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Hydrocarbon Resources Limited

Directors’ report for the period ended 31 December 2006

The Directors present their report and the audited financial statements of Hydrocarbon Resources Limted (“the
Company™) for the period ended 31 December 2006 The accounting reference date for 2006 has been changed to 31
December 2006 resuiting i the preparation of financial statements for the penod then ended As a result,
comparatives for the Profit and Loss Account, the Statement of Total Recogmsed Gains and Losses and related notes
are noi comparable

Principal activities
The principal activity of the Company 1s the production of gas from the North and South Morecambe Gas fields

Business review

The Company, as part of the Centrica plc group (“the Group™), continued 1ts mayor activity 1n the production of gas
and associated condensate from its two production fields (North and South Morecambe) in Morecambe Bay These
fields represent the largest producing gas fields m the UK continentat shelf, with proven and probable reserves of
approximately 1,016 bilhon cubic feet at 31 December 2006 (30 December 2005 - 1,136 billion cubic feet)
Production of gas amounted to 120 billion cubic feet (30 December 2005 246 billion cubic feet) in the period with
total condensate sales equivalent to 460,000 barrels of o1l equivalent (30 December 2005 500,000 barrels of o1l
equivalent)

In addition to the Morecambe gas fields, Hydrocarbon Resources Limited 1s Operator of the Bamns field (52 8%
working interest)

Financial results and dividends

The Company's profit after tax for the penod 15 £527,926,000 (period ended 30 December 2005 £652,047,000) In
the peniod to 31 December 2006, £527,926,000 has been transferred to reserves (£652,047,000 transferred to reserves
for the period ended 30 December 2005)

No dividends were paid during the period and the Directors do not recommend the payment of a dividend (2005 ml)

Future developments
The Company 15 1n a good position to take advantage of any opportumities which may arise m the future

Key performance indicators

The Directors of the Centrica plc group use a number of key performance indicators to momtor progress agamst the
Group’s strategy The development, performance and position of the Group, which includes the Company, are
discussed on pages 10-11 of the Annual Report and Accounts of Centrica plc whuch does not form part of this report

Risks and uncertamnties

From the perspective of the Company, the principal risks and uncertainties are integrated with the principal nsks of the
Group and are not managed separately Accordingly, the principal nisks and uncertamnties of the Group which include
those of the Company are discussed on page 21 of the Annual Report and Accounts of Centrica ple group which does
not form part of this report

Financial risk management

The Directors have established objectives and policies for managing financial nisks to enable the Company to achieve
1t’s long-term shareholder value growth targets wathun a prudent nisk management framework These objectives and
policies are regularly reviewed

Exposure to commodity price nisk, counterparty credit nsk and hquidity nisks anses in the normal course of the
Company’s business




Hydrocarbon Resources Limited

Directors’ report for the period ended 31 December 2006-continued

Financial risk management- continued

The most sigmificant financial nsk facing the Company relates to commodity prices The risk 1s primarty that market
prices for commodities will move adversely thereby potentially reducing expected margins  This risk 15 managed on a
Group basis whereby the Group optumises 1ts asset and contract portfolio based on comprehensive market analysis and
continuous assessment overseen by the Financial Risk Management Commuttee

Counterparty credit exposures are monitored by individual counterparty and by category of credit rating, and are
subject to approved lmits  Credit nisk 1s predommantly limited to exposures with other Centnica group companies

Cash forecasts denufying the iquidity requirements of the Company are produced frequently and reviewed regularly
to ensure there 1s sufficient financial headroom for at least the subsequent 12 month penod

The Company does not take part i hedging of any kind

Directors
The following served as Directors dunng the year and up to the date of signing these financial statements

Michael Garstang

Jake Ulnch

Kevin Cochrane

John Shears

Andrew Le Poidevin (appomnted 19 January 2006)
Nicholas Dunn (resigned 19 January 2006)

At no tume dunng the period ended 31 December 2006, did any Director have any interest in the shares of the
Company or any other company 1 the Centrica group, except for the interests in, and the options over, the shares and
mterests of the ulumate parent company, Centrica plc

Details of the nterest of Jake Ulrich in the shares and options over shares m the ultimate parent company, Centrica
ple, are shown in the Annual Report and Accounts of Centrica ple, which do not form part of this report

There were no contracts of sigmficance dunng or at the end of the financial penod to which the Company or any
subsidhary and associated undertakings 1s a party and in which any Director 1s or was matenally utterested

Related party transactions

The Company has taken advantage of the exemptions within Financial Reporting Standard No 8 “Related Party
Disclosures” from disclosure of transactions with other Centrica group compames There have been no other
related party transactions during the period requining disclosure (peniod ended 30 December 2005 £ml)

Creditor payment policy
The Company aims to pay all its creditors promptly within agreed contract terms The trade creditors at the period
end represented 18 days (2005 29 days) of purchases

Political and charitable donations
The Company made no political or charitable donations during the period (2005 £ml)

Employment policies
Dunng 2006, the Company employed an average of 301 people, all employed in the United Kingdom (2005 307)

The Company 18 commutted to pursuing equality and diversity 1 all its employment activities and continues to support
mtiatives to provide employment for people from mmonty groups in the commumty, mcluding people with
disabilities, carers and lone parents To the extent possible, people with disabihties are offered the same employment
traming, career development and promotion opportumbies as other employees The Centrica Group, to which
Hydrogen Resources Lumted belongs, 1s acuvely working with a number of orgarusations m the diversity arena
including the Employers” Forum on Disability, the Employers’ Forum on Age, Race for Opportunity, Carers UK,
Opportunity Now, Working Famulies and Jobgentre Plus




Hydrocarbon Resources Limited

Directors’ report for the period ended 31 December 2006-continued

Employment policies- continued
The Company’s busmess principles and policies set out standards of behaviour expected of its employees 10
conducting business in an ethical way

Employees are regularly updated on performance agamst the Company’s strategy There are regular employee
surveys, action planning forums and dialogue with representatives of local employee consultative bodies and
recognised trade unions to ensure a comprehensive understanding of employees’ views  The Centrica Group, to which
Hydrogen Resources Limuted belongs, encourages employee share ownership by operating tax authonty-approved
share schemes open to all eligible employees, mcluding Executive Directors

Directors and Officers Liability
Drrectors and officers Liability msurance has been purchased by the ultimate parent company, Centrica plc, and was m
place throughout the penod under review

