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Chairman’s statement

1998 was a very important year in the
evolution of Centrica as we positioned
ourselves to compete in the fast emerging
energy market and laid the foundations for
future growth.

By the end of May the domestic gas
market was fully opened to competition
bringing real benefit to customers in the
form of freedom of choice and better value.

September saw the start of competition
in the domestic electricity marker which is
expected to be fully opened by June 1999,
So far, we are the only major new entrant in
this market, which has brought a new
dimension to our business. We are delighted
with the number of customers choosing
British Gas as their electricity supplier and
we intend to build on this success.
However, certain changes need to take place
if competition in the electricity indusiry is
to be fully effective. These include the
reform of the electricity pool, increased
comipetition in power generation,
separation of supply and distribution and
the review of distribution price controls.

For the 20 million domestic customers
with both electricity and gas a new
market for energy supply is emerging and
we aim to be the customer’s first choice
in this market.

Customer Survive

Excellent customer service is our first
priority and we continue ro monitor
customer satisfaction levels very closely.
The acceleration of the completion of
competition in gas brought high levels of
customer contact and the process for
switching supplier created a substantial
additional workload for our customer
service centres. Despite this, I am pleased to
report that the trend of improvement in
customer satisfaction I referred to last year
continued during 1998.

Pevormanes

In 1998 warmer than average weather

once again had an adverse impact on sales
and profits, Nevertheless, before exceptional
charges, group operating profit was

£208 million, up £33 million compared
with 1997, and earnings were £174 million,
£130 million ahead of last year, After
allowing for exceptional charges, profic
after tax for the year was £89 million,
compared with a loss of £791 million

in 1997.

Cash generation has continued to be
strong, with a cash inflow before money
market investments, financing and
exceptional payments of £543 million
(1997 £877 million).

fhvigend

While recognising the resources that may be
required to develop our strategy, the Board
has proposed a distribution to shareholders
by way of a special dividend of 12 pence
per share together with a consolidation of
the share capital, under which ten existing
ordinary shares will be consolidated into
nine new ordinary shares,

In respect of 1999, the Board intends to
propose, in the absence of unforeseen
circumstances, a total dividend of 2.5 pence
per share.

The Boord

After 28 years with British Gas and
Centrica, Peter Lehmann, Commercial
Director, left the Company at the end of
December 1998. He made an outstanding
contribution during Centrica’s formative
period, for which we are indebted.

1998 was a testing year for our people,
systems and processes. | have been delighted
by the positive response to these challenges
that I have observed throughout the Group.
On behalf of the Board I would like to
thank all employees for their contribution
to the progress that Centrica has made.

TR

Sir Michasl Perry, CBE
Chalrman

Sir Michael Perry, CBE Chairman
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i strong profit progress
i substantial cash generation

i encouraging gas market share in

tough competitive environment

i promising start as electricity

supplier

| Services business in profit

{ continued improvement in customer

salisfaclion levels
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Roy Gardnar Chief Executive
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Operating review

Shief Rrooutive's mviow

Qur aim is to be the customer’s first
choice for energy and services to homes
and businesses. We have been successful
in retaining many of our gas customers
and, with the advent of competition in
electricity, have made great strides in
establishing ourselves in the rapidly
converging energy market.

The Chairman has referred to the major
changes that occurred during 1998 and
against this background I am very pleased
with the progress that we have made 1o
develop the business and to deliver
substantially improved financial results.

Qg Pesformancs
An overview of our performance is
covered below.

s - British Gas has delivered increased
value to its customers, with further price
reductions during the year. This has been
made possible by increased efficiencies and
the continued renegotiation of our ‘Take or
Pay’ contracts, which has reduced the cost
of the gas that we buy. Our customer
propaositions, centred around value for
money and excellent customer service,
resulted in us retaining a share of just

over 80% in a domestic market that is
now fully competitive. In the induserial
and commercial sector we retained about
a quarter of the market,

Blecssiciey — We have made an excellent
start in building our electricity supply
business and at the end of the year more
than 850,000 customers had signed
electricity supply contracts with British
Gas, a share of over 3% of the domestic
electricity supply market. This rate of
growth was substantially ahead of our
original expectation and we will continue
to invest to sustain this momentum.

Serviczs - Qur Services business had an
excellent year and achieved a profit for the
first time with sales up 13%. We gained
market share in domestic heating and

maintained our level of annual service
contracts, despite our customer losses on
the gas supply side.

Lazadd - British Gas Energy Centres made
progress in reshaping the business and
teducing losses even though the environment
in the high street was difficult. 1999 is the
year in which this business must deliver
substantial improvements in performance.

Throughout the Group we have continued
to identify ways to improve levels of
customer service and to eliminate causes
of dissatisfaction. We have achieved this
whilst reducing our costs, improving
financial performance and developing
value for our customers.

Ve 2300

By the end of 1998 we had achieved
business readiness of all but a few of our
key systems. Our plans are in place to
complete this task in 1999, to carry out
comprehensive testing and to ensure
necessary contingency planning. Further
details are included on page 13.

Gy Strateny

I began by describing Centrica’s aim. We
are determined to play a major role in the
rapidly transforming energy marker and to
take advantage of opportunities that will
arise. To support this, we will continue to
seck opportunities for growth through our
low cost channels to marker.

Qur priority is to expand our elecrricity
business and capitalise on the opportunity
to provide a total energy service to
customers, We will also use the strength of
our service infrastructure to introduce
products that support the growth and
development of services we offer to the
home. We will continue to build our
financial services business and look at other
opportunities in the service sector where
our strengths can be applied. We also see
opportunities to apply the experience we
have gained to other energy markets as they
become accessible.
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To support our supply business we will
develop our sourcing options and extend
our trading refationships in both gas and
electricity. The acquisition in 1998 of
PowerGen North Sea Limited is an example
of this development.

Onp Gt

Centrica is now a very different business to
the British Gas of a few years ago. While
significant change has been achieved
already, we are only part way through our
journey to transform our approach te and
relationship with our customers. We are
now beginning to implement a further series
of initiatives designed to give a more
integrated approach to meeting our

Operatioy Sructurs

Currently, the Centrica Group has
three main business segments supplying
products and setvices offered under
both the British Gas and Scoteish

Gas brands.

Enargy Supply - British Gas Trading is
responsible for the supply of gas and
electricity to domestic, industrial and
commercial customers. Domestic
customers are supplied under the British
Gas Home Energy and Scottish Gas
brands. We sell to industrial and
commercial customers primarily as
Business Gas. Customers outside the
reach of the mains network are supplied
by our liquefied petroleum gas business.
The Centrica Energy Management
Group (CEMG) manages all of our gas
production activities, gas and electricity
purchases and wholesale energy trading.

customers’ needs and support the
consumet-led behaviour that will drive our
commercial success.

The flexibility and dedication shown by
our employees has served us well so far and
I have every confidence that we will rise to
the challenge and succeed.

The rest of this report describes our
business and reviews the progress we have
made during 1998.

L

Roy Gardner
Chief Exacutive

Survices - British Gas Services specialises in
the installation and servicing of domestic
heating and security alarm systems and is
now broadening its range of services
provided to the home.

Fiatalt - British Gas Energy Centres is a high
street retailer of gas and electric household
products with over 240 outlets.

Financiat Services ~ This fourth segment is
growing in impottance, We are developing
these activities primarily using the Goldfish
brand, notably the Goldfish credit card and
Goldfish Guides. Our home insurance
package is offered under both the British
Gas and Goldfish brands.

In the following pages, we will look at
performance and at significant activities in
each of our business areas over the past
year, showing how they have balanced the
need for cost efficiencies with our drive to
improve customer service.

BritishGas

Scottlish Gas

Goldfish™

Gas Consumiers Councit
Catogosy ‘A Compizints
- those refaned when

e customes ts desatisted
Wwith the response gheer
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Engrgy Supply
Qpersting profil before
exceptionat charges

British Gas Trading
Gus Consumers Couneil
Catagosy %' complaints
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Energy Supphy

The completion of the introduction of
competition in gas in May and the start of
the first phase of competition in domestic
electricity in September meant that 1998
was another year of major change in the
energy market. Energy Supply operating
profit of £242 million in 1998 was down
£27 million against 1997, having absorbed
an increase of £61 million in electricity
business investment.

Whilst the impact of these changes on
our business has been profound, our key
priorities remain the same. In particulag,
we have seen continued improvement in
customer satisfaction and have positioned
ourselves to provide a total energy package
based on fair prices, excellent service and
unrivalled experience.

Viomests Snarpy hMarke

In the domestic energy market an operating
loss before exceptionals of £4 million was
made in 1998, compared with a profit of
£10 million in 1997, reflecting the
considerable increase in investment in
electricity. Adjusting for these costs in both
years, the underlying business achieved a
much improved profit.

A loss of market share was inevitable
with the introduction of domestic gas
competition, Nevertheless, the strength of
the British Gas brand, together with our
value-based marketing programmes, have
helped customer retention. In a tough and
competitive market we continue to lose
market share but are pleased that at the end
of the year just over 80% of domestic
customers, representing 15.9 million
premises, had decided to stay with British
Gas. A significant number of customers
have already returned to British Gas.

We have made good progress in
managing individual customer relationships.
This work has been linked to improvements
in communications, including more
personalised promotions with bills and
statements.

Internal efficiencies, together with lower
operating and gas costs and transportation

charges, enabled us to reduce prices in stages
throughout 1998.

Underlying Category ‘A’ complaints in the
year to the Gas Consumers Council (‘\GCC’),
excluding complaints relating to the switching
of supplier, fell by 6% against 1997, The
final roll-out of competition involved some
15 million customers in 1998. This inevitably
led to a large increase in customer contact,
and the complaints relating to the complex
switching process increased from 4% of
complaints in 1997 to 15% in 1998.

In electricity, where British Gas is the
only major national new supplier in the
domestic market, we have exceeded our
original expectations. By the end of the year
850,000 customers had signed electricity
supply contracts with British Gas. The
significant investment in developing our
electricity business was £86 million in 1998
(1997 £25 million}.

Our high-profile advertising campaigns
have resulted in 75% awareness thar British
Gas is now supplying electricity.

Oierationat

Qur operational focus in 1998 was on

cost reduction, rogether with a continued
emphasis on service improvement. Qur staff
played a crucial role in the achievement of
these combined goals, and this achievement
has also been recognised externally.

Seven sites received Investors in People
accreditation and a number of sites achieved
1SO 9002 awards. Qur Leeds call centre,
benchmarked by an international research
company, was first in the United Kingdom in
terms of overall performance, and in the top
ten worldwide.

An internal initiative called ‘Organise to
Win’ supported our drive to reduce costs
while improving service. As a result, bad
debt charges were significantly reduced
and considerable savings were made from
other changes.

B
The industrial and commercial market has
been fully open to competition since 1992,
and British Gas has retained just under a

1288 {360




quarter of this market. The sector is fiercely
contested with over 40 active competitors,
many prepared to sell at a loss in order to
establish market share. In order to protect
our “Take or Pay’ position, it has been
necessary to sell to customers at
significantly reduced market prices when
compared with our cost of gas.

‘With the reduction in our gas costs
resulting from our “Take or Pay’
renegotiations and the reduction in
the price charged by our own South
Morecambe field, our losses in this
market have continued to decrease: from
£323 million in 1997 to £129 million in
1998, an improvement of £194 million.
‘We expect further margin improvement
in 1999.

British Jas LP Gas

Our liquefied perroleum gas (LPG) business
supplies bulk-delivered and bottled gas to
customers who do not have access to the
mains network. In March 1998 we acquired
Supergas Limited, which we have integrated
with British Gas LP Gas. The combined
business has a market share of about 7%
and supplies more than 40,000 customers.

This business also markets compressed
natural gas and LPG under the British Gas
Vehicle Fuels brand.

farory considerations
The rapid roll-out of competition into the
gas marker was the result of 2 major joint
effort by Ofgas, British Gas, Transco and
all other suppliers. With complete
separation of supply and transportation,
the gas market is now structured to
encourage competition.

We have been frustrated by a number
of delays in the opening of the electricity
market, which is currently running a year
behind gas, although it is being advanced
where possible.

We welcome the Government’s Green
Paper review of utility regulation. We
also welcome their recognition of the
convergence of the gas and electricity
markets. The single regulator will bring a

much-needed overview of the rapidly
developing energy market, together with
consistency of approach.

We also support the Government’s
recognition of the need for Pool reform,
and the separation and removal of any
cross subsidies between the supply and
distribution businesses of the Public
Electricity Suppliers (PES). Centrica has
submitted proposals to the regulator on all
these issues to help remove the barriers to
entry created by the present electricity
market structure.

Our current domestic gas price control
formula applies to the end of March 2000.
Key aspects of the allowable cost base in
this formula are an RPI-4 element on
supply costs, pass theough of gas
transportation and storage costs, subject to
an economic gas purchasing requirement
as appropriate and an allowance of
£120 million of costs unrecovered under
the previous price control formula,

The formula also allows a profit margin of

1.5% of turnover in the regulated domestic

market. We will be opening discussions
with the Regulator in 1999 with a view to
relaxing controls as the market becomes
increasingly competitive.

In electricity, a review of the PES Year
2000 Distribution Price Controls ~ key to
lowering prices for customers - was
launched in 1998.

The Competition Act 1998 was enacted
in November 1998 and comes into effect
in March 2000. This is important new
legislation that protects consumers by
seeking to prevent and remedy anti-
competitive behaviour.

Energy Mansgemernt Oroup

Centrica’s Energy Management Group
{CEMG) manages our energy portfolio,
including long-term third party gas
contracts, the Morecambe reservoirs and
electricity purchases. CEMG also includes
Accord Energy, which trades in the
wholesale and European energy markets.

Customers far {rom a gas pipelne
can stilt enjoy gas cenirai heating
and cooiing, thanks to ciean,
eficient and environmentally-friency
liuefied petroieum gas

Cur popuilar marketing campagn
brings homa the message of
cheaper electricity prices

Anindependent suvey showed
custormner satisfaction levals
continued ¢ improve
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Improvements to our South
Marecambe platiorm incieased
production rates

The new Interconnecior gas pipstine
gives Centrica access to Europe

Centrica gas fislds

34 North and South Monscombe (whally owned Beids)
22 Jolnt vénturs ieids in production
 endevelopad Joint venture fisids
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The Morecambe gas fields have proven and
probable reserves of approximately 3.4
trillion cubic feet {tcf} as at 31 December
1998, Production was 3.2 billion therms
(0.3 tcf) in both 1997 and 1998. Operating
profit pre exceptionals for Hydrocarbon
Resources Limited, which operates the
Morecambe fields, was £344 million,

down from £566 million in 1997. This
reflects our success in reducing the South
Morecambe contract price to market

levels, as previcusly agreed with the Oil
Taxation Office.

During the year we have introduced
various improvements to these fields. Phase
one of the South Morecambe development
plan was completed with a number of
madifications to the offshore processing
plant, drilling of a new well and additional
perforations to six wells.

Outline terms were agreed with
Burlington Resources {Irish Sea) Limited to
produce, transport and process gas from
Burlington’s Millom and Dalton fields using
the nearby North Morecambe
infrastructure. First gas production is
planned for the third quarter of 1999,

Centrica Resoweas Limted
As production from South Morecambe
begins to decline over the next few years,
Centrica will need access to new gas
supplies. We acquired PowerGen North Sea
Limited for this reason. The company has
been renamed Centrica Resources Limited.
This purchase is our first upstream
acquisition since demerger and provides a
very close fit with Centrica’s existing gas
portfolio. The assets consist of about
428 billion cubic feet of gas (86%) and
12 million barrels of oil (14%). In total,
47% of the gas is already contracted to us
and 31% remains uncontracted.

frirsprean rading

On 1 Ocrober 1998 the UK-Continent
Interconnector pipeline started flowing gas
from the UK to Europe, connecting the
UK’s high-pressure transmission systemn at

Bacton to Zeebrugge in Belgium. This
enabled Centrica to start delivering gas to
Germany and the Netherlands under
previously arranged contracts for supplies
of about 75 billion cubic feet of gas
per year.

The low oil price and high value
of sterling have, however, meant that
continental prices have been lower than
in the UK, restricting opportunities for
additional long-term sales. These cheaper
European gas prices have led to gas being
sold into the UK during December, with
Accord Energy actively participating in
wholesale European trades.

Elesticity sourcing

CEMG manages the price risk associated
with electricity procurement. We are
evaluating alternative ways of securing
competitively-priced electricity.

gk mananernan

An innovative ten-year gas purchase deal
was reached with Enron during the year,
which linked the purchase price of gas to
the National Balancing Point index
provided by the International Petroleum
Exchange. We are implementing a number
of risk management strategies to strengthen
the on-going management of energy
commodity price and volume risk. After
evaluating weather risk management
products, we took out a small amount of
cover for 1999 to provide partial protection
against the effects of warm weather.

Foreign exchange risk arises from the
exposute within cur long-term gas purchase
contracts to movements in oil prices and
hence to the US dollar/sterling exchange
rate. This is managed by the purchase of a
portfolio of forward exchange contracts,
which effectively reduce the exposure
arising in future periods.

