Corporate responsibility report 2009

Securing future

energy supplies




Securing future energy supplies

3 Overview
3 A diverse energy mix
3 Securing gas supplies

4 The role of government

4 North America

5 Performance

5 Gas

5 New acquisitions

5 Developing existing assets

5 Liquefied natural gas (LNG)
5 Gas storage facilities
6 Power generation

6 Wind power

6 Nuclear

7 Gas-fired power stations

7 Supporting microgeneration
Tables:

8 Gas

8 Electricity

8 Power generation

Corporate responsibility report 2009: Securing future energy supplies



Securing future energy supplies

Centrica has a critical role to play in securing future energy supplies for our customers at
affordable prices. Energy security is an increasingly important issue for the UK, which is

becoming more dependent on imported gas.

The need for energy security must be balanced with the
commitments for decarbonisation. The transition to a low carbon
society has begun, lead by the UK government’s ambitious
target to cut carbon emissions by 80% by 2050.

Increasing our capacity to generate power from renewable
sources such as wind is critical to meeting energy demand as
well as tackling climate change. But renewables alone cannot
meet the UK’s demand for power and must be supported by
conventional fuels and nuclear power.

Securing energy supplies while meeting the challenges of
climate change must also be balanced with the cost of energy.
The competition in the privatised UK market has helped deliver
domestic gas prices that are the lowest in Europe — around 36%
less than the EU average over the last five years'.

There is no room for complacency. Since 2004, the UK has been
a net importer of gas, and imports accounted for approximately
50% of this past winter’s demand. That figure is likely to reach
75% by 2015 and securing affordable, sustainable sources of
energy supply for our UK customers is one of our key priorities.
The UK energy regulator, Ofgem, calculated that £200bn in
investment is needed to maintain the UK’s energy security and
start to decarbonise the economy. This will inevitably have an
impact on the cost of energy for consumers with wholesale
energy prices remaining volatile. Continuing to invest in
improving the energy efficiency of our homes and businesses is
essential to avoid higher bills. Read our Customers section to
see more on energy pricing.

'Department of Energy and Climate Change quarterly energy prices:
http://www.decc.gov.uk/media/viewfile.ashx?filepath=statistics/publicatio
ns/prices/1_20091221163805_e_@ @_qgepdec09.pdf&filetype=4

A diverse energy mix

We believe that diversity is the key to secure reliable energy
supplies. By combining renewable wind power and low carbon
nuclear power with more efficient gas-fired power stations and
the sourcing of new gas supplies, we are balancing the needs for
energy security and carbon reduction.

Centrica invested £4bn in 2009 in securing new supplies and

storage for gas, developing wind farms, gas-fired power stations
and moving into nuclear power for the first time. Investing £2.3bn
in a 20% equity interest in British Energy gives us access to
power from eight existing nuclear power stations in the UK and
the right to participate in the UK’s new nuclear build programme.
We continued to invest in renewables with the launch of the
£750m Lincs offshore wind development, which will raise our
total renewable energy capacity to 650MW — enough to meet the
annual demand of around 450,000 homes. This was partly
funded by innovative financing which enabled us to unlock
capital tied up in existing wind projects to promote further
investment in renewables and help secure future energy
supplies. Centrica has also gained exclusive rights to develop
offshore wind farms in the Irish Sea Zone with a potential
capacity of up to 4.2GW.

Conventional fuels still have a place in the energy fuel mix as the
gradual decarbonisation of electricity continues. We focus on
combined cycle gas turbines (CCGT) because they offer the
cleanest power from fossil fuels. As a result, we have one of the
lowest carbon intensities of any major UK supplier at 371g CO2
/KWh in 2009. Our new Langage gas-fired power station, now
operational, is one of the most efficient in the UK and generates
enough electricity to power 1m homes.