Auditors
In accordance with Section 386 of the Comparues Act 1985, the Company has elected to dispense with the obligation
to reappoint auditors annually, and PricewaterhouseCoopers LLP will therefore continue m office

Disclosure of information to auditors

Each of the Directors who held office at the date of approval of this Director’s Report confirm that so far as he 1s
aware, there 18 no relevant audit information of which the Company’s auditors are unaware and he has taken ail
steps that he ought to have taken as a director 1o make lmself aware of any relevant audit information and to
establish that the Company’s auditors are aware of that nformation

Post Balance Sheet Events
There have been no post balance sheet events which require disclosure




Hydrocarbon Resources Limited

Directors’ report for the period ended 31 December 2006- continued

Statement of Directors’ responsibilities for preparing the financial statements
The Directors are responsible for preparing the Annual report and the financial statements in accordance with
applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial penod Under that law the
Directors have elected to prepare the financsal statements 1n accordance with United Kingdom Generally Accepted
Accounting Practice (Umited Kingdom Accounting Standards and applicable law) The financial statements are
required by law to give a true and fair view of the state of affairs of the Company as at the end of the financial
period and of the profit or loss of the Company for the financial period

In preparing those financial statements the Directors are required to

. select suitable accounting policies and then apply them consistently, except for changes ansing on the
adoption of new accounting standards,

. make judgements and estumates that are reasonable and prudent,

. state whether applicable UK Accounting Standards have been followed, subject to any material departures
disclosed and explamed mn the financial statements, and

. prepare the financial statements on the going concern basis, unless 1t 15 wappropriate to presume that the
Company will continue 1n business

The Directors confirm that they have complied with the above requirements 1n preparing the financial statements
The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financsal position of the Company and enable them to ensure that the financial statements comply with the

Companies Act 1985 They are also responsible for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of frand and other irregulanties

By order of the Board

For And on beHalfof
Centrica Secretanes Limuted
{Company Secretary)

Date 15 ocTofER 200F

Registered Office Millstream
Maidenhead Road
Windsor
Berkshire
SL4 5GD



Hydrocarbon Resources Limited

INDEPENDENT AUDITORS’ REPORT TO THE MEMBER OF HYDROCARBON
RESOURCES LIMITED

We have audited the financial statements of Hydrocarbon Resources Limited for the penod ended 31 December 2006
which compnise the Profit and Loss Account, the Balance Sheet, the Statement of Total Recognised Gamns and Losses
and the related notes These financial statements have been prepared under the accounting policies set out therein

Respective responsibilities of directors and auditors

The directors’ responsibihiies for the preparation of the financial statements i accordance with apphicable law and
United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set out i the
Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements 1n accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland) Thus report, including the opinion, has been prepared for
and only for the company’s members as a body m accordance with Section 235 of the Companies Act 1985 and for no
other purpose  We do not, in giving this opinion, accept or assume responsibility for any other purpose or to any other
person to whom this report 1s shown or into whose hands 1t may come save where expressly agreed by our prior
consent 1 writing

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared
1n accordance with the Compamies Act 1985 We also report to you 1f in our opimon the mformation given in the
Dhrectors' Report 1s consistent with the financial statements

In addition we report to you 1f, m our opimon, the company has not kept proper accounting records, 1f we have not
recerved all the information and explanations we requure for our audst, or 1f information specified by law regarding
directors’” remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the implications for our report if we become aware of any apparent
misstatements within 1t

Basis of audit opimon

We conducted our audit m accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit mcludes exammation, on a test basis, of evidence relevant to the amounts and
disclosures 1n the financial statements It also includes an assessment of the significant estunates and judgments made
by the directors 1n the preparation of the financial statements, and of whether the accounting policies are approprate to
the company’s circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtan all the information and explanations which we considered
necessary 1n order to provide us with sufficient evidence to give reasonable assurance that the financial statements are
free from material nusstatement, whether caused by fraud or other iregulanty or error In forming our opimion we also
evaluated the overall adequacy of the presentation of mformation in the financial siatements

Opimon
In our opainion

e the financial statements give a true and fair view, mn accordance with Unuted Kingdom Generally Accepted
Accounting Practice, of the state of the company’s affairs as at 31 December 2006 and of 1ts profit for the
penod then ended,
the financial statements have been properly prepared n accordance with the Companies Act 1985, and

e the nformation given 1n the Directors’ Report 1s consistent with the financial statements

freanc o

PricewaterhouseCoopers LL

Chartered Accountants and Registered Auditors
1 Embankment Place, London WC2N 6RH

|6 October 2007



Hydrocarbon Resources Limited

Profit and Loss Account for the period ended 31 December 2006

Notes

Turnover 2
Cost of sales

Gross profit

Other income

Operating profit

Interest recervable and similar income
Interest payable and simlar charges

Profit on ordinary activities before taxation

N W Lh Lh

Tax on profit on ordinary activities

Retained profit for the financial period

All activities relate to continuing operations

Period ended Penod ended
31 December 30 December

2006 2005
£000 £000
827,809 1,296,444
(218,306) (448,554)
609,503 847,890
6,895 1,746
616,398 849,636
82,047 6,468
(2,701) (5,959)
695,744 850,145
(167,818) (198,098)
527,926 652,047

There 13 no difference between the profit on ordinary activities before taxation and the retained profit for the

period stated above and their historic cost equivalents

A statement of movements in equity shareholders’ funds s shown in note 17

Statement of Total Recognised Gains and Losses for the period ended 31 December 2006

Note

Profit for the financial period
Prior period adjustment- Increase in net assets as at 31/12/04 21

Total recognised gains and losses since last financial statements

The notes on pages 8 to 23 form part of these financial statements

Period Penod ended

ended 31 30
December December
2006 2005
£000 £000
527,926 652,047

- 1,508

527,926 653,555




Hydrocarbon Resources Limited

Balance Sheet as at 31 December 2006

Fixed assets
Intangible fixed assets
Tangible fixed assets

Current assets

Stocks

Debtors (amount recervable within one year)
Debtors (amounts receivable after one year)
Cash at bank and 1n hand