In October 1998, the UK and European
gas transportation networks became
physically connected by the Interconnector
pipeline. It is now considered possible that
the influence of European prices on the UK
market may provide a natural hedge to our




US dollat/sterling exchange rate exposure.
Therefore, maturing hedge contracts are not
currently being renewed.

The risk of consequential loss arising
from major damage to the Morecambe
gas facilities is covered by business
interruption insurance.

“fake or Pay’ coniracis

Prior to Centrica’s demerger from British
Gas plc in February 1997, it became evident
that there was a major problem with long-
term commitments to purchase more gas
than we needed and at higher prices than
prevailed in the market. These contracts
were originally established as part of British
Gas’s statutory obligation to maintain
supplies. From 1996, we embarked on a
programme to address these problems by
renegotiating contract volumes and prices
with many of our suppliers while
committing to sell some of our excess
volumes through a number of long-term
expott sales contracrts. By the end of 1997
our contracts had been brought into a
largely manageable state when measured
against long-term market prices at an
aggregate exceptional cost of

£1,313 million, of which £608 million was
incurred in 1997. During 1998 several deals
have been concluded with 2 number of
companies, covering 1.4 billion therms, and
costing £63 million.

Britich Gas Serviees
British Gas Services is the leading company
in the installation, servicing and
maintenance of domestic heating systems
and other gas heating and cooking
appliances in Britain. In 1998 we extended
our product range to offer home security on
a2 national basis and air-conditioning
products in the South East, We are now a
leading national supplier of domestic
security alarm systems for both installation
and service, Trials took place to evaluate
the potential for electrical appliance
maintenance and plumbing services.
Following a successful trial in 1997,
British Gas Connections expanded its

activities, which are to provide gas
connections in the new housing market
nationally. These developments extend our
range of services to the home and provide
opportunities for sales growth.

In 1998, British Gas Services’ sales grew
by 13% to £526 million. Productivity
improvements and more effective marketing
led to higher margins in all main product
areas. As a result, the businesses achieved
an operating profit of £9 million before
exceptional charges, compared with a loss
in 1997 of £49 million. This is the first year
in which the business was in profit; in 1996
the loss was £196 million.

Despite losing nearly 20% of our
domestic gas supply customers, we
succeeded in maintaining our number of
service contracts year on year. In domestic
central heating installations we achieved a
3% increase in market share.

Qur customer service performance
improved significantly during the year.
Customer satisfaction levels also improved
and Category ‘A’ complaints to the Gas
Consumers Council were down by 36%
compared with 1997.

As part of our ongoing commitment to
ISO 9001, the National Parts Centre and
the majority of the Area Service Centres
have now gained certification.

The continuing integration of
administration, service centres, computer
systems and technological support gives the
business a sound basis on which to develop
further our services to our customers.

Bridish Gias Energy Coentres

Operating principally on the high street, but
also in a number of out-of-town locations,
British Gas Energy Centres offer a
comprehensive range of gas and electric
cooking, heating and other household
products. These stores are sited throughout
Great Britain.

Economic slowdown, resulting in
depressed consumer spending during the
year, resulted in difficult trading conditions.
Qur sales of £169 million were down 8%
compated with 1997 but our continued

We ars a leading nalional susplier of
home gecLrity producis

Britisn Gias radiators come in an
axtensive range of styles and sizes

Sgsvices

Uperating profitfioss)
bifnre exceptionat
cherges
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Locased in high streets across the
counsry, British Gas Energy Centres
shops offer the opporiunily to
promote other products and
services from British Gas

The redesigned Goldfish credit card:

now even more distinctive

Retzsil
Cparating loss balore
exceplionst charges
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drive to reduce operating costs enables us to
report a loss before exceptional charges of
£31 million, an improvement of £14 million
on 1997,

During 1998 we started a significant
programme of performance improvement.
We brought in a new management team
with extensive retail expertise. The
actions they have taken include radical
restructuring and appropriate investment in
operational functions. A direct result has
been improved buying terms, decreased
store operating costs and more efficient
marketing spend.

One of our two warchouses was closed
in 1998 and we have begun to rationalise
the delivery operations to 4 single service
provider. These changes are part of an
initiative to increase customer satisfaction
levels and reduce costs. British Gas Services
now catries out the more complex
installation work. These changes are
already resulting in an improved installation
service and fewer customer complaints.

Qur drive to increase operational
effectiveness has both reduced costs and
improved levels of customer satisfaction,
with Category ‘A’ complaints to the Gas
Consumers Council down 30% year
on year.

Investment in computer system support
has continued and this activity is being
integrated with British Gas Services.

The cross-selling of other Group
products has developed well, with a
significant number of electriciry contracts
and domestic heating installation leads
being generated during the year.

Although the short-term outlook for the
retail sector is not encouraging, the actions
taken have laid the foundations for further
improvement in operational performance.

Financial Services

In the second half of 1996 we began to

introduce financial services to complement

our energy supply, service and retail

operations. The majority of these are

matketed under our Goldfish brand.
Goldfish is now 2 household name, with

900,000 credit cards issued and a 3% share
of the credit card market. The card, which
offers money off home-related products and
services through the collection of points,
was launched via a joint venture with HFC
Bank in September 1996. The scheme offers
savings of up to £75 per annum on both
our gas and electricity bills, and points can
also be redeemed with partners such as
Boots, Asda, BT, TV Licensing and Marks
& Spencer.

We have launched the Goldfish Guides,
a series of comprehensive, independently-
prepared buying guides concentrating on
high value consumer goods. By the end of
December, over 135,000 guides had been
sent out, with 19 titles now available.

Peace of mind and home comfort are
intrinsic values for British Gas. Qur home
insurance product is flexible, casy to buy
for both home and contents cover and
excellent value for money.

Tither Verdures

Centrica has a 40% equity interest in

AG Solutions, an information systems
venture with Amdahl. AG Solutions is
playing a big part in Centrica’s Year 2000
programme. AccuRead is a joint venture
with Group 4 providing meter reading
services to British Gas and other clients.
AccuRead has further reduced British Gas’s
meter reading costs, whilst continuing to
outperform business targets, Both
companies have performed well and
contributed to profits in 1998,

Hualth, Bafely ang the Baviromment

New guidelines on the management of
Health, Safety and the Environment, based
on industry best practice, were introduced
across the Group in 1998. In 1999 we will
develop our ISQ 14001 environmental
management programme.,

Centrica shares society’s concerns about
key environmental issues such as global
warming and air quality, and we aim to
play our part in meeting Government
targets in these important areas. As the
leading supplier of natural gas in the UK,



we recognise the vital contribution that it
can make in meeting tough emission targets.
Gas is the cleanest of the fossil fuels, with
the lowest carbon content and it can play a
critical role in both minimising greenhouse
gas emissions and improving air quality.

A particularly challenging area is road
transportation — a significant source of air
pollution. Wide usage of gaseous-transport
fuel, for example, could dramatically
improve air quality and British Gas Vehicle
Fuels has pioneered developments in this
area. British Gas is now the UK’s leading
supplier of compressed natural gas for use
in vehicles. During 1998, the road fuels
business was expanded to cover the supply
of LPG, making British Gas the first
supplier to promote both of these
alternative vehicle fuels.

Sendrioe aad the conunaniy

We take our responsibilities to the
community and the environment very
seriously.

In 1998 the Centrica group contributed
£1.85 million {1997 £1.75 million) to
projects throughout Great Britain under the
British Gas brand. We encourage employees
to become involved in such projects, which
are generally developed with national
charity partners and delivered at a local
level. Part of the budget is allocated to
smaller local initiatives.

Dlgder ooy cisbled cusmomars

We are conscious of the requirements of our
older customers and those with special
needs, More than one million customers in
this group benefit from a range of services
provided through the GasCare scheme.

Our community support in this area aims
to deliver further benefits that are of real,
practical value including:

Through Cdier Eves This is a sensory
simulation training workshop for staff run by
Age Concern. After experiencing our shops
and service as an older customer would,
participants have been able to make our
service more relevant to this customer group.

HandyPorsoa British Gas funds fifteen
HandyPersons schemes across the
country, administered by Age Concern.
HandyPerson is a successful scheme, with
more than 20,000 individuals benefiting
from the service.

KuoWay British Gas is working with Help
the Aged and the Metropolitan Police to
make the lives of older customers in
London a little safer. It includes installation
of 500 specially adapted telephone and
door alarm buttons free of charge. These
connect the homeowner to SeniorLink,
Help the Aged’s 24-hour call centre,

where highly trained operators can advise
and assist.

Carers Naziosad Assoviazion (CNA] We
support the six million carers who provide
vital care for older or disabled customers.

Qur work with CNA has made us more
aware of the needs of caress as customers
and employees. We meet regularly with
British Gas carers and have developed carer
friendly employment policies.

In June we supported National Carers
Week by promoting CarersLine, and
provided funding for its operation.

Erangy efficiency

We have a responsibility to help our
customers use energy safely, efficiently and
in the most cost-effective way possible.
Projects include:

Schooifnepy The average school in Britain
spends three times as much on energy as it
does on books, so the chance to save energy
can make a real difference. Research has
shown that schools could save as much as
35% on energy bills through simple energy
efficiency measures, with little capital outlay.
The SchoolEnergy programme looks to
provide schools with rebates for a limited
number of specialised energy efficiency
measures. In total, British Gas and the
Energy Saving Trust will provide more
than £1 million in rebates to approximately
500 schools over a two-year period.

Bogus caller campaigns were part of
Qur support ior older customers.

O

Energy-conscious schoo! ohildren
Wwelcoms our Powersaver robct

Communily spend

B Older/Disabled

% Energy Efficiency
s#Education

#Job Creation/Training
% Miscellanecus
#Employes volunteering 0
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Drumraing un suppai for the
Scottish Gas Youth Challenge -
commurity iniliative of the Yearin
the 1693 Litility Industry
Achievernent Awards
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Penaseavers This national energy efficiency
programme run by British Gas and the
Department of Environment, Transport and
the Regions encouraged pupils to take an
interest in energy efficiency and help cut
school fuel bills.,

More than 10,000 schools requested
Powersavers teaching materials, which
encourage pupils to carry out 2 practical
energy efficiency exercise. The solutions
they devise can be entered to win regional
and national prizes.

Job oreation

We also support projects which offer local
communities greater access to training and
development.

Maow rest peotecy Centrica is working with
Employers Forum on Disability, The Carers
National Association and the North West
Disability Service (Employment Service) to
resource 50 opportunities for disabled
people and carers at Centrica sites in the
North West.

The project was judged by the
Government to be an ‘innovative scheme’
within the New Deal Sick and Disabled
programme. It provides a clear, short route
into employment for long-term disabled
people and carers,

Charity partners are developing a
transferable model of best practice for other
employers. We hope that our actions will
encourage the introduction of similar
schemes across the country.

Segutish Gas Youth Choilenge Part of the
successful East End Partnership in Glasgow,
the Scottish Youth Challenge targeted
young jobless people to tackle spiralling
youth unemployment and related issues in
the Fast End of Glasgow. More than 80%
of the young people who participated
moved on to employment or further
education. The project won the 1998
Utility Industry Achievement Award for
Community Initiative of the Year



Finanoal review

Fisancial highiights

Rasuita tor the vear andad 31 Decambsr
Operaling profit before exceptional charges
Earnings before exceptional charges
Earnings/Goss) after exceptional charges
Group ¢ash flow before use of liquid resources,
financing and exceptional payments
Exceptional payments
Group cash flow before use of liquid resources
and financing

Pogition s 20 31 Desember
GCash and money market investments, net of debt
Mariet capitalisation

Pt and loss aconunt

Turticrony

Turnover at £7,481 million was £361 million
lower than in 1997, Price reductions to domestic
gas customers accounted for £290 million of the
reduction. Loss of domestic market share as the
market fully opened to competition from May
1998 was pactially offset by market growth.
Whilst by 31 December over 850,060 domestic
customers had contracted to take their clectricity
supplies from us, the way that competition is
being phased in from September 1998 means
that only 111,000 customers were in fact being
supplied by us az the year end. As a result,
elecreicity tuznover was only £5 million during
1998. Our Services business made sales of

£526 million, which were 13% higher than in
1997 as we grew owr market shate in domestic
heating installation and ‘on demand’ work. In
Retail, turnover at £169 million was down 8%
in what turned out to be a difficult year for
many retatlers,

Cost of saiss
Gas and transporeation costs are the main
elements making up cost of sales.

The average unit cost of gas purchases varies
year on year because of contractual price
escalators and as a resuly of changes in the mix

1988 1997
om om i
208 175
174 44 i
8BS (781}
543 877 |
214} 653
332 224
223 41
5371 4004

of fields from which gas is purchased. During
the year the average unit cost of externally
purchased gas to satisfy the demands of the
domestic, industrial and commercial msarkets
was 18 pence per therm compared with 19 pence
in 1997. More significantly, and as a result
of rencpotiations of long-term purchase
commitments concleded since the beginning of
1996, the average cost of our externally souzced
gas fell 1o 16 pence in the final quarter of 1998.

We also produced 3.2 billion therms of gas
feom our own fields, mainky ar Morecambe,
satisfying 20% of our requirements for the
domestic, induserial and commercial markets.
Agreement was reached with the tax authorities
thar, from 1 January 1998, the value per therm
of prodecdon from South Motrecambe for vax
purposes would track market prices, rather than
the higher price which had previously applied.
This has substantially reduced our corporation
tax charpe and cost of sales, through lower
petroleum: revenue tax {PRT) and royalty
charges. Due to the prospective method of
accounting for PR, the benefit of this change
was first seen in 1997 and will continue in
future years.

Unit rransportation charges reduced by an
average of 13% from October 1997, With effect
from Qctober 1998 transportation charges on

“Dur resutts refiect the fact that,
having effsctively tacikled the once
heavy burden of gas purchase
centracis, we are now seeing heakiny
IMPrOVEMENES i OUF earnings.

We have agair: bean suceessid in
ganerating substartial cash fiows,
ang have made investmenis in future
gas suppfes, i the developmsst of
our siectncity supply business and in
olher product opportunities, 19 shor,
we have built very solis foundations
for the Group's future development
anct earnings growth.”

k.

Mark Clare Finance Director

anrvaf Flepon 1968 1 11
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Qparating profit/fioss}
before exceptionsl
charges

Soup
Excaptional chargss
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average increased by 2%. At the same time there
was a rebalancing with a greater proportion
being fixed as opposed to vatiable with unirs
purchased. In the domestic market, the average
cost per thetm teansported in 1998 was 8%
tower than in 1997,

radit

Gross profir before exceprional charges at
£1,263 milion was £52 million higher than o
1997, with gross profit in our Services business

G

up by £63 million. In Energy Supply, gross
profit from gas production was down

£222 million due ro the reduction in prices to
out own supply business, Domestic market
gross profit was little changed as cost
reductions, including those from our own
Morecambe ficlds, were largely passed through
to customers. Gross kosses in Business Gas were
reduced from £290 million in 1997 to

£93 million in 1298, mainly as a resulr of gas
cost reductions including those from our ewn
gas production business.

Diperaling costs

QOperating costs at £1,055 million before
exceptional charges were up by 2% compared
with those in 1997, Underlying operating cost
reductions of $% were more thao offset by
revenue investment of £100 million (1997
£25 million) in the development of our
electricity supply business and the promotion
of other new products.

Qperating profit before suoeptionad charges
Befors exceptional charges, the Group made an
operating profit of £208 million. This was

£33 million more than in 1997, Qur Services
business turned a £49 miltion loss in 1997 into
a £9 million profit in 1993 through increased
margins and higher sales. This improvement,
together with cost reductions in our Retail
business, was partly offset by costs we
incurred in supporting our entry into domestic
electricity and developing our financial service
activities, As in 1997, our gas sales volumes
were lower than they might otherwise have been
because the winter months were not as cold as
normal. Under average weather conditions we
would have expected our profits to have been

about £80 million higher in each of the last
WO years,

Exoepiional chargas

BPucing 199% we took the opportunity to
reduce furcher our gas contract portfolio
exposure at a cost of £63 million. This was in
addition to charges of £608 million in 1997
and £708 wmiklion in 1996,

We incurred £21 million in 1998 on Year
2000 computer system business-readiness, of
which £19 million of bought-in services has
been treated as exceptional, The remainder
represented internal resources which have been
diverted from other activities. In 1997 we
incurred £3 mithon, none of which was treated
as exceptional. Further explanation is given on
page 13,

In 1997 we made full provision for an
exceptionai Windfall Tax amounting to
£192 million, balf of which was paid in
December 1997 and the remainder paid in
December 1998. In 1998 we also incureed
£3 mitlion on restructuring costs compared
with £35 miflion in 1997,

intarest

Net interest receivable of £42 million (1997
£3% mitlion} was after notional interest charges
of £23 miilion {1997 £§ million) in connection
with the unwinding of liabilities discounted to
& net present value. The increase in notional
charges was more than offser by a £19 million
Iacrease in interest arising on higher average net
short-rerm investment balances,

Tanation

Qur tax chaege at £75 million was £83 million
{ower than that incurred in 1997, Fhis tax
charge arises primarily on our offshore gas
activities and the reduction has come about
following agreemeut with the tax authorities that
the value for tax purposes of gas sales from our
South Morecambe field would track gas marker
prices from 1 January 1998.

