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Hydrocarbon Resources Limited
Directors’ report for the year ended 31 December 2009

The Directors present therr report and the audited financial statements of Hydrocarbon Resources Limuted (the
“Company’) for the year ended 31 December 2009

Principal activities
The principal activity of the Company 1s the production of gas from the North ard South Morecambe gas ficlds

Business review

The Company, as part of the Centrica plc group (“the Group”), continued 1ts major activity mn the production of gas
and associated condensate from its two production fields (North and South Morecambe) 1n Morecambe Bay These
gas fields represent proven and probable reserves of approximately 688 billion cubic feet at 31 December 2009
(2008 772 bilhion cubic feet) Production of gas amounted to 84 billion cubic feet (2008 171 billion cubic feet) n
the period with total condensate sales equivalent to 300,000 barrels of o1l equivalent (2008 450,000 barrels of o1l
equivalent)

In addition to the Morecambe gas fields, Hydrocarbon Resources Limuted 1s operator of the Bans field (52 3%
working interest)

Future developments
There are no plans to change the nature of activities in the foresecable future The Company 1s in a good positton to
take advantage of any opportunities which may anse 1n the future

Financial results and dividends
The results of the Company are set out on page 6

The profit on ordinary activities after taxation for the year ended 31 December 2009 1s £73,088,000 (2008
£566,469,000) The reduction in profit m the current year is due to making the value maximsing decision to shut
down production at South Morecambe during periods of low gas prnices which resulted i a 51% reduction 1n
Morecambe volumes No dividends were paid during the year and the Directors do not recommend the payment of a
final dividend (2008 rul)

Financial Position
The financial positton of the Company 1s presented wn the balance sheet on page 7 Shareholders’ funds at 31
December 2009 were £3,399,091,000 (2008 £3,325,505,000)

Principal risks and uncertainties and financial risk management

From the perspective of the Company, the principal nsks and uncertainties are mntegrated with the principal risks of
the Group and are not managed separately Accordingly, the principal nsks and uncertainties of the Group, which
include those of the Company are discussed on pages 29-34 of the 2009 Annual Report and Accounts of the Group
whuch does not form part of this report

The Directors have established objectives and policies for managing business and financial nisks to enable the
Company to achieve its long-term shareholder value growth targets within a prudent risk management framework
These objectives and policies are regularly reviewed

Exposure to commodity pnice nisk, counterparty credit nsk and liquidity nsk anse i the normal course of the
Company’s business and 1s managed wathin parameters set by the Directors

The most signaficant financial nsk facing the Company relates to commodity prices, in particular for gas
Commodity pnice nisk 18 primanly that market pnices for commodities will move adversely, thereby potenually
reducing expected margins

Exposure to credit nsk 18 limited predominantly to exposures with other Centrica group compames which arises m
the normal course of operations as a result of the potential for a customer defaulung on their payable balance In the
case of external customers credit nsk 15 managed by checking a company’s creditworthiness and financial strength
both before commencing to trade and dunng a business relationship




Hydrocarbon Resources Limited
Directors’ report for the year ended 31 December 2009-continued

Principal risks and uncertainties and financial risk management - continued
Cash forecasts idennfying the hiqudity 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 in hedgmg of any kind, other than wath respect to foreign currency sk

Key performance indicators (KPIs)

The Directors of the Group use a number of KPIs to momtor progress aganst the Group’s strategy The development
and performance of the Group, which includes the Company, are discussed on pages 8-9 of the 2009 Annual Report
and Accounts of the Group which does not form part of this report

Directors
The followng served as Directors dunng the year and up to the date of signming this report

P K Cochrane

A D Le Poidevin

G S Collmson  (appomnted 13 February 2009)
N M Maddock  (appomnted 8 February 2010)

J L Roger (appownted 8 February 2010)

V M Hanafin (resigned 8 February 2010)

JN Shears (resigned 8 February 2010)

Creditor payment policy

It 1s the Company’s policy to pay all of its creditors 1n accordance with the policies set out below
1) agree the terms of payment 1n advance with the supplier,
1) ensure that suppliers are aware of the terms of payment, and
111) pay n accordance with contractual and other legal obligations

The number of days’ purchases outstanding as at 31 December 2009 was 40 days (2008 13 days)

Political and charitable donations
The Company made chantable donations totalling £1,025 during the pertod (2008 £12,981) No political donations
were made in the year (2008 £ml)




Hydrocarbon Resources Limited
Directors’ report for the year ended 31 December 2009-continued

Employment policies

During 2009, the Company employed an average of 289 people, all employed in the Umted Kingdom (2008 285)

The disclosures surrounding ‘Employee Costs’ and the ‘Average number of employees during the year’ (see note 4)
relate to Group employees that work in the Hydrocarbon Rescurces Lumuted busmess Not all of these employees
have service contracts with Hydrocarbon Resources Limited, because m some cases the contracts of service are with
other Group compames The Directors believe that the disclosures given are the fairest representation of the staff
costs for the business

Employees are regularly updated on performance agamnst the Company’s strategy There are regular employee
surveys, action planmng forums and dialogue with representatives of local employee consultative bodies and
recogused trade umons to ensure a comprehensive understanding of employees’ views The Group, to which
Hydrocarbon Resources Lumited belongs, encourages employee share ownership by operatng tax authority-
approved share schemes open to all eligible employees, including executive directors

The Company 1s committed to pursuing equality and diversity m all 1ts employment activities and continues to
support mtiatives to provide employment for people from minority groups n the cormmunity, mcluding people with
a disability, carers and lone parents To the extent possible, people with a disability are offered the same
employment traiming, career development and promotion opportumties as other employees

The Company's business principles and pohcies set out standards of behaviour expected of its employees
conducting business m an ethucal way

Directors’ and Officers’ Liability

Drrectors® and officers’ liability msurance has been purchased by the ultimate parent company, Centrica plc, and was
n place throughout the penod under review The msurance does not provide cover m the event that the Director 15
proved to have acted fraudulently