Our upstream businesses give us more control over the cost and
source of the energy we sell to consumers through our
downstream business, by making us less reliant on volatile
wholesale commodity markets. Following the acquisition of
Venture and the stake in British Energy, the demand we are able
to meet from our own assets in the UK has progressed from 20%
in 2006 up to 60% going forward. This aligns us more to our
competitors.

Through our downstream business, we are also promoting
renewable microgeneration to customers using British Gas’
innovative technology and skilled engineers.

Securing gas supplies

Diversity is also important in securing gas supplies, helping to
manage political uncertainties and the volatility of wholesale
markets. We continued to expand our gas exploration and
production activities in 2009 with progress on several projects in
the waters around the UK and abroad.
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Our acquisition of the oil and gas field developer Venture
Production resulted in a year-end increase of our European oil
and gas reserves of 60%, and widened the range of geologies
we have access to in and around British and Dutch waters. The
Venture team has been combined with our existing upstream
workforce to form our UK upstream gas and oil business centred
in Aberdeen, UK. The skills and expertise of the Venture team
combined with our existing people will be invaluable as the
business seeks to be a leading consolidator and operator of
mature gas assets.

Liquefied natural gas (LNG) is increasingly important for meeting
UK gas demand. We are the largest holder of LNG import
capacity at the Isle of Grain terminal in the Thames estuary. We
continue to explore LNG opportunities globally with 15 cargoes
imported in 2009 from a range of countries including Qatar,
Norway and Australia. In early 2010 we gained our first LNG
producing position with a production-sharing agreement in
Trinidad. This provides us with significant development
opportunities for future, long-term LNG supplies.

We are shifting our operations in Nigeria away from gas
exploration to focus on building an LNG business.

Producing gas and purchasing LNG cargoes for the UK is only
one step in securing energy supplies. As the UK’s dependence
on gas imports increases, gas storage will play an increasingly
important role in helping maintain security of supply in the UK.
Our Rough storage facility, which accounts for 75% of the UK’s
gas storage capacity, played a crucial role in meeting record
demand for gas during the exceptionally cold winter of 2009/10.
We continue to study the potential of gas storage opportunities
with plans for three new storage facilities — Caythorpe, Baird and
Bains. Together, these would increase our storage capacity in
the UK by around 85 billion cubic feet and increase UK storage
capacity by around 50%.

The role of government

The UK government has agreed a binding target for 15% of all
energy to come from renewable sources by 2020. The power
sector will play a major role in delivering the bulk of this
commitment. Under current plans and assuming the economics
add up, we plan to invest over £3bn on 1.6GW of offshore wind,
plus a potential 4.2GW. Total investment may be over £9bn,
shared with partners. We plan to invest around £15bn in
additional sources of gas, power and storage as part of our
commitment to securing future energy supplies. We also have
an option to take part in the construction of new nuclear power
stations on a 20% basis in each of the four reactors currently
planned by EDF.

The government has a vital supporting role to play. We need a
stable investment climate, planning regime and market support
mechanisms to make these long-term investments viable. That
includes clear, long-term policies on the price of carbon and use
of the renewables obligation.

We believe a support mechanism will continue to be needed to
continue to deliver investment in renewables. The renewables
obligation is one such mechanism, which is a requirement to
either supply electricity to customers that comes from renewable
sources or pay a buyout price. Under this scheme, the Lincs
offshore wind farm will receive two Renewable Obligation
Certificates (ROCs) for each megawatt hour generated and this
was an important factor in our decision to invest in the project.
(See more on our engagement with governments in Stakeholder
dialogue.)

The UK government also plays an essential role in the
development of long term LNG contracts. The UK’s foreign
policy needs to continue to be aligned to the UK’s energy
security needs.

North America

Unlike the UK, security of supply is not as crucial an issue in the
United States or Canada. This is primarily due to the existing
amounts of natural gas in North America and the continued
dominance of coal in the energy generation market.