Earaings

Group earnings, before exceptional charges,
were £174 million, an increase of £130 million
compared with 1997, Improvemenis arose in alf



three main business areas of Energy Supply,
Services and Rerail,

Ygar 2K and ewre costs

Progress against our detailed plans to deal with
the risks associated with Year 2009 business-
readiness is monitored monthly by the Board.

By the end of 1998 we had achieved
business-readiness of all but a few of our key
systems. In 1999 we will work with our IT and
service suppliers to complees this task, to carcy
out comprehensive tasting and to ensure that the
necessaty contingency plans are put in place. We
continue to play an active part in a cross-utility
intexest group and in the Government bady
“Action 2000°. We are akso working closely with
our suppliers to ensure that they meet
our timetable.

During 1998 we expensed £21 million in
addressing Year 2000 business-readiness. This
was in addition to the £3 million spentin 1997,
During 1993 we expect to spend approximately
£16 million, of which £1 million was committed
as at 31 December 1998, The total cost over
a theee-year period is now expected to be
£40 million, well within the estimate guoted
it our 1997 Annual Report of £61 million,
primarily due to finding better and more
cost-effective solutions.

Derailed impact analysis has identificd areas
that would require euro conversion and the
required iead times for the amendment of key
systems. We are now developing plans o enable
us to amend our systems in the event that a
decision is made in favour of UK adoption of
she euro,

Cuuhy Hove
Met nash

Eet

During 1998 the Group generated £332 million
of cash, prior to movements in liquid resources
and financing, compared with £224 millicn in
1997. In both years, substantial sums came from
reducing the amouars tied up in debtors. In 1998
£211 million was paid for exceptional items
compared with £653 million in 1997, reflecting
the reduced fevel of gas contract renegotiations.
Caorporation tax payments were £215 million in
1998, much higher than the £112 million in
1997 which incladed only half a year's tax

charge on our Morecambe pas field activities,
Within acquisition payments of £101 million,
the main item was £87 million (net of

£36 million cash acquired) paid in November
1998 to acquire 100% of the share capiral of
PowerGen North Sea Limited, subseguently
repamed Cenerica Resources Limited. In addition
the Group settled a joan of £134 million
included within the PowerGen Norrh Sea
Limited balance sheet at the time of the
acquisition, and this is shown within financing
activities. Centrica Resources Limized has
interests in a number of gas and oil fields which
fit well with our energy portfolio of assees and
contracts. This purchase also supports our
physical gas requiremenss for the future, as
extraction rates from our Morecambe fields
decline from their cusrent level,

Loans in place when companics wers
acquired, inclading the Centrica Resources
Limited loan, wete refinanced in past by selling
and leasing back two of the platforms deployed
on our offshore South Morecambe field.

Cagh, invesiments and deht

As ar 31 December 1998 the Group had cash
and investments, net of debt, of £223 million, up
£182 million on the aet balance of £41 million
at the beginning of the yeax

gl rating and Dorowing faciities

On 4 March 1999, Moody’s Investors Service
announced a long-term credit varing for
Centrica ple of A2. On the same day Standard
and Poor’s announced a simifar long-term rating
of A, as well as a short-tenn rating of A+,

The Group has a thres-and-a-half year
£1,000 million committed facilicy, which is
scheduled to expire in June 2000. In additien the
Groap has a number of uncommitted facilities
with a range of banks.

easaty pud febilites
Fix
In November 1998 we completed the purchase
of Centrica Resources Limited, which added

T e

£275 million to our gas production field
interasts, These, together with the remaining
net book value of £1,355 million (1997
£1,480 million)} of our Morecambe gas fields,

Grovp

Nat cash
imtlow/foutfiow

before use of Hiquid
resources and financing
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dominate our investment in fixed assess. The
proved and probable gas reserves represented by
our field interests amounted ro 3.8 wriliion cubie
feet {1cf) at 31 December 1998 (1997 3.7 wi).

Winrking Capitad
The total investment in working capital as at
31 December 1998 was £421 million (1997
£897 million}. Trade debtors and accrued enetgy
incorne reduced by £333 milkion, following
mapagement action to improve the aged debtor
profiles, which also had the benefir of reducing,
bad and doubtful debt charges by 30%. This
was achieved through enhanced credit vetting,
proactive debt foliow up, successes in tracing
home movers and increased usage of prepayment
meters. Pare of the reduction was due to lower
prices and to loss of market share, though some
of this reduction is being replaced as the
number of electricity customers builds up.
During 1998 we were also successful in reducing
monies ted up in prepaid “Take or Pay’ gas,
despite the impact that warm weather had on
demand. Prepaid rransportation charges as at
31 December 1998 were £242 million compared
with £271 million at the ead of 1997. This
prepayment arrangement will expire during 1999,
Short-tern: ereditors increased from
£1,448 million as at 31 December 1997 to
£1,603 million at the end of 1998, This reflects
the proposed special dividend of £330 million
payable in June 1999, The final £96 million
instalment of Windfall Tax was paid in
December 1998, The reduction in the
corporation tax creditor resulted from the
lower tax chasge in the profit and loss
account, Long-term borrowings increased by
£72 million, largely as a consequence of rwo
South Morecambe platforms being sold and
feased back,

Treantary pOlicy

Group treasury operations are managed
centrally within a formal set of treasury
policies and objectives approved by the Board.
It is Group treasury policy not to undertake
transactions of a speculative nature, The
treasury team manages Group cash flows and
the financial risks arising from funding and
investment activities.

Surplus cash is invested in short-term sierling
financial instruments. Short-term interest rate
risk is managed by the purchase and sale of
forward rate agreements. Short-term liquidicy is
assured from undrawn committed borrowing
facilities and the Group does not currently have
2 net debt posinon.

Further explanation of the Group’s foreiga
exchange risks is given in the section ‘Risk
Management’ on pages 6 and 7 and in note 27
on page 46,

Aasounting peticy Shannes

A description of accounting policies is provided
in note 1 to the accounts ont pages 2% and 30.
For the year ended 31 December 1998, Financial
Reporting Standard (FRS$1 9 “‘Associates and
Joint Ventares’, FRS 19 ‘Goodwil] and
Intangible Assets”, FRS 11 “Impainnent

of Fixed Assers and Goodwil?” and FRS 14
‘Earnings Per Share’® became mandatory and
have been adopted.

Urder FRS 10, it is no longer permissible to
write off goodwill arising on acquisitions directly
to eeserves. Accordingly, from 1 January 1998
goodwill is capitalised on the balance sheet and
is amortised over its estimated useful life. The
standard does not zequire the reinstaterent of
goodwill previously written off unless a relared
disposal arises.

Stgrehcdiens’ fursls and rmrke capilaisalion

The net assets of the Group, as represented by
sharcholders’ funds, decreased during the year
from £1,311 million to £872 million because
the proposed special dividend, totalling

£530 million, exceeded the profit after tax

for the year.

The Company’s mid-market share price on
the fast wrading day of 1998 (30 Decemnber) was
121 pence (1997 90.25 pence), providing a
market capitalisarion of £5,371 million
{1997 £4,004 million). The highest price during
the year was 126.75 pence and the Jowest was
83 pence.

During 1998 Centrica’s share price
outperformed the FTSE 100 by 18%. In the
period from demerger 1o the end of 1998, che
outpecfonmance was 37%.



Board of directors

T Sir Michasl Perry, Geg, Chalrman 85)°5#% Sir Michael Perry
became Chairman of Centrica plc on 1 July 1997, He was a Non-
Executive Director of Britsh Gas plc from June 1994 unatil demerger.
He is Non-Executive Chairman of Dunlop $lazenger Grougp Ltd, Non-
Executive Deputy Chairman of Bass ple and a Non-Executive Dicector
of Marks & Spencer pl.

2 #fike Alexander, Managing Dector British Gas Trading B1)1°
Mike Alexander joined British Gas ple in 1991, becoming Director CIS
and Eastern Eucope (E&P) in 1992, and Managing Director of Public
Cias Supply in 1994. He is also a Non-Executive Director of The Enersy
Saving Trust Limited, He was previcusly with BP from 1966, where he
held a variety of management posizions, both in the UK and overseas.

3 Mark Clare, Finance Director 4417 Mark Clare joined Bridish Gas plc
in March 1994 as Group Financial Controlier. He was previously

wich STC ple, which he joined in 1989 as Finance Manager in the
telecoms business, where he rose to become Finance Director of STC
Submazine Systems,

4 Bit Cockburn, cac, Non-Exacutive Director {88 ¢ Bill Cockburn is
Group Managing Director of British Telecommunications ple, He was
previously Chief Executive at both W H Smith Group ple and the Post
Office Corporation. He is a Non-Executive Director of Lex Service ple
and a member of the Board for Business in the Communiry.

5 Roy Gardner, Chief Execttive (391* Roy Gardner was appointed
Firance Director of British Gas plc in November 1994. From November
1995 he had responsibility for the business units which subsequently
formed Ceatrica ple. Prior to joining British Gas ple, he was Managing
Director of GEC-Marconi Limited and a director of GEC ple. He is a
Non-Exccutive Director of Laporte ple and President of the Carers
Naronal Assoclation.

6 Francis MacKay, iead More-Exetulive Director (B4)#
Francis MacKay is Chief Executive and Deputy Chairman of the
Compass Group pl.

7 Patricia Mang, 088, Nor-Exacultive Diregtor (811144

Patricia Mann was a Non-Executive Director of British Gas plc from
December 1995 until demerger. She was Vice President Internasional of
J Walter Thompson Ce Ltd and remains = director of W Trustees
Ltd. She is on the Board of the UK Centre for Economic and
Envirgnmenzal Development and is a former director of the Weolwich
Building Society and Yale and Valor ple.

& Peter Wood, cag, Non-Execative Direclor (525 14 Peter Wood was
founder and former Chaitman of Direct Line and a member of the
Board of The Royal Bank of Scotland Group ple until June 1957, He is
a Director of Linea Directa Aseguradora and alse an Advisory Director
of Bankinter $A in Spain and a Non-Exccutive Director of the
Economist. He is Vice Chairman of Direct Response Corporation and
Hoemeowners Direct Corporation — auto and homeowners insurance
companies in the US,

B Froger Wood. Managing Director Briiish Gas Services B8t
Roger Wood joined British Gas ple in April 1996. From 1993 to 1996
he was Director General of Matra Marconi Space NV. Previcusly he
was Managing Director of STC Telecommunications and Group Vice
President of Notthern Telecom Limited. Prior to 1988 he was UK
Director at ICL.

Member of: <Audit Commitice  $Customer Sarvice Committee “Execuiive Committes
4iNominations Connittes  #Remuneration Commitiag
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{COTpOTALe gOvernance

The Company has consideved the principles and provisions of the
Combined Code: Principles of Good Governance and the Code of
Best Practice (“the Code®).

The Boansd

‘Fhe Company is headed by an effective Board of Directors which
leads and controls the Company. It meets regularfy and has a
formal schedule of maiters reserved o it for decision. There are

a number of Commictees of the Board which also meet regularly
and deal with specific aspects of the management of the Company.
The Boatd has delegated authority o these Commiteees and they
have defired terms of reference. Details of the membership of the
Committees are shown on page 15. The carrent Commitiees of the
Board are the Andit, Customer Service, Exccutive, Remuneration
and Nominations Committees.

The Board is provided with timely and accurate informarion
which enables it to carry out its role effectively. There is an agreed
procedure by which members of the Board may take independeat
professional advice in the furcherance of their duties. Al Directors
have access to the advice and services of the Company Secretary,

The Board endorses and complies with the principle of the
separation of the roles of Chairman and Chief Executive.

The principle of a senior independent director is supported and
Francis MacKay has been appomted 1o this role.

There is a balance on the Board with four Executive and five
independent Non-Executive Directors (see page 15 for names of
the Directors and their biographical details).

A Nominations Committee (for membership see page 15)

15 i place to make recommendations to the Board on al! new
Board appointments.

Divacions’ emusersiion

Details of how the Company applies the principles of the
Code and any areas of non-conipliance in respect of Directors’
Remuneration are set out in the report on remuneration on
pages 18 1o 22.

Balations with sharehokiers
Fhe Company has a programme of regular meetings with its
ntajor institutional shareholders which provides an opporiunity
to discuss the progress of the business.

The Board believes that the Annual General Meeting provides
a nseful forum to communicate with its private shareholders,
many of whom are also customers.

Avcowiahiity awl Audi
The Board secks to present a balanced and understandable

assessment of the Company’s position and prospects through the
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repote and accounts and other price-sensitive public reports and reports
to regulators,

There is an Audit Committee which is comprised entirely of
Non-Executive Directors {details of the members ave given on page 15)
which meess four iimes a year.

inbarnal Goutrol
The Directors are responsible for the Group’s system of internal control
which aims ro safeguard group assets, 10 ensure that proper accounting
records are mainsained, to ensure compliance with statutory and
regulatory requirements and the cffeciiveness and efficiency of
operations. Any system of internal control can only provide reasonable
and not absolute assurance, parricularly against misstatement or Joss.
The Directors have reviewed mtenal control in accordance with
their understanding of the Code. The scope of their review has
extended beyond financial control to cover operational effectiveness
and cfficiency and matters of legal and regulatory compliance as
required. Detailed guidance on how to apply the code in respect of
the wider aspects of internal control bas not yer been produced and
thercfore the confirnration of compliance given by Directors is restricted
to internal financial control as pecmitted by the Stock Exchange,
Key features of the Group's system of internal control aze as follows:

Coavten] erwbrimnsnent
Centrica is dedicated to the highest standards of business conduct
with its customers, suppliers and parmers. Practical guidance on
these matters is given by policies and codes of practice throughout
the Group.

The Group has an appropriate organisational structure as set out
above for planning, controliing and monitoring the business.

identificstion of rsks

Risk Awareness Committees, in operation throughout the Group, are
responsible for the identification, evaluation and managemenr of key
risks. These risks may asise from a variety of internal and external
sourees and include control breakdowns, changes in the business

and regulatory environment, competition and natural catastrophe.

In addition, the Financial Risk Management Cominittee manages
specific corporate financial eisks such as exposure to commodity
prices and iaterest rate fuctuatons.

nformation e ComERLrEcHt

Group businesses undertake annual strategic reviews which include
consideration of long-term projections and evaluations of business
options. This ensures that agreed targets and objectives are
communicated throughour the Group. There is an exrensive
programme of communication with employees including briefings
by the Chief Executive to senior management and also site visits.



Contul procedires

Group businesses operate procedures designed to ensure complere
and accurate accounting and to limit exposure to loss of assers and
fraud. n addition, a framework of procedures is operated to ensure
compliance with statutory and regulatory requirements and the
effectiveness and efficiency of operations.

The internal financial control framework encompasses a
comprehensive budgeting system with an annwal budget approved by
the Board, the monthly comparison of actual resules against budget,
regular financial forecasts, corporate and business unit manuals of
accounting, and clearly defined expenditure control policies,

borataring and comecties actisn

The Audit Comunittee, advised by the Head of Internal Audit,
approves a coordinated programme of control seif assessment and
internal audits to review the effectivencss of the Company’s system
of intemal control. This review covers all main risks and associated
controls on an annual basis inchuding financial, operational and
compliance controls. The results of this review are reported to the
Audit Committee along with any associated remedial actions
required. The internal control review is supported by control reports
froma the Company’s external Auditors and by a letter of assurance
in which Business Unit Management confirirs the adequacy of
systems of control and their compliance with Company policizs.

Golng eousery

After making enquiries the Board has a reasonable expectation that
the Company and Group have adequate resources to continue in
operational existence for the foreseeable future, For this reason we
conginue to adopt the going concern basis in preparing the financial
statements which are shown on pages 26 to 47.

The Cede

Throsghout the period the Company has complied with the
provisions in Section 1 of the Code except and to the extent referred
to below and in the report on remuneration on pages 18 to 22.

Faguirsaronst for TRrectons 10 bs wovalostad gyavy three years

In accordance with one of the provisions of the Code, a minor
change is belag proposed to the Company’s Articles of Association
at the Annual General Meeting to ensure that directors submit
themselves for re-election every three yeaes. Given that the Company
was only formed two years ago this has not been an issue, butic is
intended that best practice should be observed in this area.

ot
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Remuneration report

The Board has considered the principles and provisions of the
Combined Code: Principles of Good Governance and the Code
of Best Practice (‘the Code’) and this report explains how the
Company kas applied those parts of the Code which refate to
Directors’ remuneration.

The Board has a Remuneratior Commirtee, which conststs
entirely of independent Non-Executive Directors, chaired by
Patricia Mann. The other members of the Commiree are
Bill Cockburn, Francis MacKay, Sir Michael Perry and Peter Wood.
To assist in reaching its decisions, the Committee uses survey and
other data and advice provided by independent consultants.

