecard () _ 541 476 14
Gross card receivables - e M
Netinterest margin {34). 5.2 51 O.ppis
Credit card income {Er) i
Netinorestincome _ _3% _ w3 _ 39
Feerevenue andotherincome. | _ __ s4 51 _ 8
Total {before deduciion of loyalty costs) 90 B4 7
Loyalty scheme costs {3 of income} 33 K3 2ppts
Credit losses (3 of receivables) 3 3.2 (0.2ppts}
Credil card profit contribution (Em) 9 12 £25)
Goldfish non-credit card product contribution {Em) (2.4 n/a a
Sales and marketing expenses (% ofincome) 6 5 1ppt
Goldfish operating loss before
minority interest {%m) (40) (32) (25)

The number of cards in force has
increased by 6% to 1.08 million
(2001: 1.02 million). During the
year 77,000 new accounts were
opened (2001: 27,600}, with
attrition tow at 4,5%. The average
monthly spend on the Goldfish
card increased by 14% against
2001, making it among the highest
inthe UK market. The credit card
profit contribution of €9 million
was £3 million lower than 2001
due to a £4.5 million increase in
customer acquisition costs and

a £3 million cost relating to the
migration to Goldfish’s new
infrastructure in November,

In the autumn Goldfish entered
the personal loan market,
focusing initially on generating

a high quality applicant pool.
The product proposition was
based on flexibility featuring

no redemption penalties for
early settlement. At the year

end approximateiy 1,800 personal
loans had been drawn down
with total outstanding balances
of.£14 million. Increased
awareness, response and
take-up rates will be sought

in 2003. Goldfish custormers
purchased 104,000 additional
Goldfish branded products
including travel insurance, home

insurance and personal accident
insurance, This is 69% up on 2001
and is an encouraging indicator
of future cross-sales potential.
The profit contribution from all
non-credit card products

was negative: a net loss of

E2 million due to the investment
of £5 million in customer
acquisition during the period.

Goldfish successfully launched
its internet based savings
account and began active
marketing in the autumn.

This has proved to have strong
appeal with £286 million

in deposits and over 11,000
accounts opened of which
approximately 50% were
customers new to Goldfish.
Savings will continue to form part
of a diversified funding strategy.

The overall operating loss

was £40 million with operating
expenses ai Goldfish, consisting
of brand marketing, banking
systems and product development,
up 7% at £47 million. A further
£46 million investment was
capitalised in the development
of the IT systems platform,

As this nears completion,

we expect significanty lower
investment in 2003,

Centrica North America
Acquisitions of incumbent
positions but slower
arganic growth

Total North American turnover was
£1,118 millign in 2002, an increase
of 46% over 2001 driven largely

by our entry into the Ontario and
Texas electricity markets, our entry
into the Ontario services market
through the acquisition of Enbridge
Services Inc and the addition of
over 300,000 gas customers
through the acquisitions of
Enbridge Services Inc and

parts of NewPower Company's
customer base.

Operating profit fell by 7%, as
profits from our home services
businesses (£23 million) and
reduced losses inour electricity
business ( by £5 million} were
offset by lower profits (by

£4 million) in our gas business.
Included within the retail energy
results ace the increase in the

cost base (E£10 miflion) due to the
development of the infrastructure
1o support future growth and

E21 million of expensed costs
incurred in acquiring customers
organically. Upstream profits

were lower as wholesale prices
fell and favourable forward contract
prices expired. These results
include the adverse currency
movements (£4 million), with a 6%
decline in the average Canadian
dollar exchange rate during the year.

The pace of organic growth slowed
in 2002 owing to a combination

of slow emergence of competitive
markels, restrictive legistative
and political developments
affecting sales activities, and
large fluctuations in wholesale
natural gas prices. We are
continuing our efforts with
governments and regulaters

at state, provincial and federal
levels in support of market

tiberalisation. We rernain of the
view that momentum will be
regained in the regions that are
important to our future, but the
timing remains uncertain.

Retail energy

Turnover for the residential gas
supply business increased by 12%,
driven primarily by higher selling
prices and acquisitions. Our
Ontario residential gas market
share was approximately 26% at
year end. In our US gas markets,
stower growth caused by high rates
of customer churn was offset by the
acquisition in August of 212,000
customers in Michigan, Ohio and
Pennsylvania from the NewPower
Company. We continue to manage
our portfolio of US gas customers
closely, and will focus our efforts

oh maximising the value from our
current position.

In our first year of operating in the
electricity business in Ontario (from
May) and Texas, turnover was

E£189 million with an operating loss
of E10 million. Based an operating
experience this year, we estimate
that average annual consumption for
our residential electricity customers
would be 11,000 kwWh, broadly in line
with our expectations and more than
twice our UK customer average.
The Texas residential electricity
market continues to support a
positive competitive environment,
with the presence of a pricing
regime that affords reascnabte,
sustainable gross margin prospects
te both incumbents and new
market entrants. Following our
entry into this market in January,
we served 880,000 retail energy
customers by the year end,
consisting of both acquired
positions {810,000 customers)

in southern and western Texas

{for which our transaction closed

in late December 2002) and organic
programmes mainly in the Houston
and Dal'as/Fort Worth regions.
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Operating and financial review continued

The In(egrauon of Enbndge Services Inc
has allowed us tobroaden the range
of products we offer.

Cur retall energy supply gross
profit grew by 14% to £95 million.
Our gross margin decreased

to 14%. Qur curent gross
margins (other than for our
acquired incumbent positions)
are largely driven by our historic
hedging activities in each local
market, thiough which we have
procured the energy commodity
at afixed forward cost, achieving
a margin on the quantities
supplied to our fixed price retail
customers over a contracted
period. There are risks to these
margins from the compfexities
involved in accurately forecasting
total commodity requirement,
linked to rates of consumption,
customer acquisition and retention.
We are now the third largest
electricity retailer n Texas.

Volatility in wholesate gas spot
prices remained high, as benchmark
gas contract prices moved between
US$10/mmbtu and US$2/mmbitu.
I markets where we compete
against utilities flowing through gas
of. electricity to customess at
wholesale spot cost, this made
winning new forward curve-based
business extremely challenging and
alsoled to high levels of churn
among customers signed up 1o
what became relatively high priced
programmes. This cyclicaf pattern
will cantinue 1o be a feature of our
organic growth. In the latter part of
the year, prices returned to levels
that we believe are more
sustainabie in the long term (US$4-
5/mmbiu) and conducive 1o the
development of our customer base.

Gross margins for our recently
acquired customers in Texas are
based upon prices approved by
the Texas Public Utility Commission
under the ‘Price To Beat' structure,
which we can apply to have
medified twice in any year to

reflect changes in gas feedstack
costs. Under the acquisition
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Key North America performance indicators

2002 2001 &%
Customer riimbers (period end)
Residential and small commercial gas (000) 1,339 1,230 g
Residentiat and smafl commercial eleciricity {000) 1.418 n/a Wa
Homeandbusiness servces(000) . 1627 na
Indus[nal and commercial energy (snés served) 61 49 24
Average consumption T .
Residential and small commescial gas (lherms} 1,138 1,154 (1)
Residential and small commescial clectricity kWh), 10666 nls_ nja
Industrial and commercial energy (m thesms) 19 23 {18)
Gas firoductiot and energy Fading ik
Gas production volumes (m therms) 356 344 3
Averate sales pnce {p/therm) 21.4 27.9 (23}
Turnover (Em) i .
Residential and small commercial gas 486 433 12
Residential and small commercial electricity 189 n/a n/a
Home and business services 159 n/a n/a
Gas production and energy trading 124 105 18
Industrial and commercial energy 160 230 {30)
Total 1,118 768 416
Sales and marketmg expenses {% of lrnover) 3.7 3.7  (2ppts)
Gross miargin %) ) - '
Residential and small commercial gas 13 19 (Gppts}
Residential and small commercial electricity 16 nfa r/a
Qperating profit (Er) B
Residential and small commercial gas 16 20 (200
Residential and small commercial electricity {10} 1% 33
Home and business services 23 - n/a
Gas production and energy trading 33 62 (A7)
Industrial and commercial energy 1 i
Total 63 &8 7]
Opérating margin (36) . 6 T'9 (3ppts)
arrangement. Centrica has an customer acquisition COsis

economic interest in the profitability

of these businesses with effect
from 1 September 2002 through
to completion on 24 December
2002, These amounts will be
credited against amounts
payable, under the acquisition
agreement, in respect of the
sharing of earnings over the
next four years. All such payments
will be treated as deferred
purchase consideration. With
effect from 24 December 2002
the fult profits have been
recognised in the accounts,

Market entry costs this year for
Ontario and Texas of £20 million
have been expensed. Organic

were {ower, following high tevels
of Ontario electricity customer
acquisition in 2001 and due to
slower organic growth in the

US market. This, along with

the growth in turnover meant
that sales and marketing costs
as a percentage of turnover
reduced by 2 percentage points.

We entered the Ontario electicity
market when it opened in May,

and successfully converted

over 500,000 contracts signed
pre-opening to flowing customers.
We now have 15% of the residentiat
electricity market. On 11 November,
the Ontario governmernt announced
that it would cap residential and

small business electricity

prices at befow market rates,

10 be subsidised by goverrtment,
effectively suspending competition
unti 2006. Under this legislation,
Centrica rernains entitled to
receive the market pricing
mitigation agreement payment,
amounting to £16 million relating
to 2002, Margins on residential
retail contracts already written
are protected, atteast to 2006.
The regulations regarding
business customers are still
formative. This electricity
customer base of over 500,000
will continue to retain value and
be used for cross-selling gas
and home services products, but
further organic electricity growth
is unlikely to be possible until this
new legislatian expires in 2006,

We continue to seek opportunities
to acquire incumbent customer
positions from utilities seeking

to exit the retail function. Our
agreement in December, which is
subject to legislative changes and
regulatory consents, 1o purchase
the Incumbenit retail energy
business of ATCO Group in Alberta
- which currently consists of
approximately 820,000 gas

and 160,000 electricity customers -
will give us an 80% share of the gas
market and 14% of the electricity
market. We will maintain growth
momentum into 2003 as we migrate
customers to unregulated

energy and services packages.

Home and business services
As part of our strategy to gain
competitive advantage and
operating leverage from an
energy and home services
cross-selling platform, the
acquisition of Enbridge Services
Inc for C$1 billiort (€438 million)
was completed in May 2002.
Enbridge Services Inc made

an operating profit of £23 million
during the year. We subsequently
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luminus
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A major aovertising campaign launchad
Luminus in Belgium.

raised some C$744 million
(E303 million) through selling
dowr 58% of our interest

in the waterheater assets
acquired as part of the
transaction by way of the launch
of The Consumers’ Waterheater
Income Fund. Qur remaining 42%
retained interest had a valug

of C$218 million {£89 million}

at 31 December, which we
intend to continue to sell

down in 2003. Centrica

rernains the exclusive installer
and provider of maintenance
and repair services for our
customers’ waterheaters

and, accardingly, without legal
ownership of these assets, retains
relationships with approxintaiely
1.3 million households.

In the group's balance sheet
the waterheaters are included
In fixed assets and the debt
financing raised (C$500 million),
for which there is no recourse
to Centrica, is included in loans,
ret of expenses. The profitand
loss account includes the entire
rental income and related costs,
including depreciation and
interest on the income fund’s
debt financing from the date

of launch of the fund in
December. The income fund
unit holders' share of profit

is reflected in a non-equity
mtinority interest in the profit
and loss account. The balance
sheet non-equity minority
interest includes amounts
raised from the sale of units.

The value of the retained
businesses together with the
cash receipts for the divested
assets has created major valle
for Centrica shareholders,

We also remain a leading instatler
af heating, ventilation and air-
conditioning {HVAC) equiprnent
in Ontario, which has a profitable
associated financing business

and, in addition, some 330,000

of households have contracted
with us for HYAC maintenance and
protection plans. We now have
around 50% share of this hame
services market and increasing
this share is a key objective of
2003. Beginning in 2003 we

intend to manage services for our
business customers separately.

Upstrearmn gas

Development of our gas

fields in Alberta continues.

We drilled, completed and
began production at 218 wells
during 2002, corpared with

307 in 2001, Production volumes
were up slightly at 356 million
therms, representing 24% of

our North American downstream
gas sales. Operating profit fell
by 47%, primarily as a result

of alower wholesale market
which led to a 23% decline

in our average sales price

and the expiry of higher priced
forward sales contracts.

Europe

In developing our strategy
for Europe, we are focusing
on those countries where the
speed of market opening and
legal and political conditions,
inciuding unbundling and
independent regulation,

are mare advanced.

Through Luminus. our jeint
ventura in Belgium, we now
have approximately 18% of the
electricity market above 1 GWh
in Flanders which opened in
January 2002. The broader
commercial energy market
opening in 2arly 2003 will

be followed closely by the
residential market opening

in July 2003 for both electricity
and gas. Luminus is positioned
as the number two player in
the Flemish market. When the

residential market opens the
business expects to have over
600.000 residential electricity
customers and nearly 200,000
residential gas customers.

Qur second move in Europe is
in Spain, where our initial aim

is to enter the small and medium
sized business sector of the
market and to build a business
organically which utilises the
skills we have developed in
other markets. We are currently
testing our proposition with a
view to opening for business

in the second quarter of 2003,

The operating loss in 2002 was
£7 million, reflecting stant-up
costs in Belgium and Spain.

Note: All current inanclal results listed

are for the yaar ended 31 December 2002.

All references to “the prioc-year period’,

*2001° and ‘last year” mean year endled

31 December 2001 unless otherwise specified.
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Group financial review

We aim to grow our earnings and cash flow within a prudent
risk management framework. During the year our share price
out performed the FTSE 100 by 3.1% and since demerger in
February 1997 to the end of 2002 we out performed the index

by 187%.
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Centrica’s aim is to achieve a total
shareholder return (TSR)ranking
int the first quartiie of UK FTSE 100
companies, taking account of
share price growth and dividends
received and reinvested over

a sustained period. Centrica
promotes continuing growth

in earnings and cash flow and
seeks to maximise the return

on capital it achieves within

a prudent risk management
framework. The remuneration
repon on pages 25te 30
summarises our TSR performance
aver recent years against our
FTSE 100 comparator group.

The company’s closing share
price on 31 December 2002 was
171 pence (31 Decernber 2001:
222 pence), resulting in a market
capitalisation of £7.3 billion

{2001: £8.9 billion). World stock
markets continued to fall in 2002,
the FTSE 100 index dropping by
24.5%. The company's share price
still out performed the FTSE 100
by 3.1% (2001; 2.1%) and since
demerger to the end of 2002 we
out performed the index by 187%.

Earnings

Earnings increased by £155 million
to £478 million in 2002. This
reflected improved operating
profits” up £253 million and lower
exceptional charges offset by
taxation up from £155 million to
£250 million and higher goodwill
amortisation, up by £35 million

to £123 million.

Earnings before exceptional
charges and goodwill amortisation
were up 32% to £636 million.

This represents a return on

capital employed over the year

of 32% or 7.9% on our average
market capitalisation.

Operating profit
Operating profit” was £932 millign
{2001 £679 million). Most of the

improvement came from our
UK residential gas supply
business, and growih in our
business services and home
services operations.

Exceptional charges and
goodwill amortisation

During the year, non-operating
exceptional charges arose

of £26 million net of tax

(2001: £71million operating
exceptionals net of tax). These
retated to changes in our Golf
England operatian and disposal
of our LPG cylinder business.

In addition, a ES million (2001: £ nil)
exceptional tax charge arose

(see Taxation below}. The goodwill
amortisation charge for the year

was £123 million (2001: £88 million},

in line with our programme of
continuing acquisitions.

Net interest

Net interest charged to the profit
and loss account was £62 million
compared with £43 million in 2001
and was covered 15 times by
operating profit* compared with
16 times a year earlier. The increase
ininterest payable was due to
higher average indebtedness
mainly as a result of acquisitions,
oftset by lower interest rates and
the net proceeds of the share
placement during the year.

Taxation

The ongoing taxation charge of
£243 million for 2002 represents

a 28% rate on profits adjusted

for goodwill amortisation and
exceptionals (2001 comparative
rate: 26%), Theincreasein the
effective rate is principally due

to the introduction of a 10%
corparation tax surcharge on UK
offshore gas production, with effect
from 17 Aprit 2002. This surcharge
increased the tax charge for the
year by £12 miltion and resulted

in a restatement of the deferred
tax liability of £9 million, which

“Before exceptional charges and goodwill amortisation, including joint vertures and associates.

has been treated as exceptional.
The overall charge is still less than
the UK 30%6 statutory rate, primarily
because previousty unrecognised
deferred tax assets of £35 million
have been utilised during 2002.

Earnings per share and dividends
Basic earnings per share grew
from 8.1 pence to 11.4 pence and
adjusted earnings per share from
12.1 pence to 15.2 pence. Over
the last three years the adjusted
performance measure has grown
by an average compound growth
rate of 24% and facilitated a
progressive dividend policy.

We are proposing a final dividend
of 2.6 pence giving a total of

4.0 pence (200%: 3.1 pence),
anincrease of 29%.

Cash flow

Group operating cash flow
(including dividends from joint
ventures and associates, from
continuing operations befare
exceptional payments) was

£790 million for 2002, compared
with £885 million in 2001. An
increase of £299 million in operating
profit” before depreciation and’
amortisation of investments was
more than offset by changes in
working capital, including growth
in trade debtors, the timing of

gas transpgortation payments,
petroleum revenue tax (PRT) and
gas production royalty payments.

Total capital expenditure was

£449 million this year, up from
£312 million in 2001. This

includes £180 million of costs
capitalised for information systems
investments associated with

aur new custemer refationship
management {CRM} infrastructure,
Acquisition expenditures (net

of cash and overdrafts acquired)
were £989 million in 2002

(2001: £1,204 million), consisting
primarily of our purchases of the
Brigg power planit and Rough
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gas storage facilities in the UK,
Enbridge Services Inc in Canada
and WTU Retail Energy LP and
CPL Retall Energy LPinthe US.
The group's net cash outflow
before liquid resources

and financing was, as a resuit,
£918 million, against a net
outflow of £342 milliorin 2001,

Balance sheet

The net assets of the group
increased during the year from
£1,536 million to £2,402 million.

Fixed assets

Netintangible fixed assets of
£1,813 million {2001: £1,524 million)
represented goodwill, which

has arisen on acquisitions.

During the year, £466 million
{2001: £314 miltion} was added.
inciuding £193 million for the
acquisition of £nbridge Services
Inc, 167 million for WTU Retail
Energy LP and CPL Retail Energy
L.P and £80 million for Electricity
Direct. Goodwill is amortised by
way of charges against profits over
periods ranging from 5 ta 20 years.

Tangible fixed assets, mainiy
comprising gas field assets

and power stations, had a net
book value of £2,763 million

(2001: £2,058 million). During

the year gas field assets, including
the Rough gas storage facilities,
and power stations totalling

£590 million were acquired.

Atthe year end, the proven and
probable gas reserves represented
by our field interests amounted

to 2,846 billion cubic feet {bcf)
(2001: 3,232 bef), which included
404 bef (2001: 446 bef) in North
America. At the year end, hardware
and software costs relating Lo our
major investments in CRM had

a net hook value of £237 million.

The group’s investment in joint
ventures stood at £74 miliion
(2001: £112 million), comprising

its share of gross assets of

£810 million and share of gross
liabilities of £736 milfion, of which
£629 million related to borrowings.
These investmentsrelated principally
to the investments in 60% of
Humber Power Limited, 50%
interestin the AA's joint ventures
with HBOS and 50% of Luminus NV.

Working capital

Current assets less current
liabilities, excluding net
indebtedness and Goidfish
funding amounted to a deficit
of £243 million {2007: deficit of
£625 million). Excluding Goldfish,
growth in trade debtors and
accrued energy income has
given rise to a net increase of
£565 million in working capital.

Goldfish Bank

Goldfish Bank debtors, mainly

in respect of credit card balances
receivable, were E792 million
{2001: £ 673 million), offset

by customer savings account
balances of £286 million

{2001: £ nil), Goldfish Bank
borrowings amounted to

£430 million {2001: £610 mitlion).

Net debt

Net debt (excluding the Goldfish
Bank facility of £430 million and
the £196 million of non-recourse
debt raised on the water heater
assets acquired with Enbridge
Services Inc) increased to

£529 million at 31 Decerber 2002
from £433 millicn at the previous
year end.

Issue of share capital

In February 2002 £426 miilion, net
of expenses, was raised via the
issue of 232 million ordinary shares.

Provisions and other creditors
due after more than one year
Together these increased during
the year to 1,384 million

{2001: £1,218 million}. Increases

inrespect of decommissioning
costs, mainly from acquisitions,
and deferved corporation tax have
more than offset the decrease

in provisions for deferred PRT.

Fimancial risk management

The board has established
objectives and policies for
managing financial risks, to enable
Centrica to achieve its long term
shareholder value growth targets
within a prudent risk management
framework, These objectives and
policies are regularly reviewed.

Currency, interest rate, liquidity
and counterparty risks are
managed centrally by a treasury
and risk management team, within
parameters set by the board.

This team is also responsible for
managing the relationships with
the agencies setting the company’s
credit ratings and managing the
cost of its debt capital. Energy
market price and weather.risks

are managed by business led
energy and risk managernent teams
operating within group established
policies. Where appropriate,
financial instruments are used

to manage financial risks as
explained below and in note 29

on pages 59 to 62. Goldfish Bank
interest rate risks are managed by
a reasury team with Lloyds TSB
Bank ple within pararneters set

by the Goldfish Bank board.

Credit rating

The company’s credit ratings from
Mouody's Investors Service/Standard
& Paor'sremain unchanged at A2/A
{long term} and P1/A-1 (short term)
and with a stable outlook.

Currency risk

Through wholly-owned US and
Canadian subsidiaries, the group
has operational exposure in
Canadian and US dollars. Canadian
dolfar translation exposure is
hedged by maintairing a portfolio

of Canadian dollar financial
liabilities, which approximate

to the net asset value of the
Canadian operations. US dollar
exposure has been hedged by
borrowing on a short term basis
through a combination of US
commercial paper programme and
currency instruments. In addition
thereis an element of exposure to
the euro through the 50% interest
in Luminus, which has been
hedged by selling euro forward
anarofling basis. Exposures 1o
foreign currency movements from
operating activities are also hedged
through the use of forward fareign
exchange contracts, All debt raised
in US dollars through the US
commercial paper programme,
apart from that hedging the US
translation exposure, is either
swapped into sterling or another
functional currency as part of the
translation hedging operations
described above.

Interestrate risk

Throughaut the year, the group’s.
policy has been to maintain
approximately 50% of long term
borrowings at a fixed rate of
interest. This is achieved by using
derivative financial instruments,
such as interest rate swaps, to
adjust the interest basis of the
portfolio of long term debi {see
note 29 on pages 59 to 62). At the
year end debt has been raised on
both a fixed and floating rate basis.

Liquidity

Cash forecasts identifying the
liquidity requirements of the
group are produced frequently.
These are reviewed regularly

by the board to ensure that
sufficient financial headroom
exists for at least a 12 month
period. The group palicy includes
maintaining a minimum level of
committed facilities and an
objective that a proportion of debt
should be long term, spread over a
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Group financial review continued

Capital funding
31 December 2002

Net debt, excluding Goldfish Bank working
caplial borrowings - £529 miilion

Non-recourse debt (Consumers’
‘Waterheater Income Trust) - £136 million

Equity including mincrity interest - £2.402 million

range of maturities. Details of
the maturity profile of borrowings
are given in note 29 on pages 5%
to62. At 31 December 2002,

the group had undrawn
committed facilities of £1 biflion
(2001 £935 million}, which were
used as a-backstop for the US
commercial paper programme,

Counterparty risk

The board's policyis to limit
counterparty exposures by setting
credit limits for each counterparty,
where possible by reference

to published credit ratings.
Exposures are measured in
relation to the nature, market
valug and maturity of each contract
aor financial instrument. Surplus
cashisinvested in short term
financial instruments and only
deposited with counterparties
with a minimum credit rating

of A3/A-or.P1/A-1in Moody's
Investors Service/ Standard &
Poor'siong term and short term
ratings respectively, Energy
trading activities are undertaken
with counterparties for whom
specific credit limits are set.

All contracted and potential
exposures are reported 1o the
financial risk management
commitiee of the board.

Commodity price risk

The key commodity price risks
facing the group are first, natural
gas and electricity prices both

in the short term market and in
respect of long term contracis
and, secondly, escalation indices
on long term gas contracts, of
which the most influential are

oil product prices and general
price inflation.

The group’s policy is to hedge
a proportion of the exposure
for a number of years ahead
matched to the underlying sale
and purchase risk profiles.
The group aims to manage
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its risk by using financial
instruments such as oil and gas
swaps and gas derivatives and
bilateral agreements for gas and
power, as well as asset ownership.

The financial risk management
committee regularly monitors the
extent of the group’s commodity
price exposure and the level of
hedging activity alongside the
availability of forward prices

and market liquidity.

The acquisition of the Glanford
Brigg power station has further
contributed 1o the company’'s
target to cover around a quarter
of its electricity requirement
fromits own sources in 2002.

Weather risk

Gas sales volumes, andtoa

lesser extent electricity volumes,
are influenced by temperature and
other weather factors. In Britain,
the weather derivatives market
remains relatively immature.

We again entered into a number
of weather derivative transactions
for the winter period October 2002
to March 2003 in order to hedge

part of the group’s weather expostre.

Accounting policies

The principal accounting pelicies
remain unchanged over last year
and are described innote 1 o the
financial statements on pages 35
to 37 Where appropdate, wording
has been expanded to more fully
explain policies, particularly in
relation 1o financial instruments,
and energy trading activities.

In keeping with many othes major
companies, adoption of FRS 17
Retirement Benefits, has been
deferred in line with the revised
timetable announced by the
Accounting Standards Board.
Accordingly, the group has

continued to report under SSAP 24

Accounting for Pension Costs.

In accordance with FRS 17,
additional disclosures are
contained in note 26 on pages
55 and 56. If the standard had
been fully adopted in 2002,
profit would have beenreduced
by E47 million (2001:£16 mitlion)
and net assets would have
beenreduced by £507 million
{2001: £117 million). Full adopticn
is not mandatory until 2005, but
the group will continue to keep
this under review.

Lkttt

Phillip Bentley
Group Finance Director



Corporate responsibility

Bruno Pesk OBE, chzirman of the Goiden
Jubilee Summer Party, lest-fires the Briush Gas
Jubilee Beacon that iluminated Buckingham
Palaca during the weskend celebrations.

Energy Angel Eleanor Whitehead whose schoal.
Litthe Gaddesden Primary, signed on for tha
next staga of Briish Gas's award winning

'Think Energy’ educational programme.

Centrica community investment

~ Okder or disabled customers and thewr caners -

Centrica’s community spend Is focused on
2 number of priorty areas, linked to Isstes
relevant to our business.

19%
Cther - 6%

Support lor motor related causes - 31%

Energy efficiency and fuel poverty - 16%
Education - 19%

Support lor employees and local
community - 10%

Our businesses are focused on
delivering essential products and
services to millions of people every
day. Continued and sustainable
success requires that we accept
and respond to our social
responsibilities. By understanding
our impact on society, the economy
and the wider environment, we can
develop positive relationships with
stakehoiders to benefit both
business and the cormymunity.

Corporate responsibility is integral
to all our activities. Qur framework
is set and co-ordinated by the
Centrica corporate resgonsibility
committee that was formed

in 2002, Detailed information

about owr range of corporate
responsibility activities is available at
www.centrica.com/responsibility.

The effectiveness of our
approach was illustrated by
Centrica’s inclusion in the 2002
FTSE4Good Index and, for the
first time, in the Dow Jones
Sustainability Indexes for 2003.

We are aware not only of the
positive business patential of
demonstrating our commitment
o corporate responsibility, but
also of the negative impact of
poor performance in this area.

Corporate responsibility concerns
have been fully integrated into

the group's risk managemenit
structures, These address the
financial impact on the business

of social and environmental threats
as well as the potential impact on
the reputation of our brands.

Our corporate responsibility activities
fall inte four main categories:

Environment

Our prime responsibllity is
managing the impact of our
operations on the environment.
We also have a responsibility for

helping our customers make
informed decisions about using
our products and servicesina

way that minimises any negative
impact an the environment. British
Gas plays a leading role in helping
1o achieve the government's fuel
poverty and climate change
targets through the provision

of free or subsidised energy
efficiency products. During our
Energy Efficiency Standards of
Performance (EESoP) programme,
which finished in April 2002, British
Gas provided 1.4 million energy
efficient products to 585,000
households throughout Britain,

in total saving 5,250 GWh of energy.