Post balance sheet events
Refer to note 21

Statement of Directors’ responsibilities
The Directors are responsible for prepaning the Directors’ report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the
Directors have elected to prepare the financial statements 1n accordance with Umited Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law) Under company
law the Directors must not approve the financial statements untess they are satisfied that they give a true and fair
view of the state of affairs of the Company and of the profit or loss of the Company for that period In preparing
these financial statements, the Directors are required to

+  select suitable accounting policies and then apply them consistently,
+ make judgements and accounting estimates that are reasonable and prudent,

»  state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained 1n the financial statements,

s prepare the financial statements on the going concern basis unless it 1s inappropnate to presume
that the Company wiil continue 1n business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explaimn the
Company’s transactions and disclose with reasonable accuracy at any time the financial position of the Company
and enable them to ensure that the financial statements comply with the Compames Act 2006 They are also
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention
and detection of fraud and other irregulanties
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Disctosure of information to auditors

Each of the Directors who held office at the date of approval of this Directors’ report confirm that so far as they are
aware, there 15 no relevant audit information of which the Company’s auditors are unaware and they have taken all
steps that they ought 10 have taken as Directors to make themselves aware of any relevant audit information and to
establish that the Company’s auditors are aware of that information

Auditors
Pursuant to Section 487 of the Compames Act 2006, the auditors will be deemed to be reappomted and
PrnicewaterhouseCoopers LLP will therefore continue 1n office

This report was approved by the Board on 29 September 2010

For and on behalf of
Centrica Secretanies Limited
Company Secretary

Company registered in England and Wales No 3115179
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 Lumited for the year ended 31 December 2009
which compnise the Profit and Loss Account, the Balance Sheet and the related notes The financial reporting
framework that has been applied mn their preparation 1s applicable law and United Kingdom Accounting Standards
{(Umted Kingdom Generally Accepted Accounting Practice)

Respective responsibilities of directors and auditors

As explammed more fully in the Directors’ Responsibilities Statement set out on page 3 the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view Our responsibility 1s to audit the financial statements in accordance with apphicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices
Board’s Ethical Standards for Audhtors

Thus report, including the opinions, has been prepared for and only for the Company’s members as a body n
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not, in giving
these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report
15 shown or mto whose hands 1t may come save where expressly agreed by our prior consent 1n writing

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or error This includes an assessment of whether the accounting policies are appropnate to the Company’s
circumstances and have been consistently apphed and adequately disclosed, the reasonableness of sigmificant
accounting estimates made by the directors, and the overall presentation of the financial statements

Opinion en financial statements
In our opimon the financial statements

e give atrue and fair view of the state of the Company’s affairs as at 31 December 2009 and of 1ts profit
for the year then ended,

e have been properly prepared in accordance with Umted Kingdom Generally Accepted Accounting
Practice, and

* have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given n the Directors’ Report for the financial year for which the financial
statements are prepared 15 consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Compamnes Act 2006 requires us to
report to you 1f, 1n our opimon

adequate accounting records have not been kept, or returns adequate for our audit have not been
recewved from branches not visited by us, or

the financial statements are not in agreement with the accounting records and returns, or

certain disclosures of directors’ remuneration specified by law are not made, or

we have not recerved all the information and explanations we require for our audit

Charles van den Arend (Senior Statutory Auditor)
For and on behalf of PncewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

29 September 2010




Hydrocarbon Resources Limited

Profit and Loss Account for the year ended 31 December 2009

Notes

Turnover 2
Cost of sales

Operating profit

Interest recervable and similar income
Interest payable and similar charges

Profit on ordinary activities before taxation

SN W Lh LA

Tax on profit on ordnary activities

Profit for the financial year

All activities relate to continuing operations

There were no recogmsed gains and losses other than those shown above

Year ended Year ended
31 December 31 December
2009 2008

£000 £000
275,177 1,018,725
(205,342) (521,539)
69,835 497.186
32,928 122,694
(3,791) (5,561)
96,972 614,319
(23,884) (47,850)
73,088 566,469

There 1s no difference between the profit on ordinary activities before taxation and the profit for the year stated

above and their historic cost equivalents
A statement of movements 1n equity shareholders’ funds 1s shown n note 16

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




Hydrocarbon Resources Limited
Balance Sheet as at 31 December 2009

As at As at
31 December 31 December
2009 2008
Notes £000 £000
Fixed assets
Tangible fixed assets 7 393,104 420,059
393,104 420,059
Current assets
Stocks 8 19,211 17,897
Debtors (amount falling due within one year) 9 4,062,115 3,748,780
Cash at bank and n hand 132 234
4,081,458 3,766,911
Creditors (amounts falling due within one year)
Borrowings 10 30) 30
Creditors 11 (610,223) (344,048)
(610,253) (344,078)
Net current assets 3,471,205 3,422,833
Total assets less current liabihities 3,804,309 3,842,892
Creditors (amounts faling due after one year)
Borrowings 10 (162) (192)
Creditors 11 (95,110) (143,522)
(95,272) (143,714)
Prowvisions for liabilities and charges 12,13 (369,946) (373,673)
Net assets 3,399,091 3,325,505
Capatal and reserves - equity interests
Called up share capital 14 800,000 800,000
Share prermum account 15 447,162 447,162
Share option reserve 15 1,554 2,289
Profit and loss account i5 2,150,375 2,076,054
Equity shareholder funds 16 3,399,091 3,325,505

The financial statements on pages 6 to 23 were approved and authonsed for issue by the Board of Directors on
29 September 2010 and were signed on its behalf by

iR M
Nick Maddock
Director

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




Hydrocarbon Resources Limited
Notes to the financial statements for the year ended 31 December 2009

1

a)

b}

<)

d)

€)

g

Principal accounting policies

Basis of preparation

The financial statements have been prepared on the going concern basis under the hustoncal cost convention
i accordance with applicable UK accounting standards and the Companies Act 2006 The accounting
policies, where applicable, are in accordance with the Statement of Recommended Practice (‘SORP’)
‘Accounting for Oul and Gas Exploration, Development, Production and Decommissiomng Activities’ 1ssued
by the UK Ol Industry Accounting Commuttee on 7 June 2001 The following policies have been applied
consistently to the Company’s financial statements