During the year the Comumittee determnined the remuneration
policy which was endorsed by the Board. Since the Code was
published in the Listing Rudes in January 1999, the terms of
reference of the Conunittee have been amended in order ro comply
with the Code. n future, the Comnittee will make recommendations
to the Board, within agreed terms of reference, on the Company’s
framework of executive remuneration and its cost. The Commirttee
will retain responsibility for determining specific remuneration
packages for each of the Execurive Direcrors.

Feamework and Policy on Executive Directors’ Remuneratior
In order to attract, retain and motivate Executive Direceors of the
necessary calibre, the remuneration packages offered are
performance related and market competitive. A benchmark market
position of near the median on remuneration packages has been
adopted and a comparator group drawn from FTSE100 companies
has beer identified, refiecting the fact that the Company competes
for its senior executives with other major companies in the energy,
manufacturing and service sectors.

In line with market practice, the Company has adopied a policy
of providing remaneration packages for Executive Directors which
comprise 2 number of different component parts: base salary, annual
performance bonus and a long term incentive scheme, rogether with
pension and other employment benefits,

impiementation of Policy

‘The Committee retains responsibility for the implementation of the
above-meationed policy and determining specific remuneration
packages for each of the Executive Directors. In discharging irs
responsibilities the Committee recognises and rakes into account the
following criteria when agreeing the component elements of the
remunetation package for each Executive Director

Base Satary: The Committee sceks to establish a base salary for each
Executive Director in line with mid-market levels, relative to similar
executive positions in the comparator group, taking into account
individual performance and drawing upon independent market dara.
Base salaries are reviewed annually.

18| Centica pic

Annual Performance Bonus: In order to recognise performance
against agreed goals, the Committee has approved an annual bonus
scheme for Executive Directors similar to that applying to other
senior executives in the Company. Bosus pavments earned by
Execurive Directors are determined by actual achievement against
demanding individual and corporate objectives. [f all objectives are
achieved in full, the scheme provides for a maximuni payment of
50% of base salary.

Bonus objectives and targees are approved by the Comumittes
and currently relate o financial, customer sarisfaction and personal
performance; for Executive Directors with business unit
responsibilities, the scheme is structured 1o reflect their business
unit’s as weit as the Company’s performance.

Executive Directors’ previous terms and conditions of
employment with British Gas plc prior to demerger provided for full
pensionability of annual performance bonuses. At present, and in
cormnon with other senior executives in the Company, any annual
performance bonus payments made 1o Executive Directors, other
than the Chief Execurive, are pensionable. Since demerger, however,
such pensionability is restricted in the case of Executive Directors to
no more than 20% of base salary, while in the case of other sentor
management all annual performance bonus earned continues to be
pensionable.

The Committee has agreed that pensionability of bonuses for
Exccutive Directors will be phased out. In recognition of existing
contractual rights, the Committee has acknowledged that this should
take place over a period of time. Accordingly, the Commictee has
agreed that the present arrangement will continue for current
Execurive Directors uncil their next change of responsibilities within
the Company, from which time any annual performance bonus
earned within their package will be non-pensionable. For all new
appointnents to the Board, any annual performance bonus earned
will be non-pensionable.

Long Yerm Incentlve Scheme: The Company operates a long-term
incentive scheme which links the notional allocation of shares to
Executive Directors and other senior executives to the total
sharcholder return.

Under the terms of the scheme, notional allocations of shares
may be made annually. Under normal circumstances, the shares will
not be released to the participant for at feast five years: that is,

a performance period of either three or four years, followed by a
retention period of two years. This ensures that executives have

a long-term interest in the Company’s performance, Shares to satisfy
the notional allocations are boughs by the Company in the marker at
the time of allocation.

The number of shares eventually released to the participant
depends on the relative performance of the Company’s total
shareholder return over the entire performance period compared to



that of the companies comprised in the FTSE100 at the start of the
performance period {the “LTIS Comparator Group”}). The maximum
allocation of shares, representing 100% of salary for Executive
Directors, would only vest if the Company’s total shareholder return
over the performance period is ranked in 25th position or above in
the LTS Comparator Group. Ne shares will vest if the total
shareholder return over the performance period is ranked below
50th position in the LTES Comparator Group.

At demerger, existing nrotional atlocations of shares in British Gas
ple were cancelled and replaced by notional allocations of shares in
the Company.

The annual notional allocation of shares was made to Executive
Directors and senior executives in October 1998, Details of the
maximum sumber of shares which could be transferred to individual
Executive Directors under the terms of the scheme are given on
page 21,

Otier employment benefits: In common with certain other sentor
management, Executive Directors are entitled to a range of benefits,
including a company car, private medical insurance and a financial
counselling scheme. They are also eligible, on the same basis as all
other employees, 1o participate in the Company’s Sharesave and
Profit Sharing Schemes.

Service Coniracts: All Executive Directors have service contraces
which are terminable by either party serving two years' notice,
subject to the principle of mitigation. Executive Directors have now
been advised that their notice periods will be reduced from two
yeats to one, with effect from 2001, In the case of new external
appointments to the Board, the Committee wishes to retain a level
of flexibility in order to attract and retain suitable candidates.

It therefore reserves the right to offer contracts which contain initial
notice periods in excess of one yeas, provided that after the first such
period the notice will reduce to one year

In addition to the above-mentdoned criteria, in setting the level
of base salaries for Executive Directors and the annuat performance
bonus scheme, the Commiittee bears in mind the porential rotal
remuneration available to Executive Directors. Accordingly, the
Committee retains a discretion to vary individual clements of the
remumeration package.

Externat appointments o broaden the experience of

Exscutive Ulrectors

It is the Company’s policy to aliow each Executive Director to
accept a maximum of one external appointment as a non-executive
direcror of another company, fees for which are normally retained
by the individual Director. Details of individual Directors’ external
appointmests are given in their biographics on page 15.

Ron-Executive Bireciors
Non-Executive Directors joining the Board are appointed for a
period of three years, subject to review thereafter. They are subject
to reappointment at the Company’s Anrual General Meering in
accordance with the Company’s Areicles of Association.
Non-Executive Directors® fees are set by the Board as a whole.
The Non-Executive Directors, including the Chairman, do not
participate in any of the Company’s share schemes, incentive plans
or pension schemes,

Compliancs with the Code

The Board, in conjunction with the Commirtree, has 1aken che
necessary steps to ensure that in the future the Company will
comply with the provisions of the Code which relate to Direcrors’
remuneration. The Company has not complied with certain of the
principles and provisions of the Code during the accounting period,
namely pensionability of bonuses and notice periods in Executive
Directors’ contracts of employment; and the Committee’s terms of
reference. Nevertheless, prior to the introduction of the Code, the
Committee complied with the best practice provisions in the former
Section A of the Annex to the Listing Rules of the London Stock
Exchange and in implementing its policy, the Committee gave full
consideration to the provisions of the former Section B of the Annex
to the Listing Rules.

Re-election of Directors

Mr Mike Alexander and Mr Roger Wood, the Executive Directors
proposed for re-election at the forthcoming Annuat General
Meeting, have service contracts which at present are terminable on
rwo years’ notice. Miss Patricia Mann, Non-Executive Director,
proposed for re-election, does not hold a service contract.




Remuneration report

ezt Total emotuments  Tolal omoianents

performance excluding pension  exthdng pengion ¢

Bave Salary/Fecs Dol Benefils? 1958 1957

Dirgetors’ Bmoiuments £000 2000 €000 £000 Vel
Executive Directors
M A Alexander 204 71 17 292 276 |
M S Clare 207 71 16 294 277
R A Gardner 384 130 29 543 493
P J Lehmann® 177 56 11 244 244 i
R N B Wood 220 83 18 321 a7
1192 411 91 1694 1597

Non-Executive Directors
W Cockburn 25 - - 25 25 1
F H MacKay 25 - - 25 25 |
P KR Mann 25 - - 25 25 |
Sir Michael Perry® 150 - - 150 96 |
P J Wood 25 _ - 25 25 {
250 - - 250 196

Total emoluments 1442 411 N 1944 :

1793

% Bergfits incorporme ali 2ssessabie tax benefits afsing kom employment by the Sompany, which refate in ihe main 10 ha provision of 8 company car.
© peter Letvmann, Gommerciat Director, kit the Company’s ennpiayrnent on 31 Decesmber 1983, n adkilion to tha emoluments shovn atave. be received a paymment of £191.000 a5 compensation K temination of his

employment {se alse pension disciosure on page 21},
© 1997 emolarents inckide Frose a5 Deputy Clednnen up 1 30 Jung 1997 and a5 Chainman thereafier.

Dirsctors' pensions
The following information relates to the pensior: arrangements
provided for the Executive Directors, All the Executive Directors
were members of the British Gas Staff Pension Scheme unil
31 March 1998. On 1 Aprii 1998 they transferred their past service
o the same terms and commenced membezship of the Centrica Staff
Pension Scheme {“the Staff Scheme™).
The Staff Scheme is a funded, Inland Revenue approved, final
salary occupational pension scheme. Its main features are:
1) a normal retirement age of 65;
2} the right to rerirement at age 60 without reduction to a member’s
accrued pension;
3) the right to an immediate unreduced pension on leaving service
on reorganisation or for redundancy after age 50;
4) accrual at the rate of 1/60th of pensionable salary for cach year
of pensionable service;
S

life asswerance 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; 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
salary;
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8) pensions payable in the event of retirement due to il§ health;

9} pensions in payment and in deferment are guaranteed to increase
in line with the increase in the Retail Prices Index; and

10)ne discretionary practices are taken into account in cakculating
transfer vatues.

All benefits are subject to Inland Revenue limits. Where such
limitation is due to the carnings ‘cap’, benefits are increased 1o the
leve] that would otherwise have been paid and are provided via the
Centrica Unapproved Pension Scheme, {Perer Lehmann was the
only Executive Director not affected by the ‘cap’). This scheme is
unfunded but the benefits are secured by a charge over certain
specified Centrica assets in order to provide security equivalent to
that for the pensions provided to other employees. An appropriate
provision in respect of their accrued value has been made in the
Company’s balance sheet.




Aga at Pensionable Serice at Directors” contributons Increase in aconed. ACRUed annusl pension at

31 Deconber 1993 31 Docember 1998 paid durirg) 19083 pengion dudng 19989 3% Decerrbar 19387
Pansion benefits earned by Directors Years £ £pa Spa
M R Alexander® 51 20 #12 7140 9 800 83 700
M S Clare’ 41 41012 7 230 7 00 22 500
R A Gardner® 83 4 ¥ 13005 16 700 52 900
P J Lehmann® 54 27 812 8 460 12 800 97 900
R N 8 Wood® 56 2 9% 7 529 §700 23 800

A Contributions wers paid in the year by the Exedutive Dinsctors under tha terms of the Staff Scheme. With effect from { Aprl 1988, & Executve Dractors paid contiibubons to he Staff Schema up 1o the masimum

rate ot 15% of the eamings 'cap’.

8 jhg increase in accrued pension during the vesr axcudes any Barase lor inflation and any pension in relation to Additional Voluntary Contributions paid by mentbers.

 Agorued pension is that which would be paid anauaty on retiement at aga 65. based on senvice to 31 December 1968,

< The pensionztia sefvico shown fr M R Alexander includes & sendce credit in relaton 10 a transter valize from a previous employer's pension schame.

© The peasion for R A Gardner and R N B Wood accrus at tha rale of 1/30th {3.33%) of pensionabla salary per year of servace.

T \with effect from 1 Jenuary 1988, the pensions lor M R Alexandar and 3 S Clare accrue at ratas of 2.26% and 2.26% of pensionabie salary respectivaly for each year of pensionabla service. Pensionabie service prior
1o 1 Janwasy accnsed at the rate of /801 {1.67%) of pensienable salary.

% Tha acensed annual pension for P J Lehnann rdatss to s pensonable sarvica up to his leaving dataon 31 December 1988, which was paid in accordance with the Rules of the Staff Scheme outined above.

Directors’ interasts in shares
The Directors’ beneficial interests in ordinary shares in the Gompany (which include those of their families) and Executive Direciors’ interests in the
Long Term Incentive Scheme are shown below:

" Benefoiat micrests. T Long Term Ingenive Scheme o
Orcinary sharas® NoSonal akocations

As at Asal As at Notional alocatons made Ao oat
Directors as at 31 December 1998 31 Decernber 1998 31 December 1567 41 December 19682 on 1 Geber 1998° 3% Degember 1997
M R Alexander 30 000 22 034 774 746 178 024 596 722
M S Clare 25 855 25 471 715 923 181 431 534 452
R A Gardner 125 863 125 479 1571 024 340 716 1230378
P J Lehmann 13 236 12 852 545 350 - 545 350
R N B Woaod 50 384 50 000 729 347 189 949 539 368
W Cockburn 1400 1400 - - -
F H MacKay - - - - -
P K 8 Mann 2820 2820 - - -
Sir Michael Perry 1000 1000 - - -
P J Wood - - - - -
Ordhinary Shares

F Interests shown are bensficial interasts in Tha ardinary shards of the Cornpany. The beneficial interests of each Exacuti-o Diector include 384 shares appropdated uncler the 1eems of the Company's Profit
Sharing Scheme. For detads of tha operation of i Scharme see page 40.
Long Tevm Incentive Scheme

b Figures given nepresent the midmanm sward possibie if 3 performancs criteria are et at ihe end of the peromianca perod {3 or 4 years) and v.oud ot be made untl the expiry of the retention period
{a uriher two years). Delads of the performance criena are gher on pages 18 and 19,
The notional alocations shown above include atocations made Lndes the Brilish Gas plc Long Term incentive Schame piior to demarger. These awards were replacad al demerger by awards over Centrics
shares. with a base prce of £0.817. Tha saards were on the same terms as existing awards, but te number of shares comprised in the award and the perormance condition veere adiusiad te relata 1o the
tolal sharehoider return of Centrica pic sice the original dats of the avard i October 1995. The total sharehoider return of Centrica ple for the period up 10 demerger Wi be 4 proportion of the 1ok sharehioider
return of British Gas pic in that period based on the ratio of the pxice of 2 Ceninca ple share just after demerger to the price of a Brtish Gas pho share just beke demenger, Thede shares votdd romaly be
refeasad at the discreion of the trustees, Subject to perormance condiions, i Octoter 2001, The figures above inchide such raplacerment nosonal awards ior tha folewing Exerutive Direclors: M R Alexander
{102,695 sharesk M S Clare (46,485 sharec); R A Gardaer (357,341 sharesy; and P J Leinann {108,696 sharss).
P J Lehmann lelt the employment of the Comparty on 31 December 1968. The national aliecations of shares held by iim wil ba subiect 10 ime apportionment sues. This means that a1 te end of the
periormanca perods the notional allocabons may vest, subject to the nomal parfomiance conditions, but the amounts wik be reduced by relerence B the progantion of the perfniance period that
P J Lalynarn was empioved by the Compars, The masdmaum murnber of shares thal could vest is 318,207,

% Notional alacations of shasea made on 1 October 1998 uader the Comparnys Long Temm incentive Stherma &t a base price of 00,6048

None of the Directors had any non-beneficial interests in shares.

At no time during the year or at the end of the financial year did the Directors or their families have any beneficial interests in the share capital of any
of the Company's subsidiary or associated undertakings. The fallowing changes in the interests of the Directors in the share capital of the Company
have been notified to the Company between 1 January 1999 and 5 March 1899: on 25 February 1999 PJ Wood purchased 100,000 shares;

on 26 February 1999 F H Mackay purchased 10,000 shares and on 5 March 1999 R A Gardner purchased 20,000 shares.




Remuneration report

Directors’ interests in share options

Full details of the options over Centrica plg shares held by Executive Directors who served during the year and any movements in those options over

the year are shown below.

Options Options Opticrs Gplicns held
held as at granied exarcised asat Exercise Frice Date Fom which
31 December 1967 dhring year suring year 3% December 1988 £ axercisabla BExpiry date
M R Alexander
Executive Sharg Option Scheme® 86 145 - - 86 145 0.90266 Oct 1986 Oct 2003
285 969 - 288 969 - 0.81080 QOct 1967 Oct 2004
Sharesave Scheme” 7435 - - 7435 Q.46400 Jun 2002 Nov 2002
- 14 967 - 14 867 Q.92200 Jun 2003 Nov 2003
382 549 14 967 288 965 108 547
M S Clare
Executive Share Option Scheme? 177 645 - - 177 645 0.81060 Oct 1997 Oct 2004
Sharesave Scheme® 37178 - - 37176 0.468400 Jun 2002 Nov 2002
214 821 - - 214 821
R A Gardner .