Creditors (amounts fallmg due within one year)
Borrowings
Creditors

Net current assets
Total assets less current liabilities

Creditors (amounts falling due after one year)
Borrowings
Creditors

Provisions for liabihties and charges

Net assets

Capital and reserves - equity interests
Called up share capital

Share premmum account

Share option reserve

Profit and loss account

Shareholder funds

The financial statements were approved and authorised for 1ssue by the Board of Directors on 15th October 2007 and were

signed on 1ts behalf by

A (A

Andrew Le Poidevin
Director

Notes

10
10

11
12

1
12

13,14

15
16
16
16

17

The notes on pages § to 23 form part of these financial statements

As at As at

31 December 30 December

2006 2005

£000 £000
100 456
431,351 438,598
431,451 439,054
16,576 16,225
1,661,367 2,528,124
1,355,443 -
46 181
3,033,432 2,544,530
(30 (30)
(149,158) (269,440)
(149,188) (269,470)
2,884,244 2,275,060
3,315,695 2,714,114
(222) (252)
(428,553) (435,065)
(428,775) (435,317)
(304,627) (224,812)
2,582,293 2,053,985
800,000 800,000
447,162 447162
1,382 1,000
1,333,749 805,823
2,582,293 2,053,985




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006

1

Principal accounting policies

a) Basis of preparation

The financial statements have been prepared n accordance with applicable UK accounting standards and
under the hstoncal cost convention and the Compames Act 1985 The accountng policies, where
applicable, are n accordance with the Statement of Recommended Practice (‘SORP’) ‘Accounting for
01l and Gas Exploration, Development, Production and Decommuissioming Activities’ ssued by the UK
Oil Industry Accounting Commuttee on 7 June 2001 The following policies have been appled
consistenily to the Company’s financial statements

The accounting reference date for 2006 has been changed to 31 December 2006 resulting in the preparation
of financial statements for the period then ended As a result, comparatives for the Profit and Loss Account,
the Statement of Total Recogmsed Gams and Losses and related notes are not comparable

b) Pensions and other retirement benefits

The Company’s employees participate n a number of the Group’s defined benefit pension schemes The
Company 15 unable to denufy its share of the underlying assets and habihues m these scheme on a
consistent and reasonable basis and therefore accounts for the schemes as 1f they were defined contnbution
schemes The charge to the profit and loss account 15 equal (o the contributions payable to the schemes
the accounting penod, which are based on penston costs across the Group as a whole

¢) Exemptions

As the Company 15 a wholly owned subsidiary of Bnitish Gas Trading Limuted which 1s a wholly owned
subsidiary of Centrica ple, the Company has taken advantage of the exemptions within FRS 1, “Cash Flow
Statements” from presenting a cash flow statement and within FRS 8, “Related Party Disclosures™ from
disclosure of transactions with other companies that are part of the Centrica plc group

d) Turnover

Tumover represents amounis receivable for goods and services provided in the normal course of business,
net of trade discounts, VAT and other sales related taxes

Turnover includes the Company’s share of turnover arsing withun The Centrica Gas Production LP, a
limited partnership in which the Company holds a general partnership interest

Where the Company has ongoing obligations to provide services, revenues are apportioned on a tume
basis, and those momes received 1n advance are treated as deferred income and excluded from current
turnover

¢) Cost of sales

Cost of sales include the cost of gas produced, and related transportation and royalty costs, bought n
matenals and services, and direct labour and related overheads on installation works, repawrs and service
contracts Gas production costs imclude petroleum revenue taxes, calculated on a umt of production basis,
with changes 1 estunates dealt with prospectively over the remamng hives of gas fields Cost of sales
includes the Company's share of cost of sales arising within The Centrica Gas Production LP, a hmuted
partnership in which the Company holds a general partnership interest

f) Other Income

Other operating income includes fees eamed from the provision of gas production services in the North
and South Morecambe gas fields to The Centrica Gas Production LP The fees are recogmsed on the basis
of services rendered 1n the period

g) Foreign currencies

Assets and habihiies denominated in foreign currencies arc translated into sterhng at closing rates of
exchange Exchange differences on monetary assets and habilities are taken to the profit and loss account
Period end exchange rates used were £1 $1 959 (2005 £1 $1 723) Foreign currency transactions are
translated at the average exchange rate for the penod in which they occur




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

1 Principal accounting policies- continued

h)

i)

i)

Emisstons Trading Scheme

Granted CO2 emissions allowances received m a penod are itially recogmsed at nommnal value (ml
value) Purchased CO2 emussions allowances are mitally recogmsed at cost (purchase price) within
intangible fixed assets A hability 1s recogmsed when the level of emussions exceeds the level of
allowances granted The intangible asset 1s surrendered at the end of the compliance penod reflecting the
consumption of economic benefit As a result no amortisation 1s recorded during the peniod

Fixed assets

Tangible fixed assets are included 1n the balance sheet at cost, less accumulated depreciation and any
provisions for impairment Other tangible fixed assets, except exploration and production assets, are
depreciated on a straight-line basis at rates sufficient to write off the cost, less estimated residual values,
of individual assets over their estimated useful lives

Assets held under finance leases are depreciated over the shorter of the lease term or their useful economuc
Iife

Exploration and production assets are depreciated from the commencement of production 1n the fields
concerned, using the successful efforts and unit of production methods, as defined in the SORP, based on
all of the proven and probable reserves of those fields Changes m these estimates are dealt with
prospectively The net carrying vaiue of fields in production 1s compared on a field-by-field basis with the
likely future net revenues to be derived from the estimated remaining commercial reserves A provision 1s
made where 1t 15 considered that recorded amounts are unlikely to be fully recovered from the net present
value of future net revenues

Intangible fixed assets are included 1n the balance sheet at cost, less provisions for impairment

Decommussioning costs
Provision 1s made for the net present cost of decommussionmg gas production facilines A
corresponding tangible fixed asset 15 recogused m respect of the decommussiomng costs, based on price
levels and technology at the balance sheet date Thus asset 15 amortised using the umt of production method,
based on proven and probable developed reserves Notional interest charges arise over time, based upon
the discounted decommussiorung habilities

k) Leases

)

m)

Assets held under finance leases are capitalised and included in tangible fixed assets at cost The
obligations relating to finance leases, net of finance charges in respect of future penods, are included
within borrowings The interest element of the rental obhgation 1s allocated to accounting penods during
the lease term to reflect the constant rate of inierest on the remaining balance of the obligation for each
accounting peniod Rentals under operating leases are charged to the profit and loss account on a straight
line basis

Stocks
Stocks are valued at the lower of cost and net realisable value

Taxation
Current tax, including UK corporation tax and foreign tax, 1s provided at amounts expected to be paid
(or recovered) using the tax rates and laws that have been enacted or substantially enacted by the balance
sheet date