Pensions and other retirement benefits

The Company’s employees participate i a number of the Centrica ple Group’s (‘Group’s’) defined benefit
pension schemes The Company 18 unable to 1dentify 1ts share of the underlying assets and habilities in these
schemes on a consistent and reasonable basis and therefore accounts for the schemes as 1if they were defined
contribution schemes The charge to the profit and loss account 1s equal to the contnbutions payable to the
schemes 1n the accounting peniod, which are based on pension costs across the Group as a whole

Exemptions

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

Turnover

Revenue associated with exploration and production sales 1s recogmised when title passes to the customer
Revenue from the production of natural gas, o1l and condensates 1n which the Company has an interest with
other producers 1s recogmsed based on the Company’s working interest and the terms of the relevant
production shanng arrangements

Turnover includes the Company’s share of turnover ansing within The Centrica Gas Production LP, a limited
partnership in whach the Company holds a general partnershup interest and fees earned from the provision of
gas production services in the North and South Morecambe gas fields to The Centrica Gas Production LP
The fees are recogmised on the basis of services rendered 1n the perod

Cost of sales

Cost of sales mclude the cost of gas produced, and related transportation and royalty costs, bought mn
matenals and services, and direct labour and related overheads on mnstallatron works, repairs and service
contracts Gas production costs include petroleum revenue taxes, calculated on a umt of production basis,
with changes n estumnates dealt with prospechively over the remaming Lives of gas fields Cost of sales
inciudes the Company’s share of cost of sales ansing within The Centnca Gas Production LP, a hmited
partniership in which the Company holds a general partnership interest

Foreign currencies

The financial statements of the Company are presented in sterling, which s the Company’s functional
currency Transactions in foreign currencies are imtially recorded at either the exchange rate ruling at the date
of the transaction or the rate that they have been hedged at using forward contracts (see ‘Financial
mstruments’ below) Monetary assets and habilities denomuinated 1n foreign currencies are retranslated at the
exchange rate ruling at the balance sheet date or the rate that they have been hedged at using forward
contracts

Financial instruments
The company has entered into forward contracts to economucally hedge its foreign exchange exposure on
payments made 1n foreign currency Changes 1n the denvatives’ fair value are not recogmused (note 19)




Hydrocarbon Resources Limited
Notes to the financial statements for the year ended 31 December 2009 - continued

h)

i)

k)

I

m)

Principal accounting policies - continued

Emissions Trading Scheme

Granted CO?2 ermussions allowances received 1n a penod are imnally recogmsed at nominal value (ml value)
Purchased CO2 emussions allowances are imtially recogrused at cost (purchase price) within intangible fixed
assets A labilty 1s recogmsed when the level of emissions exceeds the level of allowances granted The
intangible asset 1s surrendered at the end of the complhance period reflecting the consumption of economic
benefit and as a result no amortisation 1s recorded The hability 1s measured at the cost purchased allowances
up to the level of purchased allowances held and then a1 the market price of allowances ruling at the balance
sheet date

Fixed assets
Tangible fixed assets are included in the balance sheet at cost, less accumulated depreciation and any
provisions for impairment

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

Production assets are depreciated from the commencement of production 1n the fields concerned, using the
unut of production method, as defined 1n the SORP, based on all of the proven and probable reserves of those
ficlds Changes in these estumates are dealt with prospectively The net carrying value of fields in production
1s compared on a field-by-field basis with the hkely future net revenues to be denved from the estimated
remainng 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

Other tangible fixed assets are depreciated on a straight-line basis at rates sufficient to write off the cost, less
estimated restdual values, of individual assets over their estimated useful Lives

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

Decommussioning costs

Provision 1s made for the net present cost of decommussioming gas production facilities A corresponding
tangible fixed asset 1s recogmsed n respect of the decommissioning costs, based on price levels and
technology at the balance sheet date This asset 15 amortised using the umt of production method, based on
proven and probable developed reserves Notonal interest charges anse over time, based upon the
discounted decommussioning habilines

Leases

Assets held under finance leases are capitalised and included n tangible fixed assets at cost The obligations
relating 1o finance leases, net of finance charges in respect of future peneds, are included within borrowings
The nterest element of the rental obligation 1s allocated to accounting penods during the lease term to reflect
the implicit rate of interest on the remaming balance of the obhigation for each accounting period 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 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 tax 1s recognised 1n respect of all iming differences that have ongmated but not reversed at the
balance sheet date where transactions or events that result in an obligation to pay more tax 1n the future or a
night to pay less tax n the future have occurred at the balance sheet date Twuming differences are differences
between the Company’s taxable profits and 1ts results as stated in the financial statements that anise from the
inclusion of gains and losses in tax assessments m periods different from those 1n which they are recogmsed n
the financial statements




Hydrocarbon Resources Limited
Notes to the financial statements for the year ended 31 December 2009 - continued

1

m)

0)

p)

Principal accounting poheies - continued

Taxation- continued

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

Deferred tax 1s not recogmsed when fixed assets are revalued unless by the balance sheet date there 15 a
binding agreement to sell the revalued assets and the gain or loss expected to arise on sale has been
recogmsed 1n the financial statements Neither 15 deferred tax recogmsed when fixed assets are sold and 1t 1s
more hkely than not that the taxable gain wll be rolled over, being charged to tax only if and when the
replacement assets are sold

Deferred tax 1s measured at the average tax rates that are expected to apply in the peniods in which the tming
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 18 measured on a non-discounted basis

Employee Share Schemes

As a subsidhary of Centrica ple, the Company participates in a number of the Group’s employee share
schemes under which 1t makes equity-settled share based payments mn Centrica plc shares to certain
employees Centrica plc operates a number of employee share schemes including the Long Term Incentive
Scheme (LTIS), Sharesave, the Share Award Scheme (SAS), and the Share Incentive Plan (SIP) These are
detailed m the Directors’ Report — Corporate Responsibility on pages 21-26, the Remuneration Report on
pages 45-59 and 1n note 35 of the Centrica plc Annual Report and Accounts 2009

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

Fair value 15 measured using methods appropnate to each of the different schemes as follows

LTIS awards up to 2005 A Black-Scholes valuation augmented by a Monte Carlo simulation to predict
the Total Shareholder Return performance