Executive Share Option Scheme® 1336 446 - - 1 336 446 0.81889 Nov 1997 Nov 2004
Sharesave Scheme” 37176 - - 37176 0.46400 Jun 2002 Nov 2002
1373622 - - 1373622

P J Lehmann S
Executive Share Option Scheme® 151 254 - - 161 254 0.66975 Dec 1994 Dec 1999
106 331 - - 106 331 067711 Apr 1895 Cec 1999
54 239 - - 54 239 0.90266 Oct 1996 Dec 1989
T2 835 - - 72835 0.81060 Cct 1967 Dec 1899
Sharesave Scheme” 14 870 - - 14 870 0.46400 Dec 1998 Jun 1999
400 528 - - 409 529
R N B Wood
Sharesave Scheme” 37 176 - - 37 176 (0.48400 Jun 2002 Nov 2002 :
37 176 - - 37176

Executive Share Option Schems

2 Optons gramat to Company empioyees under the British Gas pie Executive Share Opticn Schema were cancelad and replaced by non-inkand Revenusa approved options 1o acquire Centrica shares at damangix.
Tha feplacement options wera granted on the sams teims as Britich Gas Bxecutiva Share Oplions, with the same axerziss date and aggregate exercise prca per share and the rumber of shares placed uader

apthan was adusted to take aocount of the demerger.
Options are no fonger granted undsr thg Schemg.

©On 28 September 1988, Mr Alexander exercised an Executve Share Option over 283,969 shares at an option prica of 10.81050 and soid 281,337 shares. The market vaua of Centnca shares on this

datg was £1.1775.

Sharesave Schems

b The Company cperates a savings-related shars option scheme, the Sharesava Scheme, which is open to alf sigitis employess. The Scheme is designed to provide a long-tam sevings and ivestment oppostunity

for employees and is described i nota 20 on pags 40

No options lapsed during the year.

The middie market price of a Company ordinary share on the last trading day of 1998 (30 December} was 121 pence. The range during the year was

126.75 pence (high) and 83 pence {ow).

5 March 1999
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Directors” repost

The Directors present their report and the audited group accounts of
Centrica ple for the year ended 31 Diecember 1998,

Frincipat actvities

The principal activity of the Centrica group for the financial

year ended 31 December 1998 was the provision of gas, electricity and
energy-related products and services to homes and businesses

it Great Britain,

Basiness oviaw

The Chatiman’s Statement and the Operating Review comprise pages
1 to 10 and report on the activities of the Centrica group during the
year, recent events and any likely future developments of the business
of the Centrica group.

Financial nasulls
The financial results of the Centrica group are discussed in the
Financial Review on pages 11 to I of this report.

Prviderads
While recognising the resources that may be required o develop our
strategy, the Board has proposed a distribution to shareholders by way
of a special dividend of 12 pence per share together with a
consolidation of the share capital, under which ten existing ordinary
shares would be consolidated into nine new ordinary shares.

In respect of 1999, the Board intends 1o propose, in the absence
of unforeseen circumstances, a rotal dividend of 2.5 pence per share.

FBalated party trassacdions
Details of related party transactions arte set out in note 26 on page 46,

Craditor payment policy

Centrica aims to pay all of its creditors promptly. Special conteactual

terms apply for gas supplies. For all other trade creditors, ir is the

Company’s policy to:

+  agree the tetms of payment at the commencement of business
with thar supplier;

e 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 outstanding as at 31 December 1998
is caleutated at 31 days (1997 31 days) for the Group and 45 days
{1997 37 days) for the Company.

Fasewroh and development

Research and development is undertaken by individeal businesses to
develop new products, improve customer service techniques and
enhance pas and oil production processes. In 1998 £0.6 milion
(1997 £0.7 miilion) was charged to the profit and loss account.

Ermployrment policies

The Centsica group employed an average of 16,427 people in the
United Kingdom during 1998. The Group is committed to pursuing an
active Equal Opportanities policy covering recruitment and selection,
traiming, development, appraisal and promotion. The Group
recognises the diversity of its emplovees and that of its customers and
the commwnity at large and seeks to use employess® ralents and
abilities to the full. This approach extends to the fair wearment of
people with disabilities, in relation to their recruitment, training and
development. Full consideration is given to the retention of staff who
become disabled during employment,

Centrica has developed a Carers Policy and Roy Gardoer is
President of the Carers MNagional Association.

Centrica supports the Government’s Now Deal for disabled
people, the aim of which is to recruit unemployed disabled and carers
inzo the Group’s Manchester-based operations. In due course,
Centrica’s experience will be shared with other UK employers.

The Group continues to support Investors in People and a
number of operating units achisved accreditation during the year.

The Group has developed and run a serics of executive
workshops for its top 120 staff and these will be extended to other
senior managers during 1999,

Empdoves commanications

The Group is comwitted 1o effective employee communications,

which it maintains through formal and informal briefings, company
magazines, videos, tapes and electronic media. Formal communications
with trades unions take place through regular meetings between
representatives from the Company and trades unions. The Group has
procedures for the timely and accurate communication of financial
results and other significant business issues to its employess.
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Empioyns strs oplion schorans

Sharssave Scheme

Employees are strongly encourages to become shareholders in the
Company and in 1998 6,717 staff were in aggregate pranted
21,538,410 options to purchase shares in the Company under the
Centrica Sharesave Scheme at 92.2 pence per share.

Frofit Sharing Scherne

1n 1998 the Company made the first appropeiation of shares under
the Company’s Profit Shating Scheme. 12,057 full dme employees
were each awarded 384 shares and 1,452 part-time employees

were each awarded 256 shares. The Company recently announced 1o
jts employees that it would be operating the Profit Sharing Scheme for
a second year. All efipible employees wikl again reccive an equal number
of shares which will be held in trust for a peried of three years.

Pohticst and charitebie donations

A full description of the Centrica group’s involvement in the
communicy appears on pages 9 and 10. Charitable donations of
£1.35 million {1997 £1.75 million} were made during the year in
the UK. No donations were made for political purposes.

Shaws sapital

The Company’s authorised share capital as at 31 Decerber 1998,
topether with details of shares issued during the year, is set out in
note 20 on page 39.

Subsiential sharehoklings

As at 5 Maich 1999, the Company had received notification from
the Prudential Corporation ple that it had a material interest in
164,401,630 ordinary shares, which represents 3.7% of the
Company’ issued ordinary share capiral,

Ereciors

The present Directors of the Company are listed, together wich theis
biogeaphies, on page 15. Al served as Directors throughout the year.
Peter Lehmann, an Executive Director, left the Company on

31 December 1998,

Tu accordance with the Articles of Association Mike Alexander,
Roger Wood and Patricia Mann retire by rotation at the forthcoming
Annual General Meeting and will be proposed for re-clection.

Tull details of the Directors’ contracts, emoluments and share
interests can be found in the Remuneration Report on pages 18 to 22.

Augitors

Price Warerthouse and Coapers 8 Lybrand merged during

the vear to form z new firm ‘PricewaterhouseCoopers’.
PricewaterhouseCoopers were appointed as auditors to the Company
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with effect from 1 July 1998. They have expressed their willingness to
be reappointed as anditors of the Company. A resolution to reappoint
thern as the Company’s auditors and authorise the directors to settle
their remuneration will be proposed at the Annual General Meeting,

Anpued General Maniing resafaluns

The resolutions to be proposed at the Annwal General Meeting o

be held on 10 May 1999, together with explanatory notes, appear in
the separate Notice of Annual General Meeting enclosed with this
Annual Report. The Directors are authorised by the sharcholders to
purchase the Company’s own shares, within certain limits and as
permiczed by the Company’s Articles of Association. Alhough no such
purchases have been made, the Directors wilk seck to rencw the
authoriry at the Anoual General Meering.

Haxlvpovdinavy Goneval Msetisg Doesolulions

Following the Annual General Meeting there will be an Extraordinary
General Meeting to consider che proposed resclutions in respect of the
speeial dividend and the relited consolidation of shares in the Company.
The notice of the Extraordinary General Meeting is contained in the
circular enclosed with this Asnual Report.

(e

I

By order of the Board
Grant Dawson
Company Sacretary
5 Mazrch 1999

Registered Office:

Charter Court, 50 Windsor Road,
Slough, Berkshire, SE1 2HA
Registered in England No: 3033654




Statement of directors” responsibilit

The Directors are required by the Companies Act 1985 to prepare
financial statements for each year which give a true and fair view of
the state of affairs 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 Directors consider that in preparing the financial statemenrs
on pages 26 to 47, the Company has used appropriate accounting
policies, consistently applied {except as permitted on the
implementation of FRS 10, ‘Goedwill and Entangible Assets’, as
noted on page 29) and supported by reasonable and prudent
jndgements and estimates, and all accounting standards which they
consider to be applicable have been followed.

s for preparing the fnancisl starements

The Directors have responsibility for ensuring that the Company
keeps accounting records which disclose with reasonable accucacy
the financial position of the Company and the Group and which
enable them to ensure thas the financial statements comply with the
Companies Act 1985,

The Directors have general responsibility for taking such steps
as are reasonably open to them o safeguard the assets of the
Group and to prevent and detect frand and other irregulanties.

Report of the auditors to the members of Centriza plo

We have audited the financial statements on pages 26 to 47 which
have been prepared under the historical cost convention and the
accounting policies set cut on pages 29 and 30.

Bsepective reeponsinifities of direciors and anditors

The Directors are responsible for preparing the Annuat Repost
including, as described above, the financial statements. Our
responsibilities, as independent audicors, are established by statute,
the Auditing Practices Board, the Listing Rules of the London Stock
Exchange and our profession’s ethical guidance.

We repott to you our opinion as to whether the financial
stagements give a true and fair view and are properly prepared in
accordance with the Companies Act, We also report to you if, in cur
opinion, the Directors’ repart js not consistertt with the financial
statements, if the Company has not kept proper accounting records,
if we have not reccived all the information and explanations we
require for our audit, or if information specified by Jaw or the
Listing Rules regacding direcrors’ remuneration and transacrions
is not disclosed,

We tead the other information contained in the Annual Report
and consider the implications for our report if we become aware
of any apparent misstarements or material inconsistencies with the
financial statements.

We review whether the statement on pages 16 and 17 reflects the
Company’s compliance with those provisions of the Combined Code
specified for our review by the London Stock Exchange, and we
reporc if it does not. We are nor required to form an opinion on the
effecriveness of the Company’s or Group’s corporate governance
procedures or its internal controls,

Basts of sudit spivion

We conducted our audit in accordance with Auditing Standards
issued by the Auditing Pracrices Board. An audit includes
examination, on a test basis, of evidence relevant 1o the amounts and
disclosures in the financial statements. It also includes an assessment
of the significant estimates and judgements made by the Disectors in
the preparation of the financial statements, and of whether the
accounting policies are appropriate to the Company’s circumstances,
consistently applied and adequarely disclosed.

We planned and perforined our andit so as 1o obrain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence ro give reasonable
assurance that the financial statements are free from material
misstatement, whether causad by fraud or other irregularity or error
In forming our opinion we also evaluated the overall adequacy of
the presentation of information in the financial statements.

Qpinion

In our opinion the financial statements give a true and fair view

of the state of affairs of the Company and of the Group as at

31 December 1998 and of the profit and cash flows of the Group for
the year then ended and have been propeily prepared in accordance
with the Companies Act 1985,

mem,ﬁm - 1 VM\IM,Q&‘Q{[Q/)
PricewaierhouseCoopers

Charterad Accountants and Registered Auditors
1 Embankment Place, London WC2ZN 6NN
5 March 1999
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Group profit and loss ancount

the vear end=d 31 Pecember

Underying

business
pertonrancs

Exceptional
charges
£m £m

Underiing
H Pariness
P opaomane

Excaptiona
hEges year

Jurnover: Group and shars of joint venturss
|ess share of joint ventures® turnover

Turnaver

Cost of sales
Gross profit
Cpsrating costs

7 451 -
{6 218)

1268
1 055) e

7 842 - :
(608) 7 239) :
508}
{227}

Group operating profit/ficss}
Share of operating loss in assockatas and joint ventures

Net interest

208 T a5y
o -

S (35)

a2 -

{835)

- 33

Profit/(loss) an ordinary activities before taxation
Tax on profit/(toss) on ordinary activities

249 (85}
{75} -

(835) 629
(168) -

Profit/{loss) on ordinary activities after taxation
for the tinancial year

BT

174 {85}

Transfer from reserves

Earnings/{loss) per ordinary share — basic
~ dituted
- adjusted

e cornparstive nicrmation far 1997 nas hesn restated 25 set cutinnote 2.

There were no recogrised gains of losses othar than those shown gbove, and 3l resulis were derved from contiruing operations,

The itoles on pages 28 to 47 form part of these financial statements.
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Balanee sheers

Company :
1998 197 .

Hatas

Fixed assets
w6 Intangible assets
12 Tangible assets
% [nvestments
~ Joint ventures:
Share of gross assels
Share of gross fabiitios
- Subsidiary undestakings
- Other investments

o
EY

Current assets
14 Stocks
 Debtors famounts falling due within one year)
15 Debtors @mounts faling due after more than one yeas;

6 investments
Cash at bark and in hand

Creditors {amounts falling due within one year)
17 Bomowings
w Cther crediters

Net current assets
Total assets fess current liabilities
Creditors {amounts falling due after more than one year}
7 Borowings
& Cther creditors

-

(169} :
2 Provisions for liabilities and charges {1 284) {1 289) : {12} fie)]

a Netassets 872 1811 ¢ 7 206

Capital and reserves — equity interests :
a Cabed up share capital 223 222 209 222
2: Share premium account 2 - 2
2 Merger reserve :
¢ Profit and loss account

22 Centrica sharehotders' funds

The financial Statements on pages 26 to 47 ware approved by the Board of directors on & March 1999 and were signed on its behalf by:

o e m

Sir Michael Perry, CBE Mark Clare
Chaimman Finance Director

The notes on pages 29 to 47 form part of these financiai statements.
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Group cash flow statement

he veay nwdad 3

December

Notes

o
#5n

L

~ =
EL

3

253

Operating activities

Fmarlclng

Cash infiow from eperating activiies before exceptional expenditure 870
Expenditure relating to excepuanal cha'qes {211}
Cash infiow from operating activities after exceptionat expendnture 659
Dividends received from associates and joint ventures 1 2
Returns on investments and servicing of finance 58
. Taxation paid {215)
Capital expenditure and financial investment {78}
Acqu:smons {101)
Cash infiow befare use of liguid resources and financing 332
Management of liquid resources {285) 44)

{42} ] (178)

Net mcrease in cash for the year 5 2
% e comparative infermabon Ky 1597 tias been rastated as 58t outin 10te 2.
e . - .

Reconciliation of net cash fow 1o movement in
cash and money marke: investments, ner of debt
for the voar wasded 31 December

159 197

£m fre

Net increase in cash for the year 5 2
Cash outflow from decrease in debt and lease financing 44 178
Cafzh eutﬂcw fl'orr murease in hquid rescsuices 285
Cr'anae in cash and money marke: mvesi"r‘e'lts net of cebt reSJI‘~nr~ f'ofn uash ﬂOW.) 334 224
Naew finance lease obligations 7 B :
Loans acquired {139} -
Debt |ssued on a"qulsmon {6} -
Muvemont in cash and money market nvectments. net of debt 182 219
Cash and mongy market investments, net of debt, as at 1 January 41 {178)
Cash and money market investments, net of debt, as at 31 December 223 4%

##h

Trie notes on pages 28 to 47 form part of these financial statements.

| Contoes e




wh

Notes to the financial statements

Principal accounting policies

Accounting principies
The accounts have been prepared in accordance with applicable accounting standards and under the historical cost convention.

Basis of preparation

ar Merger assurding

In accordance with the principles of merger accounting as set out in Financial Reperting Standard {FRS) 6 ‘Acquisitions and Mergers’, the accounts have
been prepared as if the Group had been in existence prior to the demerger of the Centrica businesses from BG plc formerly British Gas plc) on

17 February 1997.

b Consoidation
The Group accounts comprise a consolidation of the accounts of the Company and &l of its subsidiary underiakings and incorporate the results of #s
share of all associates and joint ventures,

o Aciuigilions
‘The results of undertakings acquired are consolidated from the date the Group gains cordrol.

Turnover
Turnover indudss the value of energy supplied and refiects an assessment of supplies to customers between the date of the last meter reading and the
period end (‘unvead’). Unread gas is estimated for each individual customer based on seasonal temperature profiles.

Patrofeum ravenue tax
Provision is made on a unit of prockuction basis for petroleum revenue tax expected to anise in the foreseeable future and s included within cost of sales.
Changes In estimates are dealt with prospectively.

Long term incentive schemes
The cost of potential share awards under the Group’s long term incentive schemes is charged to the profit and loss account over the pericd to
which the performance criteria of each allocation relates.

Research and development expenditure
Research and development expenditure is charged to the profit and loss account as incurred.

Intangible fixed assats

Goodvilt arising on the acguisition of a business is included in the balance sheet at cost, tess accumulated amortisation. On the acquisition of a
subsidiary undertaking, associate or joint venlure, Fgir values are attributed to the net assets acquired. Goodwil, which represents the difference
between the purchase consideration and the fair vaiues of those net assets, is capitalised and amortised on a straight-ine basis over the expected
useful life.