Deferred 1ax 1s recogmsed 1n respect of all urmng differences that have onginated but not reversed at the
balance sheet date where transactions or events that result in an obligation to pay more tax in the future
or a right 10 pay less tax n the future have occurred at the balance sheet date Tiumng differences are
differences between the Company’s taxable profits and 1ts results as stated 1n the financial statements
that anse from the inclusion of gains and losses i tax assessments in peniods different from those n
which they are recognised in the financial statements




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

1

Principal accounting policies- continued

m) Taxation- continued

A net deferred tax asset 1s regarded as recoverable and therefore recognised only when, on the basts of
all available evidence, 1t can be regarded as more likely than not that there wili be switabie taxable profits
1n the foreseeable future from which the reversal of the underlying timmng differences can be deducted

Deferred tax 1s not recogmsed when fixed assets are revalued unless by the balance sheet date there 1s a
binding agreement to sell the revalued assets and the gain or loss expected to anse on sale has been
recognised 1n the financial statlements Neither 1s deferred tax recogmsed when fixed assets are sold and
it 1s more likely than not that the taxable gain will be rolled over, bemng charged to tax only 1f and when
the replacement assets are sold

Deferred tax 1s measured at the average tax rates that are expected to apply 1n the periods in which the
uming differences are expected to reverse, based on tax rates and laws that have been enacted or
substantively enacted by the balance sheet date Deferred tax 1s measured on a non-discounted basis

n) Employee Share Schemes

0)

As a subsidiary of Centrica plc, the Company participates 1n a number of the Group’s employee share
schemes under which 1t makes equity-settled share based payments i Centrica pic shares to certamn
employees These are detailed 1n the Annual Report and Accounts of Centrica plc

Equity-settled share-based payments are measured at fair value at the date of grant (excluding the effect
of non market-based vesting conditions) The fair value determuined at the grant date 15 expensed on a
straight hine basis together with the corresponding increase 1n equity over the vesting peniod, based on
the Group's estunate of the number of shares that will vest and adjusted for the effect of non market-
based conditions

Fair value 1s measured using methods appropniate to each of the different schemes as follows

LTIS awards A Black-Scholes valuation augmented by a Monte Carlo simulation to predict the Total

up to 2005 Shareholder Return performance

LTIS 2006 Market value on date of grant

EPS awards

LTIS 2006 A Monte Carlo simulation to predict the Total Shareholder Return performance

TSR awards

Sharesave Black-Scholes

ESOS Black-Scholes using an adjusted option hfe assumption to reflect the possibility of early
exercise

Share Award Market value on date of grant

scheme

The Company has taken advantage of the transitional provisions of FRS20 “Share-based payment” in
respect of equity-settled awards and has applied FRS20 only to equity-settled awards granted after 7
November 2002, that were unvested at 1 January 2005

Commercial reserves

Commercial reserves are proved and probable developed and undeveloped o1l and gas reserves as
defined in the SORP

10




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

1

2

Principal accounting policies- continued

P)

q)

The Centrica Gas Production LP

The Company 1s general partner to The Centrica Gas Production LP, a lunited partnership and subsidiary
of the Company The Company accounts for 1ts share of The Centrica Gas Production LP partnership
profits and losses within the profit and loss account and its share of The Centrica Gas Production LP
partnership assets and liabilities within the balance sheet by proportional consolidation

Deferred Income — The Centrica Gas Production LP

Deferred mncome represents the Company’s share of cash invested by a limited partner to the Centrica
Gas Production LP mn exchange for a lumted partnershup entithng 1t 1o profits from the South
Morecambe gas field for the next six years The Company, as General Partner to the partnershup, 1s
under no obligation to return the cash to the limited partner The income 15 deferred and 1s recognised
within turnover on a umit of production basis based on South Morecambe production mn the pertod
compared to total production over the seven year period to which 1t relates

Segmental analysis

Turnover relates to the principal activities of the business and arose wholly in the Umted Kingdom and compnses

Period ended Penod ended
31 December 30 December

2006 2005

Turnover £000 £000
HRL sales of gas and condensate 259,753 1,043,037
The Centrica Gas Production LP 568,056 253,407
827,809 1,296,444

Turnover — The Centrica Gas Production LP represents the Company’s share of turnover ansing within The
Centrica Gas Production LP  This includes £76,923,000 (2005 £19,772,000) relating to the release of deferred
mcome as described in more detail n note 12

Profit on ordinary activities before taxation

Profit on ordinary activities before taxation 1s stated after charging

Period ended

Penod ended

31 December 30 December
2006 2005
£000 £000
a) Depreciation and amortisation
Owned assets 49,969 95,776
Leased assets 5,284 13,044
55,253 108,820
b) Operating lease rentals-
Land and buildings 3713 304
Other operating leases 295 295
668 599
¢) Auditors’ remuneration
Audit fees 60 60

11




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006~ continued

4 Directors and employees

i) Directors’ remuneration

None of the Directors received any fees or remuneration from the Company for services as director of the
Company dunng the financial year All of the Directors who served duning the peniod are members of the

ultimate parent company’s defined benefit pension scheme

Five directors exercised share options in Centrica plc under the Long-term Incentive scheme during 2006

(2005 5)

n) Employee costs

Wages and salanies

Social security costs

Other pension and retirement benefit costs
Long-term incentive scheme

Employee share award scheme

Employee sharesave scheme

iin) Employee numbers

Period ended Peniod ended
31 December 30 December
2006 2005

£000 £000

14,306 13,957

1,479 1,338

2,439 2,482

22 52

29 -

331 472

18,606 18,301

The average number of employees duning the penod ended 31 December 2006 was 301 (period ended 30

December 2005 307)

Production

Admn

5 Interest

i) Interest recervable and similar iIncome

Interest recetved from group undertakings

n) Interest payable and similar charges:
Finance lease charges
Other nterest payable

Notional interest arising on discounted 1tems

12

Period ended Period ended
31 December 30 December
2006 2005

268 272

33 35

301 307

Period ended Period ended
31 December 30 December
2006 2005

£000 £000
(82,047) (6,468)

- 1,291

- 1,710

2,701 2,958

2,701 5,959




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

6 Tax on profit on ordinary activities

(a) Analysis of tax charge n the perod
The tax charge comprises

Period ended Period ended
31 December 30 December
2006 2005
£000 £000
Current tax:
- UK corporation tax at 30% 28,757 191,685
- Supplemental Upstream Tax at 20% (2005 - 10%) 12,576 64,137
- Adjustments 1n respect of prior years (3,155) (12,489)
Total current tax 38,178 243,333
Deferred tax:
- Effect of increase 1n supplementary charge rate 9,301 -
- Deferred petroleum revenue (PRT) relief 27,579 39,850
- Origination and reversal of uming differences 91,619 (93,457
- Adjustments 1 respect of prior periods 1,141 8,372
Taxation charge 167,818 198,098