LTIS EPS awards after Market value on date of grant
2005

LTIS TSR awards after A Monte Carlo simulation to predict the Total Shareholder Return performance
2005

Sharesave Black-Scholes

SAS and SIP Market value on date of grant

The Company has taken advantage of the transitional provisions of FRS20 “Share-based payment” 1n 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 il and gas reserves as defined n
the SORP

The Centrica Gas Production LP

The Company 1s general partner to The Centnica Gas Production LP, a imited partnershup and subsidiary of
the Company The Company accounts for its share of The Centrica Gas Preductien LP partnership profits and
losses within the profit and loss account and 1ts share of The Centnca Gas Producuon LP partnership assets
and habilities within the balance sheet by proportional consolidation




Hydrocarbon Resources Limited

Notes to the financial statements for the year ended 31 December 2009 - continued

1 Principal accounting policies - continued

q) Deferred Income — The Centrica Gas Production LP

Deferred income represents the Company’s share of cash mvested by a lumuted partner m The Centrica Gas
Production LP 1n exchange for a hmited partership entithing 1t 1o profits from the South Morecambe gas field
for the next three years The Company, as General Partner to the partnershup, 1s under no obligaticn to return
the cash to the lumted partner The ncome 1s deferred and 1s recogmsed within turnover on a umt of
production basis based on South Morecambe production 1n the perrod compared to total production over the

seven year period to which it relates

2 Segmental analysis

Tumover relates to the principal activities of the business and arose wholly in the Umited Kingdom and comprises

Turnover
HRL sales of gas and condensate

The Centrica Gas Production LP

Year ended 31 Year ended 31

December
2008
£000

285,870
732,855

1,018,725

Turmnover — The Centnica Gas Production LP represents the Company’s share of turnover arising within The
Centrica Gas Production LP  This includes £62,377,000 (2008 £135,009,000) relating to the release of

deferred income as descnbed 1n more detail 1n note 11
3 Profit on ordinary activities before taxation

Profit on ordmary activities before taxation 1s stated after charging

Year ended Yearended 31
31 December December
2009 2008
£000 £000
a) Depreciation and amortisation:
Ovwned assets 47,930 83,759
Leased assets 4,816 8,507
52,746 92,266
b) Operating lease rentals:
Land and buildings 353 335
Other operating leases 324 224
677 559
¢) Auditors’ remuneration
Statutory audit fee 12 12

Auditors’ remuneration relates to fees for the audit of the UK GAAP statutory accounts of Hydrocarbon
Resources Limited and 1includes fees in relation to the audit of the IFRS group consolidation schedules, for the
purpose of the Centrica Group audrt, which also contribute to the audn of Hydrocarbon Resources Limsted

11




Hydrocarbon Resources Limited
Notes to the financial statements for the year ended 31 December 2009 - continued

4  Directors and employees

1)  Directors’ remuneration
None of the Directors received any fees or remuneration from the Company for services as directors of the
Company during the financial year All of the Directors who served duning the penod are members of the
ultimate parent company’s defined benefit pension scheme

ii) Employee costs
Refer to page 3 for further discussion
Year ended 31 Year ended 31

December December

2009 2008

£000 £000

Wages and salaries 15,803 15,380
Social secunty costs 1,587 1,483
Other pension and retirement benefit costs 13,835 5,378
Long-term Incentive Scheme 74 82
Sharesave Scheme 204 146
Share Incentive Plan 99 100
Share Award Scheme 121 107
31,723 22,676

Wages and salaries relate to permanent staff members

1) Employee numbers
The average number of employees during the penod ended 31 December 2009 was 289 (year ended 31
December 2008 285) Refer to page 3 for further discussion
Year ended 31 Year ended 31

December December

2009 2008

Production 248 253
Admnmstration 41 32
289 285

5 Interest
Year ended 31 Year ended 31

December December
2009 2008
1) Interest receivable and similar income: £000 £000
Interest recerved from group undertakings 33,888 122,694
Other (960) -
32,928 122,694

11} Interest payable and similar charges:
Other interest payable - 578
Notional interest arising on discounted items 5,791 4,983
5,791 5,561

12




Hydrocarbon Resources Limited
Notes to the financial statements for the year ended 31 December 2009 - continued

6  Tax on profit on ordinary activities

{a) Analysis of tax charge in the year
The tax charge comprises

Year ended Year ended 31

31 December December
2009 2008
£000 £000
Current tax:
- UK corporation tax at 28% (2008 28 5%) 17,397 82,151
- Additional charges applicable to upstream profits at 22% (2008 21 5%) 4,684 33,927
- Adjustments n respect of prior years 7,936 1,564
Total current tax 30,017 117,642
Deferred tax:
- Deferred petroleum revenue (PRT) relief 3,727 24,137
- Ongmnation and reversal of iming differences (9,702) (92,210)
- Adjustments 1n respect of prior periods (158) (1,719
Taxation charge 23,884 47,850

(b) Factors affecting the tax charge for the period
The differences between the total current tax shown above and the amount calculated by applying the
standard rate of UK corporation tax to the profit before tax are as follows

Year ended Year ended

31 December 31 December

2009 2008

£000 £000

Profit on ordinary activities before tax 96,972 614,319
Tax on profit on ordinary activities at standard UK corporatien tax rate of

28% (2008 28 5%) 27,152 175,081

Effects of

Net mcome not taxable (17,993} {106,009)

Utilisation of imung differences 2,847 6,437

Depreciation 1n excess of capital allowances 2,607 15,294

Movement on deferred PRT provision (2,087) (14,482}

Addiuonal charges applicable to upstream profits 4,684 33,927

Group relief for ml consideration (2,722) -

UK- UK transfer pricing adjustments 7,593 5,830

Adjustments to tax charge 1n respect of previous penods 7,936 1,564

Current tax charge for the year 30,017 117,642

The standard rate of corporation tax 1 the UK changed from 30% to 28% with effect from 1 April 2008
The rate of tax applied to upstream activities remained unchanged at an effective rate of 50% (2008
50%)

13




Hydrocarbon Resources Limited

Notes to the financial statements for the year ended 31 December 2009 — continued