From April 2002, EESoP was
replaced by the Energy Efficiency
Commitment, a three year
programme with an energy saving
target of around 27,000 GWh.
British Gasis on target to deliver
these savings. Key to this success
has been our ability to engage
customers through new product
innovation and groundbreaking
customMer prapositions. Through our
Warim-A-Life programme, more than
10,000 disadvantaged customers
have received a range of benefits
including free insulation products,
benefils assessment 10 ensure that
they are claiming everything that
they are entitled to and discounts
on British Gas energy bills.

In 2002, we worked hard on
detivering our environmental
programime. Notable improvernents
included increasing the recycling

in aur offices from 18% to 34% and
improving their energy efficiency by
implernenting projects that saved
mare than 4.5 million KWh per
annum. In terms of environmenial
management, siles that were
certified 0 1SO14001 have
completed their reassessment

and the British Gas Service Centres
and AA Service Centres achieved
centification for the first time.

We published our second
environment report in March 2002.

We also promoted environmental
good practice in the home through
our ‘Think Energy’ education
programme for schools. To date,
more than 14,000 primary and
secondary schools in Britain have
signed up for the programme,
invalving an estimated one million
school children between the ages
of 710 14. The programme will be
extended to include 14 10 16 year
olds fram 2003. During 2002, *Think
Energy” won a British Commitment
to the Environment Premier Award.

Community

QOur community programme
addresses issues relevant to our
business and, where possible,
we also support our employees’
vatunteering activities.
Communities will benefit most
from our investment if there is a
sound business case for it, since
this provides the best foundation
far sustained irvoivernent.

We contributed £5.66 million
to comemunity causes in 2002
as measured by the London
Benchmarking Group model,
which includes both cash and
in-kind support.

QOur UK charity of the year initiative
enables employees across the
group toraise funds for a charity
chosen by a panel of employees.
From Aprif 2007 until July 2002, our
partner was the Cystic Fibrasis Trust
and our employees raised more
than £475,000 to fund vital research
and treatment for the UK's most
common life threatening inherited
disease. The partnership received
an Institute of Public Relations
Sword of Excellence award in July.

We hope far similar success
with our new chosen charity,
the Meningitis Trust. Between

its launch in September 2002 and-
the end of the year, employees
raised more than £150,000.

In North America, we launched
‘Direct in the Community”.

The programme seeks to play

a leadership role in fostering.
supparting and encouraging
charitable initlatives that provide
services related to safe and
affordable housing, especially
for adults, families, clder people
and people with disabiiities.

The British Gas partnership with
Hetp the Aged continues to support
some of Britain's most vulnerable
clder people. Since its launch in
1999, British Gas has provided
Help the Aged with more than

£5.4 million of support and to

date there have been 1.6 million
beneficiaries of partnership
initiatives. The partnership
received the Business in the
Community Exceilence Award

for cause related marketing in July,

We have enjoyed a successful
association with Carers UK since
1996. In 2002 we sought to identify
‘hidden’ carers and guide them to
information, advice and support.
Promotion. including a bilf message
to mare than two million customers,
also generated awareness amaong
our employees about Centrica’s
carer friendly employment

policies. Qur chief executive

is president of the charity.

The AA Accessible Hotel of the Year
Awards highlight the importance

of ensuring equal access for

people with disabilities to hotels
and guest accommodation in the
lead up to the next phase of the
Disability Discrimination Act

in 2004, During 2002, AA hotel
inspectors assessed 60 hotels

and guest houses selected from the
results of a detailed questionnaire
returned from more than 300 of the

Cenwica plc report 2002 19



Corporate responsibility continued

Material recycled from
Cenlrica offices (%)

35 S
0

L B Recycling rate
5 - B Taget for 2005
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The success of our recycling initiatives has
meant thal we have aiready exceaded our
target for 2005, initialty set in 2000.

b Sl G- retN
Sir Roy Gardner is jained by meningitis sufferer
Samuel Cloke to launch the 'Every Second
Counts’ partnership - a year-kng partnership with
ourempicyee charty of the year, Meningitis Tust.

Employees in Cardiff fide the world's largest
picycle torise funds for Cystic Fibrosis Trust,
Centrica employesa charity of the year 2001

o 2002.

;
Rod Kenyon, director of the British Gas
Engineering Academy, is joined by a group

of rainees to launch the academy.

4 st

AA's 8,000 strong list. The awards
will be repeated in 2003 to make
more establishments aware of the
need for improved accessibility.

The AA Foundation for Road Safety
Research published reports in 2002
on the safety of young male and
fernale drivers, when and why older
drivers give up driving and on safety
in pan-European tunnels. During
the year, research continued onthe
effect of surface conditions on road
safety and accidents on high speed
dual carriageways.

In December, it was announced that
One Tel would be working with the
Samaritans, the emotional health
charity. 10 promote its new telephone
directory enquiries service. During
2003, OneTel will donate 1p for
every call made to the new service
generating vital funds for the charity.

Marketpface

We try to take a responsible
approach to the marketing

and selling of our products

and services. We take care of

our custamers’ daily essentials and
provide the necessary access

and expertise to ensure they benefit
fully from the products and services
we offer. For example, we currently
provide over 500 communications
each day to customers who are
blind or visually impaired in the
farmat they require, which includes
Braille, large print and audio.

Some of our customers have
specific needs, Current services
inciude the Home Energy Care
Register, the password scherme,
providing information in alternative
formats and using access
technology such as text phones.
We have developed our own website
accessibility guidelines based on
imernationally recognised standards
and intend that all our business
websites wilt meet and exceed
these standards in the near future.
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We have reviewed the needs

of hearing- and speech-impaired
customers in collaboration with

the RNID and the Royal Association
for Deaf People, Text phones have
been Installed throughout the
business and the AA has developed
a text messaging service so that
hearing and speech-imgpaired
members can communicate
effectively via their mobile phones.

The British Gas ‘here to HELP"
initiative was launched in 2002

to help tackle household poverty

in the most deprived cormmunities
in Britain. From a package

of £150 million, British Gas’s
investment of more than E£70 million
is supported by additional
government and social housing
provider funding, Over the next
three years, 500,000 homes will

be supported in urban, suburban
and rural areas through a network
of local authorities, housing
associations and charity
organisations. Households are
offered energy efficiency measures
and advice along with other services
delivered by our charity partners.

Workplace

Refationships with all aur
employees are based on trust

and respect for the individual.

We aim to attract, develop,
reward and retain high quality
people who are motivated to
achieve our business objectives.
Our employment policies seek

to create an environment that
motivates and engages alt our
employees, rewards performance,
and satisfles material needs whilst
supporting equality of opportunity
for all. This is achieved through
policies such as family leave,
carers, personal development
and supporting employees to find
& successiul balance between
work and personal life. A new guide
to sound business practice was
developed in 2002, setting out

how we expect our employees
to act in a variety of situations.
Thisis being disseminated in 2003.

The growing diversity among
our customers and employees
presents us with opportunities
for change. In anincreasingly
compelitive environment, itis
essential that we recognise

the importance of operating as
an inclusive organisation,
through embracing diversity
inthe workforce and selecting
the very best employees from

a wide and varied choice of
applicants. We work with a number
of partners to achieve this goal
including the Employers’ Forum
on Disability, an organisation
chaired by our chief executive.

Diversity modules form part of
the training for all our customer
facing employees and a disability
awareness training package has
also been developed. More than
29,000 booklets giving practical
advice on how best to serve
disabled people have been
issued throughout the business.

We have created employment
opportunities for individuals

from disadvantaged backgrounds.
More than 180 individuals have
been employed through targeted
fecruitment in our contact centres.
In July 2002 we received a Business
in the Community award for our
investment in disabled people

as employees and customers.

British Gas has committed 10
recruiting 200 gas engineers,
targeting the long term unemployed
and those who have trouble finding
a career that fits in with their
lifestyle. The engineer training
course, developed with the Gas
and Water Industries National
Training Organisation, includes

a part-time option aimed at single
parents. The initiative is past of the

government backed Ambition
Energy programme, chaired by
Cantrica’s chief executive, to
address an anticipated shortage of
skilled and qualified gas engineers.

We are delighted that, in
recogniticn of its commitment
to the development and training
of its employees, the AA has
received corporate Investors

in People accreditation.

Nearly three quarters of our
employees took part in the annual
global employee satisfaction survey
in 2002, up from under two thirds in
2000. The survey measures four
key improvement drivers -
customer focus, performance

and development, management
impact and working life. Part of

the performance related element
of directors’ remuneration is linked
to this survey.

The health and safety of cur
employees is of paramount
importance. Our performance is
targeted and monitored through
key performance indicators.

In 2002, the amount of time Jost
toinjuries or occupational ill health
was low. Injuries have been
attributable mainly to slips,

trips and falls, and our accideny
preventian programmes focus

on the underlying causes of these
and other near miss events.

We have also taken sieps to
protect employees who may
encounter violence while they
do their jobs, for example gas
engineers, roadside patrots
and debt collectors. We have
launched an occupational
road risk programme to manage
the risks to employees who
drive in the course of their
employment. Good practice
workshops share new safety
techniques and opportunities
for performance improverment.



Board of directors

7 Sir Roy Gardner 8 Sir Sydney Lipworth 9 Patricia Mann 0B
1'Sir Michael Perry o Chairman (69)A, N, R

Sir Michael Perry became chairman’of Centrica picin 1997.
He was & non-executive director of British Gas plc from June
1994 untll demerger, Heis a member of the supervisory board
of-Royal Ahold NV, president of the Marketlng Coungil; chairman
of the Shakespeare Globe Trust and chairman of the Oxford

University Faculty Board for Management.

"2 Helen Alexander Non- executwe director (46)A,C, R
‘HelerrAtexander joinedy 1he board on'1 Jandary 2003.
She s chief executive of The Economist Group, a trustee
of the Tate Gallery and was forrerly a non-execmive
director of BT Group pic and Northern Foods plc.

3 Mike Alexander Chief operatmg officer (55)C, E

It was announced oné4 February 2003 that, by agreementof
the company, Mike Alexander would be retrrrng from the board
with effect from 28 February 2003, He was managing: director
of British Gas Trading from 1997. until the end of 2001.and
from 1 January 2002, chief operating officer, Centrica plc.

4 Phillip Bentley,Group finance director (44) 4

Phlllnp Bentley joined Cenmca plcin 2000 from Diageo plc.
-where he was finance dlrector of GurnnessUDV Prior 0 that, he

was group treasurer. and director of risk management of Diageo

plc from 1997 and group treasurer of Grand Metropelitan pic

from 1995, Hei$ a hon-executive director of Kinglishéf plc.

5 Roger Carr Non-executive director (56) A, R

Roger Carr was appointed to the board in 20@1. He is the senior
non-executive director of Six Continents plc and Cadbury
Schweppes pic and a senior adviser to Kohiberg, Kravis Raberts
‘Co Ltd. He was previously chief executive of Williams plc and
chairman of Thames Water pic and Chubb plc. He is a member
of the Indissirial Development Advisory Board arid the CBI council.

6 Mark Clare Deputy chief executive and managing director,
British Gas (45} C, E

Mark Clare joined British Gas plc in 1994 as group financial
controller. and was appmnted finance d|rector of Centrica pic in
1897. In 2000,'he was appomted deputy ¢ chief executive and from
1. January 2002, managing director of- British Gas Heis a non-
executive director of BAA plc and The Energy Saving Frust Ltd,

10 Sir.Brian Shaw 11 Roliertfobin. 12 Roger Woot

7-5ir Roy Gardner Chief, executlve (57) E ‘N‘;
Sir Roy Gardner was appomr.ed 1i inance; dlrector of. Brmsh Gas
plcin 1994 From 1995, he had responsrbzhty forthie busmess
uriits which subsequently formed Centrica plc. Priorto Jommg‘
British Gas plc, he was managmg director.of GEC-Marconi Ltd
anda drrector ofGEC PIE: He is non:executive charrman of -
Mancheslt_er Unlted plc, presrdent of Ca 1
chairman of, the Employers Forumon Dlsﬂblllty

8 Sur Sydney, Lipwortih] Non-executwe director (‘1 1) A C:R

_Slr Sydney Lipworth, was appoifited . difectorin 999 ‘and renred '

fromthe board following the annual Géderal rneer.mg Qn 13 May 2002:

9 Patricia Mann ose Seruor non-executive d,lregglg(BS) A.p, N;R
Patricia Mann was a non-executive director.of British Gas plc -~
from-1995 untit démerger. She was vice president international
of J Walter Thompson ‘Co Ltd and remaifis a direétor of JWT
Trustees Ltd Stigis on the board of. the UK Centre for Econamic:
and Enwronmenr.ar Development and is a former, drrector of

the Wootwich Burldmg Societyand’ Yale and Valor pic. -

B

-10 Sir Brian Shaw Non-executive director. {69} AR -
Sir Brian Shaw Jotned the Board in 1999 followmg the acqursmon

of the Automoblle Assocratlon . of which b
chazn'nan Helisa fonner chairman of Furrfe Wlthy ANZ

Gnndlays Bank and the Rort of Landon Authonty ‘S Bnan is-
an elder brother of. Tnnrty Holse and a benchenof Gray s inn.

11 Rabert Tobin Non-éxecutive difector, US crtrzen 64)A, R
Robert Tobin was  appointed to the board ond. January 2003.

Hei is a member of the supervlsory iaoard of Royal Ahold NV.
Until September 2001.he was charrman of ‘Ahotd USA, a
subsidiary of Royal Ahold NV: Since 2000, he has been chairman
of.the board of directors of the Worldwide Retall Exchange

12 Rager Wood Managing directof, the AA (60) C.E
Roger Weod joined:British Gas plcin 1996 as managing director

-of British Gas Services. Ih 1998, following the acqursrtron of the

AA'business, he becare managing director’home & road
services,On 1 January 2002, he was appointed managing

_dlrector of the AA Previously, hie was director general of Matra

Marconl Space NV, group vice presrdem of Northern Telecom )
Lid and a UK director atICL. \

Keyto membershlp of cornmluees
A Aud:tcornmirlee ¥

E Executive committee .

R Rlernuneral.lon committear

'C Customerservlcecommmee ,
‘N Naminglions commitiee
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Directors’ report

The directors present their report and the audited group .
accounts of Centrica pic for the year ended 31:December; 2002.

Principal activitics

“The principal activities during the year.were:

the provision of gas, eleciricity and energy related products
and sefvices in Great Britain; North Amenca and Europe;
-the operatidri of gasfietds in Great Bmain andNorth
America and power stations in Great Brltam

energy trading In the LK, North American and

Eurcpean markets;

- foadside assistancé and other motoring services

inthe UK:and Europe;

the provision of financial services in the UK and

the provision of telecommunications services in the UK.

.

-

Business review
The chairman’s statement, and the operating and financial
review featured an pages 4 to 15 report on the activities
. ofthe group dunng the year, recent events and any
likely further business dévelopments.

Financial results ) }
The finah¢iat résults of-the group are discused in the
group financial review on pages 16 to 18 of this report.

Major acquisitions'and disposais
/n May, the acquisition of the Toronto based home'and
business services operation Enbridge Services Inc for
C3$7 billion (£438 million} was completed. The ‘acquisition
cdmprised 1.75 million customer relationships and

1.3 million waterheaters which were leased 1o castomers.
In December, the waterheater assets were transferred

1o the Consumers’ Waterheater Income Fund (CWIF),
which listed units and debt securities on the Toronto
Stock Exchange; implying an enterprise value of C$1 billion.
The group retained a 41.9% equity and voting interest

in the CWIF.

In June, agreement was reached to dispose of non-core
interests In the Liverpool Bay Fields in consideration for a
-package of offshore gas assets in the North Sea and a cash
.balance, with a total value of approxirmately £88 million.

In June, Regional Power Generators Ltd, which owns
and operates the: 240MW Glanford Brrgg power station
in tincolnshire,was, ach|red for £37 million,

InAugust, the acquisition of- 212,000 natural gas customers
of NewPower Holdings, Inc and its subsidiaries in Ohio and
'Pennsylvanra was completed for LIS$26 million (£17 millicn}.

In‘August, Electricity Direct (UK} L1d, the UK's fargest
mdependent commercial electricity suppller, was
acquired for £50 million.

In Nove_mber, offshore gas storage facilities in the
North Sea and an associated anshore terminal were
acquired for a net cash consideration of £488 million,

Thé Secretary of State for Trade and Industry has to
decide whether to clear.the'acquisition, refer it to the
Competition Commission for further investigation
or accept undertakings in lieu of a reference.

In Novernber, the group's liquefied petroleum gas
(LPG) business was sold for £40 million,

In December. the group acquired the electricity supply
‘operations of Texas based Central Power and Light Company
and West Texas Utiliies Company, for a purchase price
of approximately US$246 million (E154 millian).

"In Décember, agreement was reached to acquire
the retail gas and electricity suppty businesses of
ATCO Group in‘Alberta, Canada, with 988,000 customers,
for C3$128.5 million (£52 milllon), payable over two years.
This acquisition is conditianal on legislative changes
and regufatory consents in 2003.
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12 May 2003, a finat dividend of 2 ]

Post balance sheet events P
Detarls of | post balahce sheet events aré disclosedin note 30‘
1o the fi nancial staternents on page 62 -

Dividends |

-Aninterim dlwdend of 114 pence per ordlnary share was’ .

paid'on 21 November 2002 The dsrectors recommend that,
sut)]ectto approvai atthe annual general rneetlng (AGM) on
ce per. ordmary share
Ke paidon 1BUune 2003 () those shareholders reglstered
on 2 May 2003: This rnakes atotal drwdend fonthe year

of 4.0 pence per. share (2001 34 perice penshare)

Related party transactlons
Details of retated party transacuons are set out innote 28 on page 58.

o

" Credilor payment pohcy

Itis the'group’s policy to:

- agree the terms of paymem in advance with the supplier

. ensure thatsupplters are aware'of theterms of payment; e and

- payin accordance with’ contractuél and other

legal obllgauons .

The number of days’ purchases outstandlng as at 31!December
2002 was 34 (2001: 32) for the group (excludlng Accord Energy
Tradrng Limited) and 41- days (2001: 42 days) for the company

Employment policies
The group employed an average of 38 051! people durlng 2002.
35,563 were employed in thé UK, 307 Inthe rest of Europe and
2]87 in North'America.

The group is committed to pursumg equality and dwersrty
inallits employrnertt activities, with pamcular emphasrs on.
recruitment and selection, training and development, appraisal
and promoticn.. By supporting and encouraging. the diversity of
our feople, we aim to increase employee maotivation and pr.ovude‘
better.service 1 our diverse customer base in the community
atlarge: This approach is reflectéd in our employee policies
and procedures and we are proud to offerarange of benerts
that ga beyond the requrremenrs of Iegl _Matlon For. example
we have a comprehensive ‘carers policy’, which enables
employees to balance the demands of longt term carrng
commitments with the requirements ofitheir Job

The group cortinues to support the Governnignt's New
Deal for. people wuh disabilities, the afm of whichii is td recrit -
unemployed dlsabled people and carers intS the ¢ group 'S -

.operations, Centrica’s experience of embracrng diversity is beihg ~

shared with other UK employers through' ité Fnembershrp of the
Employers’ Forum on Disability and the Employers Forumon Age
We comply with national gender pay polac:es andare

- committed to implementing themthrough a'programme

of equal pay audits.

Employee communications

Employees are regularly provided with a wide range

of |nforrnauon congerning the directiorrand performance

of the group by means of employee b Briefi ing arrangements
such as team briefs, intranet, CDs and company magazines.
We also actively seek employee involvement through regular
employee surveys and action planning forums, Employees;
views are'also taken into account by means of local.
consultative bedies. The group continues 1o be a strong
supporter of Investors in Pegplée.

Employee share schemes
The group enco'urages employ'ee share ownership througn
the operauon ofitax authonty approved share schemes open
o all eligible employees lncludlng exgcutive directors,

Each year, the company operates sharesave schemes in
the UK and freland which enable eligible employees to acquire



* shares in the company at the end of a three or five year saving

period. A total of.17.446 employees in the UK and Ireland’

participate In the schemas.

) During the year, the company !aunched a share incentive
. plan, which enables eligible LK employees to'buy Centrlca

shares, subject o rnonthlyhmns out of pre-tax pay. In addition,

the company awards one free matchmg share for every

tWwa shares an employee bu_ys subjecttoa monthly limit-

‘of 20 rnatching shares. A total of 5,065 employees

"particlpate in the plan.

1

Corporate responsibility

Information relating to the group’s impact on society,

the economy and the wider environment is given on pages
191920, A comprehenswe guude on these matters including
lhe company ‘s policiés and procedures is available at
www.centrica. com/responsibility. .

The company’s reporting an such matters is being
developed having regard to the ABY's disclosure guidelines,
The system of internal control descnlbed on page 24 Covers

‘significant risks associated with social, environmental and
health and safety maters,

Charitable and paoiitical donations

An outline of the group’s invalvement in the community
appears on pages 19 to 20. Charitable donations in the UK
during the year amounted to £4.7 mitilon (2001: £4.0 million).
In line with group poticy, no donations were made for
political purposes.

Share capital
.The company’s authorised and issued share capital as at
- 31.December 2002, together with details of shares issued
clunng the year, is set out in note 20 on page 48.

Material shareholdings
At17. ‘February 2003, the following material shareholdings
were recorded in the register maintdined in accordance

with the Companies Act 1985:

Legal & General Investment

Management Lid 150,067,973 31.53%
Aviva plc 145117,187 3.41%
Barclays pic 134,330,258 3.16%
Directors

The board of directors section on page 21 gives details of all
directors who served during the period between 1 January 2002
and the date of this report. On 13 May 2002, Sir Sydney Lipworth
retired as a director of the company. It wés announcéd on

4 February 2003 that, by agreement of r.he company, Mike
Alexandér would be retiring from the board with effect from

28 February 2003. Helen Alexander and Robert Tobin were
appointed as non-executive directors on 1 January 2003.

On 19 February 2003, Paul Walsh agreed to become a
non-executive director of the company with effect from

1-March 2003,

In accordance with the articles of association,

Sir Michaef Perry, Sir Roy Gardner and Sir Brian Shaw will
retire by rotation at the 2003 AGM. Sir Michael and Sir Roy will
be proposed for re-etection. Sir Brian will not be seeking re-
election, having by then reached the age of 70.

1t beifig the first AGM since their appoiniment, Helen
Alexander, Robert Tobin and Paul Walsh will be proposed
far election. All have considerable experience of leading
consumer fa_cing_ir'\ternatio'nal businesses. -

The biographical details of all directors being proposed
are given in the notice of AGM. Full details of directors’
service coniracts, emoluments and share intérests can
be found in the remuneration report on pages 25 to 30.

-Auditors

Followmg the conversion by PncewaterhouseCoopers toa
Lifmited Liabllity Partnershlp {LLP}frdm 1. January 2003, a

'resolunon to appoint the new firm; PncewaterhouseCoopefs

P as audltors to the company will be' proposed at the AGM.

Authority to purchase shares

The direttors wers authorised at the’ 2002 AGM 10 purchase

the com pany S owh Shares, within certain limits and as pemitied:
by the. Arucles of Association. Although no such purchases have
been made to date pursuant to this"authority, the directors will
seek tarenew lhe - authority : atthe 2003 AGM.

Corporale governance

The grpup is committed to high standards of corporate
governance. Followmg the recommendations in the

reports on the Role and Effectiveniess of Non-Executive
Directors {the Higgs Report) and Audit Commitiées

(the Smith Report), the board is reviewing its governance
arrangeinents and will consider making changes as necessary
and appropriate. Throughouit the year. the company fully
complied with the provisions of the Combined Code on
Corporate Governance (the Code) and applied the

principles of the Code as follows:

The board

An effective board of directors leads and controls the group.
The Board, which meets at least 10 times a year, has a schedule
of matters reserved for its approval. One of its meetings each
yearis substantially devoted fo the dévélopment 6f strategy.
During 2002, there was full attendance at board and audit,
remurieration and nominations cornmitiee meetings, other
than by one director who missed one board meeting.

Comprehensive briefing papers ificluding management
accounts are circulated to each director one week prior to
board meetings. A procedure is in place to enable all directors
to obtain Independent professional advice in respact of their
duties. They also have access to the advice and services
of the company secretary.

The names of the directors and their biographical details
including committee memberships appear on page 21,
Throughout the year, the chairman and the other non-executive
directors were independent of management and the senjor
independent director, as required by the Code, was Patricia Mann,
The hon-executive directors, including the chairman, meet .
independently of management on a regular basis.

All directors joining the board are required to submit
themselves for election at the next AGM. They are sibject
to re-election every third year thereafter. The non-executive
directors are initially appointed for a three year term and,
subject toreview and re-election, can serve up 1a a maximum
of three such terms. '

The board has delegated authority to a numiber of
committees to deal with specific aspects of the management
and control of the group. These committees have specific
terms of reference and meet on a regular basis. The minutes
of the meetings of these commiittees are made available
to all the directors on a timely basis.

Executive committee

The execulive committee, chaired by Sir Roy Gardner, meets
weekly. It oversees the management of the group and is the
decision making body for those matters not reserved to the
board and within the limits set out in the group's delegated
authority and expenditure control palicies.

There are five sub-commiitees of the executive committee:
the droup risk management committee; the group finaricial.
risk management committee; the corparate responsibility
committee: the health, safety and environment committee;
and the business continuity steering group.
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Directors’ report continued

Audit cornimittée
The audit committee, which meets four times a year, consists
entirely of independent non-executive directors. It was chaired
throughout the year by Roger Carr.’

The audit committee considers the nature and scope of the
audit process and its cost effectiveness. It reviews the internal
audit programme, fmatters brought to its atténtion by both the

internal and external auditcrs and the annual andi mterlm financial

statements before submisslon o the board it also reviews the
system of internal cont.rol and reportsits findings to the Board.

The audit committee also monitors the mdependence of the:
external aud;tors Note 410 the financial s stalements on page 40,
sets olt the group's s pollcy to'Seek compentive tendérs for all
major consultancles and adwsory projecls

From ihe begmnlng of 2002, in recognmon of ir increasung .
public concern over.the eflect of consuttlng servlces on auditors’
Independence, this policy was strengthened such that the
external duditdrs' Cansulting arm FWE Cansulting: woutd
nol be invited to tender for any further general consultancy
wark unless their proprietary skill base was uniquely valuable.

In addition, the external auditors may still be used inrespect
of taxation advice and financial due diligence on transactions.
Al such assignments are reported to the audit commitiee

on a quarterly basis, along with a full breakdown of alf
non-audit fees incurred during the year.

As amatter of best practice and in accordance with auditing
standard 610, our external auditors have hetd dsscussmns with
the audit committee on the subject of audit independence and
have confirmed their independence in writing.

Remuneration committee

‘Thie remuneration cormmittee, which meets four times a year,
consists entirely of independent non-executive directors.

It s chaired by Patricia Mann. The role of this committee and
details of how the company applies the principles of the Code

in respect of directors’ remuneration are set out on pages 25 to 30.

Nominations committee

The nominations committee, chaired by Sir Michael Perry,
makes recommendations to the Board for appointments
of replacement or additiona) directors. it met formally

on two occasians during the year.

Customer service commlttee

This committee, which determines and monitors customer
service targets, is one of the key drivers of the long term
success of the group. It was chaired by Sir. Sydney Lipworth
until his retirement from the board on 13 May 2002.

From then unitil January 2003, it was chaired by Mark Clare.
Helen A_texander was appointed chairman ofithis committee
with effect from February 2003

AA motoring policy committee

This committee, chaired by Sir Brian Shaw, acted as an
advocate on public policy issues affecting matorists. With effect
from January 2003, this cormmittee was disbanded and its work
has been carried out by the independent AA Motoring Trust.

Relations with shareholders

The company has a programme of communication with its
shareholders. As well ag share price information, news releases
and the annual report, the Centrica website includes speeches
from the AGM, presentations to the investment community
and a section for shareholder services.

The board believes that the AGM presents a useful

‘opportunity for dialogue with private shareholders, many of
whom are also customers. At the AGM, the chief executive
presents a review of the businesses of the group.
Representatives from the group’s brand units are avallable for
discussion in the exhibition area both before and after the
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mieeting. Centrica also hoids regularmeetings with its major
institutional shareholders.

All shareholders have the opportunity to cast thelr vates
at the AGM by.proxy.by post of via 'the internet. Sharetiofders
can register to receive all their communicatlons onIIne.
benefiting both themsélves and the company

R Internal control

The board of directorsi is responsmle for. me group s syslem
of |nternal ‘control,; which s designed to manage rathiér than
ellmmate the risk of fallure to achleve business objecuves
and can prowde only reasonable and not absolute,

- as§urahce aga:nst materlal masstatement ar |OS$

Identuﬁcatlon assessment and management of risks

The company places great |mpnrlance on internal coentrol

and risk managemeva risk aware and contrd! conscious
enwronment i$ fostered mroughout the groip,- “The Board;
dlrectly or mrough its committees, sets obJecuves performance
targetsand poIrmes for management of key risks facing

the group These |nc|ude strategtc planning acqwsmons

health and safety trading and customer service,

Across the group, each business has a risk management
committee that seeks 1o identify. assess and advise on the
management of operational risks. In additon, the group risk
management comimittee considers the risks whrch might
affect the company at group level.