Prior to 1 January 1698, goodwill was taken directly to reserves, From 1 January 1998 this policy has been changed to comply with the
requirements of FRS 10 *Gocdwill and Intangible Assets'. Under the transitional provisions of FRS 10, there is no requirement to reinstate goodwill
previously taken to reserves unless there is a related disposal. The effect of the policy change in 1998 was to reduce profit before and after tax by
£0.4 milion and to increase net assets by £9.6 milion.

Goodwill is being amortised over a 20-year period, which represents the directors” estimate of is useful economic life.

Tangible fixed assets
Tangible fixed assets are induded in the balance sheet at cost, less accumuiated deprediation and less any provisions for impairment.

Freehold land is not depreciated. Cther tangible fixed asssts, except exploration and produclion assets, are depreciated on a straight-ine basis
at rates sufficient to write off the cast, less estimated residual values, of individuat assets over their estimated useful lives. The depreciation percds for
the principal categories of assets are as follows:

Freehold and teasehold buildings up o 50 years
Plant 5t0 20 years
Equiprment and vehicles 3to 6 years
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Principal accounting policies continued

Assets held under finance leases are depreciated over the shorter of the lease term or their useful economig fife.

Exploration and production assets are depreciated from the commencement of production in the fields concerned, using the unit of production
method based on the proved developed reserves of those fields. Changes in thess estimates are dealt with prospectively. The net camying value of fields
in production is compared on a figld-by-field basis, with the tikely future net revenues to be derived from the estimated remaining commercial reserves.

A provision is made where 1t is considered that recorded amounts are unlikely to be fully recovered from the net present value of fulure net reverues.

Leases

Assets held under financa leases are capitalised and included in tangible fixed assets at cost. The cbligations relating 1o finance leases, net of finance
charges in respect of future perieds, are included within borrowings, The interest element of the rental obligation is allocated to accounting periods during
the lease term to reflect the constant rate of interest on the remaining balance of the obligation for each accounting period. Rentals under operating
leasas are charged 10 the profit and loss account as incurred.

Fixed asset investments
Fixed asset investments are included in the balance sheet at the lower of cost or directors’ valuation, less accumulated provisions for amortisation and
any impairment,

Stocks
Stocks are valued at the lower of cost or estimated net realisable vaiue.

“Take or Pay’ contracts

Wherse 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. Where necessary, a provision is made against these prepayiments to reflect the directors' estimate of the difference between the payment
made for gas not taken and the estimated net realisable value of that gas when taken.

Abandonment costs

Provision is made over the fife of the field for the estimated cost of weli site restoration and pipeline and platform removal at the end of the producing lives
of fields. The provision is calculated using the unit of production method and is based on proved developed resarves, price levels and technclogy

at the balance sheet date. Changes in estimates are dealt with prospectively.

Pensions

The cost of providing retirement pensions and retated benefits is charged to the profit and loss acceunt over the periods benefiting from employees’
senvice. 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-
ling method is applied for amortising sumpluses and interest.

Long-ierm ssles contracts
Provision is made for the net present value, using a risk-free discount rate, of any expected losses on long-temn sales contracts. The provision is based
on the difference between the contracted sales price and the expected welghted average cost of gas.

Deferred tax
Deferred tax, in respect of accelerated capital allowances and other timing differences, including pension provisions, is provided only 1o the extent that
it is probable that a liability or asset will crystalise.

Finangial instruments
Derivative: financial instruments are used dy the Group mainly for the management of its forelgn cumency and interest rate exposures.

Forward exchange contracts are used to hedge exposures to movements in foreign currencies. Such contracts are matched at their inception to
expected future cash flows from specific exposures within financial years. Galns and losses are refeased to the profit and foss account to match the
income and cogls of the underying transactions they are intended to hedge. At a year-end, outstanding forward exchange contracts used as a hedge
ars not revalued but are camied forward to match against comesponding gains or losses from the ordginal exposures.

Gains and losses under forward rate agreements used to reduce exposure to movements in shiort-terrn interest sates are amortised evenly over
the notional pericd of each forward rate agreement.
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2 Merger accounting, comparative information and restatements

On 17 February 1997, BG plc {formerly British Gas plc) demerged certain businesses {grouped together under GB Gas Holdings Limited (GBGH))
to Centrica plc. As explained on page 29 under note 1: 'Basis of preparation’, these group acceunts have been prepared as if the Centrica Group
had been in existence for the whole of 1997, The profit for the GBGH group from t January to 17 February 1997, included within these financial
staternents, was £90¢ million.

Prior to demerger, the compariies comprising the Cenfrica businesses were transferred to GBGH, a subsidiary undertaking of BG ple. Upon
demerger the share capital of GBGH was transferred to Centrica plc and was recorded at the nominal value of shares issued 1o BG pic shareholders.
In accordance with Sections 131 and 133 of the Companigs Act 1985, no premium was recorded on the shares issued, On consolidation, the
difference between the nominal valus of the Company's shares issued and the amount of share capital and share premium of GBGH at the date
of demerger was credited 10 a merger reserve.

The comparative figures have boen restated to reciassify the Group's share of associates’ and joint veriures” interest to “Net interest’ from
“Share of operating loss in assoclates and joint ventures” within the profit and loss account, and to identify separately ‘Dividends received from
associates and joint ventures' in the cash flow statement. These adjustments have been made to comply with FRS 9 "Associates and Joint Ventures',

Turnover, operating profit/loss) after exceptional charges, and net assets are analysed below. Exceptional charges are explained in note 4 and have
been charged to the following segments: Energy Supply £77 million (1997 £608 million), Services £6 milion (1 GO7 £33 million} and Retail £2 million
(1997 £2 milion). Windfail Tax charged in 1997 of £192 milion did not relate to a specific segment. Al tumover aress In the United Kingdom, of which
£13 milion (1997 £nil) related to exports to the rest of Europe. All net assets were located in the United Kingdom.

Tutraner® Operating proftfoss)® Met assels )
1988 1997 1958 1997 1898 1997
£m &m o o £m o
Energy Supply 6 784 7192 165 (339) 1253 1 543
Services 526 467 3 82) 51) 30
Retail 169 183 {33) {47) 8 (14
COther 2 - M2} - @ -
Windfall Tax - - - {192} - {98)
7481 7 842 123 (B60) 1208 1403
Unallocated net liabilities® - - - - {336} ©2)
Centrica Group 7 481 7 842 123 {660} 872 311
Share of operating profit/joss) in
- assaciates
- ioint ventures
19938 199.7"“.
& nglocated net lakdites comprsad. m om
Feed assel imvastments R 26
tnfbrest bearing transportation prepayments 242 271
Accrue interest ] 3
Special dividand payabie (539 -
Taxation (313) 433
Cash and money market investments, net of gebt 223 41
{338} 2]

B Tha turnever 2nd operating profit of businesses aoquired during the yoar were not Maled.
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Nozes 10 the Snancial statemunes

1698 o 1957 )
Undelying ) Unsdertying H
business Exceptionat busingss Exceptional :

- performance charges Total peromizce chagss Total

4 Costs fm £ £m fm e em
Cost of sales® 6218 63 6 281 6 631 608 7238 |
Operating costs™ 1055 22 1077 1036 227 1263 |
7273 85 7358 7667 835 8502

A (as rAYSHOMABON Casts of £2,192 mikion (1997 £2,50% milion} wird inchsded within cost of saies. Distributian costs were ot materdal and operating costs wese all consdered to be administalhe GEemses.

1888 1967 :

Underlying Undleryizig i

ussiness Exceptional busness Exceptional H

performance chargest Total performance charges? Total
£m £m £ £m em o

Group cperating profitoss) is stated 5
after charging/{crediting): i
Contract renegotiations ‘ L e T e : E
Sales contract loss provisions

o e
S
S

A o s s

Setieianna
T

¥ dapattatel s
e
neneney

i TR
Euro preparation costs Srorabadbuie
ol s s
Restructuring 1 Peimai et
9 costs Pl
Windfal Tax e
000 A
Year 2000 costs R
3
Depreciation: ) 2
~ owned assets ;
- leased assets

impairment of fixed asset investments
Operating lease rentals:

- plant and machinery

- property

~ other
Profit on sale of tangible fixed assets

Research ang development

Auditors’ remuneration:

~ gtatutory audit »
- Company 132
- Subsidiaries &
- other audit Ha
s STaitea s : side
- other B R e

27 - .7

1 Exceptional charges are explainad on pages 32 and 33. Nona had any effect o the Lax charge for either 1038 or 1997,

Contract renegotigtions

‘The Group has renegotiated certain long-tem *Take or Pay' contracts which potentially would have resulted in commitments to pay for gas that would
be excess to requirerents and/or at prices above likely market rates. These renegotiations resulted in exceptiona charges. representing the net present
valug of payments, due to the suppliers as cansideration for the renegotiations, of £63 million (1987 £573 miliion). During the year £52 million was paid
in respect of the exceptional charges booked in 1998, with a further £34 million relating to costs incurred in 1997, bringing total payments in 1998 to
£86 milion (1997 £464 million). Urpaid elements of the 1997 and 1998 charges amounting to £54 milien were induded in creditors due within one year
(243 million relating to 1997 charges and £11 million refating to 1998 charges) and £127 million (after discounting adjustments) was included within
provisions (which ail related to 1997 charges). The amount included in prewisions represents the net present valus of the estimated payments dugin
periods between the years 2002 and 2008.

Sales contract loss provisions
The exceptional charge of £35 million in 1997 was mads to provide for losses expected to arise from certain fong-term sales contracts- Provision was

made for the net present value, using a risk-free discount rate, of expected l0sses based on the difference between sales price and the expected
weighted average cost of gas.
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4 Coses continued

a}

b

e

Year 2000
The Group incurred and paid £21 milkon (1897 £3 million} on Year 2000 computer systems business-readiness preparations, of which £19 miflion
(1997 £ni) represented bought-in services, which have been treated as exceptionat.

Restructuring costs

In 1997 a restructuring charge of £35 million, comprising severancs and related penslon costs, arose in Services and Retail. The exceptionst payments
of £10 million in the year (1997 £93 million} represented £9 milion against the 1997 restructuring charge and £1 million against earlier provisions. The
£3 million restructuring charge in 1998 principally represented the costs of further recrgarisation within Retail.

Windfafl Tax
A one-off Windfall Tax charge of £192 million was incurred in 1897, This was not a tax on current profits and was therefore included within operating
costs as an exceptional charge, The first instaiment of £96 milion was paid in December 1897 and the remainder was pald in December 1968.

Directors and employees

1098 1957
Employee cosis

fn

£m
Wages and sataries 355 342
Social security costs 28 28

30

5

Other pension costs {see note 23) 30

tong Term Incentive Scheme 2
Employee Profit Sharing Scheme 7 5

425 407

Details of directors’ remuneration, share options, iong term incentive scheme interests and pension entitlements on pages 20 to 22 of the Remuneration
Report form part of these financial statements. Details of employes share schemes are given on page 24 and in note 20 on pages 39 and 40,

Average number of empioyees during the year Humber Nurmber

Energy Supply 6 585 5 365

Setvices 8 148 8 308

Retal 1 648 1752

Cther 36 -

16 427 15 423

All staif wera employed in the United Kingdom.

1998 1997

.. om m
Net interest asrestated”

Interest receivable

Share of joint ventures’ interest receivable
Total interest receivatle

Interest payable on bank ioans and overdrafts
Finance lease charges

Motional interest arising on discounted items
Share of joint ventures’ interest payable

Total interest payable {43} 31

Net interest receivable 42 38

B The comparative figures have Deen restated to coddassify share of associates” and joint ventures” interest receivabie and intesest payatée fom “Shace of operatng kiss i associates and joint ventuwes' to *Net interest’.
in accordance with FRS § ‘Associates and Jont Ventures”
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Nozes 10 the Boancial vazrmests

1998 1987

7 Tax fm om
UK — comporation tax at 31% {1997 31.5%) 103 204
— deferred corporation tax:
- deferred petroleum revenue tax relisf 8) {8
— other timing differences {17} (18}
- change in corporation tax rate from 31% to 30% (1997 33% to 31%) 6} {14
72 164
- associates - 2 :
~ joint ventures 3 2
Tax charge® 75 168 |

? The tax charge aose principatly in respect of the: profits from tax fing-ferded gas production actiities. Losses that nave arisen elsewhere in the Groui cannot ba offset against these rng-tencad profits.

g Dividend

A special dividend of 12 pence per share, together with a related consolidation of the Company's share capital will be proposed at an Extraordinary
General Meeting on 10 May 1998, Under this proposal every ten existing ordinary shares will be consclidated into rine new ordinary shares.

s Farnings/{loss) per ordinary share

Eamings/floss) per ordinary share has been caleutated by dividing the earnings for the financial year of £89 million (1997 foss £791 mitiory by the
weighted average number of ordinary shares in issue during the year of 4,419 mikion (1997 4,416 milion). The number of shares excludes 19 milion
ardinary shares (1997 17 milion), being the weighited average number of the Company’s own shares on the Group balance sheet during the year (see
note 12). For the period to 17 February 1997, the weighted average nurnber of BG ple shares in issue has been used on the basis of a one for one
allotment on demerger.

The Directors believe that the presentation of an adjusted earnings per ordinary share, being the basic earnings/{loss} per ordinary share adjusted
for 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:

199 1967
Pence por Perice per
&m ordinary share £n ofginary share :
Earnings/Aloss) — basic 89 20 791) {17.9)
Contract logses and renegotiations 63 14 608 13.8
Restructuring costs 3 01 35 0.8
Windfall Fax - - 192 4.3
Year 2000 costs 19 0.4 - -
Earnings - adjusted basic 174 3.9 44 1.0

In addition o basic and adjusted basic earnings/{loss) per ordinary share, information is presented for diluted earnings/{loss) per ordinary share. Under
this presentation, there are no adjustments to the reported eamings for either 1998 or 1997, but the weighted average number of shares used as the

denominator is adjusted. The adjustments relate mainly fo notional share awards made to employees under the Long Temm Incentive Scheme and the

share options granted to emgloyees undex the savings-related Share Option Scheme, as follows:

1498 1957
HNumber dumnber
mifiichs miEns

Weighted average number of shares in issue 4 419 4 416

Estimated vesting of Long Term Incentive Scheme shares 16 8

Shares issued at a discount under the savings-refated Share Option Scheme 28 13

Polentaally dilutive shares issuable under the Executive Share Op’uon Scheme B 1 -

Weighted average number of shares used in the caleulation of diluted earnangs.f(loss) per ordinary share 4 464 4437
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10 Intangible Axed assets ~ goodwill T

11

Cost and net book value
As at 1 January 1998 -

Acquisitions (see note 13) 10
As at 31 December 1998 10

The amortisation charge for the year was £0.4 million (1997 £ai). There were no intangible fixed assets for the Company (1987 £nily.

iandanc®  Plant, ecvipmen®  Explosation and®

. Y buikdings and vehicles procksction Totat
Tangible fixed assets i i o g
Group
Cost
As at 1 January 1998 82 286 2 546 2914
Additions - 80 23 103
Acquisitions (see note 13) - 3 275 278
Disposals 27} 28) - 85}
As at 31 December 1998 55 3 2844 3240
Depreciation
As at 1 January 1998 25 107 1066 1198
Charge for the year 2 52 149 203
Disposals 7 (15) - 22)
As at 31 December 1998 20 144 1215 1379
Net book value
As at 31 December 1998 35 197 1629 1861
As at 31 December 1997 57 79 1480 1716

‘The cost and net book value of the Company's tangible fixed assets comprised equipment of £1 million {1997 £ million}.

@ Tha nat book valua of the Group's land and Dulcngs as at 31 December 1998 comprised freehokd of £15 mi%ion (1997 £36 milson), long keasetcid of £14 miion {1997 £15 milion; and short ieasenold of
£6 mifion {18A7 £5 mion).

& The net book value of tangible fixed assats held under fnance leases as et 31 Decamber 1998 within plant, equipment and vehicles was £25 miion (1997 £34 mision} and withie expioralion and procuction was
€02 reilion (1997 . The 092 mifion within expioration and producten reprosanied assets sold and teased back Ouring the year (sea nole 24h). The Company had no assits held undar Rnance lkeases (1997 £ni.

A
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Group Company® ;
Jeint ventuees and asseciates z
. . O shares? SharesD Loans  Otaer investments T
12 FE'Xed asset mvestments £m £m fm £n o om
Cost
As at 1 January 1998 13 2 28 3 46 235
Additions 9 - 9 - 18 9
As at 31 December 1838 22 2 37 2 64 244
Amortisation and provisions i
As at 1 January 1908 2} - - ) 5) -
Long term incentive schemes (5} - - - o) -
As at 31 December 1998 (7} - - 3) {10} -
Share of retained profits less losses
As at 1 January 1988 - (15) - - (15} -
Retained profits less losses for the year - 6) - - (=] -
As at 31 December 1998 - (21} - - {21 -
Net book value §
Ag at 31 December 18938 15 19 37 - 33 244 *
As at 31 December 1997 11 3 28 - 2 ! 235 |

# The Centrica Employeas Share Trust hoids 25 mition (1967 17 niion) shars in the Company, reprecenting 0.56% of the called up ordinary share capitdl (1997 0.39%), whith had a mariet valug as at
21 Docerrber 1938 of £30 mfion and a nerrinal value of £1 niion (1997 £16 milion and £1 miion respectiveh). Al oier vestments are uniisted and ere haid at the lower of G0t of tredtors’ valuation.