(b) Factors affecting the tax charge for the period

The differences between the total current tax shown above and the amount calculated by applymng the

standard rate of UK corporation tax to the profit before tax are as follows

Penod ended  Period ended
31 December 30 December
2006 2005
£000 £000
Profit/(loss) on ordinary activities before tax 695,744 850,145
Tax on profit/(loss) on ordmary activities at standard UK corporation tax
rate of 30% (2005 30%) 208,723 255,044
Effects of
Net income not taxable (94,217) (100,109
Utisation of timung differences (37,710) 45,116
Depreciation in excess of capital allowances (5,627 25,864
Movement on deferred PRT provision (26,491) (29,888)
Supplementary charge applicable to upstream profits 12,576 64,137
UK- UK transfer pricing 9,776 3,935
Group relief for ml consideration (25,697) (8,277)
Adjustments to tax charge in respect of previous penods 3,155) (12,489)
Current tax charge for the year 38,178 243,333

13




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

7 Intangible fixed assets

£000
Cost -
At 30 December 2005 & 31 December 2006 456
Amortisation
As at 30 December 2005 -
Impairment charge for the penod 356
As at 31 December 2006 100
Net book value as at 31 December 2006 100
Net book value as at 30 December 2005 456

8 Tangible fixed assets

£000
Cost
As at 30 December 2005 2,815,380
Addihons 17,674
Rewvisions of abandonment asset 30,332
As at 31 December 2006 2,863,386
Depreciation and amortisation
As at 30 December 2005 2,376,782
Charge for the penod 55,253
As at 31 December 2006 2,432,035
Net book value as at 31 December 2006 431,351
Net book value as at 30 December 2005 438,598

The net book value of tangible fixed assets held under finance leases, as at 31 December 2006, was £58,943,000
(2005 £64,227,000) Tlus represents certamn South Morecambe gas field production assets sold and leased back
in 1998 and 1999 The net book value of the Company’s decommussioning costs at 31 December 2006 were
£35,238,000 (2005 £8,450,000)

9 Stocks
As at As at
31 December 30 December
2006 2005
£000 £000
Operational spares and consumables 16,576 16,225
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Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

10 Debtors
As at As at
31 December 30 December
2006 2005
£000 £000
Amounts receivable within one year.
Amounts owed by group undertakungs 1,426,847 2,518,302
Other debtors 234,520 9,822
1,661,367 2,528,124
Amounts receivable after one year:
Amounts owed by group undertakings 1,350,000 -
Other debtors 5,443 -
1,355,443 -
11 Borrowings
As at As at
31 December 30 December
2006 2005
£000 £000
Amount falling due within one year
Amounts payable under finance leases 30 30
Amounts fallng due after more than one year:
Amounts payable under finance leases 222 252
Obligations under finance leases were repayable as follows:-
Less than one year 30 30
Between one and two years 30 30
Between two and five years 120 120
After more than five years 72 102
252 282
12 Creditors
As at As at
31 December 30 December
2006 2005
£000 £000
Amount falling due within one year
Trade creditors 3,070 2,502
Amounts owed to group companies 35,797 -
Taxation and social secunty - 95,102
Accruals and deferred income 26,538 17,672
Deferred Income —~ The Centnica Gas Production LP 83,753 154,164
149,158 269,440
Amounts falling due after more than one year:
Deferred Income — The Centrica Gas Production LP 428,553 435,065

Deferred Income — The Centrica Gas Production LP represents the Company’s share of cash mvested by a limited
partner mn The Centrica Gas Production LP 1n exchange for a hmuted partnership interest representing entitlement to
profits from South Morecambe gas field for a seven year period The Company, as General Partner to the
partnership, 1s under no obligation to return the cash io the limited partner The income has been deferred and 15
released to turnover on a unit of production basis based on South Morecambe production 1n the period compared to
total production over the seven year period to which 1t relates The amount reteased dunng the year was
£76,923,000

15




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

13 Provisions for liabilities and charges

Decommissioning Deferred Deferred
costs PRT CT Total
£000 £000 £000 £000
As at 30 December 2006 104,750 82,858 37,204 224,812
Rewvisions 30,332 - - 30,332
Profit and loss charge/ {credit) 2,701 104,103 129,640 236,444
Uulised n the penod - (186,961) - (186,961)
As at 31 December 2006 137,783 - 166,844 304,627

Decommissioning costs

Provision has been made for the estimated net present cost of decommssioning gas production facilities at the
end of their producing lives The estmate has been based on proved and probable reserves, price levels and
technology at the balance sheet date The tmung of decommussioning payments are dependent on the hives of a
number of fields but are anticipated to occur between 2010 and 2017 The revision 1 the penod 15 due to an
increase mn the estimate for gas field abandonment costs The profit and loss charge ncludes £2,701,000 (penod
ended 30 December 2005 - £2,958 000) of notional interest

Deferred PRT (petroleum revenue tax)
The proviston for tax on gas activities has been calculated on a uut of production basis

14 Deferred corporation tax

A deferred tax provision has been made in respect of accelerated capital allowances and other timing differences,
net of recogmsed deferred tax assets As required by FRS 19, defetred tax assets are only recogmsed when there
1s persuasive and rehable evidence that the assets can be realised Detailed operating plans covering two years
from the balance sheet date are used for deferred tax assei recognition purposes Potental deferred tax asset
utilisation falling cutside that planning honzon 1s not currently recogmsed on the balance sheet As encouraged
by FRS 19, deferred tax asset recogmition will be regularly reassessed

Movement on the deferred corporation tax provision n the pentod 1s analysed below

As at As at

31 December  Profitand loss 31 December

2005 charge/(credit) 2006

£000 £000 £000

Deferred corporation tax

-accelerated capital allowances 126,322 42376 168,698

-deferred PRT (33,144) 35,865 2,721
-other timing differences {55,974) 51,399 (4,575)

37,204 129,640 166,844

Deferred corporation tax provision/(asset) at 50% (as at 31 December 2005 40%) 1s analysed as follows

Amounts provided Potential amounts
unprovided

2006 2005 2006 2005
£000 £000 £000 £000
-accelerated capital allowances 168,698 126,322 - -
-deferred PRT 2,721 (33,144) - -
-other tuming differences 4,575) (55,974) (51,651) (38,823)
166,844 37,204 (51,651) (38,823)