The processes of newly acquired companies are
integrated with those of the graup.

Assurance
The business assurance function undertakes internal audit-

‘reviews according to an annual plan approved by the audit

committee. The results of their work is reported to the audit
committee on a quarterly basis:

The board's review of the system of internal control

The board of directors, with the advice of the audit commiittee,
has reviewed the effectiveness of the internal contral system
operated (as described above) thmughout thé penod

1 January 2002 to the date of this report and Is satisfled

that the group complies with the guidance contained

in the Turnbull Committee report on Internal Contro!.

Going concern

After making enquiries, the board has a reasonable
expectation that the company has adequate resources

to continue in aperational existence for the foreseeable future,
For this reason, we continue to adopt the going concern basis
in preparing the financial statemenits; which are shown on
pages 32 to 67.

By order of the board

Grant Dawson

General Counsel and Company Secretary
20 February 2003

Registered office:

Mitlstream

Maidenhead Road

Windsor-

Berkshire SL4 5GD

Company registered in England and Wales No. 3033654
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Carnposrtren and role of the rcmunerauon commitlee
-The board has established 2 remuneration’ commrrtee,r .
Whictis chiaired by Patritia Mann, The f
the commrttee in 2002 were Roger Carr r- Sydney Llpwon.h
(unul his retirement on 13 May 2002), Sir Mrchael Parry and
Slr Brian Shaw Helen Alexander and Robert Tobrn became

The, mittee makes recommendauons to the
board, within formal térms of reference; onthe polrcy
and framawdrk of exacLitive remurniération and its cost
tothe company. The commlttee is also responsrble
for.the rmplementatron of 1 remunerauon pollcy and
delermrnmg ‘specific remuneratlon packages foreach
of the executive directors. The committee has access
to advice provrded by the group head of reward
{Mike New), the group human resources director
{Anne Minto), the company secrétary (Grant Dawson).
the chief exécutive (Sir Ray Gardner). and external
consultants. During 2002, the cornrnrttee consulted,
but did not formally appoint, Towers Perrin, who provided
survey and other information on executive compensation
to assist in the formulation of the committee’s
recommendations. Towers Perrin also'pro'\}ided advice
" tothe group onretireméht benéfits and chiange management
processes ‘during the year

_ This report explains how the company has applred the

prrncrples in the Combined Code on Corporate Governance
that relate to directors’ remuneration. It will be subrnittéd:
to the farthcoming AGM for approval. No directorvotes
on any matter relating to his or her own remuneral:on

Framewark and policy on executive directors’ remuneration
The group's remuneration policy is designed to provide
competitive rewards for its executive directors and other
senior executives, taking into account the company’s
performance, the markéts in which the group operates
and pay and conditions elsewhere in the group.
In constructing the remuneration packages, the
committee aims to achieve a balance between fixed and
variable compensatlon for each director. Accordlngly
a significant proportion of the remuneration package
-depends on the attainment ofdemandrng performance
objectives, both short and long term. In agreeing the level

of base salaries and the annual performance bonus schemne,
the committee 1akes into consideration the rotal rermuneration
that executives could receive: The committee reviews the'
packages and varies mdrvadual eléments when appropriate
from year to year.

The current practice is to make conditional awards each
year under both the executive share option scheme {ESOS)
and the long term incentive scheme {LTIS). These schemes.
are designed to align the interests of exécutive directors and
olfier senior executives with the longer term interests of
.shareholders by rewarding thern for delivering increased
shareholder value.

As a matter of polrcy all executive directors and cenarn
senior executives are expected to retaln a minimum
shareholding in the company at least equal in value
ta the executive's base salary.

The committee believes that these arrangements; which
are' further.explained below, are important in providing a
potential remuneration package that will attract, retain and
‘continue to motivate executive directors and senior executives
‘ina marketplace that is increasingly challenging and competitive
in both commercial and human resolrce ferms. It Is intended
that the current remuneratior: policy, which has previously-
‘been approved by shareholders, wifl continue-for 2003 and
succeeding years.

IB5 “*ﬂ

. Mark:‘Clare‘ SK'Roy Gérdrer -Rogss Wood

-0 Lo T .
o Mike méra_n'aer- Phillp Bantiay-

Fixed elefiients: @ Salary a Benel‘rs * Penslon
Uariab!e elemems a Perrrerance bonus B ESOS + LTIS

.Note Salary and benedi ils are amoums recervea dLrIng zooz pensren E rhe |ncrease

in uensfer value lgss drrecror 5 oomrlbur.lons durmgzooz. performance bonusls that
pale Inrespeclol 2002; andES0S and LTIS isthe esumar.ed vald of the awards made
in 2002 basad on a Black Scholes model provided tatal performance conditions

are met, at the endofmeralevantperrmnameperlods. ) i

Components of remuneration

Base salary

The commitiée seeks to establrsh a base salary for each
executrve drrector d'eterr;nned by individuial performanr:e and .
external marker.data from mdepenclent sources;in partrcular
salary ievels for srmrlar positions in c0mparable companies.
Base salaries are reviewed annually. Base salary is the only-
element of.'r'emunerétio'n thatis pensionable.

Annual performance bonus”

Torecognise performance against agreed objectrves. the
committee has put in place an annual bonus scheme for
executive directors similar to that applying to other senior,
executives in the group. Arinual bohtses for executive
directors are determined bythe achrevernem of dermanding
|ncl|vldua| business and corporate ObJECI.lVES The scheme
provided the potential for a maximum bonus paymentof 60%
of base salary should every elerment of every objective be
achiieved in full. Annual bonus objectives and targets are
approved by the commitiee and, in 2002, related to financial
Rerformance. custormer, -and employee satrsfaclron and
personal performance; each at 20% o base salary

For executive directars with busrness unit respansibilities,
the scherne s struciured (o reﬂec; the performance of their
business unit as well as that of the group. No bonus at all

is payable to an individual if their agreed minimum
personal performance target is notmet. a
Executlve share option scheme (ESOS)

Options granted under the ESOS only become exercisable

if and to the extent that performance conditions are satisfied
three years after the date of grant. If exercisable, they remain

s0 untif the tenth annrversary of grant.! Perfcrrmance conditions
are based onthe extent to which’ growthi inthe company’s
garnings per share (EPS grovith) exceeds growthin the Retail
Prices index (RPI growth) over a three year performance

period. EPS is calculated as fully-diluted earnings per.share
adjusted for exceptional charges and goodwill amortisation.

The commitiee believes that this methed of calculanng EPS
provrdes an independent and verifiable measure of the
company’s performance. .

In respect of eachgrant of optrons the committee has
determined that, for the Option to be exercisable in full; EPS.
growth rust exceed RPI growth by18 perc ntage pain or
mofe aver the thrae year, performance pertod. NG part of, he
option grarit willbe exercisable if EPS growth fails to exceed .
RPIgrowth by at least 9 percentage paints ovef thé peHformance
period: The propartion of the option grant exercisable by the
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" executive will increase on a sliding scale between 40%
and-100% if EPS growth exceeds RPI growth by between
"9 and 18 percentage points over the pen‘ormance period,

“The company's EPS > growth may be re-measured
annually for.a further twa years, but always fromthe date
of grant of the opticns, with the performance conditions
increasing propertipnately. The commitiee believes that,
in rélatlon to the ESOS, EPS growth In excessof RPI
growth Is the most appropriate measure for determ:nmg
the Increase in value dellvered to shareholders by the
company's executive directors and senior executives.
The committee reviews the appropriateness of the
performance measure and the specific targets set
when considering each new grant of options.

In April 2002, optians were granted to each executive
director equal to twice his base salary and, at the same or
lower rates, to certain other senior executives. Details of
options granted Lo executive directors are shown on page
30. Itis the company’s intentlon that new shares be issued,
subject to institutional gmdehnes, to satisfy the exercise
of aptlans granted under the ESOS.

Three of the executive directors hold options under
the restructured executive share option scheme {RESOS).
The RESOS was put in place to replace options which
executives had previously held over British Gas pic
shares and which were cancelled at demerger, There
are no performance conditions attaching to options
under the RESQS. Further details are given on page 30.

Long term incentive scheme (LTIS)

Altocations of shares are made annually to executive directors
and other senior executives under the LTIS. These awards are
subject to challenging performance conditions based on the
company’s total shareholder return (TSR) relative to the returns
of a comparator group, since this ensures that the executives
are not rewarded unless the company has outperformed its
peers in creating shareholder value. The commiitee has
determined that, in the absence of a meaningful "natural’
comparator group for the company, the companies comprising
the FTSE 100 at the stan of the relevant performance period
{the LTtS comparator group} constitute the most appropriate
comparator group for the purpose of the LTIS. The committee
reviews the appropriateness of the performance measure and
the specific target Set when considering each new allocation

of shares under the LTIS. In assessing the extent of satisfaction
of the performance condition, the committee uses data
provided by Hoare Govett.

Allocations made prior to May 2001 are subject 1o
a performance period of either three or four.years (at the
participant’s choice), followed by a retention period of two
years. Changes to these arrangements were approved at
the 2001 AGM. Allacations made from May 2001 will be
released 10 the participant under normal circumstances
after the three year performance period, provided the
performance conditions have been met.

The actual number of shares eventually released to the
participant depends on the company's TSR over the entire
performance period relative to the LTIS comparator group,
The maximum annual allecation of shares only vests and
is released 1o the executive if the company’s TSR over the
performance period is ranked in 25th position or above
relative to the 99 other companies in the LTIS comparator
group. No shares vest if the TSR over the performance period
is ranked below 50th positionin the LTIS comparator group.
Between 25th and 50th position, shares vest on a sliding
scale from 100% to 40%.

In April 2002, LTIS allocations equal to three quarters
of base salary were awarded to executive directors and,
at the same or lower rates, to certain othar senior executives.
The maximumn number of shares that could eventually be:
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l.ransfen'ed to each executive darector upon satlsfaction
of the performance criteria appears on page 29

Prior to 2002, the Uustee bought shares in the market
o match the Ilkely Tittire reqmrements for shares under
LTIS releases Any shortfall will be sausf‘ ed by thei issue
of new shares.

TSR Centrlca and FTSE- mcr 1997 10 2062
The rollowmg tahle shows’ graphs of the company's TSR
performance and that of the FTSE 100 index. As required by

the Directors’ Remuneration Report Regulatlons 2002, this uses
a rollmg definition of the ETSE 100, whéreas the definition used
for the purposes of the LTIS is the FTSE 1007as consntuted at
the beginning of the period. In order to demonsirate the delivery
of sharehclder-value during the respecr.we performance penods.
TSR graphs for LTIS awards that vested i |n March and October

2002 are shown i the tables on page 29,

TSR indices -

Centrica and FTSE‘1QQ:'1_99T-_2002
e -
250
200
150
00
50
1997 2000 2001

1998 1999

2002

B Centrica TSRindex B FTSE 100 TSR index

Other employment benéfits

Incommaon with other senior management, exectitive directors
are entitled to a range of benefits, including a contributory, fi nal

salary pension (see pages 27 and 28), a company,car, life
assurance, private medical insurance and a financial counsel
scheme: They are also eligible;, on the same basis as other
employees, to participate in the company’s Inland Revenue-

ling

approved sharesave and share Incentive’ plans: These are open

to'all'eligible employees and provide a long tem savmgs and
investaent opparturity.

Service contracis

It is the company's policy for the notice period in exacutive
directors’. service contracts not to exceed one year. The
committee retains a tevel of flexibility in order tooffer .
contracts to new executive directors that comain aninitial
notice period in excess of one year, prov:ded that after the
first suich period the notice period reduces to one year.

The executive directors' sérvice contracts have no
fixed term but provide that either the director or theAcom‘pany
rnay terminate the employment by giving one year's written
notlce and that the company may pay compensation
inlieu of notice. Phl[llp Bemley 's contract provides for
an initial notice period of two years, which revertedin
November 2002 1o one year on the same basis as the other
executive directors, The dates of the executive directors’
service contracts are disclosed in the table on page 27,

Upon Mike Alexander’s retirement from the board on
28 February 2003, he will forfeit all of the options granied
to him under the ESOS {see the table on page 30} and the
conditional allocations of shares made to him under the
LTIS on 2 October 2000, 1 October 2001 and 2 April 2002
{see the table on page 28). The performance targets in
respect of the allocations of shares made to him under the
LT!S on 1 October 1998 and 7 Cctober 1999 have previously
been achieved and those shares will be released to him at
the end of the retention periads on 30 September 2003 and
30 September 2004, respectively. Mlke Alexanderwill not
receive any payments other than his pension, the details
of which are disclosed on pages 27 and 28.



External appointments of éxecutive directors

The'board beligves that experience of othef companies’ practices and challenges is valuable both for the personal development

“ofits executive directors and for the company. It Is therefore the compariy's policy to allow each executive director to accept one
non-executive directorship of another company, although the board retains the discretion to vary this policy, Fees are retairied by
the individial director. Detalls of individual directors’ éxternal appolntments are g]ven in their biographies on page 21.

Non-executive directors
Non-executive directors do not hold service contracts. The dates of thelr appointrnent are showe in the table below Their.
appmntment is subject to the artictes of assoclation. Their fees are detefmined having regard to the need to attractindividuals
-of the rlght ‘calibre and experlence. the time and responsibilities entalled and the fees paid by other compames Their fees are
approved by the board, upan the recommeridation of the executive commmee whose members are thé executive diréctors listed
in the table befow, together with Grant Dawson, genera| counsél and company secrelary The executive committee réceived survey
and other information from the remuneration consultants, Towers Perrin, The non-executive directors, including the chairman,
- to not part:cnpale inany of the company'’s share schemes, incentive plans or pension schemes.

In addition to their fees as non-executive directors of the company, Sir Brian Shaw received fees for consultancy services to the

AA Motoring Poiicy Unit and Sir Sydney Lipiworth received fees for services as a non-executive director of Goldfish Bank Lifnited.

The remunerauon repart from page 25 to page 27 up to this statement has not been audited..From this point unlll the end of the report
on page 30, thé disclosiires, with the exception of the twa ling graphs on page 29, have been audited.

Directors’ emoluments Annual Totat’ Total

Base performance emoluments™ emoluments®
salaryffees hanus Benefits® 2007™
€000 £600 £000 £000
Executive directors Date of service contract
Mike Alexander 10 January 2002 389 199 29 506
Phllllp Bentley™ 13 September 2000 400 231 16 "536
‘Mark Clare .21 March 2001 418 187 27 553
Sir.Roy.Gardner 21 March 2001 678 376 ‘44 847
Roger Wogd 21 March 2001 389 194 25 559
P 2,274 1,181 141 3,001
Non-executive directors Date of apgolntment
Roger Cartr 1 January 2000 34 - - 30
Sir Sydney Lipworth® 12 March 1999 22 - - 45
Patricia Mann 4 December 1996 34 - - 30
Sir Michae) Perry 4 Decemnber 1996 195 - - 160
Sir Brian Shaw™ 23 September 1999 54 - - 50
339 - - 335
Total emoluments 2,613 1,181 141 3.336

(i Benefits include all taxable benefits arising from employment by the company, mainly the provision of a company car.
(il The fallowing are excluded from the table abave:

*+ pensions - see below and page 28:

- share options - see page 30. The aggregate of the amount of gains made by executive directors on the exercise

of share options was £305,950; and

+ long term incentives - see pages 28 and 29. The aggregate value of shares vested 1o executive directors under the LTIS was £4,630,479.
i) The total emaluments figure for 2001 excludes £30,000 paid to Francis Mackay for his services as a director during that year.
{iv) In addition to the emoluments shown above, Phillip Bentley received a payment of £200,000 (2001: £250,000) as the second and

final tranche of compensation for loss of entitiement under his previous employer's performance bonus and share option schemes.
(v) Thefig igure for Sir Sydney Lipworth for- 2002 includes fees of £8,333 in respect of services as a non- executivé director

of Goldfish Bank Limited while a director of Cenirica plc.
{vﬂ The figures for Sir Brian Shaw inctude fees of £20,000 per annum in respect of consultancy services to the AA Motormg Pollcy Unit..

Diraclors' pensions
The pension arrangements for the executive directors, who are all members of the Centrica staff pension scheme, are shown below.
The staff pension scheme is a funded, infand Revenue-approved, (inal salary, occupational pension scheme. Its rules provide for the
following main features:

* normalretirement at age 65:

« right to an immediate, ufreduced pension on retirement at age 60;
righit to an immediate, unreduced pension on leaving service after age 55, subject 10 10 years’ service and company consent;
right to an immediate, unreduced pension on leaving service on reorganisation or {or redundancy after age 50
life assurance cover of four times pensionable salary:
Spause’s pansion an death in service payable at the rate of two thirds of the member’s prospective pension and, on death after
retiteiment, two thirds of accrued pension. Children's pensions are also payable;
* members’ contributions payable at the rate of 4% of pensionable earnings;
- pension payable in the event of retirement due o ill health;
* pensions in payment and in deferment guaranteed 1 increase in line with the Increase in the RPI; and
no discretionary practices are taken into account in calculating transfer values.

.

.
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All henefits are subject to Inland Revenue lirnits. Where such Ilmutatlon is due to the earnings ‘cap’, benefits are increased to the level
that would otherwise have been pald and are provided via lhe Centrica unapproved pension scheme: This schemie is unfurided but
the benefits are secured by a charge over Centnca 's 355818 to give security equivalent to the pensians provided to other- employees

An appropriate provision'In respect of Lhe|r accrued value has been made in the campany's balance sheet. .-

Pension benefits earned by directors (£)

Transfer
! value of the
) ) . inczease in
* Accrued: Accrued Transfer Transfer Diffesence . accrued
pension as a_i ponslonas at lnu'ease .valueasat.. valus s al, COntnhutions intransfer- pension:
, ,31December 31 December ingcénusd 31 Docember, 31 Dacember paidin, | valuesless. _excluding:

. . 20027 2001 penslon" Yo 2002 2001 .2002°% contributions inflation™
Mike Alexander ‘116,?99‘. 160,400 16,300 %2,598,800( 2328300 : 14513, 255987 181777
Philip Bentley™ ’ 9,500 10,100 {_ 198,400; 93,100 " 88,787 83,410
Mirk Clare™ 61,900 12,400 3»79330001 ‘643,200 135287 104576
Sir Roy Gardner™® " P83, 400'1 140,000 43,400 * zsas'aool 2,227,100 I 45130 642187 619,708
Roger Wood™ < {89;308' 73,200 16,100 1,645:406] 1,225,200 - 14513, 305687 254,634

) Accrued pension is that which would be paid annually on retirement at age 65, based on eligibte service to 31 December 2002,

) Theincrease in accrued pension during the year excludes any pension drising from additional voluntary contributions.
The increase in accrued pension adjusted to exclude inflation may be derived by discounting the figure in the first
column by the rate of inflation (17%- seenote {lv)) and subtracting the fi igure in the second column:

{iii) COI‘IU’lbUlIOﬂS were paid in the year by the directors under the terms of the scheme up to the maxirnum rate of 15% of the
earnings 'cap’.

{v) Therate of inflation used was 17%, the annual rate t0 30 September 2002, the date used for pension increases under
the scheme.

) The accrued pension shown for Mike Alexander includes a credit in relatlon to a transfer from a previous employer 5
pension scheme.

{vi) With effect from 1 January 1998, the pensions for Mike Alexander and Mark Care have accrued at the rate of 2.26%
{approximately /+) and 2.28% (approximately '/} of pensionable salary respecuvely for each year of pensmnable service.

Pénsions in relation 1o service prior to 1 January 1998 will continue to accrue at the rate of 1.67% () of pensicnable salary.

{vi) The pension for Phillip Bentley accrues at the rate of 2.31% (approximately /) of pensionable salary for each year
of pensionable service.

{viif) The pensions for Sir Roy Gardner and Reger Wood actrue at the rate of 3.33% ('/x) of pensionabte salary per year.of service.

Directors” interests in shares

The directors’ beneficial interests (which include those of their families) in the ordinary shares in the company and the executive

directors’ interests in the long term incentive scheme (LTIS) are shown in the following two tables:

LTIS: tolal LTIS: total

Sharcholdings  Sharcholding focat atlocations

asat asat “asat asat

X 31 December 1January 31 December 1 Jarwary

Directors as at 31 Decermber 2002 2002 2002 2002 2002
Exacutive directors - Can

Mike Alexander t’,328104 27,849 . 773,614. 1,129,858

Phillip Bentley 4 80,095 50,000 453,857 317,069

Mark Clare - '1354, 625: 24,539 Y m_adﬂ 8951 1,187.130.

* . SirRoy Gardner *+ 771:661, 166,569 | 1:3 2,012,367

Roger Wood 1,208.491

366 011 55,197

Non-executive directors .
Roger Carr 4700 T -
Patricia Mann Y- 234z ,, T -
Sir Michae! Perry , 15,900 15900 e
Serﬂan Shaw: 1-099\ 1000 Y v o

) Asat17February 2003, the beneficial sharehaldings of the executive directors had lncreased from the mtals Shown at
31 December 2002 by the following numbers of shares: Mike Alexander 93 Phillip Bentley 20,093; Mark Clare 10,093;

~ Sir Roy Gardner 30,093; Roger Wood 20,000; and Sir Michael Perry 10,000.

(i) Asat 31 December 2002, 27,238,473 shares (1 January 2002: 39,361,377) were held by the trustee of the employee share
trust under the LTIS rules. As with other employees, the directors are deemed to have a potential interest in those shares,
being beneficiaries under the trust. These interests remained unchanged as at 17 February 2003,

(iil} From 1 January 2002 to 17 February 2003, nane of the directors had any beneficial interests in the company’s securities
other than ardinary shares, nor.any non-beneficial interests in any of the company’s securities, or those of its subsidiary
or associated undertakings.
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The following tablé gives details of the LTIS allocations held by each director:

Vested during 2002 In retention perlod . In pesform; ance pertod

4 March 10ctober ' 1 October 7 October, 20ctober 10ctobey ZApm
) A . ‘18577 197" 108" . 799e% 12000™ - om™ 2002™

Mike Alexander ©.282,843 205184 178,024 142415 185994 135398 131 783
Phillip Bentley . Co. - - a8167r 135398 136,788
Mark Clare 282,843 205 184 181,431 151,703 221422 144547 141,792
Sir Roy Gardner 500,186 362851 340,716 272,446 .-312.943 223225 233540
Roger Wood 312,616  226.782 189,949  154,799° 188.947 135,398 131,783
Market price at allocation date 64:00p 94.25p  118.00p. 161.50p. . 220:50p  274.50p  227.00p
End of qualifying pefiad™ 2/3/2002 30/9/2002 30/9/2003 30/9/2004 1r1012005 '30/9/2004  1/4/2005
Market price at vesting date™ 21588p  165.46p

f)  Atthe end of the respective performance periods (2 March 2000 and 30 September 2000), the comparty ranked in sixth and fourth
pusmons respectively in the refevant LTIS comparator groups. Accordingly, 1 00% of the allocations were releaséd on the vesting!
dates {4 March 2002 and 1! October 2002 respectively) following the expiry of the two year retention period. These shares were
SUbJECT o :ncome taxat the mdwrdual 's marginal rate, based on the market value of the shares at the date of vesting. The income
tax Irabrlrty was satisfi ed b_y the sele of sufficient shares and, accordingly. the directors oruy recerved the net number.of shares.

{i) Atthe endof the respechve performance periods (30 September;2001 and 30 September 2002), the compariy ranked fourth
" inthe relavant LTIS comparator groups. Accordingly, 100% of the allocations are being held in trust for a further. two years

atthe end of which time they will be released to the directors at the frustee’s discfetion,

fii) The performance period relating 1o this dligcation will end on 1 October 2003, If and to the extent that the performance

cantiition is met, the relevant humber of shares will then be teld In trust for two yéars, at the end of whrch time they will

be released to the directors at the trustee's discrétion.

The respective performance periods relating to these allocations will end on 30 Seprember 2004and ¥ Apnl 2005,

If and to the extent that the performance conditions are met, the allocations will vest and the relevant number

of stiares will be released to the directors, at the trustee’s discretion.

{v} The end of the qualifying period is the date on which itis judged whether or not the qualifying conditions
{see LTIS section on page 26) have been fulfilled.

(vi} The vesting date was the next business day after the end of the qualifying period.

{iv]

The foliowing tables, which have not been audited, show the TSR performance of Centrica and the respective TSR comparator
groups over the qualifying periods relating to the two LTIS awards that vested during 2002:

TSR indices - Centrica and FTSE 100: TSR indices - Centrica and ETSE 100:

March 1997°LTIS award October 1997 LTIS award

500 | Performance perixs i Retention period | 500 0 Performance perod  Retention pesiod |
H i . J i
. . . H i
e | . . i 00 H ' .
200 |} : : 200 : : :
00| ) : : 100 i : i
o : : ; 0 ; E ;
|V 1e92 15948 1999 2000 2001 2002 199t 1598 1999 2000 2001 2002

O Cenrica B FTSE 100 companles at March 1937 O Centrica B FTSE 100 companies at October 1897
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.Directors* |nlerests i share options ' '
Full detalls of the opuuns over ordinary shares in the company held by execuuve dlrectors who served dunng the year and' any

rmiovements in those options Inthe s year are shown betow: - L . RGO
' Options v “ Options . ’ .
hekl as at Options _ Options helclasal , Exercise * Date from
1 January granted . price -, which Expiry
2002 duing year | (pence) axercisable dale

Mike Alexander

RESOS® 86,145 - 90.266 Oct1996  OCt 2003
ESOS® 308,269 - 240050  Jun2004 - May 2011
ESOS® - 351,423 . Apr2005  Apr2012
Sharesave®™ 1,435 - Jun2002  Nov 2002
Sharesave®™ 14,967 2200 . Jun2003 Nov2003
Sharesave™ - 1'863 177:600 Jun 2007 Nov 2007

416.816 353.286

Philiip'Bentley* ’
240.050 Jun2004 May 2011

ESOs™ 308,269 -

ESOSM - 364,768 224800 Apr2005  Apr2012

Sharesave™ 5,071 - 191.000 Jun2004 Nov 2004
313,340 364,768 ’ '

Mark Clare '

REZ0S? 177,645 . 81.060 Qct1987  Oct2004

ESOS™ 329,098 - ’ 240050 Jun2004 May 2011

ESOS® . 378,113 - 224800 Apr2005  Apr2012

Sharesave™ 37.176 - 37,1769 41 46400 Jun2002  Nov2002

Sharesave®™ - 9,318 © . Pnir8318] 177600 Jum2007  Nov 2007
543,919  387.431 37.176 h»iasa 174i ' ’

SirRoy Gardner

RESOS® 1,336,446 - - 6! 81.888 Novi1997 Novz004

ESOS® 508,227 - - | 240050  Jun2004 May201

Esos® - 622,775 o ' 224300  Apr2005  Apr2012

Sharesave™ 37178 - 3% 176"‘ 46400 Jun2002 Nov2002

Sharesave™ - 9318 . - 177,600 Jun2007  Nov 2007

1,881,849 632,093 37,176

Roger-Wood o

ESOSM 308,269 - - 240050 Jun2004 May2011.

ESOS® - 351,423 224800 Apr2005  Apr2012

Sharesave®™ 37,176 - 37, ﬂsu 46,400 Jun2002  Nov2002

Sharesave™ . 9,318 177.600 Jun 2007 Nov 2007

345,445 380,741 37.'176 i _,;669',0_10;? .
{i Restructured executive share option scheme {RESOS)
Options granted to company employees under the Britsh Gas pic executive share option scheme priorto February 1997 were
cancelled and replaced at demerger by non-Inland Revenue-approved options to acquire Centrica shares. The replacement
options were granted on the same tefms as Brmsh Gas executive share options, with the same exercise date and' aggregate
exercise price per share, and the number of shares placed under option was adjusted 1o take account of the demérger.
Na further opticns have been or will be granted under this scheme.
(i} Executive share option scheme (ESOS)
Options were granted to executives under the terms of the Centrica executive share option scheme on 31 May 2001
and 2 Aprit 2002. For details of the operation of this scheme see page 25. .
(i) Sharesave scheme
The company operates an Inland Revenue-approved all-employee savings-related share option scheme. The scheme
is designed to pravide a long term savings arid investment opportunity for employees and is descnbed on page 22.
(iv} Exercise of share options
Options were exercised at the following dates and prices: (a) 5 April 2002 at 225 pence; {b) 5 June 2002 at 207.5 pence; and
{c} 1 July 2002 at 202.75 pence.

No director's options lapsed during the year,
The closing price of a Cenirica ardinary share on the [ast rading day of 2002 (31 Decembeér) was 171 pence. The fange during
the year was 239 pence (high) and 150 pence {low).