1055 1967
 Irwestinents in jint veniures and associates represented the following uxierlying assets/Fabities). £m fm

Irrsstrents Bt oint ventunes:

Ghare of gross assets 18
Share of gross lablites (39)
21)

nvestments i 35500ales 2

19}

The Group thare of joint ventures” gross iiabxites incidas oans payable to tha Group anounting to £19 mion (1997 £44 mdicn).
& Yhe Company's inastments sepresented £222 milion (1997 £722 niSon) of ordinary shares in GB (as Hokdings Livited and a £22 miion investmant in own shares (1997 £13 miior).

The principal undertakings of the Group are ksted in note 28 on page 47.
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13 Acquusitions

The Groun acquirad Centrica Resources Limited (formerty known as PowerGen North Sea Lirited) on 26 November 1998 and Supergas Limited and
its subsidiary undertakings on 13 March 1998, The acquisition method of accounting has becn adopted. The analysis of net assets/{libilities) acquired
and the fair value 1o the Group was as follows:

Centrica Resewroas Limited? Supargas Limaed®
ACCOUAG )
Book poky Far value Bookand !
vaki2 akgamient adustmant™ Fair vaie farvakie t
o em £ £m tm
Fixed assets 236 (1) 40 275 3 !
Stocks i - - 1 - i

Debtors 7 - - 7 3
Cash at bank and in hand 38 - - 36 -
Creditors (amounts falling due within one year) (40} - - {40 M
Loans (amounts falling due within one year) (134} - - (134 ® |
Creditors (amounts falling due after more than one year) ] - - (7 @
Provisions for lizbilities and charges (3] [ieH - {15} -
Net assets/(iabilties) acquired 95 (o) a0 123 @)
Goodwill arising (see note 10) - 0

123 7

Consideration:

Cash 123 i
Deferred considerationt - 6 !
Totai consideration 123 7

% The profit atter tax for Centrica Resources Limited, fiom 30 March 1988 10 25 November 1008, was not maleial, and for the year enced 20 March 1994 was £3 miion Supergas Limked was nol @ miatensl acquisiton

& Agustments were made to #ligh the accounting poiicies of Centrica Resoues Limited with those of the Group. Fined assels wore recoond by £1 milion £ refiect a change in palicy for accounting % explotation
coa13 from the Ul cost to the suctasshu oliorts methed. Centrica Resourcas Limitedt had previously expensed peirolzum revenue tax when paid. Provisions for Babdties and charges were increased by £0 mikon to
tefect the Group's poicy of fecOQNISKIY PENGIELIM FEvEnUE 1% O A LNt of production bass.

2 Tha took vakie of fixed assels has been adpsted Lo akgn with the & value of the asso1s acquited. The fair value equated 1o the vaiue in use of thoee assets at the acquisition date, being the net present valug of the
estimatod tuture cash Aows Tom thosa assats.

& Oelerred consderation consists of kaen noles isted on aocuisition, which are ncluded wiihia DOTOWNGS.

. 1508 1997
14 Srocks om o |
Gas in storage 82 120
Other raw materials and consumables 17 15 |
Finished goods and goods for resale 28 33
127 168 |
There were no stocks for the Company (1997 £nil).
Group Gompany
15 Debtors 1998 1907 1898 1997
Amounts falling due within one year after one yaar within one year after org year | within one year aftar one year within one year
£m £ om £m £m om 1
Trade debtors 225 - 475 2 - - -
Accrued energy incomen 683 - 764 - - - -
Amounts owed by Group undertakings - - - - 2003 155 298
Cther debtors 172 3 272 - 4 - 3
Prepayments and other accrued income:
- "Take or Pay’ 47 158 145 163 - - -
- Transportation 242 - 271 - - - -
- Other M 12 24 - - - 2
1410 173 1952 165 2 007 155 1003
= Awwdmergymomesanest'mateofmcneymf(mms:mlorrxﬁcgymsunmmnmyel ciled.
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Graup ] Company
- . 1998 T vow 1998 1997
1 Current asset mvestments m fm tm om
Money market investments® 3 56 323 44

2 Cuvent assat vestmeats inciuded £18 miion (1997 £12 milion) held by the Group's surance subsidiary undentaiings and 2 miion (1957 Onil) betd by e Law Debanture Tasst, on behatt of the Company.
as secwrity 10 oover unfundkd pension lebiities. These amounts wess not readky avallable to be used for other purposes within the Group.

. Group Company
17 Borrowings 1998 1007 Yo 190

Amounts falling due within one year atter one year within one year after one year | within one year within one year
£m fm aigd £ £ £m

Bank loans and overdrafts 38 - 4 - 24 2

Obligations under finance leases® 17 90 i0 19 - -

Loan notes issued on acquisition (see note 13) 5 1 - - - -
60 91 14 19 24 2

4 Group cbigations under kaance leases aler marg than ona year as at 31 Decamber 1908 were repayable 25 fobows: Detviesn one and two years £18 midon {1997 £5 mison}: between two and fve years £48 mifion
{1997 £14 milon): and alter five years £24 mition {1957 £ni). As at 35 December 1298 s Company had no finance lease ozligations (1997 Ond).

Group Company

1g Other creditors 1998 1597 1908 1997
Amounts falling due within one year after one year vallEn ong year sherorevear | within one year witio one yaar

£m £m om am £m £

Gas Levy payable - - 44 - - -

Trade creditors 496 - 476 - 2 i
Amourts owed to Group undertakings - - - - 1438 866 |

Taxation and social security 162 - 251 - - -

Accruals and deferred income 335 15 343 4 7 11

windfall Tax - - 56 - - 96

Special dividend payable 530 - - - 530 -

Crher 80 63 238 70 1 2
1603 78 1448 74 1978 976 |
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19

20

Asat Asat
§ Janwary Actuistion Profit and loss Hotionad Utised 31 December
.. - . g - 1998 [s8& note 13} chargaieract) interest in the year 1998
Provisions for habilities and charges o £ & om o om
Group
Abandonment cosis 72 6 10 - - 88
Defesred petroleum revenue tax 653 9 27 - - 689
Defemred corporation tax” 198 - (31) - - 167
Pension costs (excluding restructuring} 18 - 18 - - 36
Restructuring costs:
- Pension & - - - 3 3
- Other i2 - 3 - (4} 8
Sales contract loss and renegotiation provisions 260 - - 18 8 271
Other 16 - 6 - - 22
1235 15 19 (18) 1284
Company
Pension costs 3 - - - - 3
Cther 6 - - - 9
- - - 12
@ Group dofeed tax (asselsWiakiities compiise:
Poantial amounts
o umls‘?rmmd B unpxavided{neocgrised)
1998 1997 1998 1997
fm an om em
Accelerated capital S50WaNTOS 359 W 21 15
Delermed petrolewn resenue tax refaf {204) 202 - -
Qe timing diterences including fosses carmiod torwasd 12 @ (36} (374}
167 193 (2] (358
There were no potential deferred tax assetsfiabilities for the Company (1997 £nil).

- . 1996 1907
Called up share capital m om
Authorised share capital of the Company
5 500 000 000 ordinary shares of 5 pence each 275 275
100 000 cumitative redeemable preference shares of £1 each - -
Allotted and fully paid share capital of the Company
4 438 448 069 ordinary shares of 5 pence each {1997 4 436 200 823 ordinary shares of 5 pence each) 202 222
During #0998 the following ordinary shares were issued on the exercise of employee share options:

Executive Shara Opticn Savirkys-reiated Share Option
Schems Schame
1998 1997 1998 1947
Number 2087 391 467 210 159 855 50 084
Norminal valus £104,370 £23,361 £7,993 £2.505
Consideration £1,670,588 £350,241 £165,838 £42,780

Execufive Shave Option Schame

QOptions over 3.4 millon ordinary shares were outstanding as at 31 December 1998 (1997 5.8 million ordinary shares) and are exercisable at varying
dates up to 15 November 2004 at prices from 66.975 pence to 90.266 pence per share. Details of outstanding options held by Executive Directors

ara given on page 22,
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20 Called-op share capital contiewnd

21

Savings-rolated Share Oplion Scheme (Sharesave Scheme}

The Company operates an Inland Revenue approved Sharesave Scheme, which is open to al eligitls employees including Executive Directors. The
Sharesave Scheme s designed to provide a long-term savings and investment opportunity. Employess can save for periods of three or five years.
Options over 22 million crdinary shares were granted during the year (1997 62 milion ordinary shares}. Options over 67 million ordinary shares were
autstanding as at 31 December 1998 (1997 49 milion ordinary shares). These outstanding options are normally exercisable at varying datesup to
November 2003 at prices of 46.4 pence and 92.2 pence per ordinary share. Detalls of options held by Executive Directors under the Sharesave
Scheme are given on page 22.

Brofit Sharing Scheme

The Company has an Inland Revenue approved employee Profit Sharing Scheme (the Scheme) which is for the benefit of at eligible employees,
tncluding Executive Directors. The Scheme provides for the distribution fo all eligible employees of a proportion of the Company’s profit in the formn of
shares n the Company. Under the Scheme £7 milion (3997 £5 million) has been charged to the profit and loss account for the purchase of ordinary
shares of the Company. As described on page 24, an atiocation under the Scheme will be made in 1989 in respect of the 1998 financial year. When
shares are allocated under the Scheme they will be placed in trust for employees for three years,

Long Term incentive Arrangements
The Centrica Employees Share Trusts (the Trusts) were established to acquire ordinary shares in the Company, by subscription or purchase, with
funds provided by the Company, to satisfy rights to shares on the vesting of allocations made under the Company’s long-term incentive
arangements. As at 31 December 1998, the Trusts had acquired 25 milion crdinary shares at a cost of £22 milion (1997 17 milion ordinary shares
at a cost of £33 milliory), financed by interest-free loans from the Company. The shares have a markst value as at 31 December 1998 of £30 million
(1997 £16 milion). Al administration costs are borne by the Group.

Details of the Long Term Incentive Scheme, in which Executive Directors participate, can be found in the Remuneration report on pages 18 and 19,

Group Company?® :
Share Merger Profit and Share Prott and i
- Dreerim ACCount reserve loss account? Totd ] premium account w55 account Toty !
Reserves om om om tm £ m £m
As at 1 January 1998 - A67 B2 1089 - 74 74
Transter (to}/from profit and loss
account for the year - - (441) {441) - 419 419
Issue of ordinary share capital -~ 2 - - 2 2 - 2
As at 31 December 1998 2 467 181 650 2 493 485

A As permitiad by Section 23043) of the Companias Act 1985, a0 prodit and loss accountis presented for the Compeny. The Camnpany’s profi for the faancial yers wixs £949 miion {1997 £74 mitica}.
9 Cumulative goodwil lzaken diractly to raserves as at 31 Decenber 1997 wnounted to 85 miion. This goodvAl had begn taken to 1esenves as a matter of accontng pobcy and vl be charged in the peoft and loss
account should there be a subscauent dsposal of the business 1o which it refated.

et v . 1 Group Company {

22 Movement in shareholders’ funds oo o o o
v tha yoar exded 31 December £m £m £m £n
Profit/foss) for the financial year 89 {791) 949 74
Dividend . (530) - (530) -
{441} (791} 418 74
Issue of shares 2 - 2 222
Goodwill writter: off directly to reserves - {85) - -
Nst movement in shareholders' funds for the financial year {439} {876} 421 206
Shareholders’ funds as at 1 January 1311 2187 296 -
Shareholders' funds as at 31 December 872 1311 717 286
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23 Pensions

Substantially all of the Group's empiloyees as at 31 December 1998 were members of either the Centrica Statf Pension Scheme (staff and
management employess) or the Cenirica Engineers Pension Scheme (engineers). These schemes are funded to cover future pension fabiiities in
respact of service up to the balance sheet date. They are subject to independent valuations at Jeast every three years, on the basis of which the
quaifisd actuary certifies the rate of employers’ contributions which, together with the specified contributions payalle by the employees and
proceeds from the Schemes' assets, are expected to be sufficient to fund the benefits payable under the Schemes.

Centrica employees participated in British Gas Schemnes untit 31 March 1998, From 1 April 1688 Cenirica employees and a small number of
pensioners and deferred pensioners joined either the Centrica Staff Pension Scheme or the Centrica Engineers Pension Scheme. These new defined
nenefit schemes provide identical benefits to the British Gas Schemes as at 31 March 1998, A share of each of the British Gas Schemes’ assets was
transierred during the vear to the comresponding new Gentrica Schemes, proportional fo the share of the total accrued British Gas Schemes’ liabiliies
as at 31 March 1998 that were attributable to Centrica employees, or former employees, electing to transfer.

The long-term assumptions applied to calculate Centrica pensions costs, as agreed with the independent actuary, are set out below:

Upto From

31 Decarmber 1 January

1957 1988

% %

Rate of'price inflation and pension increases 4.0 3.0
Annual rate of return on investments 8.25 7.25
Future increases in earnings 6.0 5.0
Dividend growth 4.0 3.75

The independent actuarial valuation as at 31 March 1998 showed that the aggregate actuarial value of the Centrica Staff Pension Scheme’s assets
was £420 milion and the aggregate aciuarial value of the Centrica Engineers Pension Scheme was £277 million, The respective actuarial values
represented 113% and 116% of the benefits due to members, calculated on the basis of pensionable earnings and services as at 31 March 1998 on
an ongoing basis using the projected unit method.

The pension costs arising, together with unfunded pension costs, and the reconclliation to balance sheet provisions were as foflows:

Stalf Pension Schems Enginecrs Pension Schieme Totd
1995 1697 1998 1097 1998 1997
£m om £m £m £m m
Regular pension costs 29 35 13 17 42 52
Amortisation of surplus 4 © {3} @) 4 {11)
25 26 10 15 35 41
Interest (3) (9} @ @ 5} (1}
Met pension costs 22 17 8 13 30 3¢
Coraributions paid {8 @ 4 ) (i2) {12)
Increase in provision for pension costs 14 £ 4 9 18 18
Increase in provision for pension related restructuring costs - 6 - - - 6
Utilisation of restructuring provision 3} - - - 3) -
Balance sheet provision as at 1 January ) 15 - 9 - 24 -
Balanece sheet provision as at 31 December 26 15 13 g 39 24
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24 Notes to the group cash flow statement

1598

1957

7} Reconciliation of operating profitiloss] to operati em m
Group operating profit/{loss) 123 660)
Exceptional charges 85 835
Group operating profit before exceptional charges 208 175
Depreciation and amortisation 203 211
Provisions 58 87
Profit on sale of tangible fixed assets {7} -

Decrease/{increase} in working capital:
- Stocks ~- decrease/(increass)
- Debilors - decrease
- Creditors — decrease

Cash inflow from operating activities before exceptional expenditure
Expenditure relating to excepticnal charges:#
- Coniract renegotiations

- Restructuring
- Windfall Tax
- Year 2000
{211) 653)
Cash inflow from operating activities after exceptional expenditure 659 375
2 Yhe relationship of exceptionai payments ta excectional charges is explained in note 4.
1958 1997
b} Asturns on investments and servicing of finane £m m
Interest recelived 75 [2l¢]
Interest paic (15} 20
Interest element of finance lease rental payments {2 {3
58 43
1998 h 1987
¢j Taxation paid £m £m
UK comporation tax paid {217} (112)
Consartium tax relief received 2 -
(215) {112}
d) Capitad expenditure and financial investment

Purchase of tangible fixed assets
Sale ¢f tangible fixed assets
Purchase of own shares

Lean to a joint venture

Loan {0 a trade investment
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24 Notes 1o the group cash low srateners continaed

599 Tigare
&) Acquisitions fm £m
Payments on acquisition of subsidiasy undertakings {see note 13)» {124) -
Payments of deferred considerations (13) (16)
Total cash payments (137 (16)
Cash acquired 36 19
{101) 3
% I 1997 acquisitons represented the changs in the investiment i Accord Energy Uimited
11 additon 1o the above cash consideration, acquied busnesses had debis aggregating £139 mition on tha date of acquisiion which Nave been repaid Dy e Group {see note g) below)
€ Payments of geterad consideration representad relerence dividends paxt in relation to the changs In the investment in Accord Enargy Limited i 1997, Of the 103l delecred consideration of £88 rrilion,
£29 milion had been pad by 31 Dacember 1998 and after cisoounting adiustments, £79 million (1897 £87 mition) remained outstanding within creditors.
1898 1967
1 Management of Hguid resources £m om
Net purchase of money market investments {285) (44)
1998 1997
gt Financing om om
Debit due within one year:
- Net increasefidecrease) in short-term bomowings 24 2
— Net decrease in funding from BG ple - (180)
- Repayment of loans {139} -
Capital etement of finance lease rentals 1) (16)
Sale and leaseback of fixed assets {see note 24 h) 92 -
tssue of ordinary share capital 2 -
{42) (178}
Asat Aoquisitions Ciner Asat
1 January fexcluding cash ron-cash 31December
1968 Cash fiow and gvercrafist charges 1958
h} Analysis of cash and meney market investments, net of deit Y -] £m
Cash at bank and in hand - - 33
Overdrafts - - {14)
Bank loans - - (24}
Other oans due within one year {139} {5) {5}
Other loans due after more than one year - {1) (1)
Finance lease obligations - o (1a7)
Current asset investrnents - - 341
(139) (13) 223

Other non-cash changes represented finance lease arrangements which the Group entered into during the year in respect of assets with a total capital
value at the inception of the leases of £7 million, and deferred consideration of £6 milfion issued on the acquisition of Supargas Limited (see note 13).
An additional £92 million in finance lease obligations arose foliowing the sale and teaseback of certain Morecambe gas field fixed assets. This amount

has been included as part of the cash flow movement,
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25 Commitments and contingencics
i

—

Capitat expenditure
As at 31 December 1898, the Group had placed contracts for capital expenditure amounting to £7 million (1997 £3 million}. There were no capital
expenditure commitments for the Company (1697 £nil).

b) Abandonment costs
Total estimated future abandonment costs of the Group refating to exploration and production assets, at 31 December 1998 prices, were
£193 milion (1897 £187 milion). These costs are expected 1o be efigible for tax refief. The amount provided by the Group as at 31 December 1998
was £88 milfon (1997 £72 milion).