16




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

15 Called up share capital

As at As at
31 December 30 December
2006 2005
£000 £000
Authorised:

800,000,100 ordinary shares of £1 each §00,000 800,000

Issued, allotted and fully paid
800,000,001 ordinary shares of £1 each 800,000 800,000

16 Reserves
Share
premium  Share option Profit and
account reserve loss account Total
£000 £000 £000 £000
30 December 2005 447,162 1,000 805,823 1,253,985
Profit for the period - - 527,926 527,926
Employee share option schemes - 382 - 382
31 December 2006 447,162 1,382 1,333,749 1,782,293
17 Reconciliation of movements in shareholder funds

2006 2005
£000 £000
30 December 2005 2,053,985 1,401,415
Profit for the peniod 527,926 652,047
Employee share option schemes 382 523
31 December 2006 2,582,293 2,053,985

18 Share based payments

Centrica plc operates a number of employee share schemes ncluding the Executive Share Option Scheme
(ESOS), the Long Term Incentive Scheme (LTIS), Sharesave, the Share Award Scheme (SAS), and the Share
Incentive Plan (SIP) These are described in the Directors’ Report on page 26 of the Centrnica plc Annual
Report and Accounts 2006, and in the Remuneration Report on pages 34 to 36 of the Centrica plec Annual
Report and Accounts 2006 There were no other share-based payment transactions dunng the penod

ESOS

Under the ESOS the Board may grant options over shares 1 Centrica plc to employees of the Group Options
are granted with a fixed exercise price equal to the market price of the shares at the date of grant The
contractual life of an option 1s ten years Awards under the ESOS are generally reserved for employees at
senior management level and above and mi employees are currently eligible to participate Options granted
under the ESOS will become exercisable on the third anmversary of the date of grant, subject to the growth 1n
earnings per share over that penod exceeding RPI growth by more than 18 percentage pomts The number of
options becomung exercisable 1s reduced on a shding scale 1f EPS growth exceeds RPI growth by between nine
and 18 percentage pownts Options granted up to March 2004 also permut retesting of EPS growth annually for a
further two years Exercise of options 18 subject to continued employment within the Group Options were
valued using the Black-Scholes option pricing model No performance condinons were mcleded in the fair
value calculations Early exercise has been taken into account by estumating the expected life of the options
The fair values and the related assumptions used m the calculations are as follows




Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

18  Share based payments-continued

23 1 1
27 April September 1 April September 18 March September 24 March
Grant date 2006 2005 2005 2004 2004 2003 2003
Share price at grant date £299 £2 46 £228 £2 46 £228 £1 80 £1 47
Exercise price £2 85 £2 51 £229 £2 45 £2 24 £178 £1 47
Number of options onigmally granted 6,220,098 291,235 8,339,818 195,795 8,815,399 635,599 13,319,276
Vesting period 3 yrs 3yrs Iyrs yrs 3 yrs 3yrs 3 yrs
Expected volatility (1) 24% 30% 30% 27% 27% 35% 35%
Contractual option hife 10 yrs 10 yrs 10 yrs 10 yrs 10 yrs 10 yrs 10 yrs
Expected life 5 yrs 5 yrs 5 yrs 5y1s 5 yrs 5 yrs 5 yrs
Risk-free rate 4 70% 4 80% 4 70% 500% 501% 4 45% 4 44%
Expected dividend yeld 4 10% 437% 4 37% 4 82% 4 82% 309% 309%
Expected forfeitures 25% 25% 25% 25% 25% 25% 25%

Fair value per option £0 59 £0 50 £0 49 £0 47 £0 45 £0 51

(1) The expected volatility 1s based on historical volatility over the last three years (except in the case of options
granted n 2003, where histonical volatlity over the preceding three years was 43% and thus was felt to be
unrepresentative because 1t included a significant penod of exceptionally hugh volatility 1n 1999/2000 In this
case the volatility was reassessed 1gnormg this period) The expected hife 1s the average expected period to
exercise The nsk-free rate of return 1s the yield on zero-coupon UK government bonds of a term consistent
with the expected option life

The company has nil options outstanding under this scheme (2005 rul)

LTIS
Under the LTIS, allocations of shares n Centrica plc are made to employees of the Group Awards under the

LTIS are generally reserved for employees at senior management level and above and 2 employees are
currently eligible to participate

For awards made up to 2005, the number of shares that are to be released to participants 1s calculated subject to
Centrica plc’s total shareholder return (TSR) during the three years following the grant date, compared to the
TSR of other shares in the FTSE 100 Index over the same period The number of shares released 1s reduced on
a shding scale 1f Centrica plc’s TSR 1s ranked between 50th and 25th Shares are released to participants
immediately following the end of the period m which TSR performance 1s assessed, but release of shares 13
subject to continued employment within the Group at the date of release Allocations were valued using the
Black-Scholes option pricing model Performance conditions were included in the fair value calculations,
through the use of a Monte Carlo stmulation model

For awards made from 2006, the vesting of only half of each award 1s made on the basis of TSR performance
For thus half of the award, the calculation of TSR performance as compared to the TSR of other FTSE 100
index shares 18 consistent with awards made to the end of 2005, except that allocations are valued using a
Monte Carlo simulanon model The number of shares released 1s mcreased on a sliding scale between 25% and
100% 1f Cenirica ple’s TSR 1s ranked between 50th and 20th The vesting of the remawng half of awards
made since 2006 15 dependent on earmings per share (EPS) growth Ths is considered a non-market condition
under FRS 20 and drvidends attach to the awards, requiring the shares to be fair valued at market value on the
date of grant The likelithood of achieving the performance conditions 1s taken into account wn calculating the
number of awards expected to vest For shares that vest on awards made from 2006 (for both TSR and EPS
portions) the cash payment 1s increased to reflect the dividends that would have been paid on them during the
performance period The fair values and the related assumptions used in the calculations are as follows
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Hydrocarbon Resources Limited

Notes to the financial statements for the period ended 31 December 2006- continued