6  Tax on profit on ordinary actwvities — continued

A number of changes to the UK corporation tax system were announced 1n the June 2010 Budget
Statement The Finance (No 2) Act 2010 reduced the main rate of corporation tax from 28% to 27% from
1 April 2011 Further reductions to the main rate are proposed to reduce the rate by 1% per annum to 24%
by 1 Apnil 2014 The changes had not been substantively enacted at the balance sheet date and, therefore,
are not included n these financial statements The impact of these changes on the deferred tax balances 1s
not expected 1o be matenal since no changes have been proposed to the rate of tax applying to upstream

activities

7  Tangible fixed assets

Cost

As at 31 December 2008
Additions

Rewisions of abandonment asset
As at 31 December 2009

Depreciation and amortisation

As at 31 December 2008
Charge for the year

As at 31 December 2009

Net book value as at 31 December 2009

Net book value as at 31 December 2008

£000

3,012,452
25,114
676

3038242

2,592,392
52,746

2,645,138

393,104

420,059

The net book value of tangible fixed assets held under finance leases, as at 31 December 2009, was
£49,776,122 (2008 £54,592,122) Thus represents certain South Morecambe gas field production assets sold
and leased back in 1998 and 1939 The net book value of the Company’s decommussioning costs at 31

December 2009 were £117,819,425 (2008 £129,611,631)

8 Stocks

Operational spares and consumables

9 Debtors

Amounts receivable within one year:
Amounts owed by group undertakings
Taxation and social security

Deferred taxation

Other debtors

As at As at

31 December 31 December
2009 2008

£000 £000

19,211 17,897

As at As at

31 December 31 December
2009 2008

£000 £000
3,803,588 3,562,316
247,576 182,905
3,393 -

7,558 3,559
4,062,115 3,748,780

Amounts owed by group undertakings — These amounts are due wathin one year, are unsecured and interest
free, except for £1,350,000,000 (2008 £1,350,000,000) owed by Centrica Holdings Limuted, where interest 1s

payable on the principal at LIBOR plus 20 basis points, and settled quarterly
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Hydrocarbon Resources Limited
Notes to the financial statements for the year ended 31 December 2009 - continued

10 Borrowings

As at As at
31 December 31 December
2009 2008
£000 £000
Amount falling due within one year
Amounts payable under finance leases 30 30
Amounts falling due after more than one year:
Amounts payable under finance leases 162 192
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 90 90
After more than five years 42 72
192 222
11 Creditors
As at As at
31 December 31 December
2009 2008
£000 £000
Amount falling due within one year
Trade creditors 2,995 4,183
Amounts owed to group undertakings 466,844 182,398
Taxation and social secunty 215 11,566
Accruals and deferred income 40,965 32,732
Deferred income — The Centnica Gas Production LP 99,204 113,169
610,223 344,048
Amounts falling due after more than one year:
Deferred income — The Centrica Gas Production LP 95,110 143,522

Deferred income — The Centnica Gas Production LP represents the Company’s share of cash mvested by a limited
partner in The Centrica Gas Production LP 1n exchange for a limited partnership interest representing entitlement to
profits from South Morecambe gas field for a seven year period The Company, as General Partner to the
partnership, 15 under no obligation to return the cash to the hmited partner The income has been deferred and 1s
released to turnover on a unt of production basis based on South Morecambe production m the period compared
to estimated total production over the seven year pertod to which 1t relates  The amount released during the year

was £62,377,000 (2008 £135,009,000)

Amounts owed 1o group undertakings - These amounts are due within one year, are unsecured and interest free
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Hydrocarbon Resources Limited
Notes to the financial statements for the year ended 31 December 2009 - continued

12 Prowisions for liabilities and charges

Decommussioning Deferred Provision & Other
costs PRT Deferred provisions Total
£000 £000 CT £000 £000
£000
As at 1 January 2009 262,231 108,693 2,739 10 373,673
Transferred from debtors - - (2,739) (2,739)
Revisions 676 - - - 676
Profit and loss charge/(credit) 5,791 (7,455) - - (1,664)
As at 31 December 2009 268,698 101,238 - 10 369,946

Decommissioning costs

Provision has been made for the esumated net present cost of decommssioming gas production facihities at the
end of therr producing lives The estimate has been based on proved and probable reserves, price levels and
technology at the balance sheet date  The imuing of decommussioning payments are dependent on the lives of a
number of fields but are anucipated to occur between 2010 and 2026 The revision 1n the penod 1s due to an
increase in the esimate for gas field abandonment costs The profit and loss charge includes £5,791,000 (year
ended 31 December 2008 - £4,983,000) of notional interest

Deferred PRT (petroleum revenue tax)
The provision for tax on gas activities has been calculated on a unit of production basts

13 Deferred corporation tax

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

As at As at
1 January Profit and loss 31 December
2009 charge/(credit) 2009
£000 £000 £000

Deferred corporation tax
-accelerated capital allowances 127,542 (4,713) 122,829
-deferred PRT (54,346) 3,728 (50,618)
-other tirmung differences (70,457) (5,147) (75,604)
2,739 (6,132) (3,393)

Deferred corporation tax provision/{(asset) at 50% (as at 31 December 2008 50%) 1s analysed as follows

Amounts provided Potential amounts
unprovided

2009 2008 2009 2008

£000 £000 £000 £000

-accelerated capital allowances 122,829 127,542 -
-deferred PRT (50,618) (54,346) -
-other timing differences (75,604) (70,457) 379 (379
(3,393) 2,739 (379) (379)

Changes to UK tax law substantively enacted in July 2008 relaung to relief for upstream losses resulted in a
re-appraisal of the company’s unrecogmsed deferred tax asseis which led to full recogmition of substantially
all of the previously unrecognised amount
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Hydrocarbon Resources Limited

Notes to the financial statements for the year ended 31 December 2009 - continued