Our North American business, Direct Energy, is nonetheless
seeking to expand its own gas and electricity resources to supply
its customers. Our strategy is to build Direct Energy into a more
vertically integrated energy company, mirroring closely the
Centrica model and achieving an energy hedge of 35-40% over
time. This will enable better management of volatile wholesale
markets and more attractive propositions for customers.

Corporate responsibility report 2009: Securing future energy supplies



Progress key:

Achieved Partially achieved e Not achieved

Gas

New acquisitions

Previous commitment

Invest over £15bn to secure new power and gas by 2020

Our acquisition of the oil and gas field developer Venture in August
2009 significantly increased our gas production assets. We are
integrating Venture into the UK upstream gas and oil business. It
will give us the technical and operating capability to work across a
wide range of geologies and technologies in offshore oil and gas
in and around UK, Dutch and Norwegian waters. In particular, the
addition of the Venture team gives us the skills and expertise to
become a leading consolidator and operator of mature and
orphaned gas assets (those sold on by oil and gas companies,
with some gas remaining to be extracted).

The addition of Venture’s reserves brought our total European
gas and oil reserves base to 395 million barrels of oil equivalent
by the end of 2009. This was an increase of 60%.

In 2009 we increased our interest in the undeveloped York gas
field in the Southern North Sea to 90%. We also signed a
production sharing agreement with the Government of Trinidad
and Tobago to hold a non-operated equity stake of almost 30%
in a gas exploration Block off the east coast of Trinidad.

We continued to develop existing assets in 2009 to increase gas
production. Progress includes:

e Completion of the Grove development project under budget,
ahead of schedule with excellent HSE performance

e Third development well successfully drilled at Chiswick gas
field, with production expected to start in 2010

e Work begun on the F3-FA development in the Dutch
North Sea

e Seven Seas well and subsea connection complete in the
Southern North Sea, awaiting pipeline tie in to the West
Sole Alpha platform

e Progress on joint Eris and Ceres subsea developments with
first gas expected in 2010

e Work commenced on the Cygnus development where we
will be drilling two appraisal wells in 2010

As part of our exploration, gas was discovered at the Rhyl
exploration prospect in the East Irish Sea. However, we also had
some disappointing results from appraisal drilling on the Acorn

prospect and Alcyone prospect, and unsuccessful exploration
drilling on the Deep Banff, Morpheus and Mon prospects in the
North Sea.

In Nigeria we are shifting our focus away from gas exploration to
building an LNG business. This move significantly reduces our
social and environmental impact in the country. Given our
interest in sourcing energy supplies in the country though, we
remain committed to developing strong relations with key
stakeholders.

Developing existing assets

Previous commitment

Continue exploration activities in the UK, Norway and
Nigeria

We continued to develop existing assets in 2009 to increase gas
production. Progress includes:

e Completion of the Grove development project under budget,
ahead of schedule with excellent HSE performance

e Third development well successfully drilled at Chiswick gas
field, with production expected to start in 2010

e Work begun on the F3-FA development in the Dutch
North Sea

e Seven Seas well and subsea connection complete in the
Southern North Sea, awaiting pipeline tie in to the West Sole
Alpha platform

e Progress on joint Eris and Ceres subsea developments with
first gas expected in 2010

e Work commenced on the Cygnus development where we
will be drilling two appraisal wells in 2010

As part of our exploration, gas was discovered at the Rhyl
exploration prospect in the East Irish Sea (see case study from
a geologist’s perspective). However, we also had some
disappointing results from appraisal drilling on the Acorn
prospect and Alcyone prospect, and unsuccessful exploration
drilling on the Deep Banff, Morpheus and Mon prospects in the
North Sea.