18 Share based payments-continued

23

4 September 19 May 2 May September 1 April 1 September 1 April 1 September 1 April
Grant date 2006 2006 2006 2005 2005 2004 2004 o wes 29([3
Share price at grant date £303 £265 £301 £246 £228 £246 £230 £1380 £1 47
Exercise price £mil £l £l £ml £l £l £nil £nul £ml
Number of shares originally
granted 654,396 1,456,064 6,153,355 456,421 8,408,130 310,450 9,765,341 665,696 13,573,547
Vesting penod 3 yrs 29yrs 29 yrs Iy 3yrs 3 yrs Jyrs Iyrs KRY ]
Expected volatihity (1} 22% 22% 21% 30% 30% 27% 27% 35% 35%
Contractual hife Ivis 29 yrs 29 yrs Jyrs Iyrs 3yrs 3 yrs Iyrs Jyms
Expected hfe Iyis 29vrs 29 yrs Jyrs Jyrs Iyrs 3yrs 3 vrs Jyms
Risk-free rate 4 80% 4 80% 4 70% 4 80% 4 68% 500% 504% 431% 388%
Expected dividend yield na n‘a na 4 37% 437% 4 82% 482% 309% 309%
Expected fortertures 20% 20% 20% 20% 20% 20% 20% 20% 20%
Average volatihty of FTSE 30%
100 30% 30% 30% 30% 30% 30% 30% 30%
Average cross-correlation of 30%
FTSE 100 {u} (m} (u) () () 30% 30% 30%
Faur value per share allocated £0 89
— TSR awards £1 66 £138 £180 £120 £103 £125 £117 £099
Fair value per share allocated wa
— EPS awards £303 £265 £301 n/a nfa na nfa na

(1} The expected volatility 15 based on histoncal volatility over the last three years (except in the case of options
granted mn 2003, where lustorical volatulity over the preceding three years was 43% This was felt to be
unrepresentative because 1t included a significant period of exceptionally tugh volatihity m 1999/2000 In ths case the
volanhty was reassessed 1gnoning thus pertod) The expected life 1s the contract hife, which 1s a fixed-term of three
vears The nisk-free rate of return 1s the yield on zero-coupon UK government bonds of a term consistent with the
expected option hfe A reconciliation of movements n allocations 1s shown below

J2006 2005

Number Number
Outstanding at start of penod 83,947 333,671
Granted 57,147 -
Exercised (41,218) (223,504)
Forfeited — performance related (13,740) (26,220)
Forfeited — non-performance related (28,989) -
Outstandmg at the end of the period 57,147 83,947

Exercisable at the end of the peniod - -

(1) From 2005, the cross-correlation of the FTSE 100 has been cbtamed from a model which calculates the
correlation between Centrica’s hustorical share price and each of the FTSE 100 over the period from March 2000

For shares released dunng the penod the weighted average share price was £2 89 (2005 £2 40)

Centrica Sharesave Scheme

Under the Centnea Sharesave Scheme the Board of Centrica plc may grant options over shares in Centrica plc to
UK-based employees of the Group Options are granted with a fixed exercise price equal to 80% of the average
market price of the shares for the three days prior to mvitation which 1s three to four weeks prior to the grant date
Employees pay a fixed amount from salary mto a savings account each month, and may elect to save over three or
five years At the end of the savings period, employees have six months in which to exercise therr options using the
funds saved mcluding interest earned If employees decide not to exercise their options, they may withdraw the funds
saved, and the options expue Exercise of options 1s subject to continued employment withun the Group Options
were valued using the Black-Scholes option pricing model The fair values and the related assumptions used in the
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Notes to the financial statements for the period ended 31 December 2006- continued

18 Share based payments-continued

calculations are as follows

10 April 10 April 6 April 6 Apnl 1 April 1 April 8 April
Grant date 2006 2006 2005 2005 2004 2004 2003
Share price at grant date £2 86 £2 86 £2 36 £2 36 £230 £2 30 £159
Exercise price £238 £2 38 £188 £1 88 £183 £183 £107
Number of options originally
granted 3,587,711 8,548,648 4,329,658 5,791,571 3,854,639 7,407,793 37,280,748
Vesting period 5 yis 3yrs 5 yrs 3 yrs S yrs Jyrs 5 yrs
Expected volatillity (1) 25% 23% 30% 30% 27% 27% 35%
Contractual option life 5 5yrs 3 5yrs 55 yrs 35yms 55yrs 35yms 55 yrs
Expected hfe 5vrs 3 yrs 5yrs 3 yrs 5yrs 3 yrs 5yrs
Rusk-free rate 4 5% 4 5% 4 65% 4 64% 513% 504% 390%
Expected dnadend yield 4 1% 4 1% 437% 4 37% 4 82% 4 82% 309%
Expected forfeitures 40% 25% 40% 25% 40% 25% 40%
Fair value per option £072 £065 £0 68 £0 64 £061 £0 58 £0 64

(1)} The expected volatility 1s based on hstorical volatility over the last three years (except mn the case of options
granted m 2003, where histonical volatility over the preceding three years was 43% and this was felt to be
unrepresentative because 1t mcluded a sigmificant penod of exceptionally lugh volathity i 1999/2000 In this
case the volatility was reassessed ignoring this period) The expected life 1s the contract hife, which 1s a fixed-
term of three years The nisk-free rate of return 1s the yteld on zero-coupon UK government bonds of a term
consistent with the expected option ife A reconciliation of movements n allocations 1s as follows

2006 2005
Weighted Weighted
average average
exercise price exercise price
Number £ Number £
Outstanding at start of period 2,430,625 121 2,351,786 117
Granted 341,832 238 205,136 1 88
Exercised (938,205) 109 (54,564) 166
Lapsed (125,082) 140 (71,733) 145
Expired - - - -
Qutstanding at the end of the period 1,709,170 149 2,430,625 121
Exercisable at the end of the peniod - - - -
For options outstanding at the end of the period, the range of exercise prices and the average remainng life was as
foilows
2006 2005
Average Average
remamning remaining
Weighted contractual Weighted contractual
Range of average Number life Range of average  Number life
exercise prices _exercise price of shares Years exercise prices exercise price  of shares Years
£100-£109 107 1,004,786 13  £100-£109 107 2,005,646 24
£170-£179 178 40,541 03 £170-£179 178 42,404 23
£1 80-£189 186 334,805 19 £180-£189 186 362,434 39
£190-£199 - Nt - £190-£199 191 20,141 13
£230 -£239 238 329,038 27 £230 —£239 - Nil -
149 1,709,170 17 121 2,430,625 26
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Notes to the financial statements for the period ended 31 December 2006- continued

18  Share based payments-continued
For options exercised during the period the weighted average share price was £2 80 (2005 £2 33)