14 Called up share capital

As at As at
31 December 31 December
2009 2008
£000 £000
Authorised:
800,000,100 ordinary shares of £1 each 800,000 800,000
Allotted, called up and fully paid
800,000,001 ordinary shares of £1 each 800,000 800,000
15 Reserves
Share
premium  Share option Profit and
account reserve loss account Total
£000 £000 £000 £000
1 January 2009 447,162 2,289 2,076,054 2,525,505
Profit for the year - - 73,088 73,088
Employee share option schemes - (735) 1,233 498
31 December 2009 447,162 1,554 2,150,375 2,599,091
16 Reconciliation of movements in equity shareholder funds
2009 2008
£000 £000
1 January 3,325,505 2,758,288
Profit for the year 73,088 566,469
Employee share option schemes 498 748
31 December 3,399,091 3,325,505

17

Share based payments

Employee share schemes are designed to encourage participants to ahgn theirr objectives with those of
sharcholders Centrica operates mne main employee share schemes the Deferred and Matchuing Share Scheme
(DMSS5), the Executive Share Option Scheme (ESOS), the Long Term Incentive Scheme (LTIS), Sharesave,
the Share Award Scheme (SAS), the Restricted Share Scheme (RSS), the Share Incentive Plan (SIP), Direct
Energy Employee Share Purchase Plan (ESPP) and the Deferred Bonus Plan 2009 (DBP)

On 15 December 2008 Centrica plc raised proceeds of £2,164 mullion, net of 1ssue costs of £65 million, through
a Rights Issue as explained in notes 30 and 32 to the Centrica ple annual report and accounts 2008 The number
of shares allocated to employees under the Group’s share schemes has been adjusted to reflect the bonus
element of the Rights Issue The terms of the Group’s employee share schemes were adjusted such that
participants of the vanous plans were no better or worse off as a result of the Rights Issue Consequently, no
additional expense was or will be recogmsed as a result of changes to the Group’s employee share schemes
Detauls of the adjustments made to the terms of the Group’s employee share schemes, as a result of the Raghts
Issue, are provided 1n sections (b) and (¢} below
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Hydrocarbon Resources Limited
Notes to the financial statements for the year ended 31 December 2009 - continued

17 Share based payments — continued

a) Summary of share-based payment plans and movements m the number of shares and options
cutstanding:

LTIS

Under the LTIS, allocations of shares in Centrica plc are generally reserved for employees at semior
management level The number of shares to be released to participants 1s calculated subject 10 the Company’s
total sharcholder return (TSR) and EPS growth dunng the three years following the grant date Shares are
released to participants immediately following the end of the period m which performance 1s assessed, however
release of shares 1s subject to continued employment withun the Group at the date of release (except where
permitted by the rules of the scheme) The vesting of half of each award 1s made on the basis of TSR
performance For thus half of the award, the calculation of TSR performance 1s compared with the TSR of other
shares 1n the FTSE 100 Allocations are valued using a Monte Carlo simulation model The number of shares
released 18 deterrmned on a straight-line basis between 25% and 100% if Centrica’s TSR 1s ranked between
50th and 20th The vesting of the remammng half of awards 1s dependent on EPS growth Thus s considered a
non-market condition under IFRS 2 Additional shares for both TSR and EPS portions are awarded or a cash
payment 15 made to reflect dividends that would have been paid on the allocations durmg the performance
penied The fair value of the awards 1s therefore considered to be the market value at the grant date The
likelthood of achieving the performance conditions 1s taken mto account mn calculating the number of awards
expected to vest Details of the fair values of awards granted and related assumptions are included n section {c)
below A reconciliation of movements 1n allocations s as follows

2009 2008

Number (i) Number (1)

Outstanding at start of period 132,049 76,480
Granted 64,752 55,591
Exercised 37,107 (29,513)
Forfeited — performance related (3,639) (21,803)
Forfeited — non performance related - -
Transfer to/from other group compames - 51,294
Outstanding at end of period 156,055 132,049
Vested at end of period - 20,372

(1) Movements 1n allocattons prior to 14 November 2008 have been adjusted to reflect the bonus element of the Rights 1ssue Detmls
of the Rights Issue are provided above

For shares released durning the period, the wetghted average share price adjusted to reflect the bonus
element of the Raghts Issue was £2 30 (2008 2 72)

Sharesave

Under Sharesave, the Board may grant options over shares i Centrica plc to UK-based employees of the
Group To date, the Board has approved the grant of options with a fixed exercise price equal to 80% of the
average market price of the shares for the three days prior 1o mnvitation which 1s three to four weeks prior 1o 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 their
options using the funds saved If employees decide not to exercise their options, they may withdraw the funds
saved, and the options expire  Exercise of options 1s subject to continued employment withen the Group Details
of the fair values of awards granted and related assumptions are mncluded in section (b) below A reconcihation
of movements m allocations 1s as follows
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Hydrocarbon Resources Limited

Notes to the financial statements for the year ended 31 December 2009 - continued

17 Share based payments - continued

2009 2008

Weighted Weighted

average exercise average exercise

price price

Number (1) (1) Number (1) ()

Outstanding at start of period 1,049,502 £2.14 1,856,530 £1.58
Adjustments to allocations - - - -
Granted 633,922 £1.94 439,153 £2.27
Exercised (326,688) £1.98 (1,190,903) £1.01
Forfeited (211,313) £2.28 (68,701) £1.72
Expired (8,247} £1.67 - -
Transfer to/from other Group Companies (862) - 13,423 £1.58
Qutstanding at end of peniod 1,136,314 £2.05 1,049,502 £214
Exercisable at end of period 16,655 £1.95 2,043 £1.67

{1) Movements 1n allocations prior to 14 November 2008 have been adjusted to reflect the bonus element of the Rights 1ssue Details
of the Rights Issue are provided above

For options outstanding at the end of the penod, the range of exercise prices and the average remaung life was

as follows
2009 2008
Average Average
Weighted remaining Weighted remaining
average contractual Range of average Number contractual
Range of exercise price Number life exercise prices  exercise price  of shares Life
exercise prices (i) (1) _of shares (i) Years (1) (1) (1) Years
£0.90 — £0.99 - Nil - £0 90— £099 - Nil -
£1.50 - £1.59 - Nil - £150-£1359 - Nil -
£1.60 - £1.69 £1.67 91,926 0.2 £160-£1069 £165 194,021 07
£1.70 - £1.79 - Nil - £170-£179 - Nil -
£190-£199 £1.94 627,304 34 £190-£199 - Nil -
£2.10-£2 19 £2.12 86,214 12 £210-£219 £212 327907 23
£220-£229 £2.27 250,386 25 £220-£229 £227 424839 43
£2.50 — £2.59 £2.59 80,484 1.2 £2 50 -£2 59 £259 102,735 33
£2.05 1,136,314 2.6 £2 14 1,049,502 29