In Nigeria we are shifting our focus away from gas exploration to
building an LNG business. This move significantly reduces our
social and environmental impact in the country. Given our
interest in sourcing energy supplies in the country though, we
remain committed to developing strong relations with key
stakeholders.
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Liquefied natural gas (LNG)

Previous commitment

Continue international dialogue to source gas supplies,
including discussion with National Oil Companies

As part of our international dialogue to source gas supplies, we
continue to explore LNG opportunities globally. LNG will play an
increasingly significant role in UK gas security as local
production declines. We imported 15 cargoes of LNG to the UK
in 2009 and have a diverse range of supply countries including
Qatar, Norway and Australia.

Our production-sharing agreement in Trinidad and Tobago —
announced in February 2010 — creates future opportunities to
provide LNG supplies from our own production relationships,
rather than purchasing it through contracts or on the short
term market.

Gas storage facilities

Our Rough storage facility, which accounts for 75% of the UK’s
gas storage capacity, was critical in meeting record demand for
gas during the exceptionally cold winter of 2009/10. It supplied
around 10% of UK gas demand on each of the three days in
January 2010 when National Grid ‘Gas Balancing Alerts’ were
issued. Reliability of the Rough facility exceeded 98% in 2009.

Work continues on our three potential storage projects Caythorpe,
Baird and Bains — which together would increase our gas storage
capacity in the UK by around 85 billion cubic feet (BCF). We have
now largely completed Front End Engineering Design (FEED) for
Caythorpe having previously obtained planning permission, FEED
has commenced at Baird, and planning permission has been
granted for the Bains onshore facility.

Power generation

Previous commitments

Commission Langage power station

Continue to work with the UK government and regulator
to support a policy and regulatory framework that
incentivises the delivery of new renewables

Explore access to debt and equity finance to secure
funding to develop renewable energy projects

Plan to invest over £15bn to secure new power and gas
by 2020

Continue to develop our UK renewable generation
capacity of 1.6GW over the next few years

We increased our UK power generation capacity from 4.5GW to
7.1GW in 2009. Our total output volume rose to 25.2 terawatt
hours (TWh) from 23.4TWh in 2008.

We are investing in new wind power and other renewables
essential to secure a low-carbon power supply and meet the UK
Government'’s target for 15% of the nation’s energy to come from
renewable sources by 2020. However, renewables alone cannot
meet the UK’s power demand and must be supported by other
sources that can provide more consistent and reliable power
loads. We therefore continued to invest in efficient gas-fired
power stations and entered the UK nuclear industry with a stake
in British Energy.

Wind power

We continued to build our wind power capacity, which reached
382MW by the end of 2009. The 270MW Lincs offshore wind
farm, which received final investment approval in October, will
bring our total renewable energy capacity to 650 megawatts —
enough to meet the annual demand of 450,000 homes.

Construction on the £750m Lincs project will begin in 2010 and
we expect first power to be generated in 2012. Once operational,
the Lincs offshore wind farm will receive two Renewable
Obligation Certificates (ROCs) from the UK government for each
megawatt hour generated. Achieving this agreement was
essential in financing the project and an important element of our
work with the Government to establish a regulatory framework
that incentivises new renewable developments.

We came up with innovative ways to unlock capital tied up in
existing wind projects to fund further wind developments in 2009.
For example, finance for the Lincs investment comes partly from
the sale of a 50% equity stake in the Lynn, Inner Dowsing and
Glens of Foudland wind farms for £84m, together with
approximately £340m of project finance facilities from a consortium
of banks. Centrica entered into Power Purchase Agreements
(PPA) to purchase all the power and 50% of the ROCs generated
by the three refinanced wind farms over the next 15 years.

In December 2009, we also announced a deal to sell a 50%
stake in the Lincs project to Siemens Project Ventures and Dong
Energy which will enable us to use the latest Siemens turbines
which offer higher power output.

We made progress towards developing 1.6GW wind power
capacity with a planning application for offshore wind
developments at Docking Shoal and Race Bank in the Greater
Wash area. These could generate a combined 1.1GW — enough
to power around 760,000 homes.