Centrica plc and its wholly owned subsidiary, Hydrocarbon Resources Limited, have agreed to provide security to a subsidiary undertaking of

BG pic, BG Exploration and Production Limited, which, as original licence holder for the Morecambe gas fields, will have exposure to abandonment
costs refating 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 falis below 150% of the estimated cost of such abandonment. The nature of the security
may taks a number of different forms and will remain in force unless and until the costs of such abandonment have been irevocably discharged and
the relevant Departrnent of Trade and Industry abandonment notice in respect of the Morecambe gas fields has been revoked.

{ease commitments
As at 31 December 1998 operating lease commitments of the Group for the following year were:

[+

e

Land andé buldéngs Other
1998 1997 : 1998 1967
£m o £m om
e e e A e A 2 e e 0 e e o it P11 A - . 5 o A . ot S i o R
Expiring:
Within one year 14 3 4
Betwaen one and five years 1 12 11
After five years 18 14 - -
23 16 15 15

There were £3 milion {1997 £ni) of land and buiiding operating lease cormmitments for the Company. The Company has guaranteed operating lease
commitments of a subsidiary undertaking for the following year of £7 miilion (1897 £5 milion) in respect of land and buildings.

There were no commitments as at 31 December 1998 under finance leases entered into, but for which inception ocours after
31 December 1998 (1997 Lnil), for the Group and Gempany.

o

-4

Litigation
The Group has a number of cutstanding disputes arising out of its nommnal activities, for which appropriate provisions have been made.
Year 2000/euwro

The Group was committed as at 31 December 1998 1o £1 mitlion (1997 £1 mition) of expenditure on Year 2000 modifications. No expenditure has
been committed in respect of the introduction of the euro. Estirnated future costs arg referred to in the financial review on page 13.

a,

——

f) Guarantees and indemnities
The Company has a £1,000 million revalving credit facifty. The magjor subsidiary undertakings of the Group have guaranteed, jointly ard severafly,
to pay on demand any sum which the Company does not pay in accordance with the facility agreement.

The Group has indemnified BG ple in respect of payments and/or losses, damages, claims, expenses or liabilities of any nature, arising out of
or in connection with the Group's performance under cartain long-term interruptible contracts which 8G ple has guaranteed to third parties. Under the
terms of the indemnity the Group will, In consideration of the guarantee, pay 1o BG plc a fee on each anniversary during the continuation of the
guarantee.

Centrica pic and BG plc have agreed, subject to certain limitations, to indemnily each other against certain actual and contingent liabliities
associated with their respective businesses.

In relation to the sale and leaseback of Morecambe gas field fixed assets, the Company has given guarantees amounting to £92 million in
respect of the sale and leaseback recorded in these financial statements and £118 million in respect of a simitar transaction disciosed as a post
balance sheet event in note 28.

The Company has given guarantees to various counter-parties in refation 1o wholesale energy trading.
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Cogmniunenss and contiagengies continugd

Gas purchase contracts
The Group is contracted to purchase 97 billiors therms of gas (1897 108 billion therms} under long-term contracts at prices, mainly determined by
varicus baskets of indices, which may exceed market prices from time: to time. In the face of full competition in the market for gas, the Group's
exposure has been reduced by the renegotiation of lower volumes and/or prices under certain contracts and by entering into long-term sales
contracts. Since January 1996 these actions, affecting 58 billion therms, have been achieved at a net present cost to the Group of £1,376 milfion.
Whilst there remains much uncertainty regasding future prices and market share, in the opinion of the Directors, no general provision for onerous
contract losses is required.

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 volume of gas that the Groug is contracted to pay
for in any year, the profile of the contract commitments, after taking account of the renegotiations referred to above, is estimated as foliows:

1958 1997}
million miion
therms thermms ¢

Within five years 48 800 55400 |

After five years 48 300 52800

97 100 108200 |

The Directors do not consider it feasible to estimate the actua future cost of committed gas purchases as the Group's external weighted average
cost of gas 'WACQG'" is subject to indexation. As a consequence of the price renegotiations referred to above, the Group's external WACOG
reduced to 16 pence per therm for the three month period ended 31 December 1998. Applying this value would imply a Group financial commitment
of approximately £16 bilion (1997 £21 bilion based on 19 pence per therm for the year ended 31 December 1997) analysed as follows:

1958 wer

fm em
Within one year 1900 2700
Between one and five years 5 900 7 900
After five years T 700 10 400
15 500 21 000

Related party transacrions

BG ple
In both 1998 and 1997, BG plc was the largest supplier to the Certrica Group and all transactions have been on an arm’s length basis on nomal
commerciat terms. On 17 February 1967 the Centrica Group was demerged from BG plc (formeddy known as British Gas ple). Prior to that date
BG ple exercised control over all of the businesses within the Centrica Group and provided a number of Group services to those businesses. As a
consequence the following disclosures were given in the 1897 Annual Report:
During the year, purchases of gas, storage and fransportation from the BG Group were material, and amounted to £2,804 million. The Centrica
Group afso seld gas to BG ple to the value of £128 million and received interest on transportation prepayments amounting to £36 million. It has
not been practicable to quantify all other, and less material, senvices arising between the Groups.

As at 31 December 1997 the Centrica Group had prepaid £271 million for transportation charges and owed the BG Group £53 rillion for
gas purchases and other lisbilties, principally finance lease obligations. Prior to demerger on 17 February 1997, the Centrica businesses were
funded by BG plc. As at 31 December 1996 the funding balance was £160 milion and upon demerger, the Centrica Group repaid the
outstanding funding balance at that date of £605 million.

BG ple is no longer a related party of the Genitrica Group and therefore the above disclosures are not required for the year ended 31 December 1998
As described in note 23, employess of the Centrica Group continued their membership of the Briish Gas Staff Pension Scheme or the

British Gas Corporation Pensicn Scheme untit 31 March 1998. From 1 April 1998 Centrica employees have been eligible to join the new Centrica

Schemes. A share of the assets of the British Gas Schemes, with a market value amounting to £664 million for the Staff Pension Scheme and

£375 million for the Engineers Pension Scheme, was transferred to the comesponding new Centrica Schemes. The amount transferred reflected the

share of the total accrued British Gas Schemes' liabilities as at 31 March 1998 that was attributable to Genirica employees, or former employees,

wio elected to transfer.
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Related party rransacuons contineed

Assogiates and joint venfures
During 1998 the Group purchased services with a value of £50 million {1997 £71 milion) from AccuRead Limited, & joint venture, and £36 million
(1997 £42 milion} from AG Solutions Limited, an associate. Between 1 January 1997 and 3 March 1997 the Group purchased £4 mifion of gas from,
and soid gas to the value of £9 millicn to Accord Energy Limited, which was en associate during that period.

In 1988 the Group lerit £9 million (1997 £17 milion} to Goldbrand Development Limited. As at 31 December 1998 the outstanding balance
on the toan account was £37 milion {1997 £28 million).

Pension schemes
The administrative costs of the Gentrica Staff and Engineers Pension Schemes amounting to £1 milion were borne by the Group. During 1997 an
appropriate share of the British Gas Staff and Corporation Pension Schemes’ administrative costs, amounting io £1 million, was borne by the Group.

Non-Execitive Dirgotor
The Group in conjunction with Privitege Insurance Company Limited { Privilege’) marketed home and contents insurance under tha brand names
British Gas Home Insurance and Goldfish Home Insurance during the year. Under the terms of the Agreement, both the Group and Privilege would
bear an equal share of the costs and receive an equal share of the profits, if any. The Group's share of the net costs Incurred under this arrangement
with Peivilege amounted to £2 million (1997 £nil).

Pater Wood, a Non-Execulive Director of Centrica ple, was able to exercise more than 30% of the votes able to be cast at general meetings of
Privilege Insurance Heldings Limited, the parent company of Privitege, until 7 October 1998 when he disposed of his interests.

Financial instruments

Forsign exchange risk

Foreign exchange rigk arises from exposure to the US dollar/sterling exchange rate within long-term gas purchase contracts . The Group's policy is to
hedge part of this ik by the purchase of forward rate contracts. As at 31 December 1998, losses of £16 million (1997 £8 milion) have been deferred
from recognition in the profit and loss account, of which £3 miliion are expected to be expensed in 1992, A net loss of £1 million was charged to the
profit and loss account during 1998. Realised deferred losses as at 31 December 1698 of £15 million (1997 £nil) are included within prepayments on
the Group balance sheet, and £1 milicn (1997 £9 million} of unreakised losses are off-balance sheet.

Fair values of financial assets and liabitities
For debtors, creditors, current asset investmenits, cash and debt, book values as at 31 December 1997 and 1998 approximated to fair values.

Post balance sheet event

On 4 March 1999, ©413 million of cash was raised through the sale and leaseback of certain South Morecambe gas field operational assets.
This transactior: has not been reflected in these financial statements.
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% Group holdng

. . N in-cezknary shares

29 Principal undertakings andnet assets Privipal acticy
As at 31 December 1998"
Subsidiary undertakiggs:
Accord Energy Limited 100 Wholesale energy trading
British Gas Energy Centres Limited 100 Sale of appliances
British Gas Senvices Limited 100 Servicing and installation of gas heating systems  :
British Gas Trading Umited 100 Energy supply |
Centrica Insurance Company Limiteg 100 insurance senvices |
Centrica Reinsurance Company Limited 100 Insurancs services |
Certtrica Resources Limited” 100 Gas preduction |
GB Gas Holdings Limited 100 Holding company
Goldfish Guide Limited 100 Consumer services
Hygrocarbon Resources Limited 100 Gas preduction from the Morecambe fields  :
Joint ventures:
AccuRead Limited 48 Meter reading
Geldbrand Development Limited 50 Financial services
Associates: .
AG Solutions Limited 40 Computer consultancy

% ag at 31 December 1699, GO Gas Hoidings Limited was a wholly owned subsidiary undenraking of the Compary. GB Gas Hokings Limited hald the investments in & cther prncipal undertzkings, except o
Hyrocarbon Resources Lamed where e investment was held by British Gas Trading Limitedt A1 principal undertakings were icomodated and eperated In the United iingdom with the exception of Centrica

Reinsurance Comgpany Limiled and Gentrica Insuranoz Company Limited whvch were incorporated i and operated rom the isle of Marn.

B During 1907 the Sroup agreed wiih NG Comoraton (NGC) of Houston, Texas. 10 2 regrganisation of the share structure of Accort Erergy Limited (Accord). NGC's ordinary shareholding was convested into a 26%
hoickng of prelerence shares ; Accord end the Group has an opiion, which it is tely 10 exercise, 10 acaue those prekrence shares on of atter 1 July 2000, The Group currently hokis 75% of the preference sharas
in Ancord. The change of contral was accounted for as an acquissbon R delenred consideration. Third party preferenca dhadond pagrrents and the capital payinent anticipated on exerdise of the Group's option are

banghaill be set against the deleTed considsration of £93 mitton estabiished upon change of conteol.
T Centrica Resources Limated and AG Solutions Limited have aceninting reference dates of 31 March
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Sharcholder information

Snrbysis of sharchuiders as a1 21 Decumber 1638

Diskitnion of shes by R,
type of sharshaider Hokdings Shans |
Nominees 7127 3589 434 173 :
Limited) companies 1051 45 334 426 ?
Banks 41 211051 ¢
Insurance companies a7 72 413896 }
Pensicn funds 48 27 803 541 |
Other corporaie bodies 812 37 560 350 |
Ingividusls 1285 365 685 681 632
Total 1294 471 4 436 448 089 |
s of sharshalazg smarehalders s s el
1-500 840 868 218 275 582 |
501 -1 000 315 080 207 470080 |
1001 - 5000 129 773 214 313779 |
5001 -10050 5838 36982283 |
10001 - 50000 1860 30 122 364 |
50001 - 100 020 215 16 159 129 |
100 001 - 1 000 000 794 304 098 399 |
1 000 €01 and above 433 3 409 026 463 |
fotal 1294 471

Raglstray

Administration enauiries about the holding of Centrica shares {other
than ADRs - s2e balow) should be direcled to the Company’s
Registrar. Changes of address and name should be communicated to
the Registrar promptly. The Registrar Gan be contacled as foliows:
Uoyds TSE Registrars

54 Pershore Road Scuth

Birmingham B22 1AD

Telephone: 0121 433 4344

Agmatgaraation of seomnds

Sharehoiders receiving dupiicate sets of company ratlings due to
multipte accounts in their name should write to Loyds TSB Registrars
1o have their accounis amalgamated,

Amesican Depositary Beosipls

On 11 February 1998 Centrica inftroducad an American Depository
Reoeipt (ADR) programme. The ADRs, sach of which is eguivalent

to 10 ordinary shares, are issued by The Bark of New York.

For enquiries about the ADR service, please contact our
represantatives at The Bark of New Yorik by dialing 1 888 BNY ADRS
inside the US and 001 212 815 5204 cutside the US or by writing 1o
The Bank of New York, Sharehokder Fesations, PO Box 11258, Church
Street Station, New York, NY 10286-1258.

Shire sppardonment and capital gHns WK base sost ot

shigres 8l demesger

Snares were aoquired in Centrica plc at demerger rom BG ple on
the basis of one Centrica share for every BG share heid at demerger.
Shares in Centrica ple acquired on demerger from BG plo wilt

45 | Cantics pig

ke freated as having a base cost for Capitat Gains Tax purposes
ascertained by reference 1o the values of Centrica and BG shares on
17 February 1997, calcutaled in accordance with the provisions of
Saction 272 of the Taxation of Chargeable Gains Act 1892. The base
cost of any holding of BG shares on that date will be adjusted on the
same basis. The relevant prices on the London Stock Exchange on
17 February 1997 were: Centrica 84.25 pence; BG 173.25 pence.
The base cost of the pre-demerger Brtish Gas ple shares wiff be spiit
between the post demerger Centrica and BG shares in the proportion
Centrica 27.053% and BG 72.947%.

Hhre oapital consolidation

A resoiution will be put 1o an Extraordinery General Meeting on

10 May 1299 that the orcinary shares of the Company should be
consolidated on the basis of ning new ordinary shares for every

ten existing shares. This propossd consolidation 5 finked fo the
recemmendad paviment of a special dividend of 12 pence par ordinary
share which will be considered at the Sxtraordinary General Maeting.

Zhare price

Details of the Centrica share price can be found on Ceefaxand in
the Londan Share Sendos pages ‘Gas Distribution’ section in the
Financiai Times.

Cordrica wabsite

Extracts of this report and further information about the Centrica Group
can be found on the Centrica home pags at www.centrica.co.ul. Other
information on Group businesses can be found at www.gas.co.uk and
www.goldfish.com,

Finangind calondar
fHgoord Dnts for the propossd spacial dividend

araed shars capityl copsolidstion 7 May 1998

and
g 10 May 1999

Aarazk Senarg Meel

Extaostingy Genarsl Magt

Whittle & Fleming Rooms

The Queen Elzabath § Conference Centre
Broac Sanctuary

Whitehail

London SW1P 3EE

Suares ax spaoisl gridand
Zpecial dividend payment
THES interim rasuite

11 May 1998
23 June 199¢
9 Sentember 1999

Progact informaticn

Shareholders who wish to find cut more about any of our products
and services should telephone:

0345 600 1 560

Opsn Monday to Friday, 8am - 8pm;

Saturgay, 8am ~ 6pm.

Centrica pic: Registerad Number: 3033664
Chaster Court, 50 Windsor Road, Siough. Berishire SL1 2HA
Telephone: 01753 758000 Facsimile: 01753 7658011
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