(1) Exercise prices and the number of shares 1n each range have been adjusted to reflect the bonus element of the Rights Issue
Details of the Rights Issue are provided above

For options exercised durning the period, the weighted average share price was £2 36 (2008 £ 2 64) The 2008
share price was adjusted to reflect the bonus element of the Rights Issue

SAS

Under the SAS, allocations of shares in Centnica ple are made to selected employees at middle management
levels, based on recommendation by the Chief Executive and the Group Human Resources Director There 1s
ne contractual eligability for SAS and each year’s award 1s made mdependently from previous awards
Allocations are subject to no performance condiions and vest unconditionally subject to continued employment
with the Group (except where permtied by the rules of the scheme) 1n two stages — half of the award vesting
after two years, the other half vesting after three years On vesting, additional shares are awarded or a cash
payment 15 made to reflect dividends that would have been paid on the allocations during the vesting pertod
The fair value 1s therefore considered to be the market value at date of grant Details of the fair values of awards
granted and related assumptions are included 1n section (c) below
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Hydrocarbon Resources Limited

Notes to the financial statements for the year ended 31 December 2009 - continued

17 Share based payments - continued

A reconciliation of movements mn the allocations is as follows

2009 2008

Number (i) Number (1)

Qutstanding at start of period 97,619 80,724
Granted 54,377 39,532
Exercised (37,085) (22,637)
Forfeited - -
Transfer to/from other group companies 3,959 -
QOutstanding at end of period 118,870 97,619

Exercisable at end of period - -

(1) Movements in allocations prior to 14 November 2008 have been adjusted to reflect the bonus element of the Raghts [ssue
Details of the Raghts Issue are provided above

For shares released during the period, the weighted average share price at the date of was £2 31 (2008 £2 71)
The 2008 share price was adjusted to reflect the bonus element of the Rughts Issue

Sip

Under SIP, employees in the UK may purchase ‘partnership shares’ through monthly salary deductions

Centrica ple then grants one ‘matching share’ for every two partnership shares purchased, up to a maximum of
22 maiching shares per employee per month (mcreased in 2009 from 20 to 22 matchung shares to reflect the
bonus element of the Rights Issue) Both partnership shares and matching shares are held m a trust Partnership
shares may be withdrawn at any time, however matching shares are forfeited 1f the related partnershup shares are
withdrawn within three years from the ornginal purchase date Matching shares vest unconditionally for
employees afier being held for three years i the trust Vesting of matching shares 1s also subject to continued
employment within the Group (except where permitted by the rules of the scheme) Matching shares are valued
al the market price at the grant date Details of the fair values of awards granted and related assumptions are
included n section (c) below

A reconciliation of matching shares held 1n trust 1s as follows

2009 2008

Number (1) Number (1)

Unvested at start of period 78,636 66,146
Granted 48,537 39,985
Shares sold and transferred out of the plan - (23,630)
Forfeited (5,637) (3,865)
Transfer to/from other group companies - -
Unvested at end of period 121,536 78,636

(1) Movements n allocations prior to 14 November 2008 have been adjusted to reflect the bonus e¢lement of the Rights [ssue Details
of the Rights Issue are provided above

For shares released dunng the period, the weighted average share prnice was £2 52 (2008 £277) The 2008
share price was adjusted to reflect the bonus element of the Rights Issue
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Hydrocarbon Resources Limited

Notes to the financial statements for the year ended 31 December 2009 - continued

17 Share based payments — continued

b) Fair values and associated details of options granted

Sharesave

2009 2008
Number of options originally granted (1) 633,922 439,153
Weighted average fair value at grant date (1) £0.49 £0 66
Weighted average share price at grant date (1) £2.30 £27
Weighted average exercise price (1) £1.94 £227
Expected volatifity (11) 29.4% 23 2%
Contractual option hfe 4.3 47
Expected hife 4.3 44
Vesting period 4.0 44
Expected dividend yield 5.00% 3 50%
Rask-free interest rate (1) 2.43% 4 10%
Expected forfeitures 31% 34%

¢) Fair values and associated details of shares granted:

2009 LTIS SAS SIp
Number of equity instruments at grant date 64,752 54,377 48,537
Weighted average fair value at grant date £1.64 £2.22 £2.45
Vesting period 3 25 3
Expected volatility {11) 31% n/a n/a
Expected forfertures 25% 20% 0%
Risk-free rate (1) 2.2% n/a na
Average volatulity of FTSE 100 31% n/a n/a
Average cross-correlation of FTSE 100 (1v) 39.8% n/a n/a
2003 LTIS SAS SIP
Number of equity mstruments at grant date 49,483 35,188 35,592
Number of equity instruments at grant date adjusted for Rights Issue (1) 55,591 39,531 39,985
Weighted average fair value at grant date £2197 £305 £302
Weighted average fair value at grant date adjusted for Rights Issue (1) £1956 £271 £2 69
Vesting period 3 25 3
Expected volatility (1) 22% n/a nfa
Expected forfeitures 25% 20% 0%
Rusk-free rate (11} 4 02% nfa n/a
Average volatility of FTSE 100 27% n/a n/a
Average cross-correlation of FTSE 100 (1v) 30% n/a n/a

(1) For options granted prior to 14 November 2008, amounts have been adjusted to take account of the bonus element of the Rights

[ssue Details of the Rights Issue are provided above
{u} The expected volatiity 15 based on histoncal volatihity over the last three years

(i) The risk-free rate of return 15 the yield on zero-coupon UK government bonds of a term consistent with the expected option hfe
{1v) The cross—correlation of the FTSE 100 has been obtained from a model which calculates the comrelation between Centrica s
historical share price and each of the FTSE 100 over the peniod commensurate with the performance pertod of the awards
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Notes to the financial statements for the year ended 31 December 2009 - continued
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Commitments and contingent habilities