This report on remuneration has been approved by the board and signed onits behalf by

Etce e\

Grant Dawson
General Counsel and Company Secretary
20February 2003
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Statement of directors’ responsibilities
for preparing the financial statements
Tha directors are required by the Companies Act 1985 to
prepare financlal statements for each year which give a true
and fairview of the state of affalrs of the company and of the
group as at the end of the financial year and of the profit or
loss for the financial year.

The' dlrectors consider that, in prepanng the financial
slatemems on pages32to 67 the company has used appropriate
accounting pollcies, conststent!y applied and supported by

reasgnable and prudent judgements and estimates, and
that all applicable accounting standards have been followed.
The directors have responslblll!y for ensuring that the,
company keeps accounung records which disclose with
reasoriable accuracy the financial position of the company
and the group and which énabte thém to ensure that the_
financial statements comply with the Companles Act 1985,
The d!rectors have general responsibillty for taki ng such:
steps as dre reasonab]y opento them to safeguard the assets of

‘Independent auditors’ report to the members
. of Centricaplc
We have audited the financial statements which comprise
the profit and loss account, the balance shests, the cash fiow
staterrient; the statemenit of total reoognised gains and tosses
and the related notes which have béen prepared under the
historical cost convention and the accounting policies set
out In the principal accounting policies nota. Wa have also
audited the disclosures required by Part 3 of Schedule 7A
10 the Companles Act 1985 contained In the directors’
remuneration report (‘the auditabla part).

Respective responsibilities of directors and auditors

The directors’ responsibillties for preparing the annual report,
the directors’ remuneration report and the financial statements
in accordance with applicabla United Kingdom law and
accounting standards are set out in the statement of

dirgctors! responsibilitles.

Our responsibility is to audit the financial statements and the
auditabls part of the diractors’ remuneration report in accordance
with refevant legal and regulatory requirements and United
Kingdom Auditing Standards issued by the Auditing Practices
Board. This report including the opinion has been prepared for
and only for the company's membeérs as a body inaccordance
with Section 235 of the Companies Act 1985 and for no other
purpose. We do not, in giving this opinion, accept or assume
responsibility for any other purpose or to any other persen to
whom this report Is shown or in to whose hands it may come
save where expressly agreed by our prior consent in writing.

Wa report to you our opinion as to whether the financial
statements give a true and falr view and whether the financial
statements and the audrtable pant of the directors' rernuneration
report have been properly prepared in accordance with the
Compame_s Act 1985. We also report to you If, in our opinion,
the directors’ report is not consistent with the financial
statements, if the company has not kept proper accounting
records, if we have not recaived all the information and
explanations we require for our audit, or if information
specified by law regarding directors' remuneration and
transactions is not disclosed.

We read the other information contained in the annual report
and consider the implications for our.report if we become aware
of any apparent misstatements or material inconsistencies
with the financial statements. The other information comprises
only the directors’ report, the unaudited part of the directors’
remunsaration report, the chalman's statement, the chief
executive's statement, the operating and financial review,
the group financial review, the statement of corporate
responsibility, the corporate governance statement and
the gas and liquids reserves.

We reviaw whether the corporate governance statement
reflacts the company’s compliance with the seven provisions
of the Combined Code specified for our review by the Listing
Rules of the Financial Services Authority, and we report if it
does not. We are not required to consider whether the board’s
statermeants on internal contro! cover all risks and controls, or
to form an opinion on the effectiveness of the company’s

or group’s corparate governance procedures or its risk
and control procedures.

Basis of audit opinign
We conducted our audit in accordance with auditing
standards issued by the _Auditing Practices Board.
An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures
in the financial statements and the auditable part of
the directors’ remuneratron raport. i also inclhides an
assassment of the srgmﬁcant estimates and judgements
made by the directors in the preparation of the financial
statements, and of whether the accounting policies are
appropfiate to the cofnpany's circumstances, consistently
applied and adequately disclosed.

Wa planned and performed our audit so as to obtain
all the information and explanahons which we considered
necessary In order to provide us with sufficlent evidence

o give reasonable assurance that the financial statemants

and the auditable part of the directors’ remuneration report
are free from material misstatement, whether caused by
fraud or other Irregularity or error, In forming our oplnion
we also evaluated the overall adequacy of the presentation
of information in the financial statements.

Opinlion
In our apinion:
+ tha financial statements give a true and fair view
of the state of aifairs of the company and the group
at 31 December 2002 and of the profit and cash flows
of the group for the year then ended;
« the financial statements have been properly prepared
in accardance with the Companies Act 1985; and
+ those parts of the directors’ remuneration report requued
by Part 3 of Schedule 7A to the Companies Act 1985
have been properly prepared in accordance with
the Companies Act 1985,

The maintenance and integrity of the Centrica plc websiteis
the responsibility of tha ditectors; the work carried out by the
auditors does not invelve consideration of these matters and,
accordingly, the auditors accept no responsiblllty for any
changes that may have occurred to the financial statements
since they were initially presented on the website.

Legislation in the United Kingdom governing the preparation
and dissermination of financial staterments may differ from
legistation in other jurisdictions.

PWMM.LGM

PricewaterhouseCoopers

Charterad Accountants and Registered Auditors
1 Embankment Place

London WC2N 6RH

20 February 2003
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Financial statements

2002 2001
Results Restlts
for the year for tha year
belore before
gootwill Goodwill goodwill Goodwill
amortisation  amortisalion amortisation amortisation
and and Results and and Resudts
Group profit and loss account e enarges en e bl
Year ended 31 December Notes Em Em Em tm £m tm
Turnover: e - .
Continuing operations before acquisitions 14,003 R 4;0_03] 1261 - 12,611
Acquisitions ‘LAz L=, 1312
Continuing operations 14,315 e 14315 12,611 - 12,611
Share of joint ventures’ turnover 207 .- ...207 229 - 229
Group and share of joini ventures’ turnover 14;522 - 14,522 12.840 - 12,840
Less share of joint ventures' turnover (207 . ‘-',‘ o (207 (229) - (229
Group turnover 3 14315 L= AA3s 12,611 - 12,611
Costof sales 4 (1328 o= (i0328)  (10224) - (0,224
Gross profit . 2,987 e 2,987 2,387 - 2,387
Operating costs: - C
Exceptional items 5 L - (80) (sb)‘t
Other (208} T (116) . - (2;224) (1,755} (86) (1.841);
4 -{2,108) (116) (2,224) (1,755) (166) (1,921)
Group aperating profit: e :
Continuing operations before acquisitions " 857 104y T . 783 632 (166) 466
Acquisitions .22 e {12) 10
Continuing operations .T879 T Ti(Ne) 763 632 (1686) 466
Share of operating profit in joint ventures I
and associates - continuing operations 3. 53 Lmo- 46 47 {2) 45
Operating profit including joint ventures 'J - '
and associates: . e
Continuing operations before acquisitions [. Te10 a1y 799 J 679 (168) XE]
Acquisitions ! 22 {12} 10 l L }
Continuing operations 3 932 (123) 809 679 (168) 517
Loss on disposal of business 5 - e (14) - . ;
Loss on disposal of fixed assets 5 - . ~(14), (14) . - -
Net interest payable: .
Group {an i an [ B2 - (32)
Share of joint ventures and associates s s as 1 () " _am,
7 62) = .{62) (43) . (43)
Profit on ordinary activities before taxation ©'B70 “{151) 719 636 {168) 468
Taxation on profit on ordinary activities 8 {243) - (250) (164) 9 (155)
Profit on ordinary activities afler taxation N . )
for the financial year 527 (158)- 469 472 {159) 313
Minority interests (equity and non-equity) 23 8 - .9 10 - 10
Profit attributable to the group 636 - {158) 418 482 (159) 323
Dividends 9 - T “(172) _ ) (124)
Transfer to reserves 21 . . 306 199
Pence Pence Pence Pence
Earnings per ardinary share
basic 10 11.4 8.1
diluted 10 11.3 80
adjusted basic 10 15.2 121

The notes on pages 35 o 63 form pan of these financial statements.
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Group balance sheet 2002 2001
31 December Notes tm Em
Fixed assets S
Intanglble assets n 1.524
Tangible assets 12 2.058
Investmenis:
Share of gross assets of joint ventures 709'|
Share of gross liabilities of joint ventures . {897,
13 112
Other investments 13 . 55
. AB7 3.749
Current assels btk
Stocks 14 : 180 193
Debtors:
Goldfish Bank debtors {amounts falling duse within one year) 15 673
Goldfish Bank debtors ([amounts falling due after mare than one year) 15 -
Other debtors (armourns falling due within one year) 15 1,923
Other debtoers (amounts falling due after more than one year} 15 130
; 2.726
Curent asset investments 16 "320- 454
Cash at bank and in hand T2
3,445
Creditors (amounts falling due within one year) .
Goldfish Bank borrowings 17 {430} 610}
Other borrowings 17 (289) (367
Other amounts falling due within one year: <
Goldfish Bank customer deposits lj(zas) 'w'—-‘|
Other creditors (3,155) L{Z.ﬂ )
18 (3,441 {2,871}
24:160) (3.842}
Net current liabilities e {108) {397)
Total assets less current liabilities . 4570 3.352
Creditors {amounts falling due after more than one year) N -
Borrowings 17 (784) (598)
Other creditors 18 - (122 I_Wﬁ('.g)i
 (908) (632)
Provisions (or liabilities and charges 19 J(1:262) (1.184)
Net assets A2 1,536
Capital and rescrves ~ equity interests e
Called up share capital 20 ‘238 223
Share premium account 2 4537 62
Merger reserve 21 .v 467 467
Profit and loss account 21 . 1,008 750
Shareholders' funds 22 2,248 1,502
Mincrity interests {equity and non-equity) 23 154 34
Total capital employed . 2,402 1,536

The financial statements were approved by the board of directors on 20 February 2003 and were signed on its behalf by:

Sir Michael Perry 6ae Phillip Bentley

Chairman Group Finance Director

The notes on pages 35 to 63 form part of these financial statements.
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Financial statements continued

Statement of total recognised gains and losses

2002 20M
Year ended 31 December Notes Em £m
Profit for the financial year - 478 323
Exchange translation differences b e, -
Total gains and losses recognised since last annuatreport © 410/ 323
Profit for the financiat year includes joint ventures” and associates’ profit after tax of £15 million (2001: £27 million).
Group cash flow statement 2002 2001
Year ended 31 December Notes Em Em
Cash inflow from operating activities® 25a A 825
Dividends received from joint ventures and associates “357 16
Returns on investments and servicing of finance 25b :(28) {15)
‘Taxation paid 25¢c £(192) {109}
Capital expenditure and financial investment 25d -(402) (337
Acquisitions and disposals 25e {935} (607}
Equity dividends paid (238) {15
Cash outRow before use of liquid resources and financing (918) (342)
Management of liquid resources 2sf R34 {257)
Financing 259 747 686
{Decrease)/increase in net cash F-(37) 87
() Cashinflow from operating activities includes movements on the Goldfish Bank working capital facility.
Reconciliation of net cash flow to movement in debt,
net of cash and current asset investments 2002 2001
Year ended 31 December Notes Em £m
{Decrease)fincrease in net cash @n 87
Maovement in Goldfish Bank warking capitai facility 180 610)
Cash infrow from increase in other debt and |ease financing (117 {635)
Cash (inflow)/outllow from (decrease)/increase in liquid resources - (134) 257
Change in debt, net of cash and current asset investments
resulting from cash flows (108} (901)
Loans and finance leases acquired - (37
Exchange adjustments 4 12
Movement in debt. net of cash and current asset investments {112) (926)
Debt, net of cash and current assetinvestments, at 1 January +(1,043) (117)
Debt, net of cash and currert asset invesiments, at 31 December 25h 15¢ {1,043
Of which:

Goldfish Bank (430) (610)

Other businesses- hon-recourse debt (196) -

Other businesses - recourse debt . '(529) (433)
Total group 2(1;155) (1,043)

The notes on pages 35 10 63 form part of these financial statements.

34 Centica ple report 2002



Notes to the financial statements

1 Principal accounting policies

Acceounting principles

The finarcial statements have been prepared In accordance
with applicable accounting standards angd under the hisiorical
cost convention and the Companies Act 1985 except for the
accounting policy for energy trading activities; further details
explaining this departure are in note 2. In accordance with

the transitional arrangementis of FRS 17 Retirement Benefits,
additional disclosures are contained in the notes to the
financial statements.

The accounting policies, where applicable, are materially
in accordance with the SORP issued by the Qil Industry
Accounting Committee entitled Accounting far Oif and
Gas Exploration, Development, Production and
Decommissioning Activities.

Basis of preparation

The group financial statements comprise a consolidation

of the accounts of the company and all of its subsidiary
undertakings and incorporate the results of its shave of

all joint ventures and associates. The results of undertakings
acquired are consolidated from the date the group gains contral.
No prefit and loss account is presented for the company

as permitied by Section 230(3) of the Companies Act 1985.

An associated undertaking (associate) is an entity in which
the group has a long term equity interest and over which it
exercises significant influence. The consclidated financial
statements include the group portion of the operating profit
or loss, exceptional itemns, interest, taxation and net assets
of associates (the equity method).

A jcint venture is an entity in which the group has a long
terminterest and shares controf with one or more co-venturers.
The consolidated financial statements include the group portion
of wrnover, operating profit or loss, exceptionalitems, interest,
taxation, gross assets and gross liabilities of the jaint venture
(the gross equity method).

Under FRS 5 Reporting the Substance of Transactions,
the Consumers’ Waterheater (ncome Fund has been
consolidated as a quasi-subsidiary.

Turnover

Turnover represents amounts receivable for goods and
services provided in the normal course of business, net
of trade discounts, VAT and other sales related taxes.

Energy supply: Turnover for energy supply activities
inciudes an assessment of energy supplies to customers
between the date of the last meter reading and the year
end (unread). Unread gas and electricity is estimated using
historical consumption patterns and is included in accrued
energy income within debtors.

Home services: Where the group has an ongaing obligation
to provide services, revenues are apportioned on a time basis,
and armounts billed in advance are treated as deferred °
income and excluded from cument wrnover.

AA road services: Membership subscriptions are
apportioned on a time basis over the pericd of the membership.

Financial services: Turnover includes interest receivable, fees
and commissions receivable from financial services activities.

Telecommunications: Turnover is recognised on the
basis of telephony services actually provided to customers
in the financial period.

Costof sales

Energy supply includes the cost of gas and electricity produced
and purchased, andrelated transportation and royalty costs,
boughtin materials and services, and direct labour and related
overheads oninstallation works, repairs and service contracts.
Gas production costs include petroleum revenue taxes (PRT),
calculated on a unit of production basis, with changes in
estimates dealt with prospectively over the remaining lives

of gas fields. Financial services cost of sales alsoincludes
finance charges on working capital facilities used tofinance
banking receivables. and interest payable on customer deposits.

Employee share schemes

The group has a number of employee share schemes.

detailed inthe directors’ report on pages 22 and 23,

As permitted by UITF Abstract 17, the group does not
recognise the difference between market value and option
price to employees in relation to the UK sharesave

scheme within the profit and loss account, on the basis that
the scheme is UK Inland Revenue-approved. Upon vesting,
the difference between market value and the option price

is taken directly to reserves. The cost of potential share awards
under the group’s long term incentive schemes is charged

to the profit and loss account over the period to which the
performance criteria of each allocation relates. Cost is defined
as the difference between the contribution receivable from
employees and the market value at the date of grant, or the
actuai cost of shares where market purchases are made at, or
around, grant date, Cost alse includes provision for employer's
Nationai Insurance charges expected to arise at exercise dates,

Research and development expenditure
Research and development expenditure is charged
to the profit and loss account as incurred.

Foreign currencies

Assets and liabilities denominated in foreign currencies
are translated into sterling at closing rates of exchange.
The resulis of overseas subsidiary undertakings and joint
ventures are translated into sterling at average rates of
exchange for the relevant period. Differences resulting from
the retranslation of the opening netinvestment in overseas
subsidiary undertakings and from the retranslation of the
opening net assets and the results of these entities for

the year are taken to reserves, and are reported in the
statement of total recognised gains and losses.

Exchange differences on monetary assets and liabilities
are taken to the profit and loss account, except that exchange
differences on foreign currency borowings used to finance or
hedge foreign currency net investments in overseas subsidiary
undertakings and joint ventures are taken directly to reserves
and are reported in the statement of total recognised gains
and losses. All other exchange movernents are deait with
through the profit and loss account.

Intangible fixed assets

Goodwill arising on the acquisition of a business acquired
after 1 January 1998 is included in the balance sheet at

cost, less accumulated amortisation and any provisions for
impairment. On the acquisition of a subsidiary undertaking
{including unincorporated businesses), jeint venture cr
associate, fair values are attributed to the assets and liabilities
acquired. Goodwill, which represents the difference between
the purchase consideration and the fair values of those net
assets, is capitalised and amortised on a straight-line basis
over a period which represents the directors” estimate of its
usefid economic life. Gaodwill which arose on acquisitions
after 1 January 1998 is being amortised over periods ranging
from 5 to 20 years. Googowill which arase prior to 1898

was written off directly to the profit and loss reserve, If an
undertaking is subsequently disposed, the appropriate
unamortised goodwill or goodwill written off to reserves

is deali with through the profit and toss accountin the

period of disposal as part of the gain or toss on disposal.

Tangible fixed assets

Tangible fixed assets are included in the batance sheet at cost,
less accurnulated depreciation and any provisions for impairment,
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Notes to the financial statements continued

1 Principal accounting policies cantinued

Inthe case of investments in customer relationship
management (CRM) and other technology infrastructure, cost
includes cantractors’ charges, payments on account, materials,
direct labour and directly attributable overheads. Capitalisation
begins when expenditures for the asset are belng incurred
and activities that are necessary to prepare the asset for
use are in progress.

Caphtalisation ceases when substantiafly all the
activities that are necessary to prepare the asset for use
are complete. Depreciation commences at the point of
commercial deployment,

Freehold land is not depreciated. Other tangible fixed assets,
except exploration and production assets, are depreciated
on a straight-line basis at rates sufficient to write-off the cost,
less estimated residual values, of individual assets over their
estimated useful lives. The depreciation periods for the principat
categories of assets are as follows:

Freehold and leasehold buildings up to 50 years
Plant 510 20 years
Power stations 20 years
Equipment and vehicles 31010 years
Storage upto 30 years

Assets held under finance leases are depreciated over the
shorter of the lease term or their useful economic life.
Exploration and praduction assets are capitalised using
the successful efforts method and depreciated from the
commencement of production in the fields concerned, using
the unit of production method, based on all of the proven and
prabable developed reserves of those fields. Changes in these
estimates are deall with prospectively. The net carrying value
of fields in production is compared on a field-by-field basis with
the Jikely future net revenues to be derived from the estimated
remaining commercial reserves. A provision is made where it
is considered that recorded amounts are urilikely to be fully
recovered from the net present value of fuiure net revenues.

Leases

Assets held under finance leases are capitalised and included in
tangible fixed assets at cost. The obligations relating to finance
leases, net of finance charges inrespect of future periods, are
included within borrowings. The interest element of the rental
obligation is allocated to accounting periods during the lease
termto reflect the constant rate of interest on the remaining
balance of the obligation for each accounting period. Rentals
under operating leases are charged to the profit and loss
account as incurred.

Asset impairments

Intangible and tangible fixed assets are reviewed for
impairments if events or changes in circumstances indicaie that
the carrying amount may not be recoverable. When a review for
impairment is conducted, the recaverable amount is assessed
by reference to the net present value of expected future cash
flows of the retevant Income generating unit or disposal value,

if higher. If an assetis impaired, a provision is made to reduce
the cammying amount 1o its estimated recoverable amount,

Investments
Other fixed asset investments are included in the balance
sheet at cost, less accumulated provisions for amortisation
and any impairment.

Current asset investments are stated at the lower
of cost and net realisable value.

Stocks
Stocks are valued at the lower of cost or estimated net
realisable value,
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‘Take or Pay' contracts

Where payments are made to external suppliers under
‘Take or Pay’ obligations for gas not taken, they are treated
as prepayments and are included within debtors.

Decommissioning costs

Provision is tmade for the net present value of the estimated
cost of decormmissioning gas production facilities at the end

of the praducing lives of fields, and decommissioning storage
facitities at the end of the useful life of storage facilities based
on price levels and technology at the balance sheet date.
Changes in these estimates are dealt with prospectively.

When this provision gives access to future economic benefits,
an asset is recognised. Decommissioning assets are amortised
using the unit of production method, based an proven and
probable reserves, except for decomemissioning assets relating
to storage facilities, which are amortised on a straight-line basis
over the useful economic life of the storage facilities. The
unwinding of the discount on the provision is included in the
profit and loss account within the netinterest charge.

Pensions and other post retirement benefits

Pensions and other post retirement benefits are accounted

for in accordance with SSAP 24 Pension Costs. Additional
disclosures are also made in the notes to the financial
statements as required under the transitional arrangements

set qut in FRS 17 Retirement Benefits. The cost of providing
retirement pensions and other benefits is charged ta the profit
and foss account over the pericds benefiting from employees’
service, The difference between the charge to the profit and loss
account and the contributions paid to the pension schemes is
shown as a provision in the balance sheet. The regular pension
cost, variations from the regular pension cost and interest are all
charged within employee costs, and the straight-line method

is applied for amortising surpluses and interast.

Long term sales contracts

Provision is made for the net present cost, using arisk free
discount rate, of any expected losses on long term sales
contracts. The provision is based on the difference between
the contracted sales price and the expected weighted
average cost of gas.

Taxation

Current tax, including UK corporation tax and foreign tax, is
provided at amounts expected to be paid {or recovered) using
the tax rates and laws that have been enacted or substantially
enacted by the balance sheet date.

Deferred 1ax is recognised in respect of alt timing differences
that have originated but not reversed at the balance sheet date
where transaclions ar events that result in an obligation to pay
more tax in the future or a right 10 pay less tax in the future have
occurred at the balance sheet date. Timing differences are
differences between the group’s taxable profits and its results
as stated in the financial statements that arise from the inclusion
of gains and losses in tax assessments in periods different from
those in which they are recognised in the financial siatements.

Adeferred tax assel is regarded as recoverable and therefore
recognised only when, on the basis of all available evidence, it
can be regarded as more likely than not that there will be suitable
taxable profits in the foreseeable future from which the reversal
of the underlying timing differences can be deducted.

Deferred tax is not recognised when fixed assets are
revalued unless by the balance sheet date thereis a binding
agreement to sell the revalued assets and the gain or loss
expecied to arise on sale has been recognised in the financial
statements. Neither is deferred tax recognised when fixed
assets are sold and it is more likely than not that the taxable
gain will be rolled over, being charged (o tax only if and when
the replacement assets are sold.



1 Principal accounting policies continued

Deferred tax is recognised in respect of the retained
earnings of overseas subsidiaries and associates only 1o the
extent that, at the balance sheet date, dividends have been
accrued as recefvable or a binding agreement {0 distribute
past earnings in the fulure has been entered into by the
subsidiary or associate.

Deferred tax is measured at the average tax rates that are
expected to apply in the periods in which the timing differences
are expected toreverse, based on tax rates and iaws that have
been enacted or substantialiy enacted by the balance sheet date.

Defefred tax is measured on a non-discounted basis.

Financial instruments
a) Debtinstruments
Debt instruments are stated at the amount of net proceeds
recelved after deduction of issue costs, adjusted 10 amortise
any discount or premium evenly gver the term of the debt.
b) Derivative financial instruments
The groug uses a range of derivative financial instruments
for bath trading purposes and to manage (hedge} exposures
to financial risks, such as interest rate, foreign exchange and
energy price risks arising in the normal course of business.,
The accounting treatment for these instruments is dependent
on whether they are entered into for trading or non-trading
{(hedging) purposes. A derivative instrument is considered
1o be used for hedging purposes when it alters the risk profile
of an underlying exposure of the group inline with the group’s
risk management policies. In addition, there must be a
demonstrable link to an underlying transaction, pool of
transactions or specified future transaction or transactions.
Specified fuiure transactions must be reasonably certain
to arise for the derivative to be accounted for as a hedge.

A discussion on how the group manages its financial risks
is included in the group financial review on pages 17 and 18.

Derivative financial instruments are accounted for as follows:

Energy trading activities

The group engages in swaps, futures, forwards and options in
gas, electricity and weather, for trading purposes. Open financial
and physicat trading positions are marked to market using
externally derived market prices. Marked to market gains and
losses are recognised immediately in the profit and loss account,
within cost of sales. This is a departure from the Companies Act
1985 as disclosed within note 2. The carresponding fair value
debtors or creditars are included within the balance sheet.

Energy hedging activities

The group engages in gas, electricity, oil and weather derivatives
to hedge against price exposures arising within the energy
supply, procurement and retail operations, The derivatives are
matiched to the specific exposures they are designed to reduce,
with gains and losses recognised in the profit and loss account
in the same period as the income angd costs of the underlying
hedged transactions.

Treasury hedging activities
The group uses interest rate swaps, forward rate agreements,
foreign currency swaps and forward exchange contracts to
manage expasures Lo interest rates arising on underlying
debt and cash positions or probable future commitments
and foreign exchange risks arising on foreign currency assets
and borrowings, foreign currency forecasted transactions and
the retranslaticn of overseas net investments. All instruments
are used for hedging purpases to alter the risk profile on existing
underlying exposures and probable future commitments in line
with the group's risk management policies.

Amounits payable or receivable in respect of interest rate swaps
and forward rate agreements are recognised as adjustments
to the netinterest charge over the term of the contracts.

Currency swap agreements and forward exchange
contracts are retranslated at the rates ruling in the agreements
and contracts. Resulting gains or losses are offset against
foreign exchange gains or losses on the related borrowings
or, where the instrument is used ta hedge a committed future
transaction, are deferred until the transaction occurs. Where
used to hedge overseas net investments, gains of losses are
recorded in the statement of lotal recognised gains and losses,
with interest recorded in the profit and loss account,

Where derivatives used to manage interest rate risk or
to hedge other anticipated cash flows are terminated before
the underlying debt matures or the hedged transaction occurs,
the resulting gain or loss is recognised on a basis that matches
the timing and accounting treatment of the underlying debt
or hedged transaction. When an anticipated transaction
is no longer likely to occur or finance debt is terminated
before maturity, any deferred gain or loss that has arisen
on the related derivative is recognised in the profit and loss
account, together with any gain or 10ss on the terminated itern.

2 Accounting policy for energy trading activities

Energy trading financia! derivatives and open positions on
physical energy trading contracis are marked to market using
externally derived market prices. This is not in accordance

with the general pravisions of Schedule 4 of the Companies

Act 1985, which requires that these contracts be stated at

the lower of cost and netrealisable value or that, if revalued,

any revalualion difference be taken to a revaluation reserve,
However. the directors cansider that these reguirements would
fail to provide a true and fair view of the profit for the year since
the marketability of energy trading contracts enables decisions
to be taken continually whether to hold or sell them. Accordingly
the measure of profit in any period is properly made by reference
to market values. The effect of the departure on the financial
statements is an increase in profit for the year amounting to

£7 million (2001: £2 million} and an increase in net assets at

31 December 2002 amounting to £9 million (2001: £2 million).
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Notes to the financial statements continued

3 Segmental analysis

The segmental analysis reflects, in the opinion of the directors, how the group's activities were managed during the year.

The segmental analysis has changed from last year in order to reflect the brand unit divisions that are now utilised in the day-to-day
management of the business. These have been structured to mirror the brand focused customer relationships that are at the core
of the Centrica business model™. All activities were cantinuing.