SAS

Under the SAS, allocanons of shares in Centrica ple are made to employees of the Group Awards under the SAS are
generally reserved for certain selected employees at muddle management levels, based on recommendation by the
executive There 15 no contractual ehgibility for SAS and each year’s award is made dependently from previous
awards For the 2006 award, 9 employees were ehgible to participate Allocations are subject to no performance
conditions and vest unconchtionally subject to continued employment with the Group n two stages — half of the
awards vesting after two years, the other half vesting after three years On vesting, additional shares or a cash
payment are made to reflect dividends that would have been paid on the allocations during the retention period The
fair value 1s therefore considered to be the market value at date of grant The fair value 1s therefore considered to be
the market value at date of grant

The fair values and related assumptions used to calculate the cost to the Group are as follows

Grant date 3 April 2006 3 April 2006
Share price at grant date £2 84 £2 84
Exercise price £l £rul
Number of options originally granted 65,459 65,440
Vesting penod 3 yrs 2 yrs
Contractual option life Jyrs 2yrs
Expected forfeitures 25% 15%
Fair value per option £2 84 £284

A reconciliation of movements 1n the allocations 1s as follows

2006 2005

Number Number

Outstanding at start of period - -
Granted 130,899 -
Shares sold and transferred out of the plan - -
Forfeited (3,682) —
Outstanding at end of penod 127,217 -

Exercisable at end of perniod - =

For shares released during the penod, the weighted average share price was £3 40 (2005 £ml)

SIp

Under SIP, employees m the UK may purchase ‘parmershup shares’ through monthly salary deductions The
Company then grants one ‘matching share’ for every two purchased, up to a maximum of 20 matching shares per
employee per month Both partnership shares and matching shares are held n a trust imtially Partnershup shares may
be withdrawn at any time, but matching shares are forfeited 1f the related partnership shares are withdrawn withun
three years from the onginal purchase date Matching shares vest unconditionally for employees after being held for
three years in the trust Vesting of matching shares 1s also subject to continued employment within the Group
Matching shares are valued at the market price at the grant date The average far value of these awards during the
period was £2 97 (2005 £2 36) A reconciliation of matching shares granted 1s shown below

2006 2005

Number Number

Unvested at start of period 71,508 49 585
Granted 24,066 36,507
Vested (6,908) (5,788)
Forferted (4,786) (8,796)
Unvested at end of penod 83,880 71,508
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19 Commutments and contingent liabilities

20

a) Capital expenditure

Contracted future capital expenduture, as at 31 December 2006, was £19,218,000 (as at 30 December
2005 £1,353,654)

b) Operating lease commutments

As at 31 December 2006 commutments for the following year under operating leases were as follows

Land and buildings Other
As at As at As at As at
31 December 30 December 31 December 30 December
2006 2005 2006 2005
£000 £000 £000 £000
Expirng afler five years 373 305 295 295

¢} Abandonment costs

The Company and the ultimate parent company have agreed to provide security to a subsidiary undertaking
of BG Group plc, BG International Limited, following the change of name of BG Exploration and
Production Linuted who, as ortginal licence holder for the Morecambe gas fields, will have exposure to
abandonment costs relating to the Morecambe gas fields should habihties not be fully discharged by the
Company and 1ts ultimate parent company The security 1s to be provided when the estimated future net
revenue stream from the Morecambe gas fields falls below 150% of the estimated cost of such
abandonment The nature of the secunity may take a number of different forms and wall remamn 1n force
unless and untl the costs of such abandonment have been urevocably discharged and the relevant
Department of Trade and Industry abandonment notice 1n respect of the Morecambe gas fields has been
revoked

d) Guarantee

Centrica plc has a bilateral credit facility of up to £1,300,000,000 with various financial institutions  The
Company was one of the guarantors of that facility, such that 1t has guaranteed, jointly and severally, to pay
on demand any sum, which Centrica plc does not pay mn accordance with the faciiity agreement

¢) Contingent habthties

The Group 1s currently in dispute with Her Majesty’s revenue and Customs (HMRC) on a technical matter
concerning mtra-group transfer pnicing of gas produced within the UK Continental Shelf The Group has
taken the advice of leading 1ax counsel and believes that the risk that HMRC wall succeed m 1ts arguments
1s remote or shight

Pensions

The majonty of the Company's UK employees as at 31 December 2006 were members of one of the three
mamn schemes n the Centrica plc Group, the Centnica Pension Scheme, the Centrica Engineers Pension
Scheme and the Centrica Management Pension Scheme

These are defined benefit schemes and their assets are held in separate trustee admmmistered funds However,
1t 18 not possible on a reasonable and consistent basis to identify the Company’s share of the underlying assets
and habilities within these schemes, and therefore, as allowed within FRS17, these schemes have been treated
as defined contribution schemes The aggregate contnbutions to the schemes duning the peniod were
£2.439,000 (2005 £2,482,000) The amount outstanding at the balance sheet date was £ml (2005 £ml) The
latest actuarial valuauon of the schemes, updated for the purposes of FRS17 show a total deficit of £291
mullion (£204 million net of deferred tax) (2005 total deficit of £729 mullion (£511 mullion net of deferred
tax) These pension schemes are included on a consohdated basis within the group financial statements of
Centrica plc as prepared under IFRS
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Pensions- continued

The labilities under the pension schemes will be paid out over an extended period The Company 15
contnbuting to the pension fund on the basis of actuanal advice as to the amounts reguwred to meet these
habilittes m full This actuanal advice 1s based on funding valuauons, carried out at least trienmaly, the last
of which was as at 31 March 2006

Prior period adjustment

The adoption, with effect from 1 January, 2005, by the Company of the standards FRS17, Retirement benefits
and FRS20, Share based payments, resulted in an increase to net assets as follows

2005

£000
Adoption of FRS 17, retirement benefits 703
Adoption of FRS 20, share based payments 805
1,508

Ultimate parent company

The Company 1s an indirect wholly owned subsidiary undertaking of Centrica plc  The Company's
immediate parent undertaking 1s British Gas Trading Limited, which 1s a wholly owned subsidiary of
Centnica plc Centrica plc 1s the ultimate parent undertaking and the only group to consolidate the financial

statements of the Company Copies of the Annual Report and Accounts of Centrica plc may be obtained
from www centrica com
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GAS RESERVES (un-audited)
The principal fields in the UK are South Morecambe and North Morecambe

Estimated net proven and probable reserves of gas (billion cubic feet)

2006 2005
As at January 1,136 1,369
Rewvisions of previous estimates - 13
Production (120) (246)
As at 30 December 1,016 1,136
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