We also have the opportunity to further expand wind power with
exclusive rights to develop offshore wind farms generating up to
4.2GW in the Irish Sea Zone. We secured this opportunity in
January 2010 through The Crown Estate’s Round 3 offshore
wind tendering process.

Nuclear

Nuclear power provides a large-scale source of reliable, long-
lived low-carbon energy generation. Centrica invested £2.3bn to
acquire from EDF a 20% equity interest in British Energy, which
operates nuclear power stations in the UK.
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The joint venture with EDF gives us access to 20% of the
uncontracted power from the existing eight nuclear power
stations and an additional 18 terawatt hours (TWh) of power
from EDF over five years from 2011. It also enables us to further
increase our capacity by participating in the programme to build
new nuclear power stations in the UK. Centrica has directors on
the joint venture boards governing both the existing British
Energy fleet and nuclear new builds.

Responsibility for operation of the nuclear facilities remains with
EDF. However, we aim to use our position as a partner in the
joint venture to ensure responsible practices are maintained and
safety remains paramount. For more information on nuclear
energy, see our web pages on nuclear power.

Gas-fired power stations

In 2009, we continued to improve the efficiency of our existing
gas-fired power stations and our new Langage power station in
Devon provided first power to the grid at the end of 2009. The
highly efficient combined cycle gas turbine plant at Langage has
a thermal efficiency of 53%' compared to 45%' of most CCGTs.
Langage has a capacity of 885MW — enough to power 1m
homes — and will reduce the cost of transporting power to the
South West of the UK, which has the lowest level of power
generation in the country.

Supporting microgeneration

Through British Gas’ range of technologies and team of service
engineers, we are well positioned to promote renewable
microgeneration to residential and business customers.

British Gas acquired a 19% stake in biomass heating provider,
Econergy Ltd, in 2009. This adds to existing investments in
microgeneration through our Solar Technologies business, and
10% equity stake and distribution agreement with fuel cell
business Ceres Power. In February 2010, we announced the
launch of five demonstration projects that aim to inject
biomethane into national gas supplies, generated from organic
material such as cattle slurry, food and household waste.

' This is a Higher Heating Value (HHV) figure.
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Gas

Unit 2009 2008 2007 2006 2005
Centrica Energy gas production volumes' mmth 1,708 2,418 2,260 1,916 3,057
Gas storage volumes in the UK? BCF 193.3 178.1
Storage duration at Rough gas field days 75 75
"Represents the amount of energy sold as a result of our hydrocarbon sales, not the physical volume produced.
2Total is calculated based on Centrica equity.
Electricity
Unit 2009 2008 2007
Exported power’ GWh 30,134 28,054 24,898
Power capacity MW 9,190 6,569 6,219

'Exported power is the amount of ‘power available for sale’. This differs from power generated due to some energy being consumed in the process
and different sources being included in the total. This data includes total power produced and power purchased from non-Centrica facilities through

power purchase agreements.

Centrica UK fuel mix1 Unit 2009 2008 2007 2006 2005
Proportion of coal % 15 13 18 15 14
Proportion of natural gas % 62 66 56 58 62
Proportion of nuclear % 14 13 20 22 16
Proportion of renewables % 7 6 4 3 5
Proportion of others % 2 2 2 2 3
Power generation

Centrica North America fuel mix’ Unit 2009 2008 2007 2006 2005
Proportion of coal % 32 25 34 29 -
Proportion of natural gas % 40 44 35 40 -
Proportion of nuclear % 16 17 21 1 -
Proportion of renewables % 11 11 8 20 -
Proportion of others % 1 3 2 10 -
Centrica Europe fuel mix?

Proportion of coal % 1 2 - - -
Proportion of natural gas % 42 54 - - -
Proportion of nuclear % 45 34 - - -
Proportion of renewables % 6 8 - - -
Proportion of others % 5 2 - - -

" Data based on fiscal year not calendar year

2 This data is based on information from the first quarter of 2009
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