Operating profiv{loss) Operating profitfloss)
before exceptional alter exceptional
charges and goodwill charges and goodwill
amortisation, including amortisation, inciuding
share of results of joint share of results of joint
Tumnover ventures and associates ventures and assoclates Net assets/liabilities)
.. year ended 31 December ___Yyear ended 31 Decernber ___yearended 31 December 31 December
2002 2001 2002 2001 2001 2001
a) By business segment &m £m tm £m £m
British Gas residential: Ul i
Continuing operations . “B,047] 5808) [ 2441 | {46) D)) 2571
Acquisitions™ G e 2l | !
' 6,047 5809 . .,244; (46) (81) 257
Centrica Business Services: s i I . .
Continuing operations -883 581 R 44| .. 6ol 37 . 267 2351
Acquisitions™ » *B8 Al I P 1) P
GELE 587 M 44 59 37 353 738
Centrica energy management S o N )
group {CEMG): e . N NP
Continuing operations™ [ 5,160; 4,571 522| [ 573 5431 [+ 25
Acquisitions" SR ht L @) |
5171 4571 5200 573 543 25
The AA: ‘< )
Continuing operations 758] F 689 gL ‘ 72 8 746
Acquisitions® 2l 1)) :
760 689 73 72 1 8 746
Galdfish Bank: L - . ) . N
Continuing operations X 72 {a0) i (32, 54) @37) 187 12
Acquisitions® el = - i s
83 22 @) 32 T (54) B7 181 112
OneTel:
Continuing operations 157] 65] 51 ] 4 5] 54} 59
Acquisitions™ 2 A i (1}
1583 65 2 4 § UL 8% 59
Centrica North America: L B .
Continuing operations |- 909 168 - 68 39 652"
Acquisitions™ ‘. 209 127,
Gt %8 . B3 68 39 652
Other operations: R 6 i B (4} (3} 53
Unallocated net liabilities™ T B L2 {603)
Group 24315 12,611 . 77932 679 . 809, 511 1,536
b) By geographical area of operation
UK: B _. A .
Continuing operations 13,079, 11831 "879i 609 - 472 1,794 1.436
Acquisitions® . 103 . &) @ .. .527]
13,182 11,831 8_74, 609 -, 2796 472 2,321 1,436
Rest of Europe: ' ' ) L '
Continuing cperations 15 12 (B 2 ~{11} - . 51 51
North America: . L
Continuing operations 9091 768 36! 68 ' .51 39 611 652
Acquisitions® 200} 27 193 581, i
_ 1i118; 768 83 68 - 24 1,192, 652
Unallocated net liabilities™ ’ o {1,162} (603)
Group 14315 12611 932 679 . ‘808, 511 2,402 1,536

See opposite for footnotes (i) - (v)
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3 Segmental analysis conlinued Furngvey

2002 2001
¢) By geographical destination Em Em
UK: ke

Continuing operations 512,598’ 11,226
Acquisitions® R
11,226
Rest of Euwrope:
Continuing operations 607
North America:
Continuing operations 7,90 TUFI6]
Acquisitions™ wil2 S
118 776
Rest of world: O
Continuing operations TS 2
Group 14,315 12,611
) Turnover includes energy trading turnaver of £4,304 million (2001: £3,570 miflion).
(i} Acquisitions are explained in note 24.
(it} Unallocated net lfabilities comprised:
2001
Em
Fixed assetinvestments 52
Accrued interest payable (2
Dividends payable (76)
Taxation (144)
Debt, net of cash and money market investments R
{except for the Goldfish Bank working capital facility) . ~(125) {433)
~A(1182) (603)
The group’s share of operating losses of associates before exceptional charges and goodwill amortisation for the year ended
31 December 2002 was £1 million {2001 Enil} and after exceptional charges and goodwill amortisation for the year ended
31 December 2002 was a loss of £2 million (2007 loss of £1 million),
The group's share of turnaver and operating profits of joint ventures for the year ended 31 December was:
Operating profit/loss) QOperating profitfloss)
belore exceptional charges after exceptional charges
Tumaver and goodwill amertisation and goodwili amostisation
2002 2001 2002 2001 2002 2001
£m £tm Em Em Em
British Gas residential 25 24 T2 Pl 2
Centrica energy management group (CEMG) 77 142 © A0 28 28
The AA 63 51 .18 17 17
Geoldfish Bank - " - - -
Other operaticns . 42 1 - . @ - .. {10 (1}
207 229 584 a1 - a8 46

(iv) The effect of this change on the 2007 segmental analysis of turnover was to split the turnover of the previousty reported
UK Energy Supply segment of £10,302 millian into British Gas residential, Centrica Business Services and Centrica energy
management group, to include British Gas home services turnover of £722 million and Tetecormnmurications turnover
{excluding OneTel) of £37 rnillion within British Gas residential, to combine AA road services and AA personal finance
to farm the AA segment and to reallocate turnover previously reported ir other businesses of £62 million to the AA.
The effect on the 2001 segmental analysis of operating profit before exceptional charges and goodwill amortisation was
to split the operating profit of the previously reported UK Energy Supply segment of £652 million into British Gas residential,
Centrica Business Services and Centrica energy management group, to include British Gas home services operating profit
of £36 million and Telecommunications operating loss (exctuding OneTel) of £101 million within British Gas residential, to
combine AA road services and AA personal finance to form the AA segment and to reallocate operating 10sses previously
reported in other businesses to British Gas residential of £16 million and to the AA of £2 miltion.
The effect on the 2001 segrmental analysis of operating profit after exceptional charges and goodwill amortisation was to split
the operating profit of the previously reported UK Energy Supply segment of £601 million into British Gas residential, Centrica
Business Services and Centrica energy management group, toinctude British Gas home services operating profit of £30 million
and Telecommunications operating loss (excluding OneTel) of £116 millicn within British Gas residential, to combine AA road
services and AA personal finance to form the AA segment, and to reallocate operating losses previcusly reported in other
businesses to British Gas residential of £16 million and to the AA of £2 million.
The effect on the 2001 segmental analysis of net assets was to split the net assets of the previously reported UK Energy Supply
segment of £678 million into British Gas residential, Centrica Business Services and Centrica energy management group, ta
include British Gas home services net liabilities of £162 million within British Gas residential, to combine AA road services and
AA personal finance to form the AA segrment, and to reallocate net assets of £1 million previously reported in other businesses
ta British Gas residentiat, and ta reallocate net liabilities of €4 million previously reported in other businesses 10 the AA,

{v) Inter-segment transfers from Centrica energy marnagement group to British Gas residential and Centrica Business Services
totalled £4,142 million (2001: £4,363 million).
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Notes to the financial statements continued

2002 2001
Goodwill Goodwil
amonisation amortisalion
& exceptlonat Other & exceprional Other
charges cosls Total charges costs Total

4 Costs £m Em Em [4,] £m Em

Cont of sl
Continuing operations

before acquisitions - 10,224 10,224

Acquisitions

Continuing operations - 10.224 10,224

Operating costs'™ T
Continuing operations L s

before acquisitions 104 2,005 é;‘! (')9 166 1,755 1,921
Acquisitions Y R F [

Continuing operations -116 2,108 2,224 166 1.755 1,921

Total costs recognised in arriving _ o
at group operating profit 116 13,436 13,552 166 11,979 12,145

Gross profit atributable to acquisitions amounted to £125 miltion, and to continuing operations before acquisitions £2,862 million,

2002 200
Em £m
Group operating profit is stated after charging:
Amortisation of gocdwill 116 86
Amortisation of fixed asset investments 7 14
Depreclation: )
Owned assets 357 331
Leased assets -33' 26
390 357
Profit on disposal of fixed assets™ 18 13
Operating lease rentals:
Plant and machinery i 3 7
Other A2 22
13 29
Auditors' remuneration:
Statutory audit .
Company 0F
Subsidiary undertakings 18
Other audit S 12
Other non-audit™ 6.3 B

19.2

) Gas transportation costs of £1,459 millfon (2001: £1,759 million) and electricity transportation and distribution charges of £647 millio
{2001: £395 million) were included within cost of sales. Operating costs were all considered to be administrative expenses.

(i) Depreciation and amortisation of owned assets for the year ended 31 December 2002 included £nil (2001 £25 million)
of asset impairment. Of this impairment charge, £nil (2001: £20 million) has been reated as exceptional.

(i) The profit on disposal of tangible fixed assets was £6 million (2007: £7 million) and profit on sale of fixed asset investments
{against the previously impaired cost of the investment) was £12 million (2001: £6 millicn},

{iv) ttis the group’s policy 10 seek competitive tenders for all major consultancy and advisory projects. Appoiniments are made
taking into account other factors including expertise and experience. The auditors have been engaged on assignments additionat
to their statutory audit duties where their expertise and experience with the group are particularly important, including tax advice
and due diligence reporting on acquisitions. Other charges comprised due diligence of £0.5 miilion {2001: £2.1 million), taxation
advice of £0.6 miltion (2007: £1.2 million) and censulting projects of £5.2 million {2001: £3.8 millien), including amounts
of £5 million (2007: £3 million) paid to the consuiting business of the auditors prior to its sale in October 2002.

5 Exceptipnal items 2002 2001
a} Recognised in arriving at operating profit Em Em
Continuing operations:
Business integration costs - (35)
Energy trading costs S (37)
Other - 8
Total recognised in arriving at operating profit - (80)
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5 Exceptional tems continued 2002 2001

b} Recognised alter operating profit Em £m
Continuing operations: e
Loss on disposal of business® 7Y .
Loss on disposal of fixed assets® R -
Total recognised after operating profit -+ {28) -

() Duwringthe year the group recognised a £ 14 milfion loss on disposal of the LPG business. The loss included £11 mitfion relating
to the write-off of unamortised gogdwill, further information of which is provided in note 24.

{t} Thegroup decided to reduce the operations of Go!f England Limited, a subsidiary undertaking, and recognised a £14 million
provision in respect of losses on disposal of fixed assets.

6 Directors and employees 2002 2001
a) Employee costs Em Em
Wages and salaries © 905 718
Social security costs : -73. 59
Other pension and retirement benefits costs (hote 26) - B8, 54
Long térm incentive scheme S 14
Employee Prafit Sharing Scheme L= 6

1,057 849

Detatls of directors’ remuneration, stare options, long term incentive scheme interests and pension entitements on pages 25to 30
of the remuneration report forrm part of these financial staternents. Details of employee share schemes are given on pages 22 to 23
and innate 20.

2002 2000
b) Average number of employees during the year Number Number
British Gas residential 19,584 17,548
Centrica Business Services e 1842 368
Centrica energy management group (CEMG) ;385 450
The AA 111640 9,911
Goldfish Bank ¢ 189 59
OneTel . 140, 638
Centrica North America 2,187 438
Other operations 2,284 2,140
38,051 31,550

Great Britain 35,563 30.832
North America 2,187 438
Rest of Europe 301 280
38,051 31,550

2002 2001

Interest Interest Interest Interest

) payable receivable Tatal payable receivable Total

7 Net interest Em £m Em £m Em im
Cost of servicing net debt (excluding Goldfish Bank) : ’
Interest receivable by the parent and subsidiary companies | -] 16 16 -1 2?1‘ 23!
fnterest payable on bank loans and overdrafts 40} - "+ {40) (24) - { (24]i
Firance lease charges (1) ) (14) -| (14)
(51) 1% (35) {38) 3 (15)

Other interest -

Share of joint ventures’ interest payable® (15) B RN (1) an | - J (1
Notional interest arising on discounted items (15) - -:(;I 5) (12) - 12y
Interest an supplier early payment arrangements™ - 13 13| - E 11} N i
Interest on custorner finance arrangernents® 1Y) - S )] @) - | 8)
Other Q) - @ () S B S
(1) 13 . 20 [39) n 28

Interest {payable)/receivable 1) 29 {62) N 34 {43)

Product income generated by AA personal finance and Goldfish Bank for the year ended 31 December 2002 was £100 million
(2001: £23 million), £69 million of the increase refated to the inclusion of Goldfish Bank as a subsidiary of the group for a full year.
Financial services product charges were £33 rillion (2001: £nil). This related entirely 1o Goldfish Bank. Both financial services
incame and charges have been included within group operating profit.

(i} Theshare of associates’ interest (payable}/receivable is £nil (20071: Enil).

(i) Interest on supplier early payment arrangements arose on the prepayment of gas transportation charges.

{ii} Theinterest cost relates to subsidised credit arrangements provided to customers purchasing central heating installation.
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Notes to the financial statements continued

200
£ Tax £m
a) Analysis of tax charge for the year
The tax charge comprises:

Current tax

UK corporation tax 157]
Tax on exceptional items® (g)l
Adjustments inrespect of prior years 43y

105
Foreign tax )
Foreign tax T8
Adjustmentsinvespectof pioryears 4 gl 2y

4
Total current tax 109
Deferred tax
Origination and reversal of timing differences L)
Deferred petroleum revenue tax refief 49
Exceptional deferred tax charge™ -
Total deferred tax 39
Share of joint ventures’ tax 7

Total tax on profit on ordinary activities S .1280: 155

() Thetax credit arising an exceptional iterns related to those costs identified as exceptionalin note 5,

(i) The exceptional tax charge in 2002 comprised an increase in deferfed tax provisions arising from the supplementary charge
applicable to profits on "ring-fenced’ offshore gas production.

b) Factors affecting the tax charge for the year
The differences between the total current tax shown above and the amount calculated by applying the standard rate of UK
corporation tax ta the profit before tax is as follows:

2002 2001
Em £m
Profit on ordinary activities before tax L 119, 468
Less: share of joint ventires’ and associates’ profit before tax Jan {34)
Group profit on ordinary activities befare tax - 688 T 434
Tax on group profit on ordinary activities at standard UK corperation tax rate of 30% (2001: 30%) - .:207 130
Effects of: R
Expenses not deductible for tax purposes, including goodwill amortisation L 61
Daepreciation in excess of capital allowances o 50
Utilisation of tax losses and other short term timing differences K (82) (40
Deferred petroleum revenue tax refief . 1(85) {49)
Higher tax rates on overseas earnings ) 2
Adjustments to tax charge in respect of prior years 16, {45}
Supplementary charge applicable to upstream profits Az -
Overseas losses or taxation not available for credit 17 -
Group current tax charge for the year 4179 109

¢) Factors that may affect future tax charges

The group earns its profits primarily in the UK, therefore the 1ax rate used for tax on profit on ordinary activities is the standard rate
for UK corporation tax, currently 30%. Fair values are attributed to fixed assets on acquisition of businesses and companies and
amortisation or depreciation is subsequently provided based upan those amounts. Were the assets to be sold at the book values

at the balance sheet date without the benefit of tax planning arrangements, the amount of tax that would be payable is estimated

it aggregate to be E168 million of which £148 million is provided in the balance sheet as deferred tax. There is, however, ng intention
to sell any of these assets in the foreseeable future and therefore the crystallisation of the above tax charge is considered to be remote.
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2002 200

% Dividends Em £m
2001 final dividend in respect of share issues after the balance sheet date “trita13) -
Interim dividend of 1.4p (2001: 1.2p) per ordinary share 2591 48
Proposed final dividend of 2.6p (2001: 1.9p) per ordinary share 10! 76

R ¥ F 124

The interim dividend was paid on 27 Novermber 2002 and the proposed final dividend s payable on 18 June 2003 to shareholders
onthe register at the close of business on 2 May 2003,

10 Earnings per ordinary share
Earnings per ordinary share has been calculated by dividing the earnings for the financial year of £478 million (2001: £323 million) by
the weighted average number ¢f ordinary shares in issue during the year of 4,181 million (2001: 3,984 millien). The number of shares
excluded 27 million ordinary shares (2001:'34 million), being the weighted average number of the company's own shares recorded
on the graup balance sheet during the year in accordance with UITF Abstract 13'ESOP Trusts.

The directors befieve that the presentation of an adjusted basic earnings per ordinary share, being the basic earnings per
ordinary share adjusted for exceptional charges and goodwill amortisation, assists with understanding the underlying
perfarmance of the group. The reconciliation of basic to adjusted basic earnings per ordinary share is as fallows:

2002 2007

Pence per Pence per

ordinary ordinary

Em share Em share

Earnings- basic S T i 323 8.1
Exceptional items net of tax - '35 - 0.9 n 1.8
Goodwill amortisation 23 2.9 88 2.2
Earnings - adjusted basic t-g36, 0 152 482 12.1
Earnings- diluted .. 478 113 323 8.0

In addition to basic and adjusted basic earnings per ordinary share, information is presented for diluted earnings per ordinary share.
Under this presentation, there are no adjustrments to the reported earnings for either 2002 or 2001, but the weighted average number
of shares used as the denominator is adjusted. The adjustments relate mainly to notional share awards made to employees under the
long termincentive scheme and the share options granted to employees under the savings-related share option scheme, as foliows:

2002 2001
million million
shares shares

Weighted average number of shares inissue : ,14;1'8] 3,984
Estimated vesting of long term incentive scheme shares "7 35 34
Dilutive effect of shares to be issued at a discount to market value

under the savings-related share option scheme - 10 43
Potentially dilutive shares issuable under the executive share option scheme 1 1
Weighted average number of shares used in the calculation of dituted earnings ..

per ordinary share 4,221 4,062
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Notes to the financial statements continued

11 Intangible fixed assets - goodwill £m
Cost

1 January 2002 1,684
Acquisitions® 466
Disposals (n
Exchange adjustments (56)
31 December 2002 2,077
Amortisation

1 January 2002 160
Charge for the year 116
Disposals (6)
Exchange adjustments W(B)
31 December 2002 264
Net book value

31 December 2002% 1,813
31 December 2001 1,624

) Acquisitions included £8 million for the revision of provisional fair values relating to the recoverability of certain receivables an the
Enron Direct acquisition made in 2001.
i) The net book value of goodwill at 31 December related to the following acquisitions:

Amortisation
2002 2001 period
Em Em years
The AA . /829, 879 15-20
Goldfish Bank CN2R 138 10
Direct Energy : 5?79 33z 15
Energy America e ya- 52 15
Erron Direct R = 49 15
OneTel , -.i48 53 15
Enbridge Services Inc . 167 - 15
Edectricity Direct ) 78! - 15
WTU and CPL T - 15
NewPower 8 - 5
British Gas LPG s n 20
Other 18 10 5-20
. 11813 1,524
Storage,
Plant, exploration
Land and equipment™ Pawer and
buildings?  andvehicles™  generetion®  production™ Total
12 Tengible fixed assets £m tm tm £m £m
Cost T
1 January 2002 123 713 169 3,324 4,329
Additions 2 395 4 69 470
Acquisitions - 234 46 544 824
Disposals (12) (96) (2) - (110}
Disposal of subsidiary (2 T - (179) (258)
Revision of abandonment asset - - - 6 &
Exchange adjustments - (25) - (19) {44)
31 December 2002 m 1,144 217 3,745 5,217
Depreciation and amortisation
1 January 2002 28 318 2 1,923 2,271
Charge for the year B 130 12 242 390
Disposals (8) (78) @ - (88)
Disposal of subsidiary o - (40) - (79) (119)
31December 2002 26 330 12 2,086 2,454
Net book value
31 December 2002 85 814 205 1,659 2,763
31 December 2001 95 395 167 1,401 2,058

() The net hook value of the group’s land and buildings at 31 December 2002 comprised freehold of £44 million (2001: £48 million),
leng leasehotd of £23 million (2001: £26 million) and short leasehold of £18 miflion (2007: £21 million).

(i} The net book value of the group's tangible fixed assets held under finance leases at 31 December 2002 within plant, equipment
and vehicles was £8 million {2001: £9 million), power generation £73 million (2001; £1687 milion) and within storage, exploration
and production was £120 million (2001: £136 million), The depreciation and amortisation charge for the year in respect of finance
leased assets included £4 million (2001: £nil) on ptant, equipment and vehicles, £10 million (2001: £6 million) on power generation
and £19 million (2001: £20 million) on starage, exploration and production assets.

See opposite for footnotes i} - {v)
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12 Tangible fixed assets continued

{i) The amounts capitalised in the year inrespect of customer relationship management (CRM) infrastructure included within plant,
equipment and vehicles at 31 December 2002 amounted to £180 million (2007: £60 million).

{iv) The net book value of the fixed assets of the Consumers' Waterheater income Fund (the Fund) within plant, equipment and
vehicles was £182 miltion (2001: £nil). Debtissued by a subsidiary of the Fund, without recourse ta the group, is secured
onthe assets. as set out in note 32,

v} Included within the group’s exploration and production assets at 31 December 2002 were costs of £60 million pending
determination {2001: £16 million). The net book value of the group’s decommissioning costs at 31 December 2002 were
£17 million {20017: £11 million).

_..Joint ventures and associates Other

Shares® Leans Ownshares®  investments Total
13 Fixed asset investments Em em £m £m Em
Share of net assets/cost
1 January 2002 57 23 85 5 150
Disposals and transfers™ ®endi 2 (9 (14) - (31
Dividends receivable (59 - - - (59)
Share of profits less losses for the year 22 - - - 22
31 December 2002 22 4 51 5 82
Goodwill
1 January 2002 i) - - - 70
Disposals (1) - - - (1)
Goodwill amortisation M - - - (7N
Exchange adjustments 3 - - - 3
31 December 2002 55 - - - 55
Amounts written off
1 January 2002 {12) (2) {36) (3} (53)
Amortisation under long term incentive schemes . . N - N
Disposats™ 11 - 14 - 25
31 December 2002 [} 2) {29) {3) (35)
Net book value
31 December 2002 76 2 22 2 102
31 December 2001 115 21 29 2 167

) Thegroup's share of net assets of asscciates was £2 million (2007: £3 million), The growp's share of joint ventures’ gross assets and
gross liabilities principally comprised its interests in Humber Power Limited (a power station), Centrica Personal Finance Limited
{AA and British Gas personal loans activities}, AA Financial Services (AA credit card activities) and Luminus NV (energy supply).
The group’s share of joint ventures' gross liabilities included loans payable to the group amounting to £4 million (2001: £12 million).
The share of Humber Power Limited's gross liabilities includes £269 million {2001: £270 millian) of lease finance, of which
£254 million {2001: £258 million) is repayable afier more than five years. Aithough the group holds a majority of the voting rights
in Humber Power Limited, it is restricted in its ability to exercise these rights under an agreement with the other shareholder,
Consequently the investment has not been consalidated but has been accounted for as a joint venure.

2002 2001
Centrica
Humber Personal AR
Power Finance Financial
Limited Lirnited Services Luminus NV Other Total
Investments in joint ventures Em £m £m Em £m Em £m
Share of gross assets 346 349 45 62 ) . Bio 708
Share of gross liabilities (327 (345) (45) (13) [6) (136) (597
19 4 - 49 2 74 112
Share of net assets of associates 2 3
76, 115
Net {detit)/cash included in above (251) (333) (43) 2 {2} (627 {675)

{i) The Centrica Employees Share Trust held 27 million (2007: 39 million) shares in the company. This represented 0.64% of the
called up ordinary share capital (2001: 1%}, which had a market value at 31 December 2002 of £47 million and a nominal value
of £2 million (2001: £88 million and £2 million respectively). During the year 12,213,398 shares (2001: 1,272,944 shares) were
transferred fram trust in respect of awards held by employees. All ather investments were unlisted.

{il) On 22 November 2002, Humber Power Limited repaid a £15 million loan to the group. Since the acquisition the group
has entered into tolling agreements with Humber Power Limited for 750 MWh of capacity through to 2014.

{iv) The group’s 42% interest in the Spalding Energy Company Limited was disposed of during the year for consideration
of £16 million. The group recognised a profit on disposal of £12 million, against the previcusly impaired cost of investment.

{v) Transfers comprised AA Buyacar which became a 100% subsidiary of the group on 29 November 2002 when the 30%
interest nat previously owned by the group was acquired.

The principal undertakings of the group are listed in note 31 on page 62.
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Notes to the financial statements continued

2002 2001
14 Stocks R Em im
Gas In storage ‘167 140
Other raw materials and consumables .. 96 44
Finished goods and goods for re-sale A7 9
180 193
2002 2001
Within After Within After
15 Debtors one year one year ohe year ane year
Amounts falling due Em Em £m Em:
a} Goldfish Bank debtors: o
‘Trade debtors: loans and advances to customers 7§fl_’,. 10 652 -
Prepayrnents and accrued income h 1 2 -
Other 1% = 19 -
11 673 -
b) Other businesses’ debtors: .
Trade debtors ) 479 -
Accrued energy income e 1,168 -
Deferred corporation tax ‘36 - 9N
Other debtors '8 196 2
Prepayments and ¢ther accrued income: o
“Take or Pay’ ' '-] [ 7 2
Other 49 | 73 35
.49 80 37
2,598 134 1,923 130
2002 2007
16 Current asset investments £m Em
Money market investrments 320 454
Current asset investrments included £159 million {2001: £142 million) held by the group’s insurance subsidiary undertakings and
£10 million {2001: €9 million) held by the Law Debenture Trust, on behalf of the company, as security to cover unfunded pension
liabiliies. These amounts were not readity avaitable to be used for other purposes within the group.
2002 2001
. Within Afer Within After
7 BOITOWIngS one year one year one year Gne year
Amounts falling due Em £m £m £m
a) Goldfish Bank borrowings R T
Bank loans and cverdrafts (note 29d) 430 = 610 -
b) Other businesses’ barrowings '
Bank loans and overdrafts A3 - = 16 -
Steriing bonds” - 518 - 493
Canadian dollar bonds™ = 196 - -
Comenercial paper - 237 o = 307 -
Loan notes S L - 5 -
QObtigations under finance leases™ . 36, 70 33 105
289, 784 361 598

(i} Sterling bonds are repayable as fallows: between one and two years £nil (2001: Enil); between two and five years £125 million
(20071: £100 million); and after five years £400 million (2001: £400 million). The bonds bear interest at fixed rates between 5.375%
and 5.875% (2001: 5.375% and 5.875%), The bonds have a face value of £525 million (2001: £500 mitlion} and are stated net

of £7 million (2001: £7 million) of Issusance giscount.

(i) Canadiandollar bonds are repayable between four and five years bearing interest at a floating rate. The bonds were issued
by the Consumers” Waterheater Incorne Trust, a wholly-owned subsidiary of the Consumers’ Waterheater income Fund,
which s treated as a quasi-subsidiary and consolidated into the group accounts. The debtis secured solely on the assets

of the Fund and its subsidiaries, without recourse to the group. Summary financial information for the Fund is given innote 32.
(i) Group obligations under finance leases after more than one year at 31 December 2002 were repayable as follows: between

one and two years £39 mitlion (2001: £37 million}; between two and five years £31 mitlion (2007: £68 mitlion); and after five

years £nil (2001: £nil).
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18 Other creditors onY;l:;T one?;:r
Amounts falling due £m tm
Goldfish Bank customer deposits - -
Trade creditors 1.141 -
Taxation and socital security 127 -
Other creditors 659 2
Accruals and deferred income:
Transportation® 7183 .
Other accruals and deferred income [ 685 32
868 32
Dividend payable [note 9) 76 -
2871 34

prepaid these charges.The group prepaid most of these charges for December 2002, but did not prepay them in December 2001,

1.January Foreign ac‘(zr:i':l}::; Profitand Uiifisec 31 December
2002 exchange  and dispasals Revislons loss charge inthe year 2002
19 Provisions for liabilities and charges £m £m Em £m Em Bm
Decommissioning costs 129 - 67 6 4 -
Deferred petroleurn revenue tax 519 - - - 75 {199)
Deferred corporation tax® 134 1) 145 - - -
Pension and ather retirement benefits (note 26) 116 - {2) - €8 {107)
Restructuring costs 13 - - - 18 (10)
Sales contract loss and renegotiation provisions 227 - - - 14 (23)
Other 46 - 20 - 23 {20)
1.184 (1 230 6 202 (359)

i) Group deferred tax {assets)/liabilities comprised:

Potential asséts

Amourts peovided unrecognised
2002 2001 2002 2001
£m £m £m £m
Accelerated capital allowances 230 . _.~",;(56] (93)
Deferred petroleum revenue tax {156) = -
Other timing differences including losses carried forward (37) (107 (105}
43 (183) (198}
Deferred corporation tax liability 134
Deferred corporation tax asset included in debtors (note 15} 91
43

Decommissioning costs

Provision has been made for the estimated net present cost of decommissioning gas production facilities at the end of their
producing lives. The estimate has been based on proven and probable reserves, price levels and technology at the balance
sheet date. The timing of decommissioning payments are dependent on the lives of a number of fields but are anticipated
Lo occur between 2005 and 2042. The revision in the year is due to an increase in the estimate for gas field abandonment
costs. The profit and loss charge represents £4 million of notional interest (2001: £3 million).

Deferred petroleum revenue tax
The pravision for tax on gas and oil activities has been calculated on a unit of production basis.

Deferred corporation tax
A deferred tax provision has been made in respect of accelerated capital allowances and other timing differences,
net of recognised deferred tax assets.

Pension and other retirement benefits
This provisionincluded the difference between charges to the profit and loss account and the contributions paid
to the pension schermes in respect of retirement pensions and other related benefits.

Restructuring costs

The provision represented casts relating to surplus properties, redundancy and other costs relating to reorganisations.
Surplus properties arese mainly following the closure of retail operations in both British Gas Energy Centres and in the AA.
The provision relating to surplus properiies was calculated as the lower of the difference between rental costs and sublet
income over the remainder of the leases and the potential cost to surrender those leases. The provision for redundancy costs
reflected announced restructuring plans. The majority of these sums were expected to be spent between 2004 and 2005.
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Notes to the financial statements continued

19 Provisions for liabilities and charges continued
Sales contract loss and renegotiaticn provisions

The sales contract loss provision represented the net present cost, using a risk free discount rate. of expected losses on onerous long term
sales contracts, based on the difference between the contracted sates price and the expected weighted average cost of gas. These
contracts terminate between 2005 and 2006, The profit and loss charge included £14 million of notional interest (2001: €15 million).