Capital expenditure
Contracted future capital expenditure, as at 31 December 2009, was £2,961,393 (as at 31 December 2008
£1,000,000)

Operating lease commitments
As at 31 December 2009 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 31 December 31 December 31 December
2009 2008 2009 2008
£000 £000 £000 £000
Expinng afier five years 353 335 324 224

Abandonment costs

The Company and the ultimate parent company have agreed to provide secunty to a subsidiary undertaking of
BG Group ple, BG Intemnational Limited, following the change of name of BG Exploration and Production
Limited who, as onginal licence holder for the Morecambe gas fields, will have exposure to abandonment
costs relating to the Morecambe gas fields should liabilities not be fully discharged by the Company and 1ts
ultimate parent company The secunty 1s to be provided when the estimated future net revenue stream from
the Morecambe gas ficlds falls below 150% of the estumated cost of such abandonment The nature of the
security may take a number of different forms and will remamn m force unless and until the costs of such
abandonment have been wrevocably discharged and the relevant Department of Trade and Industry
abandonment notice 1 respect of the Morecambe gas fields has been revoked

Guarantee

Centrica plc has a bilateral credit facility of up to £2,175,000,000 (2008 £1,350,000), C$200,000 (2008
C$200,000) and WZ$306,000 (2008 NZ$299,000) with vanous 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 1n accordance with the facility agreement

Contmgent habilities
There are no contingent habilities which require disclosure

Financial instruments
In accordance with Statutory Instrument 2008/410 of the Compames Act 2006, as the Company has not

implemented FRS 26 (Financial Instruments Recogmtion and Measurement), the fair values of the
Company's financial mstruments are analysed below

2009 2008
£000 £000
Denvative financial instruments held for trading
Foreign exchange derivatives - assets 123 301
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Notes to the financial statements for the year ended 31 December 2009 - continued
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Pensions

The majonity of the Company's UK employees as at 31 December 2009 were members of one of the three
man schemes in the Centrica plc Group, the Centrica Pension Scheme and the Centnica Management Pension
Scheme

These are defined benefit schemes and their assets are held i separate trustee admumstered funds However,
1t 15 not possible on a reasonable and consistent basis to 1dentify the Company's share of the underlymg assets
and lhiabthties within these schemes, and therefore, as allowed within FRS17, these schemes have been treated
as defined contribution schemes The aggregate contnbutions to the schemes dunng the year were
£13,835,000 (2008 £5,378,000) The amount outstanding at the balance sheet date was £ml (2008 £nil)
The latest actuarial valuation of the schemes, updated for the purposes of FRS17 show a total deficit of £367
mullion (£265 mullion net of deferred tax) (2008 total deficit of £96 mallion (£70 mullion net of deferred tax)
These pension schemes are mcluded on a consohdated basis wathun the group accounts of Centrica plc as
prepared under IFRS

The habilities under the pension schemes will be paid out over an extended penod The Company 1s
contnbuting to the pension fund on the basis of actuanal advice as to the amounts required to meet these
liabilities m full This actuanal advice 1s based on funding valuations, carried out at least tnenmally, the last
of which was as at 31 March 2009

Post balance sheet events

The Company has taken advantage of the provisions of the Compames Act 2006 (the ‘Act’) to abolish the
requirement to have an authonsed share capital A Special Resolution was passed by the Company’s sole
member on 5 February 2010 1o delete all provisions of the Company’s Memorandum of Association which,
by wirtue of section 28 of the Act, were treated as provisions of the Company’s Articles of Association and
then by adopting new Articles of Association

In June 2010 the Company’s ultimate parent company agreed with HM Revenue and Customs a basis for
closing a number of open taxation 1ssues across the Group Agreement at the entity level has vet to take place
and accordingly 1t 1s too early to assess the full extent to which the Company’s taxation balances mght be
mmpacted but the provision recorded represents management’s best estimate

A number of changes to the UK corporation tax system were announced 1n the June 2010 Budget Statement

The Finance (No 2) Act 2G10 reduced the main rate of corporation tax from 28% to 27% from 1 Apnl 2011

Further reductions to the main rate are proposed to reduce the rate by 1% per annum to 24% by 1 Apnl 2014

The changes had not been substantively enacted at the balance sheet date and, therefore, are not included 1n
these financial statements The impact of these changes on the deferred tax balances 1s not expected to be
matenal since no changes have been proposed 10 the rate of tax applying to upstream activities

Ultimate parent undertaking

The Company's immediate parent undertaking 15 Bntish Gas Trading Limited, a company registered 1n
England and Wales The ulumate parent undertaking and controlling party is Centnica plc, a company
registered 1n England and Wales, which 1s the largest and smallest group to conschdate the financial
statements of Hydrocarbon Resources Lumted Copies of the financial statements of Centneca plc are
available from www centnica com
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Hydrocarbon Resources Limited
Gas Reserves (nnaudited)

The Company’s estimates of reserves of gas are reviewed as part of the half-year and full-year reporting process
and updated accordingly A number of factors affect the volumes of gas reserves, including the available
reservorr data, commodity prices and future costs Due to the inherent uncertainties and the himited nature of
reservorr data, estiimates of reserves are subject to change as additional information becomes available

The Group discloses proven and probable gas and liquids reserves, representing managements estimate of future
hydrocarbon recovery Reserves for fields operated by the Company are esuimated by in-house techmcal teams
composed of geoscientists and reservorr engineers Reserves for non-operated fields are estimated by the
operator, but are subject to internal review and chailenge Internal guidelines for reserve recogmtion have been
revised following the acquisition of Venture Production Limited (formerly known as Venture Production plc) in
2009

As part of the internal control process related to reserves estimation, an audit of the reserves, mcluding the
application of the reserves defimitions, is undertaken by an independent technical auditor Reserves are estimated
m accordance with a formal policy and procedure standard

The Company’s principal fields in the UK are South Morecambe and North Morecambe

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

2009 2008
As at 1 January 772 943
Revisions of previous estimates - -
Production (84) (171)
As at 31 December 688 772
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