In previous years, the group renegotiated certain long term 'Take or Pay’ contracts which would have resulted in commitments
to pay for gas that would be excess torequirements and/for at prices above likely market rates. The provision represented the net

present cost of estimated payments due to suppliers as consideration for the renegotiations, which are due for settlement
between 2003 and 2008.

Other

Other provisians principally cover estimated liabilities in respect of claims reflected in the group’s insurance subsidiaries, Goldfish
credit card loyalty points, outstanding litigation, and provision for National Insurance payable inrespect of lang term incentive scheme

liabilities. The National Insurance provision was based on a share price of 171 pence at 31 December 2002 (2001: 222 pence).

2002 2001
20 Called up share capital Em £m
Authorised share capital of the company o
4,850,000.000 ordinary shares of 5% pence each
(2001: 4.950,000,000 ordinary shares of 5% pence each) 275
100,000 cumulative redeemable preference shares of £1 each -
Allotted and fully paid share capital of the company
4.252,856.414 ordinary shares of 5% pence each L
(2001: 4,020,931,056 ordinary shares of 5% pence each) 4236 223

During 2002, 231,925,358 ordinary shares were allotted and issued pursuant to a cash placing in February and, throughout the year,

to satisfy the exercise of share options and the matching elerment of the share incentive ptan as follows:

Forthe year ended 31 December 2002 2001
Mumber '231;925358- 7,512,180
Mominal value (Emy) 129 0.4
Consideration (net of issue costs 2002: £6 million; 2001 : £nil) (Em) v . . dggl 17
) Consideration of £488 million included £44 million in respect of employee share schemes and £444 rillion recelved from
third parties.
QOptions outstanding over
ordinary shares Latest
2002 2001 exgrcise Exercise
million million dale prices
RESOS" 2.1 2.2 November 2004 81.060p 10 90.266p
ESOSH 135 5.6 Aprit 2012 240.050p and 224.800p
UK sharesave™ ™ 61:6 78.0 Novernber 2007 §2.200p to 202.600p
Irish sharesave™ 0.3 0.3 May 2008 132.800p to 168.700p
Total 31 Decermber - 775 86.1

() Details of the RESOS appear on page 30 in note {j) to the table of directors’ interests in share options,
(i) Details of the ESOS appear on pages 25 and 26.
(iH) Details of the UK and Irish sharesave schemes appear on pages 22 and 23.

{iv} As permitted by UITF 17 {revised 2000), the group does not recagnise the cost of awards to employeesin the profit and loss

account for the year, on the basis that it operates a UK Inland Revenue-approved sharesave scheme.
The closing price of a Centrica ordinary share on 31 December 2002 was 171 pence (2001: 222 pence).

Long term incentive scheme

At 31 Cecember 2002, 34 mitlion shares (2001: 40 million) were outstanding in respect of allocations made under the long term
incentive scheme, which includes allocations of 23 million shares {2001: 23 million) that are sublect to performance conditions

and allocations of 11 million shares {2001: 17 million) that have reached the conclusion of the performance period but are subject

to & two year retention period. Details of the operation of the long termincentive scheme, in which the executive directors
participate, can be found in the remuneration report on page 26.

The Cenirica Employees Share Trusts were established to acquire ordinary shares in the company, by subscription or purchase,
with funds provided by way of interes: free loans from the company to satisfy rights to shares on the vesting of allocations made

under the company's long term incentive arrangements.

Since the beginning of 2002, no further shares have been acquired by the trust. Any future shortfall will be satisfied by the

allotment and issue of new shares.

At 31 December 2002, the trusts held 27 rmillion {2007: 39 million) ordinary shares in the company which had a market value
of £47 mitlion {2001 38 million ardinary shares with a market value of £88 million). Dividends due on shares held in trust are waived

in accordance with the trust deeds. All administration costs are borne by the group,
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Share Profit
premium Merger and loss

account reserve account Total
21 Reserves £m £m Em im
1 January 2002 62 467 750 1,279
Retained profit for the year - - 306 306
Exchange translation differences® - - (8) @)
Issue of ordinary share capital™ 475 - (44) a3
Shares to be issued under long term incentive scheme™ - - 4 4
31 December 2002 537 467 1,008 2012

i Curnulative goodwlll taken directly to the profit and loss reserve at 31 December 2002 amounted 1o £85 million (2001: £85 millian).
This goodwill had been taken to reserves as a matter of accounting policy and will be charged in the profit and loss account
should there be a subseqguent disposal of the business to which it refated.

(i) Exchangegains of £84 million (2007: E18 million) on foreign currency borrowings have been offset in full inreserves against
exchange losses of £92 million (2001: £18 million} on the net investment in overseas undertakings.

{iii} The shareissue rovement in the group profit and loss account represented the difference between the share issue prices
(being the market prices on the date of exercise of options) and the share option prices. This difference was funded by the
company and its subsidiaries, Shares were allotted to a qualifying share ownership trust, for subsequent transfer to eligible
employees, who have exercised options.

(iv) Centrica intends to fund certain of its long term incentive schemes through the issue of new shares when these schemes vest.
The amount shown represents the expected value of the shares to be issued using the market price at the date allocations
were granted,

2002 2001
22 Movement in shareholders’ funds £m £m
1 January 1502 1,298
Profit atuributable to the group [ e4T8] "ﬁ"ﬂ
Dividends (172) (124),
Goodwilt adjustment Y (2)
Exchange translation differences 1(8) -
Issue of shares net of reserves movement on empioyee share schemes 4;44” 7
Shares o be issued under long term incentive scheme __QJ -
Net movement in shareholders' funds for the financial year - 748 204
31 December 2,248 1.502
Equity Non-equity Total
23 Minority interests £m £m im
1 January 2002 34 . 34
Minority interest arising during the year 21 108 129
Loss on ordinary activities after taxation (9) - 9
31 December 2002 46 108 164

Equity minority interests at 31 December 2002 refated 1o a 30% econamic interest held by Lloyds TSB Bank pic in the Goldfish Bank
Limited. Non-equity minority interests at 31 December 2002 related 1o the 58.1% of units in the Consumers’ Waterheater iIncome
Fund (note 32), listed on the Toronto Stock Exchange.
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Notes to the financial statements continued

24 Acquisitions and disposals

{i) Acquisitions

During the year the group acquired cantrolling interests in Enbridge Services Inc, Regional Power Generators Ltd {Regional Power),
Blectricity Direct (UK) Limited (Electricity Direct), Dynegy Storage Limited, Dynegy Offshare Processing UK Limited, and Dynegy Onshore
Processing UK Limited (collectively known as Rough gas storage facilives), WTU Retail Energy LP (WTU) and CPL Retall Energy LP (CPL}
and selected assets from NewPower Holdings Inc (NewPower). The group also made a number of smailer acquisitions which are
aggregated in section h. The acquisition method of accounting was adopted in all cases, The analysis of assets and liabilities acquired,
and the fair value of these acquisitions, were as shown belew. In addition the group acquired interests in a number of gas fields, in
exchange for its interest in the Liverpool Bay gas fietds. The fair values at 31 December 2002 are provisional because the directors
have not yet reached a final determination on all aspects of the fair value exercise.

ACCounting
policy Fair value

Book valug alignment®  acjustment™ Fair value
a) Enbridge Services Inc £m £m Em £m
Intangible fixed assets 20 3} (7) -
Tangible fixed assets 264 37} - 227
Stock 1 . . B
Debtors (amounts falling due within cne year) 24 - 1 25
Debtors {amounts falling due after more than one year) 55 - - 55
Creditors (amounts failing due within one year) (29 - - (29)
Provisions (44) - - (44)
Net assets acquired 30 {50} 6 245
Gooawill arising™ 103
Cash consideration 438

The group acquired Enbridge Services Inc on 7 May 2002, The profit afier tax for Enbridge Services Inc from 1 January 2002 to

7 May 2002 was £10 millian. The profit for the previous financial year was £38 million.

{il Accounting policy alignments have been made in respect of certain items previously capitalised within fixed assets and intangibles,
il The bock value of assets and liabilities has been adjusted to align with the {air value of the assets and liabilities acquired,

(i) Goodwill arising is amortised over 15 yesss.

Accounting
policy Fair value

Book value a!ignrnenl“ adjustmenlm Fair value
b) Regional Power (Brigg) £m £m £m £m
Tangible fixed assets 78 - (32) 46
Stack 3 2 {1 4
Debtors {amounts faliing due within one year) 2 - 9 11
Creditors (amounts falling due within one year) (2 - (12) (14)
Pravisions (19) - 9 (10)
Net assets acquired B2 2 (27} 37
Goodwill arising -
Cash consideration 37

The group acquired Regional Power on 28 June 2002. The loss after tax and minority interests for Regional Power from 1 January 2002
to 28 June 2002 was £5 million. The loss for the previous financiat year was £19 million.
() Adjustments were made 1o align the accounting policies of Regional Power with those of the group.
(i) The book value of assets and liahilities has been adjusted 10 align with the fair value of the assets and liabilities acquired.
Tangible fixed assets have been valued at their estimated value in use. Adjustments have been made to debtors and
creditors to value certain long term gas purchase contract arrangernents at market value.

50 Centrica plc repart 2002



24 Acquisitions and disposals continued

Accounting

policy Fair value
Bock value alignment®  adjustment™® Fak value
¢} Etectricity Direct £m Em £m £m
Tangible fixed assets 6 - - &
Debtors (amounts falling due within one year) 71 (1 {11} 49
Bank overdrafts (30) - - (30)
Creditors (amounts falling due within one year) (49) - (6) (55)
Net tiabitities acquired @ (1 7 (30)
Goodwill arising™ 80
Consideration 50
Cash consideration 38
Contingent consideration™ 12
50

The group acquired Electricity Direct on 5 August 2002. The loss after tax and minarity interests for Electricity Direct from 1 April 2002
0 5 August 2002 was £8 million, The profit after tax and minority interests for the previous financial year was £4 million.
il Adjustments were made to align the accounting policies in respect of cornmission payments with those of the grougp.
(i) The book value of debtors has been adjusted based on management’s estimate of recoverable value,
(i) Goodwill arising is amortised over 15 years.
(iv} Contingent consideration comprises amounts paid but held in escrow. The calculation of final payments from escrow
to the vendars, or repayments to the groug, is contingent upon verification of certain working capital balances acquired.
The final payment is expected to be between £nit and £12 million.

Accounting
policy Fair valug

Baok velue alignment”  adjusiment™ Fair valug
d} Rough gas storage facilities Em Em Em Em
Tangible fixed assets 339 - 124 463
Stock 9 - @) 4
Debtors (smounts falling due within one year) 12 - - 12
Cash at bank and in hand 184 - - 184
Creditors {amounts falting due within one year) (18) - - {18}
Provisions {126) 37 - (157)
Net assets acquired 400 (31) 119 488
Gooduwill arising -
Cash censideration 488

The group acquired Dynegy Storage Limited, Dynegy Offshore Processing UK Limited and Dynegy Onshore Processing UK Limited

on 14 November 2002. The profit after tax and minarity interest for the acquired entities from 1 January 2002 to 14 November 2002

was £8 million. The profit after tax for the previous financial year was £9 million.

) Adjustments were made to align the accounting policies for abandonment and deferred tax provisions with those of the group.

(il The book value of assets and liabilities has been adjusted to align with the fair value of the assets and liabitities acquired.
Tangible fixed assets have been valued at their estimated value in use.

The acquisition is a merger qualifying for investigation under the Fair Trading Act 1973. As such, the Secretary of State for Trade

and Industry wiil decide whether to clear the merger, refer it to the Competition Commission for further investigation or accept

undertakings in lieu of a reference.

Book and

Fair value

e) WTU and CPL £m
Debtors (amounts falling due within cne year) 103
Creditors (amounts falling due within one year) . (76)
Creditors (amounts falling due after more than one year) (40)
Net liabilities acquired (13)
Goodwill arising® 167
Consideration 154
Cash consideration 95
Deferred consideration™ 26
Contingent consideration™ a3
154

The group acquired the businesses an 23 December 2002. Prior to the acquisition WTU and CPL formed part of an integrated utility
and there is therefore no historical information availabte relating te the profitability of these retail customer components,
() Goodwill arising is amortised over 15 years.
(i) Deferred consideration will be paid within one year.
(i) Centingent consideration is expected to be paid annually from February 2004 to February 2007 and is dependent on
annual business performance up to 31 December 2006. Itis stated net of an estimated amount recoverable from the vendor
of £40 million inrelation to the liability for regulatory ciaw back, dependent upon the retention of customers above specific
levels in 2002 and 2003, time apporiioned to the date of change In ownership.
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24 Acquisitions and disposals continued

Bo.c\k and

f) NewPower ra'rmlzl-lma
Stack 8
Net assets acquired ) 8
Goodwill arising? 9
Consideration 17
Cash conslderation 14
Deferred considerationf 3

17

The group acqtired a selected list of customers and inventory from NewPower Holdings Inc on 31 July 2002. Pricr to acquisition the
customers formed part of the above legal entity and its subsidiary undertakings. In these circumstances it is not practical to provide
details of results for financial periads before acquisition.

) Goodwilt arising is amortised over five years.

(i) Deferred consideration is payable within one year.

Accounting Fair

policy value Fair

Boak value alignment®  adjustments™ value

g) Interests in gas fields acquired as swap for Liverpool Bay £m Em Em £m
Tangible fixed assets 4% 4 4 54
Cash at bank and in hand 38 - - 38
Provisions for liabilities and charges - 4) - 4
Net assets acquired 84 - 4 88
Goodwill arising -

Consideration

Fair and book value of assets disposed 88

On 28 November 2002, the group acquired interests in the following fields, along with £38 million, in exchange for its 8.9% interest in
Liverpool Bay: Armada (5.58%), Goldeneye (4.50%), Renee (17.26%), Rochelle (17.26%) and Rubie {4.78%). Prior to acquisition the
assets acquired formed an integral part of the business of the ENI Group. As a result information relating to prior period prafitability is
notreadily avaitable.

{i) Adiustments have been made to align the accounting policies with those of the group.

{iy The book value of the assets and liabilities has been adjusted to align with the fair value of the assets and liabilities acquired.

Accounting
policy Fair valus

L Book value alignments®  agjustmems® Fair valLe

h) Other acquisitions Em Em im Em
Tangible fixed assets 21 1 6 28
Creditors (amounts falling due within ane year) (2} - - (2)
Provisions for liabilities and charges - 1) - M
Net assets acquired ' 19 - 6 25
Goodwill arising™ . 9
Consideration 34
Cash consideration 29
Deferred consideration™ 5

34

During the year, the group acquired the assets and business of Stapleton’s (Tyre Services} Limited (on 1 June 2002), the broadband
assets and business of lomart Group ple {on 7 January 2002), Alternative Energy Solutions Ltd (AES) (on 14 February 2002},

and interests in a number of gas fields {on 17 January 2002, 28 August 2002 and 20 Decernber 2002},

(i} Adjustments were made to align the accounting policies of the acguired businesses with those of the group.

(il The book value of assets and liabilities has been adjusied to align with the fair value of the assets and Yiabilities acquired.

(iiy Goodwill is being amortised over periods ranging from 5 to 20 years.

(iv) Deferred consideration is payable within one year.
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24 Acquisitions and disposals continued

(i) Disposals

The group disposed of ifs liquid petroleum gas business, British Gas LPG on 30 November 2002. The analysis of the assets and
liabilities sold and consideration received is given below:

£m
Tangible fixed assets ¥
Stock 1
Debtors (amounts falling due within one year) 7
Creditors {amounts fatling due within one year) {4}
Net assets sold 43
Goodwilt sold 11
l:0ss arising on disposal o 14)
Cash consideration received 40
The profit made by British Gas LPG from 1 January 2002 to the date of disposal was £4 million.
25 Notes to the group ¢ash llow statement 2001
a) Reconciliation of operating profit o operating cash flow tm
Group operating profit 466
Exceptional charges 80
Group operating profit before exceptional charges 546
Amortisation of goodwill 86
Depreciation and impairment 337
Amortisation of investments 4
Prafit on sale of investments {6}
Profit on sale of fixed assets (7
Provisions (73)
Change in working caphal:
Stocks - decrease/(ncrease) )
Goldfish Bank debtors - (increase)/decrease ! 19
Goldfish Bank working capital facility - (decrease)fincrease! ! 20
Goidfish Bank customer accounts - increase i -
Other debtors - {increase) ; (89
Other.creditors - increase I_I" 76
72
Cashinflow from opmwﬁz}ing activities before exceptional payments:
Continuing operations before acquisitions 773
Acquisitions 96
Continuing operations 869
Payments relating to excepiional charges:
Conwact renegotiations (1—3')"
Business integration {2,
Other b SR )
: (18) (44)
Cash inflow from operating activities after exceptional payments L.on? B25
() The Goldfish Bank working capital facility primarily finances the Goldfish Bank credit card and other receivable balances.
In accordance with generally accepted practice for banking activities, movements on this working capital facility are included
within operating cash flow rather than within financing.
2001
b} Returns on investments and servicing of finance £m
interestreceived 21
Interest paid (28)
interest element of finance lease rental payments f (14)
-(25), (15)
Interest income/charges on banking receivables and related working capital facilities are included within operating cash flowin note 25a.
2002 2001
<) Taxation paid L ) Em £m
UK corporation tax paid 196y (109)
Overseas tax paid = )
Consortium taxrelief received .4 6
(192 (109)
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25 Notes to the group cash flow statement conlinued 2002 2001
d) Capital expenditure and financial investment Em £m
Purchase of tangible fixed assets (449) 313
Sale of tangible fixed assets 11
Purchase of own shares (14)
Loans tojoint ventures repaid/{made) (22)
o (337)
2002 2001
e} Acquisitions and disposals £m £m
Payments on acquisition of Goldfish e (M0
Payments on acquisition of other stbsidiary undertakings (1:107) (402)
Payments on acquisition of joint veritures and associates L] {80}
Payments of deferred consideration! (70] an
Total cash payments {1,181} {1,209
Cash acquired - .222 17
Overdraft acquired 130) (12)
Drawdown fram Goldfish Bank working capital facitity .- 590
Praceeds from disposals 54 7
. (935) (607)
Cash consideration, net of cash and overdrafts acquired, at acquisition date rates of exchange totals £959 million (hote 24).
The difference of £44 million to acquisition cash flows noted above is due to foreign exchange movements.
) Deferred consideration includes £68 million Inrespect of the 2007 Goldfish acquisition.
2002 2000
f) Management of liquid resources £m £m
Net sale/(purchase) of current asset investments 134 (257)
Liquid resowrces comprised short term deposits with banks which mature within ong year of the date of inception.
g) Financing m Em
Debt due within ane year: .
Net increase in short term borrowings 309 196
Repayment of lpans (381) (22)
Capital element of finance lease renials {32} (32)
Bonds issued Yy 493
Realised net foreign exchange gain® ‘57 -
Investment by equity and non-equity minority shareholders - 129 44
Issue of ordinary share capltal™ " 444 7
747 686

(it Where currency swap agreements are used to hedge overseas nei investments, the realised net gains are recognised

in financing cash flows.

(il Cashinflow from the issue of ordinary share capital is stated net of issue costs of £6 million.

pebt Exchange

acqured adjustments

{excluding and other
1 January cashand nan- cash 31 December
2002 Cash flow overdrafts) Investments® 2002
h) Analysis of debt, net of cash and money marketinvestments Em Em Em £m Em
Cash at bank and in hand 2 {40) ) 28
Overdrafts e __ 3 - - .(1.3)

37) '
Bonds ue3) [ (e21) . - (114)
Loan notes due within one year {5) 2 - - 6
Obligations under finance leases (138) 32 - - {1 06)
Goldfish Bank working capital facility (610) 180 - - l430)
Other borrowings (3ony 1 70 - - 231)
63
Current asset investments 454 (134) - - 320
{1,043 (108) - ] {1,155)
Of which:

Goldfish Bank working capital facility (610) 180 - (430)
Other businesses - non-recourse debt - (198) - - {198)
Other businesses - recourse debt (433 {92) - (4 [529)
1,043} {108) - @ (1,159

{iy Thisincluded an exchange loss on cash of £4 million (2001: gain £12 million).
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26 Pensions
Substantially all of the group’s UK employees at 31 December 2002 were members of one of the four main schemes in the group:
the Centrica Staff Pension Scheme, the Centrica Engineers’ Pension Scheme, the Centrica Managemnent Pension Scheme and the
AA Staff Pension Scheme. They are subject to independent valuations at least every three years, on the basis of which the qualified
actuary certifies the rate of employers’ contributions which, together with the specified contributions payable by the employees
and proceeds ftom the schemes’ assets, are expected to be sufficient 1o fund the benefits payabie under the schemes.

The Centrica Unapproved Pension Scheme is an unfunded arrangement which provides benefits to cenain employees
whose benefits under the main schemes would otherwise be limited by the "earnings cap’.

Independent actuarial valuations for Statement of Standard Accounting Practice (SSAP) 24 purposes at 31 March 2001
showed aggregate actuarial asset values and those values relative to benefits due to members, (calculated on the basis
of pensionable earnings and services on an ongoing basis using the projected unit method) as follows:

Assel values
relative 1o
ligbillties
%
Centrica Staff Pension Scheme 105
Centrica Engineers’ Pension Scheme 106
Centrica Management Pension Scheme 15
AA Staff Pension Scheme nz
The long term assumptions applied to calculate group pension costs, 2002 200
as agreed with the independent actuary, are set out below: % %
Rate of price iiation and pension increases 2.50
Annuai rate of return on investrnents . 6.70 6.70
Future increases in employee earnings { 4.30
Dividend growth 375
The pension costs arising, together with unfunded pension costs, 2002 2001
and the reconciliation to the balance sheet provision was as follows: Em Em
Regular pension costs 485 84
Amortisation of surplus - 21 211
74, 63
Interest o, (10) 2
Net pension costs "84 51
Contributions paid {107) (26)
(Decrease}/Increase in provision for pension costs 43} a5
Pension provision at 1 January 98 73
Pension provision at 31 December - 85 98
AA post retirement private medical insurance® -2l 18
Direct Energy Markating Limited post retirement benefits® oUm .
Pension and other retirerment benefits provision (note 19) .15 116

Other retirement benefits

@) The group has a commitrent to provide post retirement private medical insurance cover for certain AA current and past
employees. The triennial independent actuarial valuation undertaken at 31 December 2001, assuming a 2.5% per annum real
increase in premiums disclosed a liability of £27 million. The provision under this scheme as recognised under SSAP 24 was
£21 million (2001: £18 million). The net cost to the group of retirement benefits under this scheme was E3 million {20071: £3 milfion),

(i) The group has a commitment to provide certain pension and other post retirement bengfits to employees of Direct Energy Marketing
Limited {Canada). The Direct Energy Marketing Limited pension plan was established on 1 March 2002 and an independent
actuarial valuation camied out on 7 May 2002, which disclosed a surplus in respect of pension benefits of £6 million and a deficit
in respect of non-pension post retirement benefits of £4 miltion, resulting in a net surptus of £2 million. The net cast to the group
of retirement benefits under this scheme was £1 million and the net surplus recognised at 31 December 2002 was £1 million.

The total net tast to the group of ather retirement benefits on a SSAP 24 basis was E4 miltion (2007: £3 million).

Additional disclosures regarding the group’s defined benefit pension schemes, the unapproved pension arrangement and the post
rétirement medical plan are required under the transitional provisions of FRS 17 Retirement Benefits. The disclosures provide
information which will be necessary for the fullimplermentation of FRS 17 in due course.

The latest fuli actuarial vatuations were carried out as at the following dates: the approved pension schemes at 31 March 2001,
the unapproved pension scherme at 6 April 2002, the Direct Energy Marketing Limited pension plan at 7 May 2002 and the past
retirement medicai liability at 31 December 2001. These have been updated to 31 December 2002 for the purposes of meeting
the requirements of FRS 17, Investments have been valued, for this purpose, at market value.

31 December 31 December

) 2002 2001

The major assumptions used for the actuaria! vallation were: % %
Rate of increase in employee earnings 43 4.5
Rate of increase in pensions in payment 2.3 2.5
Discount rate 576 5.8
Inflation assumption 23 25
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Notes to the financial statements continued

26 Pensions conlinued
The market value of the assets in the schemes, the present value of the liabilities in the schemes and the expected rate of return
at the balance sheet date were:

Expected rate Expected rate

of roturn of relrn
per annum Valuation per anoum Valuation
2002 2002 200 2001
31 December % £m % £m
Equities ~i8.4 B1;503 8.0 1,758
Bonds BEAC X SRR 7 5.2 274
Property 6.9 g2 7.1 60
Cash and other assets 4.0; . 2.50 45 100
Total fair value of assets ’ 1.7 1,882 15 2,193
Present value of schemes’ liabilities (2,713) (2.526)
Deficit in the schemes ~.(830) {333)
Refated defemed tax asset 249, 100
Net pensicn liability . - (582) {233)

Under SSAP 24 the balance sheet on page 33 includes a provision of £75 million at 31 December 2002 (2001: £116 million).
Had FRS 17 been Implemented in full at that date the net assets of the group would have been reduced by £507 million
{2001: £117 million), and the net charge for pension costs in the profit and loss account would have increased by E47 million
{2001: £16 million) compared with that under SSAP 24, as set out below:

Increase/
FRS 17 S5AP 24 (decrease}
For the year ended 31 December 2002 Em £m £m
Amount charged to operating profit 133 68 65
Amount credited to net finance income (18) - (18)
Net charge to profit and loss account 115 68 47
. 2002
Analysis of the amount that would have been charged to operating profit under FRS 17 Em
Current service cost Ek 3
Past service cost : 2
) . ) 2002
Analysis of the amount that would have been credited (o net finance income under FRS 17 £m
Expected return on pension scheme assets “110
Interest on pension scheme liabllities (152)
" N N . mz
Analysis of the actuarial gain/{loss) that would have been recognised in the statement of total recognised gains and losses Em
Actual returniess expected return on pension scheme assets ~7 . (588)
Experience gains and losses arising on the scheme liabilities R 1
Changes in assumptions underlying the present value of the scheme ffabilities ©. 99
Actuarial (loss) to be recagnised in the staternent of total recognised gains and losses before adjusument for tax - (492}
History of experience gains and losses 2002
Difference between the expected and actual return on scheme assets: B
Amount (Em} - .{588)
Percentage of scheme assets . 31.2%.
Experience gains and fosses on scheme liabilities: -
Amount {£m) 3
Percentage of the present value of scheme liabililies +0.1%
Total actuarial loss recognised in the statement of total recognised gains and losses: Lo
Amount (Em) (492)
Percentage of the present value of scheme liabilities TA8.1%;
2002
The movement in deficit during the year under FRS 17 would have been: £m
Deficit in schermnes at beginning of year -(333)
Movemenis In the year 10 31 December 2002:
Current service cost . ~(131)
Past service cost "1(2)
Employer conuibutions o 10T
Other finance income 18
Acquisition of surplus in year 2
Actuarial loss - (492)
Deficit in schemes at end of year , (837
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27 Commitments and contingencies
a) Acquisitions
On 10 December 2002 the group reached agreement 1o acquire the retail gas and electricity supply businesses of the ATCO Group
in Alberta, Canada for consideration of approximately £52 million, payable over two years.

The transaction Is subject to the satisfaction of certain canditions, including the receipt of required regulatory approvals and the
promulgation of legislation thet reflects the market refinernents announced by the Minister of Energy in August 2002. Iti5 expected
that the Alberta Legis!ature will consider these legislative changes in the spring of 2003, Completion is expected by mid to late 2003,

b) Capital expenditure
At 31 Decemnber 2002, the group had placed contracts for capital expenditure amounting to £106 million (2001: £31 million) of which
£72 million relates to the investment in customer refationship management (CRM) infrastructure (2001: £nil),

¢) Decommissioning costs

The company and its whofly-owned subsidiary, Hydrocarbon Resources Limited, have agreed to provide security to BG International
Limited, which, as originalticence holder for the Morecambe gas fields, will have exposure to decommissioning costs relating ta the
Morecambe gas fields should liabilities not be fully discharged by the group, The security is to be provided when the estimated future
netrevenue stream from the Morecambe gas fields falls below 150% of the estimated cost of such decommissioning. The nature

of the security may take a number of different forms and will remain in force unless and until the costs of such decommissioning
have been irrevocably discharged and the relevant Department of Trade and Industry decommissicning notice in respect

of the Morecambe gas fields has been revoked.

d) Lease commitments Land ang bulidings Ottyer
At 31 December non-cancellable operating lease commitments of the group 2002 m, ' 2002 2001
for the following year were: Em Em Em £m
Expiring: } .
Within ene year 4 - 1. 3
Between one and five years Y 5 24 23
After five years =38, 4z -3 10
- .49 47 28 36

There were no commitrments at 31 December 2002 under finance leases entered into, but for which inception occurs after
31 December 2002 (2001: £nil).

e) Litigation
The group has a number of outstanding disputes arising out of its normal activities, for which appropriate provisions have been made,
in accordance with FRS12,

f) Guarantees and indemnities

The comparty has £1 biltion of bilateral credit facilities {2001: £935 million). Hydrocarbon Resources Limited and British Gas Trading
Limited have guaranteed, jointly and severaliy, to pay on demand any sum which the company does not pay in accordance with

the facility agreements.

The group and BG Group plc have agreed, subject to certain lirmitations, to indemnify each other against certain actual and
contingent liabilities associated with thelr respective businesses.

In relation to the sale and leaseback of the Morecambe gas field tangibte fixed assets recorded in these financial statements,
the group has given guarantees amounting to £92 miltion (2001: £116 million}.

The group has given guarantees in connection with the finance lease obligations relating to Humber Power Limited referred
loin rote 13. A fixed collateral payrment amounting to £225 million (2001: £225 million) is required in the event of Centrica pic
faifing to retain at least one credit rating which is not on credit watch above the BBB+/Baa1 tevel, and further collateral
of £75 million is required if the credit rating falls further.

The group has given guarantees and indemnities to various counterparties in relation 10 wholesale energy trading
and procurement activities, and to third parties in respect of gas preduction and energy ransportation liabilities.

In connection with their energy trading, ransportation and upstream activities, certain group compantes have entered into
contracts under which they may be required to prepay or provide credit support or other collateral in the event of a significant
deterioration in credit worthiness. The extent of credit support is contingent upon the balance owing to the third party at the
point of deterioration. '

Fallowing the closure of the British Gas Energy Centres Limited (Energy Centres) operations in July 1999, guarantees
have been signed on certain former Energy Centres’ properties as a result of reassignment of leases.
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Notes to the financial statements continued

27 Commitments and contingencies continued
g) Gas purchase contracts
The group Is contracted o purchase &5 billion therms of gas {2001: 46 billion therms) in Great Britain under long term contracts.
The significant increase on last year is largely due to a number of contracts that have recently been entered into where the price
is linked to the market price for gas. A proportion of this gas (37 billion therms) however relates to legacy contracis at prices, mainly
determined by various baskets of indices including ol prices and general inflation, which may exceed market gas prices from time
to time. Whilst there remains uncertainty regarding future prices and market share, in the opinion of the directars, no general provision
for onerous contractiosses is required.

The total volume of gas to be taken under these long term contracts depends upon a number of factors, including the actual
reserves of gas that are eventually determined to be extractable on an economic basis. Based upon the minimum vofume of gas
that the group is contracted to pay for in any year, the profile of the contract commitments is estimated as fotlows:

2002 2001
million miflion
therms therms

Within five years 45,900 29,900
After five years 19,200 15,900
. 85,100 45,800

The directors do not consider itfeasible to estimate reliably the actual future cost of committed gas purchase as the group’s
weighted average cost of gas from these contracts is subject o a variety of indexation bases. The group’s average cost of gas

from its long term contracts for the year ended 31 December 2002 was 19,6 pence per therm (for the year ended 31 December 2001:
19.9 pence per therm. This compares to 20.8 pence per therm being the weighted average cost for the three month period ending

31 December 2001 which was used 10 estimate the financial cornmitment in 2001). Applying this value would imply a group financial
commitment of approximately £12.7 billion (2001: £9.5 billion as previousty stated).

) » 2002 2001

The commitment profite on this same basis is set out below: Em fm
Within one year 1,900 1,900
Between one and five years 7000 4,300
Alter five years 3,800 3,300
12,700 9,500

In addition, the group has entered into two new contracts to purchase significant additional velurmes of gas at market prices from
Statoil (17 billion therms over 10 years from 1 July 2005) and Gasunie {27 billion therms over 10 years from 1 April 2005},
Both of these contracts remain conditional at this stage and so are excluded from the numbers above.

h) Other
The group's use of financial instrumenis is explained in the group financial review on pages 17 and 18 and in note 29.

28 Related party transactions 2002 2001
a) Joint ventures and associates Em Em
Purchases fgr the year ended 31 December: Tt T T T
AccuRead Limited 17 13
Humber Power Limited® 74 a8
AG Solutions Limited {an associate) - 9
Loans given in the year ended 31 December: T T =
Humber Power Limited _ 15
Spalding Energy Company Limited o 4
Aldbrough Limited _ 2
Goldbrand Development Limited . 1

Loans receivable outstanding as at 31 Decembern:

Humber Power Limited - 15
Spalding Energy Company Limited - 4
Aldbrough Limited . 2
Centrica Personal Finance Limited 2 -

All other transactions with joint ventures and associates were not rmaterial to the group.
) Thegroup had a creditor balance at 31 December 2002 with Humber Power Limited of £6 rillion {2001: £18 million).

b) Pension schemes
In 2002 the group incurred £2 million (2001: £1 million) of administrative costs refating io group pension schernes.

c) Transactions with directors
The aggregate arnount outstanding at 31 December 2002 in respect of credit cards made available by Goldfish Bank Limited
to directors of the company was £47,000, and the number of directors concerned was five.

d} Other

Lioyds TSB Bank plc wha have a 30% economic interest in Goldfish Bank Limited have made available an £850 million working

capital facility to Goldfish Bank Limited, of which £430 milion had been drawn down at 31 December 2002 (2001: £610 million}.
The group has also entered into several derivative transactions with Lioyds TSB Bank plc to hedge against inierest rate

fluctuations. Other activity with Lloyds TSB Bank plc included interest receivable of £nil, interest payable of £27 million and

charges of £17 million, of which £6 million has been capitalised (2001: £1 milfion, £1 million and £ 14 million respeciively).

Creditors at 31 December 2002 included E19 million due to Lloyds TSB Bank plc (2001: £26 million).
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29 Financial instruments

The group's use of financial instruments is explained under the heading Financial risk management in the group financial review on
pages 17 and 18. The related accounting policies are explained in nate 1. As permitted within FRS 13, the disclosures set out below
in 293 and 29c through 299 exclude short term debtors and creditors. Additional information on Goldfish Bank interest rate
sensitivities Is provided in note 29h below.

a) Interestrate risk profile of financial instruments

Financial assets 2002 2004

The Interest rate risk profile of the group's financial Canadian Canadian 2001 2002 2001
assets at 31 December was as follows: Dollar Dollar Sterling Total Total
Floating interest rate (Em) L aia19 67 475| [ 7350] [ 54z
Fixed interest rate (Em) T, a4 - 5 491 5]
Nointerestreceivable (Em)® e - 15 5 15
Total financial assets (Em) - 83 67 495 404 562
Weighted average fixed interest rate (%) 3 . 1:5 - 1.4 14.1 7.4
Weighted average period L

for which rate is fixed (months) ia - 10 ‘40 10
Weighted average period o

for which no interest is receivable {months) = - = 2 - 2

With the exception of uncleared items, floating rate financial assets attract interest rates mainly based upon LIBOR for periods

of one year or less.
(i} Financial assets on which nointerest is paid refate to Tracker Fund investmenis, for which no maturity date is specified.

Financial liabilities
After taking into account forward foreign currency

swaps, the interest rate profile of the group’s C,m?:: ca,:,,",‘j,‘, 2002 2001 2002 2007
financial liabilities at 31 Decermber was as follows: Dollar Dollar Sterling Sterfing Total Total
Floating interast rate (Em) @re - l ',(s_n[;)" (1,070); [(i249) (3.070)
Fixed interest rate (Em) L _(2)' i (3 . (238)‘ {496).‘ (290) (499)!
No interest payable (Em)® 108y | - f (33), (28) (141 ¢ (28)
Total financial liabilities (Em) _(386) (3) (1:294) {1,594) (1.680) (1,597
Weighted average fixed interest rate (%) 6:5 6.0 60 58 6.0 5.8
Weighted average period L .

for which rate is fixed {months) .28 21 a1 113 100 113
Weighted average period o o

for which no interest is payable (months) - - 162; 15 62 15

With the exception of uncleared items, floating rate financial liabilities bear interest at rates based upon LIBOR {or periods of one day

to six months.

i} Financia!liabilities on which no interest is paid include £108 million relating to non-equity minority interests. Non-equity mingrity
interests relate to a 58.1% economic interest in the Consumers’ Waterheater income Fund, represented by units listed on the
Toronto Stock Exchange, for which no maturity dateis specified.

b) Currencyrisk

Sterling, Canadian and US dallars were the functional currencies for all material operations in 2002 and 2001. There were ne
material monetary assets and fiabilities in currencies other than these functional cumrencies, except for £9 million of monetary
assets denominated in euros (2001: £16 million) and £7 million (2001: £69 million) of monetary assets denominated in US dollars.
The euro assets represent short term cash flow timing differences on European gas trading. The US assets represent margin
deposits placed inrespect of energy trading positions. In the UK the cost of gas under long term purchase contracts is dependent
upon indices, which in part are influenced by US dollar denominated oil prices. An element of the foreign {USS$) exchange risk

so arising was hedged using forward foreign curency contracts (note 29g).

2002 2000

¢) Maturity of financial liabilities Other Total Other Total
: 5 . Tmancial financial financial financial

The maturity profile of the group’s financial ings \abiditi iabitit Borowings liabilities Fabdites
liabitities at 31 December was as follows: £m Em Em £m tm Em
Inone year or less, or on demand a2 13 134 an 20 N
I more than one year but not more than two years 39 1 40 38 2 40
in more than two years but not more than five years 348 36 . 385 167 4 m
In more than five years 401 19 420 400 2 402
Non-equity minority interests® - 108 . 108 - - -
1,510 177 1,687 1.576 28 1.604

The maturity profile of borrowings includes £525 million (2001: £500 million) of ﬁonds stated at face value. As disclosed innote 17,
the bonds are stated in the group balance sheet net of £7 million (2001: £7 million) of issuance discount.
(i} Asnoted above, nomaturity date is specified for non-equity minority interests,
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Notes to the financial statements continued

29 Financial instruments continued
d) Borrowing facilities

At 31 December 2002, the group had undrawn committed barrowing facilities, in which all conditions precedent had been met at that
date, of £1 billon (2001: £935 milllon}. Of these facilities, 50% mature during 2003, whilst the remainder do not mature until 20086.

In addition the group has access to a number of uncommitted facilities.

The principal debt facilities in use by the group at 31 Dacember 2002 were a US commercial paper programme of US32 billion
(2001: US$2 billion) and a euro medium term note (EMTN) programme of US32 billion (2001: US$2 billion). At 31 December 2002,
US$374 million (E237 million) had been issued under the commercial paper programme {2001: US3448 million) and bonds totalling
£525 million (2007: £500 million) had been issued under the EMTN programme. Of the commercial paper issued, US$299 million

had been swapped into sterling, and the remainder was held in US dollars. In relation to the bonds, 24% mature between two

and five years and 76% mature after five years.

Goldfish Bank also has a £850 million (2001: £850 million} borrowing facility from Lloyds TSB Bank plc, from which £430 million

{2001 £610 million) was drawn down at 31 December 2002,

€) Fair values of financial assets and liabilities 2002 2001
The following table shows the book and fair values of the Book value Fair value Book vatua Faif value
group’s financial instruments at 31 December; Em Em Em Em
Primary financial instruments held or issued o ' .
to finance the group’s operations:
Cash at bank and in hand and current asset investments® 526 526
Loan to Centrica Personal Finance Limited - -
Humber Power loan 15 15
Long term trade debtors® . -
Other financial assets i 2 21
4, 04 562 562
Bank loans and overdrafts? (3, i(13) (18) (18)
Commercial paper™® 230 (230 (307 (307)
Goldfish Bank (430).  .{430) 610} (610)
Bons™ (518)° (548) (493) (491)
Finance lease borrowings® ‘{1086) (111) (138) (154)
Loan notes® (199) 11989) (5) {5)
Cther financial liabilities® . .(69) (69 (29) (28)
(1672), . (1,607)  (1.597) (1611}
Non-equity minority interests™ (108):7+7" {(119) . -
(1680, (%726)  (1.597)  (1.611}
Derivative financial instruments held to manage the group’s
currency, interest rate profile and energy price exposures: .
Forward foreign curmency contracts™, interest rate swaps and P
forward rate agreements™ -d45. .30 21 21
Energy derivatives™ M 93 - (92)
Derivative financial instruments held for trading: SRR ~
Energy derivatives® ‘5. .5 (10 (10

{iy Due to the nature and/or short maturity of these financial instruments, book values approximated (o fair values.

(i) The fair values of these financial instruments are based upon discounted cash flows, using discount rates based upan
the group’s cost of borrowing.

{iii} Fair values have been determined by reference to closing exchange rates at 31 December.

{iv) Fair values have been determined by reference to closing prices at 31 December.

(v} The fair values of energy derivatives are calculated as the product of the volume and the difference between their strike
or iraded price and the corresponding market prices. The market price is based upon the corresponding closing price
of that market. Where there is no organised market and/or the market is illiquid, the market price is based upon
managernent estimates, taking into consideration all relevant current rarket and economic factors.

f) Gains and losses on financial instruments held for trading

There was no net gain or loss from trading in energy derivatives included in the group profit and loss account for the year
ended 31 December 2002 {2007: gain of £6 million). Energy derivatives used for this purpose comprised energy swaps,
futures, forwards and options. As permitted by FRS 13, physical contracts are not cash-settled commedity contracts

and have accordingly been excluded. The average fair value of instruments held during the year ended 31 December 2002
did not materially differ from the year end position. The fair value of financial assets and financial liabilities held for trading
at 31 December 2002 amounted to £14 million and £9 million respectively.
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29 Financial instniments continued
g) Gains and losses on hedges

The group uses financial insruments 10 hedge its currency, interest, energy price and weather exposures. Changes in the fair
value of these derivatives used are not recognised in the financial statements until the hedged position itself is recorded therein.

Urrecagnised and deferred gains and losses on hedges arose as analysed below:

Unrecognised Oeleed

Total et Totatnet

Gains. Losses  gainsfllosses) Gains Losses  gains/fosses)

£m Em Em £m £m Em

At1 January 2002 66 (158) 92) 25 6] 20

Arising in previous years that were recognised in 2002 9 1 8) (20) 5 (15

Arising in previous years that were not recognised in 2002 57 (157) (100) 5 - 5

Arising in 2002 59 108 167 57 (6) 81

At 31 December 2002 116 (49} 67 62 (6) 56
Of which:

Expected to be recognised in 2003 78 an 61 3 ®) 25

Expected 1o be recognised in 2004 or later 38 (32) 6 31 - 31

h) Additional disclosures for Goldfish Bank

Credit card balances and customer deposits constitute the core elermnent of the bank’s operations.

Derivatives

All derivatives held are used 10 hedge interest rate risk. The bank does not hold any derivatives for trading. At 31 December 2002
and 31 December 2001 the maturity of the notional principal amounts and replacement cost of non-trading financial instruments,

all entered into with Lloyds TSB Bank plc were as follows:

Between one and
one year of lss and five years Over ﬁvcie__a_rz Tetal
Noticnal ~ Replacement Notional  Replacement Notiona!  Replacement Notional  Replacement
principal cost principal cost principal cost principat cost
Interest rate related contracts __ Em im im Em £m Em Em Em
31 December 2002 52 - 236 - - - 288 -
31 December 2001 20 - 156 - - - 176 -
Interest rate sensitivity gap analysis
The tables below summarise the repricing mismatches of the bank’s nen-trading assets and liabilities. iterns are allocated to time
bands by reference to the earlier of the next contractual interest rate repricing date and the maturity date.
More than Mora than Morg than
three months six months ONe year
Not but not e not bt not Non-
more than more than mong than more than More than interest .
thvee months six months one year five years. fvo years bearing Total
31 December 2002 Em im Em £m Em Em Em
Loans and advances to customers 759 1 1 10 - - m
Other assets - - - - . 2n 271
Customer deposits? (286) - - - - - {286)
Goldfish Bank working capital facility {344} (86} - - - - (430)
Other liabilities and shareholders' funds - - - - - (326) (326)
Interest rate swaps (off balance sheet) 288 - {52) (236) - - -
Interest rate sensitivity gap 417 (85) (51) {226) - (55) -
Cumulative gap 417 332 28 55 55 - -
iy Repayable on demand.
More than More than Mora than
three months six months ona year
Not but not but not but not Hon-
more than more than mora than moeg than More than interest
three months Six moaths. ong year five years five years bearing Total
31 December 2001 _ fm £m Em £m £m £m tm
Loans and advances to customers 405 - - - - 259 664
Other assets - - - - - 230 230
Goldfish Bank working capital facility (601) (% - - - - (610)
Other liabilities and shareholders’ funds - - - - - (284} {284)
Off balance sheetitems 176 . {20) {156) - - -
Interest rate sensitivity gap (20) b} {20) {156) - 205 -
Cumulative gap (20) (29 (49) (205) {205) . -
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29 Financiat instruments continuet

Fair value of non-trading instruments

Al 31 December 2002 and 31 Decernber 2001 the national principal amounts, fair values and book values of non-trading instruments
entered into with third parties were as follows:

Notional Year end Year end Year end Year end
principal positive positive nogative negative
amount fair value book vatue fak valua book value
Interestrate swaps tm £m Em £m Em
31 December 2002 288 - - 4 -
31 December 2001 176 - 1 - 1

30 Post balance sheet events
As part of the arrangemenits to launch the Consumers’ Waterheater Income Fund in Canada in December 2002, the Fund issued
C$500 million of Floating Rate Notes, On 22 January 2003 these Notes were refinanced through the issuance of two series of senior
notes, pursuant (o a prospectus filed with the Canadian securities regulatory authorities. The series A-1 Notes have an expected
final payment date of five years and legal rnaturity of 11 years, and were issued at par with a coupon of 4700%. The series A-2 Notes
have an expected final payment date of seven years and legal maturity of 13 years and were issued at par with a coupon of 5.245%.
Both series are non-recourse 1o the Centrica group. and are rated AAA by Standard & Pgors and the Dominion Bond Rating Service.
On 7 February 2003 the group announced a series of four year electricity purchase contracts entered into by its wholly-owned
subsidiary British Gas Trading Limited with British Energy Power and Energy Trading Limited, a subsidiary of British Energy plc,
for the purchase of 38TWh of power, amounting to 20% of the group’s electricity requirements over the period. More than half
of the electricity purchased will be at a fixed price the remainder being linked to future electricity market prices.
On 11 February 2003 the group confirmed that it had acquired the full legal title to the King's Lynn power station for a consideration
of £1, previously held under a finance lease {note 12(ii). This followed the acquisition of the legal title to the Peterborough Power Station
for a consideration of £1 announced on 23 December 2002.

31 Principal undertakings Country of l,',’;%?;;?,";‘,’g;’fg
31 December 20020 ncorporation and net assets Principal activity
Subsidiary undertakings
AA Corporation Lirited England 100 Holding company and roadside servicesin Ireland
AA Reinsurance Company (Guernsey) Limited Guernsey 100 Insurance services
Accord Energy Limited England 100 Wholesale energy trading
Automotile Association Developments Limited England 100 Roadside and financial services
Automobile Association Insurance Services Limited England 160 Financial services
Automobile Association Underwriting Services Limited  England 100 Roadside and financial services
British Gas Services Limited England 100 Servicing and installation of gas heating systems
British Gas Trading Limited England 100 Energy supply
Centrica Canada Limited Canada 100 Holding company and gas production
Centrica Insurance Company Limited 1sle of Man 100 Insurance services
Centrica KL Limited England 100 Power generation
Centrica Overseas Holdings Limited England 100 Halding company
Centrica PB Limited England 100 Power generation
Centrica Resources Limited England 100 Gas angf il production
Centrica Storage Holdings Limited England 100 Gas productionand storage
Centrica Telecommunications Limited Engiand 100 Telecommunications
CPL Retail Energy LP usa 100 Energy supply
Direct Energy Marketing Limited Canada 106 Energy supply
Enbridge Services Inc Canada 100 Rentat and servicing of waterheaters
Energy America, LLC USA 100 Energy supply
Electricity Direct {UK) Limited Engtand 100 Energy supply
GB Gas Holdings Limited England 100 Holding company
Goldfish Bank Limited England 758 Financial services
Hydrocarbon Resources Limited Engtand 100 Gas production from the Morecambe fields
Regional Power Generators Limited England 100 Power generation
Reputtic Power LP USA 100 Energy supply
The Automobile Association Limited Jersey 100 Roadside services
WTU Retail Energy LP USA 100 Energy supply
Joint ventures
AccuRead Limited England 49 Meter reading
Automobile Association Financiat Services™? England 50 Financial services
Centrica Personal Finance Limited England 50 Financial services
Humber Power Limited England 60 Power generation
Luminus NV Belgium 50 Energy supply
Motorfile Limited England 50 Used car data checking
Associates
The First Resort Limited England 20 Travel
{)  All principal undertakings are indirectly held by the company, except for GB Gas Holdings Limited, which is a direct

subsidiary undertaking.

(i) The group has a 70% economic interest in the net assets of Goldfish Bank Limited.
(i) Automobite Association Financial Services is unincorporated and its principal place of business is Capital House,
Queen’'s Park Road, Handbridge, Chester CH88 3AN.
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32 Summary financial information for the Consumers’ Waterhealter Income Fund (the Fund)

I the context of the short period of operation of the Fund which was inadequate to demaonstrate its independent operation

in practice, and Centrica's retained interest inthe Fund, directors have concluded that itis appropriate to consolidate the Fund
as 8 quasi-subsidiary in accordance with FRS § Reporting the Substance of Transactions. A summary of the financial information
which (before eliminatlon of intra-group items) has been consolidated into the group accounts Is set out below:

a) Profit and loss account 2002
Period from 17 1o 31 December £m
Turnover '3
Operating costs (1)
Net income before distributions o2
Distribution to unit holders 2}
Retained earnings -

There are no recognised gains or losses other than the profit for the period.

b) Balance sheet ‘2002
31 December v Em
Intangible fixed assets - goodwillt':" 24
Tangible fixed assels 182
423
Current assets 19
Creditors (amounts falling due within one year)™ (1'_—5)
Net current assets .4
Total assets less current liabilities 427
Creditors (amounts falling due after more than one year)m‘ (iﬁﬁf
Provisions for liabilities and charges ,'(;1'_2}

Net assets 1,189,

Capital and reserves

Class A fund units ] ' . 108
Class B Exchangeable Units™ Al
Unit holders' funds 189
¢) Cash flow statement 2002
Period from 17 to 31 December tm
Cash inflow from operating activities 3
Taxation received 2
Acquisitions (284)
Cash outflow before financing ” (289)
Management of liquid resources 3)
Financing 303
Increase in net cash 14

The Fund commenced operating on 17 December 2002 and accordingly no comparative information is available.

The initial public offering of units in the Fund closed on the Toronto Stack Exchange on 17 December 2002. At 31 December 2002

Centrica held a 42% interest in the Fund, through its wholly-owned subsidiary, Enbridge Services Inc, who hold 100% of the Class B

Exchangeable units in Waterheater Holding imited Partnership, a subsidiary of the Fund.®

i) Creditors (amounts due after more than one year) include bonds of C$500 million gross of issue casts of C$2 million,

The bonds bear a floating rate of interest and are repayable after four years. The bonds were issued by the Consumers’
Waterheater Operating Trust (the Trust), a wholly-owned subsidiary of the Fund. The debt is secured solely on the assets
of the Fund and its subsidiaries, without recourse to the Centrica group.

(i) Asdisclosed in note 30, on 22 January 2003 the Trust issued C$500m of bonds, the proceeds of which have been applied
to repay the bonds in place at 31 December 2002. The bonds carry interest at a fixed rate and an expected final repayment
date of between five and seven years, The issuer, guarantor and holders of this debt have acknowledged in writing that the
notes do not represent obligations (as to principal or interest) of any person other than the issuer and each of the guarantors.
Accordingty there is no recourse to the Centrica group.

(it Class B Exchangeable Units attract comparable voting rights to Units in the Fund, and are exchangeable into Units of the Fund.
The Class B units are held by Enbridge Services Inc, a 100% owned subsidiary of the Centrica group.

{iv) The goodwill balance eliminates on consolidation with the Centrica group. The summary financialinformation above has been
prepared under UK generally accepted accounting practices {GAAP). Class A units in the Fund are traded on the Toronto stock
exchange, and accordingly Its full financial statements are prepared in accordance with GAAP in Canada, Under Canadian GAAP
the Fund does not recognise a goodwill balance, and adjustments have been made under the purchase method of accounting,
to allocate the excess consideration raised through the unit and debt offering to the fair value of the assets acquired by the Fund
from Enbridge Services Inc.

{v) Creditors {amounts falling due within one year) include £11 million due to Enbridge Services Inc which eliminates
on consalidation with the group.

Cenvica plcreport 2002 63



Company balance sheet

2002 2001

Company balance sheet (as restated)
31 December Notes Em tm
Fixed assets :
Tangible assets 33 - Bl 28
Investments: e
Subsidiary undertakings J1023 788
Qther investments - w22 29|
34 1::1,045 817
11106 845
Current assets AT )
Bebtors {amounts falling due within one year) 35 ©.3431 2,872
Debtors {amounts falling due after more than one year) 35 " 309 207
- Y3740 3.079
Current asset investments 36 14T 250
Cash at bank and in hand - 316 -
;47203 3,329
Creditors (amounts falling due within one year} o T
Borrowings 37 M@ [ @47
Other creditors 38 [ (2,484) L_(1.44s)
ML) (1,892)
Net gurrent assets 1,482 1,437
Total assets less current liabilities ‘2,588 2,282
Creditors {armounts fafling due after more than one year) : i
Borrowings 37 (—T(?T-'B)‘ L (493)1
Cther creditors 38 1. l205) __(205);
(723) (698)
Pravisions for liabilities and charges 39 - (33) (36)
Net assets 1,832 1.548
éapital and reserves - equily interests .
Calleg! up share capital 20 236 223
Share premium account a0 . §37 62
Profit and loss account 40 1,059 1,263
Shareholders’ funds 41 771,832 1,548

The financial statements were approved by the board of directors on 20 February 2003 and were signed on its behalf by:

>
e
Sir Michael Perry GBe Phillip Benttey
Chairman Group Finance Director

The re-statement of the 2001 balance sheet is explained in note 34{iv).
The notes on pages 65 to 67 form part of these financial statements, along with the accounting policies (note T) and note 20.
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Notes to the company balance sheet

Plant,
equipment
and vehickes
33 Tangible fixed assets £
Cost
1 January 2002 64
Additions 45
Disposals (3
31 December 2002 102
Depreciation and amaortisation
1 January 2002 36
Charge for the year 9
Disposals )
31 December 2002 41
Net book value
31 December 2002 61
31 December 2001 28
No assets were held under finance leases (20071: Enil).
Amounts capitalised in respect of customer relationship management {CRM) infrastructure included within tangible fixed assets
at 31 Pecember 2002 were £26 million (2001: Enil).
Investments in subsiciaries”
Shares Loans Crwn shares™ Total
34 Fixed asset investments £m fm 7 £m £m
Cost
1 January 2002 (as restatec)™ 222 566 65 853
Additions® - 608 - 608
Disposals® - (283) (14) 297
Exchange adjustmenis - (90) - {90}
31 December 2002 222 801 51 1,074
Amounts written off
1 January 2002 (as restated)™ - - (36) 36)
Arnortisation under long term incentive schemes - - N (¥}
Disposals - - 14 14
31 December 2002 - - (29) 29)
MNet book value
31 December 2002 222 801 22 1,045
31 December 2001 (as restated)™ 222 566 29 817

() Mvestments comprise £1,023 million {2001: £788 million) of investments in substdiary undertakings, being shares in subsidiaries
of £222 million {2001: £222 million) and Icans of £801 million (2001 : £566 million), and own shares at cost of £51 million
(2001 as restated: £65 million) to the Centrica Emplayees Share Trust.

(i) Aninvestment of E434 million was made during the year in Enbridge Services Inc. Following the establishment of the Consurmers’
Waterheater income Fund, a repayment of part of the original investment of £283 milion was made (note 32}, Additicnal
investrments were also made in Centrica America Limited and Centrica Finance US Lirited during the year.

(i) The Centrica Employees Share Trust held 27 million (2007: 39 million} ordinary shares in the company. This represented 0.64%
of the called up ordinary share capital (2007: 1%, which had a market vafue at 31 December 2002 of £47 miflion and a nominaf
value of £2 million (2001: £88 million and E2 million respectively). During the year 12,213,398 shares were transferred from the
trust with respect to awards held by employees of the company and its subsidiaries.

{iv) In.2001 the company balance sheet showed the loan to the Centrica Employees Share Trust (E69 million) within fixed asset
investments. This year the balance sheet has been restated o reflect the substance of the arrangements with the trust, whereby
Centrica shares are held by the trust for the purpose of fulfiling awards to employees of Centrica plc and its subsidiaries under
the long term incentive scheme. The balance sheet of the trust has therefore been consolidated with that of the company. This
treatment is consistent with UITF 13 ESOP Trusts. £18 million of the amortisation carried forward has not been charged through
the profitand loss aceount, but is included in amounis owed by group undertakings in note 35, as it reflects amounts recoverable
from subsidiaries for awards due to their employees. At 31 Decernber 2007, the amount owed by group undertakings relating
to amortisation was £27 million, of which €16 million was due after more than one year. Debtors have been restated accordingly
in note 35. Provisions have alsc been restated in note 39, reducing the 31 December 2001 balance by £13 million. Amounts
previously included within provisions refated to long term incentive scheme costs for company employees. These have now been
included above within amortisation brought forward, The operation of the long term incentive scheme is described more fully in
the remuneration report an page 26.
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Notes to the company balance sheet continued

2002 2007 (a5 restated)®
after within after
oha year ona year ane year
35 Debtors £m Em
Amounts owed by group undertakings® 2,837 190
Deferred corporation tax - 17
Other debtors . - 24 -
Prepayments and other accrued income b 5; e LE 1 -
37431, ~ 5309, 2,872 207

i) Atotalef £18 millions (2007: £23 million) is included refating to the accumulated cost of shares expected to be released
to employees of subsidiaries under the long term incentive scheme.
{il Explanation of the restatement is given in note 34(v).

2002 2001
36 Current asset investments Em £m
Money market investments 147 250

£10 million (2001: £9 million) of money market investments were held by the Law Debenture Trusi, on behalf of the company,
as security to cover unfunded pension liabilities.

2002 2001

. Within After Within After
37Borrowings one yoar ane year one year one year
Amounts falling due ] Em Em Em Em
Bank loans and overdrafts L= .- 140 -
Bonds® < t=e,  BiB - 493
Commercial paper =9237 L L e 307 .
© 237, 518 447 493

(i} Bonds are sterling denominated and repayable as follows: between one and two years Enil (2001: £nil); between two and five
years £125 million {2001: £100 million): and after five years £400 million (2001: £400 million). The bonds bear interest at fixed
rates between 5.375% and 5.875% (2001: between 5.375% and 5,875%). The bonds have a face value of £525 rillion
(2001: £50Q million} and are stated net of £7 million (2001: £7 million) of issuance discount,

2002 2001

. After Withén Al
38 Other creditors one year one year one yc:
Amounts falling due £m £m £m
Trade creditors - 25 -
Amounts owed to group undertakings 205. 1,255 205
Other creditors s = 10 -
Accruals and deferred income ——— 79 -
Dividend payable . = 76 -
1205 1,445 205

1 January Profit

2002 and Joss Utilised 31 Decembaor
. o {as restoted)™ charge i the year 2002
39 Provisions for liabilities and charges £m m £m Em
Pension costs® 12 8 (12) -9
Other® 24 5 ® L2
6 14 i - 33

Potential unrecognised deferred corporation tax assets amounted 1o £2% miltion (2001: £10 million).
) The pension cost provision inclucles the difference between charges to the profit and loss account and the contributions paid

to the pension schemes in respect of retirement pensions and other refated benelits.

(i} Other provisions principally represents estimated liabilities for restructuring, outstanding litigation and National Insurance
in respect of long term incentive scheme liabilities. The National Insurance provision was based on a share price of 171 pence

at 31 December 2002 (2001: 222 pence).
(i} Explanation of the restatement is given in note 34(v).
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Share Profit
premium and loss
account aceount” Total

40 Reserves £m Em Em

1 January 2002 62 1.263 1.325

Retained loss for the year® - (200) (200)

Exchange ranslation differences® - 3 (6)

Shares to be issued under long term incentive scheme™ - 2 2

Issue of ordinary share capital (note 20) 475 - 475

31 December 2002 537 1,059 1,596

) As permitted by section 230(3) of the Companies Act 1985, no profit and loss accountis presented. The company's loss for the
financial year was £28 million (2001: £11 million profit).

(i Exchange gains of £84 rnillior (2001: £18 millien} on forelgn currency borrowings have been offset in reserves against exchange
losses, of £90 million (2001: £18 million), on the cost of investments in overseas undertakings.

(ifi) The company intends to fund certain of its long term incentive schemes through the issue of new shares when these schemes
vest. The amount shown represents the expected value of the shares to be issued using the market price at the date allocations
were granted.

002 200

41 Movement in shareholders’ funds £m £m

1 January 1:548 1,644

{Loss)/profit attributable to the company T (2sy 7]

Dividends (172) (124)

Exchange translation differences (6) -

Issue of shares net of issue costs 488 17

Shares to be issued under long term incentive scheme 2] -

Net movement in shareholders’ funds for the financial year 284 (96)

31 December 1,832 1,548

42 Commitments and contingencies
a) Capita! expenditure

At 31 December 2002, the company had placed contracts for capital expenditure amounting te E5 million (2001: £1 million).

b} Lease commitments

At 31 December 2002, there were £1 million of land and building operating lease commitments int relation to non-cancetlable
operating leases for the company {2001: £2 million). The company has guaranteed operating commitrnents of a subsidiary

undertaking at 31 December 2002 of £8 millicn (2001: £4 million) inrespect of land and buildings.

There were no commitments at 31 Decernber 2002 under finance leases entered into, but for which inception occurs

after 31 December 2002 {2001: Enil) for the company.

¢} Guarantees and indemnities
Refer to note 27{f).
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Gas and liquids reserves

The group has estimated proven and probable gas reserves in the UK and North America and estimated proven and probable liquid

reserves inthe UK. Estimates are made by management.

The principal fieids in the UK are South Morecambe, North Morecambe, Galleon and Armada. The principal fields in North

America are Medicine Hat and Entice.

Nortn
Estimated nel proven and probable reserves of gas {(biflion cubic feet) UK America Total:
1 January 2002 {as restated)® 2,786 446 3,232
Revisions of previous estimates (4) (] (20)
Purchases of reserves in place 134 1 139
Production (399) (37 (436)
Sales of reserves in place (65) - (65)
31 December 2002 2,442 404 2,846
() Estimated net proven and probable reserves of gas at 1 January 2002 have been restated 1o include non-producing assets

which were previously excluded. The impact of the restatement is to increase net proven and probable gas reserves in the UK

by 55 biliion cubic feet.

North

Estimated net proven and probable reserves of liquids {million barreis) UK America  Totl
1 January 2002 g 4 13
Revisions of previous estimates 2 - 2
Purchases of reserves in place 1 - 1
Production 2 - @
Sales of reserves in place # - ]
31 December 2002 3 4 7

Liquid reserves includes condensate, propane, butane and ail.
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Five year summary

Results 1998 199% 2000 2001 2002
Year ended 31 December £m £m Em tm Em
Turnover 7.481 1.217 9,933 12,611 1 2},’31_5)

Cperating profit/(loss) before exceptional charges and goodwill

. %

arnortisation, including share of joint veniures and associates: ﬂ,
British Gas residential 164 (46)
Centrica Business Services 36 44
Centrica energy management group {CEMG) 308 573
262 476 508 57
The AA - 3 19 72
Goldfish Bank (12) (14) {15} (32)
One Tet - - - 4
Centrica North America - - 8 68
Other operations (37) (41) 6 (4)
213 424 526 678

Exceptional terms (85) {136) (14) {80}
Goodwill amortisation - N3 {60) (88}
Profit attributable to the group N 182 335 323

Pence Pence Perce Pence Pence
Earnings per ordinary share 2.1 4.3 8.4 8.1 i
Adjusted earnings per ordinary share® 4.0 1.9 10.2 121 _asi2
Cash flows 1998 1999 2000 2001 2002
Year ended 31 December Em Em £m £m Em
Cash inflow from operating activities before exceptional payments 870 1,453 1139 869 © 733
Exceptional payments 211) (135) (76) (44 . (e
Acquisitions and disposals (101) (1,162} {590) (607) (935)
Cash inflow/(outftow) before use of liquid resources and financing 33z (690) 55 (342) (918)
Assets and liabilities 1998 1998 2000 2001 2002
as at 31 December £m Em £m £m £m
Intangible fixed assets 10 992 1,309 1.524 " 1,813
Tangible fixed assets and fixed asset investments 1,937 1,813 1,993 2,225 . 2,865
Net current assets/(liabilities) 421 (346) (469} (397 {108)
Long term creditors and provisions (1,483} {1.592) (1,535) (1.818) (2;168)

Net assets - 885 967 1,298 1,536 2,402

{Debt), net of cash and money market investments:

Goldfish Bank - - . (610)

Other businesses - non-recourse debt - - - - L0986

Other businesses - recourse debt 223 (127) 117) (433) ' :(529)
223 (27 (17 (.043) (188,

Prior year numbers have been restated, as far as practicable, to reflect the revisions to the activities In the different segments
that took place during the year, as disclosed in note 3 1o the financial statemerts. The analysis between British Gas residential,
Centrica Business Services and Centrica energy management group is not available for 1998 and 1999,
Priar years have been restated for changes in accounting policies. 1998 and 1999 were restated onimplementation of FRS 12
Provisions, contngent liabilities and contingent assets in 1899. Onimplementation in 2001 of FRS 19 Deferred Tax and mark
to market accounting for energy trading derivative financial instruments, values for 2000 were restated but not those for 1998
and 1999,
Goldfish Bank included certain financial service activities under the British Gas brand until 1 April 2000. From that date,
the activities ransferred to AA personal finance.
(i Adjusted earnings per share exclude exceptional charges and goodwill amortisation.
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Information for shareholders

Financial calendar

Ex-dividend date for 2002 final dividend 30 April 2003
Record date for 2002 final dividend 2 May 2003
Annual general meeting.

International Convention Centre, Birmingham 12 May 2003
Final dividend payment date 18 June 2003
2003 interim results announced 31 July 2003
Interim dividend payment date 12 November 2003

Centrica sharchalder helpline

Centrica's shareholder register is maintained on our behalf

by Lloyds TSB Registrars who are responsible for making
dividend payments and updating the register. including
details of changes to shareholders’ addresses and purchases
or sales of Centrica shares. If you have a question about your
sharehotding in Centrica, you should contact:

Centrica shareholder helpline: 0870 60 3985'
Text phone: 0870 600 3950

Write to: Lloyds TSB Registrars

The Causeway, Worthing-

West Sussex BNS9 DA

Frequent sharehoider enquiries

If you change your address

Please notify Lloyds TSB Registrars, in writing. if shares
are held in joint names, the notification must be signed
by the first named shareholder. The form is also available
to download from our website.

If you change your name

Please notify Lloyds TSB Registrars inwriting and enclose
a copy of your marriage certificate or change of name deed
as evidence.

Lost Centrica share certificate

If your share certificate is lost of stolen, you should call the
Centrica shareholder helpline immediately. A letter of indemnity
will be sent to you to sign. Lioyds TSB Registrars will charge

for this service.

Duplicate shareholder accounts

Shareholders who rgceive more than one copy of Centrica
communications may have shares registered inadvertently

in at least two accounts. This happens when the registration
details of separate iransactions differ slightly. If you wish to
combine your accounts, call the Centrica sharehotder helpline
to request an accouwnt combiration form. The form s also
available to downigad from our website.

Buying and selling shares in the UK

If you wish to trade in Centrica shares, you will need o use

a stockbroker or High Street bank which trades on the London
Stock Exchange, There are many telephone and online services
available. If you are selling, you will need to present your share
certificate at the time of sale.

Transferring Centrica sharcs

Transferring shares to someone else requires the completion

of a stock transfer form. This form, and detaits of the procedure you
need to follow, are available from the Centrica shareholder hefpline.
Stamp duty is not normally payable if the transfer is to a relative
orif there is no money being paid in exchange for the shares.
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Direct dividend payments

The two dividends each year (see Financial calendar) can be
paid automatically into your bank or building society account.
This service has a number of benefits;

+ thereis no risk of the dividend cheque going missing
inthe post;

« the dividend payment is received more quickly as the cash
is paid directly into the account on the payment date without
the need to pay in the cheque and wait for it to clear; and

- asingle consolidated tax voucher is issued at the end of the
tax year in March, in time for your self-assessment tax return.

Arranging your dividend payment in this way also helps
Centricaimprove its efficiency by reducing postage and
cheque clearance costs. If you wish to register for this
sefvice, call the Centrica shareholder helpline to request
a direct dividend payment form. The form is also available
to download from our website.,

The Centrica website

The Centrica website at www.centrica.com provides news
and detaits of the company’s activities, plus information

on the share price and links to our brand sites.

The investor information section of the wehsite ¢ontains
up-to-date information for shareholders including the
company's latest resuits and key dates such as dividend
payment dates. It also holds details such as past dividend
payment dates and amounts, and a comprehensive share
price information section. Visit www.centrica.com/investors,

Electronic communications

Shareholders who prefer to receive communications from
Centrica electronically are encouraged Lo register their email
address via the investor section of our website. The company’s
annual report is available on the Centrica website and, by
registering, shareholders will receive an electronic natification
when the company's annual reports and notices of general
meetings become available. Shareholders are also able to
complete and return voting papers for the cormpany's AGM
electronically. Registration is free and easy to complete.

All that is required for registrationis the shareholder reference
number which is shown on your tax vouchers and share
certificates. Once you are registered, you may also look

up arange of information including the number of Centrica
shares you hold, the registered name and address details

and information held for dividend payment instructions.

Share price information

The Centrica share price, and historical details, may be viewed
on our website. Shareholders can find share prices listed in most
national newspapers, Ceefax and Teletext pages also dispiay
share prices that are updated regularly throughout the trading
day. For an accurate buying or selling price, you should contact
a stockbroker or High Street bank.

ShareGift

ShareGitt is a charity share donation scheme far shareholders
administered by the Orr Mackintosh Foundation. It is especially
for those who may wish 1o dispose of 2 small parce! of shares
whose value makes it uneconomic to sell on a commission
basis. Further information can be obtained at www.sharegift.org
or from the Centrica sharehalder helpline.



Useiul historical information

Demerger

Centrica plc traded on the London Stock Exchange for the

first tirne on 17 February 1997, the date of demerger from British
Gas plc. Shares were acquired in Centrica on the basis of one
Centrica share for every British Gas plc share held at demerger.
Shares in Centrica, acquired at demerger, are treated as having
a base cost for Capital Gains Tax purposes (calculated

in accordance with taxation legislation) of 64.25 pence each.

Share capital consclidation

Cn 10 May 1999, the ordinary share capital of Centrica

was consolidated on the basis of nine new crdinary shares
of 5%/ pence for every ten ordinary shares of 5 pence held

on 7'May 1999, The consolidation was linked to the payment
of a special dividend of 12 pence per share on 23 June 1989.

Shareholder benefits

A series of updated benefits on selected products and
services from across the group has recently been introduced,
Qurmajor brands British Gas, Scottish Gas, The AA, Goldfish
and OneTel are all featured in these offers.

To request a brochure, please call the Centrica sharehclder
helpline or visit the shareholder benefits page of our website.
If you have not previously registered, you wilt be asked to give
your shareholder reference number in order to participate.

Overseas dividend payments

A service has been established to provide sharehclders in
over 30 countries worldwide wiih the opportunity to receive
Centrica dividends in their loca! currency. For a small flat rate
fee, shareholders can have their dividends automatically
converted from Sterling and paid into their bank account,
normally within five working days of the dividend payment
date. For further details, please contact the Centrica
shareholder helpline on +44 (0121 415 7061.

Armerican Depasitary Receipts

Centrica has an American Depositary Receipt (ADR)
programme. The ADRs, each of whichis equivalent to

10 ordinary Centrica shares, trade under the symbol CNTCY.
For enquiries, please contact:

ADR Depositary

The Bank of New York

Investar Relations

PO Box 11258, Church Street Station
New York, NY 10286-1258

email: shareowner-sves@bankofny.com
or via www.stockbny.com

Telephone: 1 888 BNY ADRs inthe US or 00 1601 3125315
from outside the US.

www.adrbny.com

Analysis of shareholders at 31 December 2002

Distribution of shares by the typa of shareholder Holdings Shares
Nominees and institutionat investors 13,164  3,890,106,609
Individuals 1,237,668 562,749,805
Total 1,250,832 4,252,856,414
Number of
Sizeof shareholding holdings Shares
1- 500 948,162 235,077,877
501 - 1,000 198,428 136,561,533
1,001 - 5,000 95,686 163,119,619
5,001 - 10,000 5,051 34,965,321
10.001 - 50,000 1,902 37,839,904
50,001 - 100,000 350 25,249,965
100,001 - 1,000,000 852 294,018,102
1,000,001 and above 401 3,326,024,093
Total 1,250,832 4,252.856,414
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QUESTION 20
“Technical Fitness”




In providing service to its Pennsylvania electric customers, Direct Energy
Services, LLC will draw on the technical ability of its affiliate personnel, who
have industry leading experience in providing energy services in retail markets.
The following is a brief description of officers directly responsible for operations.

POWER PROCUREMENT

Jay Hellums

Senior Vice President, U.S. Energy Procurement
jay.hellums@na.centrica.com

(713) 877-3642

As Senior Vice President, U.S. Energy Procurement and Trading, Jay is
responsible for the gas and power procurement and trading activities supporting
the company’s U.S. markets.

Before joining Direct Energy, Jay was Managing Director and Head of European
Operations at Ei Paso Merchant Energy Europe Limited in the United Kingdom,
where he was in charge of the formation and management of gas and power
trading and marketing operations.

Prior to joining El Paso, Jay held senior management positions with the Enron
Corporation and Bankers Trust.

He received a BBA in Finance from the University of Houston and an MBA from
Rice University in Houston, Texas.

Dennis Benevides

Vice President, Power
dennis.benevidestiona.centrica.com
(713) 877-3643

Dennis is responsible for power procurement and scheduling activities. Prior to
Joining Direct Energy, he was a Vice President at Enron Energy Services where
his responsibilities included U.S. retail power procurement.

During his 12- year tenure at Pacific Gas and Electric Company, Dennis served as
Supervisor of Transmission Planning where his responsibilities included
identification of bulk transmission system constraints and proposed system
reinforcements to mitigate constraints.

He holds a B.Sc. in Electrical Engineering-Power from California Polytechnic
University in San Luis Obispo, Calif,, and an MBA - Finance from California
State University in Hayward, California.

Y



Juan Padron

Senior Analyst, Portfolio Management, Operations
juan.pardon(@na.centrica.com

(713) 877-3657

Juan Padron joined Direct Energy in June 2003 into Portfolio Management and
Structuring Group. He forms part of a team that is responsible for managing
positions and MTM of the CPL/WTU power portfolio. Other roles at Direct
Energy include pricing and structuring of power products in ERCOT and analysis
of power markets outside of Texas.

Prior to working for Direct Energy, Juan traded wholesale power at UBS Warburg
in the NYISO, PJM, and NEPOOL regions and was market-maker for NYISO
real-time power market.

Juan held several positions at Enron’s wholesale power trading desk. He also
managed Enron Energy Services New York retail power portfolio.

Juan holds a BA in Economics and Spanish from the University of Houston in
Texas. :

REGULATORY

Jim Steffes

Vice President, US Regulatory Affairs
james.steffes@na.centrica .com

(203) 328-3556

Jim Steffes is responsible for tederal and state Government Affairs for Centrica’s
United States business units. In this role Jim advocates for competitive choices
for natural gas and electricity consumers and supports Centrica’s business
activities. In addition, in his role as Chief Compliance Officer, he is responsible
for ensuring compliance with consumer protection laws and regulatory rules.

Jim previously worked with UBS Energy LLC in establishing its North American
natural gas and power marketing activities. Before that, he coordinated
Government Affairs activities for wholesale and retail energy businesses of Enron
Corp.

Jim has a B.Sc. in foreign Services from Georgetown University and a MA in
Public Policy form the John F. Kennedy School of Government at Harvard
University.



OPERATIONS

Patty Walton

Manager, Operations
patly.walton(@ na.centrica.com
(614) 734-8420

Patty has been in the energy industry for more than 14 years. She is responsible
for developing and implementing Operations activities to serve commercial and
industrial customers. She oversees the customer lifecycle from submissions,
billing, receivables, collections, settlements, and renewals with a strong focus on
relationship-building services.

Prior to joining Direct Energy, Patty was involved with RTO initiatives at
Alliance Bridge Co, a company set up to manage the transmission lines of 10
electric utility companies in the Midwest. While at Excelon Energy, Enron
Energy Services and Acess Energy, she was on strategic teams opening more than
50 natural gas and electric deregulated markets throughout the United States. She
has additional expertence in mergers and acquisitions, agent and association
management, performance measurements, development of corporate strategies
and business plans, vendor management, and all aspects of systems development.

Patty holds an Executive MBA from Fisher College of Business and a BA/JUR
from the school of Journalism at the Ohio State University in Columbus, Ohio.

Business Plans

Energy America, L.ILC and Direct Energy Services, LLC have contracted such that
Energy America, LLC will provide all electricity requirements of Direct Energy’s
customers. Energy America, LLC has received permission from FERC to sell
wholesale energy, capacity and ancillary services at market based rates in Docket
# ER02-1632-000 by letter order of the Office of Markets, Tariffs and Rates,
dated May 29, 2002. In the United States, Energy America, LLC supplies energy
to residential customers and businesses. In the United States affiliate?of Energy
America, LLC provide business and residential customers electricity in Texas and
natural gas in the states of Michigan, Ohio, Massachusetts, Rhode Island,
Connecticut and Pennsylvania. Energy America, LLC, Direct Energy Services,
LLC and their affiliates are subsidiaries of Centrica plc. In total, U.S. Centrica
afftliates serve more than 4 million retail energy customers in North America.
The various Centrica affiliates serve nearly 1 million retail electricity customers.
[n addition, Centrica affiliates own two power stations with a combined installed
capacity of approximately 1,000 megawatts.



Proposed Staffing and Emplovee Requirements:

Direct Energy Services, LLC continually reviews its staffing requirements to
ensure that it has the proper staff in its employ to provide energy products and
services in accordance with applicable requirements of Pennsylvania law. In
addition Direct Energy Services, LLC has ongoing training for its staff to ensure
that staff members are kept current in the operations and development of the

power market.




APPENDIX B

COMMONWEALTH OF TAX CERTIFICATION
PENNSYLVANIA STATEMENT
4 BLIC UTILITY COMMISSION

A completed Tax Certification Statement must accompany all applications for new licenses, renewals or transfers. Failure to provide the requested information
and/or any outstanding slate income, corporation, and sales (including failure 1o file or register) will cause your application to be rejected. If additional space is
needed, please use white 81/2™ x 11" paper. Type or print all information requested,

1. CORPORATE OR APPLICANT NAME 2. BUSINESS PHONE NO. (203 )328-3540
Direct Energy Services, LLC CONTACT PERSON(S) FOR TAX ACCOUNTS:
Sharon Rorwick- (416) 590-3888

1. TRADE/FICTITIOUS NAME (IF ANY)
Direct Energy or Direct Energy Business Services

4. LICENSED ADDRESS (STREET, RURAL ROUTE, P.O. BOX NO.) (POST OFFICE) STATE) IP)
263 Tresser Blvd., 8% Floor, Stamford, Ct 06901

5. TYPE OF ENTITY (] SOLE PROPRIETOR [ ] PARTNERSHIP X CORPORATION

8. LIST OWNER(S), GENERAL PARTNERS, OR CORPORATE OFFICER(S)
NAME (PRINT) SOCIAL SECURITY NUMBER  (OPTIONAL)

See Attached List [ 1 ] |- | ! [ -] | | P

NAME (PRINT) SOCIAL SECURITY NUMBER  (OPTIONAL)
Lt r J- 1 |-/ 1 I I I

NAME (PRINT) SOCIAL SECURITY NUMBER  (OPTIONAL)
(I S I I N A e I I J

. NAME (PRINT) SOCIAL SECURITY NUMBER  (OPTIONAL)
_t r J- |- 1 | I |

NAME (PRINT) SOCIAL SECURITY NUMBER  (OPTIONAL)

N [ I AN VN IR N I |

9. LIST THE FOLLOWING STATE TAX IDENTIFICATION NUMBERS. {ALL ITEMS: A, B, AND C MUST BE COMPLETED).

A. SALES TAX LICENSE (8 DIGITS) APPLICATION €. CORPORATE BOX NUMBER (7 DIGITS)  APPLICATION
PENDING N/A PENDING N/A
clef-elsfe 2t |-lof o O l2fe f® [s) |ef¢ ]2 ] O O

B. EMPLOYER'ID (EIN) (9 DIGITS:  APPLICATION
PENDING N/A

1 - 4

lel-ugz el [sl«] o O
10 n van have PA emnlaves either eecidant nr non-resident? [ ves X NO
11 Nin van awn anv assete or have an nffice in PA? M vEs X NO
NAME AND PHONE NUMBER OF PERSON(S) RESPONSIBLE FOR FILING TAX RETURNS Sharon Rorwick
Sharon Rorwick Helen Kowalchuk
PA.SALES AND USE TAX EMPLOYER TAXES CORPORATE TAXES
PHONE__ (416).590-1888 PHONE (416) 590-3332 PHONE (416) 590-3888

Telephone inquiries about this form may be directed to the Pennsylvania Department of Revenue at the
.ollowing numbers: (717) 772-2673, TDD# (717) 772-2252 (Hearing Impaired Only)

EGS License Application
PA PUC Document #;'131964



COMMONWEALTH OF PENNSYLVANIA

DATE: February 3, 2005

SUBJECT: A-110164

TO: Bureau of Fixed Utility Services

FROM: % James J. McNulty, Secretary

Application of Direct Energy Services, LL.C

Attached is a copy of the Application of Direct Energy Services,
LLC, for approval to offer, render, furnish or supply electricity or electric
generation services as a Broker/Marketer & Aggregator to the public in the
Commonwealth of Pa.

This matter is assigned to your Bureau for appropriate action.

Attachment U()CUMENT
Foing P

cc:  Law Bureau

jih
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

P. 0. BOX 3265, HARRISBURG PA 17105-3265
IN REPLY PLEASE
REFER TO OUR FILE
Secretary
717-787-8009

A-110164

February 3, 2005

WOLF BLOCK SCHORR & SOLIS-COHEN LLP
DAN CLEARFIELD, ESQUIRE

212 LOCUST STREET

SUITE 300

HARRISBURG PA 17101

Dear Mr. Clearfield:

The Application and $350.00 filing fee of Direct Energy Services, LLC received in
this Office on February 2, 2005, for approval to supply electric generation services as a
Broker/Marketer & Aggregator, is hereby acknowledged.

Pursuant to the Commission’s Final Order, entered February 13, 1997, at
M-00960890F0004, Notice of filing of this Applicatich must be published in newspapers
of general circulation covering each county in which you intend to provide service.

You have requested to do business in all of Pennsylvania. Attached is a list of
newspapers in which you need to publish in order to meet the publication requirements,

This Application will not be considered complete until a notarized Certification of
Publication, along with a photostatic copy of the notice, is filed with this Office.

Sincerely,

o § L

James J. McNulty

(')ﬁce\zr/etary

JIM:jih ’C(,}f ?/Zé\/l/f
CUAD




S EL.T RIC GENERATION SUPPLIER /‘LICA TIONS
LIST OF NEWSPAPERS FOR PUBLICATION

Philadelphia Inquirer

400 North Broad Street

Philadelphia, PA 19130-4014

Telephone (215) 854-2000

Fax: {215) 854-5118

Advertising Vice President: Todd Brownout (215) 854-5441

Pittsburgh Post-Gazette

34 Boulevard of the Allies

Pittsburgh, PA 15222-1204

Telephone: (412) 263-1100

Fax: {(412) 391-8452

Advertising Manager: Robert McCray - (412) 263-1252

The Patriot News

812 Market Street

Harrisburg, PA 17101-2808

Telephone: (717) 255-8100

Fax: (717) 255-8450

Advertising Director: James J. Stephanak

Morning News

205 West 12th

Erie, PA 16534-0001

Telephone: (814) 870-1600

Fax: (814) 870-1808

Advertising Manager: John Anderson

Scranton Times

149 Penn Avenue

Scranton, PA 18503-2022

Telephone: (717) 348-9100

Fax: (717) 348-9135

Advertising Manager: Steve Sauder (717) 348-9150

Williamsport Sun Gazette

252 West 4th Street

Williamsport, PA 17701-6102
Telephone: (717) 326-1551

Fax: (717) 323-0948

Advertising Manager: John Yahner
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

RECEIPT
The addressee named here has paid the PA P.U.C. for the following bill:

DATE: 2/3/2005
RECEIPT NO: 250181

DIRECT ENERGY SERVICES, LLC

1400-25 SHEPPARD AVE WEST
NORTH YORK ON M2N 686

IN RE: Electrical Generation fees for DIRECT ENERGY SERVICES, LLC

Docket Number A-110164..........oovvvn. e, $350.00
REVENUE ACCOUNT: 001780-017601-107

CHECK NUMBER: 000291 : Stephen Reed
CHECK AMOUNT: $350.00 {for Department of Revenue)
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