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About this report

This report covers our corporate
responsibility activity and performance
from 1 January 2006 to 31 December 2006.
It updates our last corporate responsibility
report, which was published in May 2005.
For the fourth consecutive year, our report
is externally assured by The Corporate
Citizenship Company.
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About this report

This report covers our corporate responsibility activity and performance
from 1 January 2006 to 31 December 2006. It updates our last corporate
responsibility report, which was published in May 2005. For the fourth
consecutive year, our report is externally assured by The Corporate
Citizenship Company. Read our assurance statement.

The scope of the report covers our global operations. Our main operations are
in the UK and North America and as a result, the content of this report focuses
on these activities. In future reports, as our international businesses continue
to evolve and grow, we will report our activity and performance accordingly.

We use external guidelines and frameworks to inform our reporting where
relevant. Although we do not explicitly base our report on the Global Reporting
Initiative (GRI) guidelines, we have included a GRI index to show which elements
of the guidelines we cover and to enable comparison with other companies’
reports. We have also indexed the report against our Group business principles
and the principles of the United Nations Global Compact, to which we

are a signatory.

In response to stakeholder feedback received during 2006 we have
introduced a number of changes to our approach this year. We have:

* Broadened our focus on our most significant areas of impact to include
customer service, energy pricing and energy security

* Increased coverage on the CR activities and approach of Direct Energy,
our North American subsidiary

* Tried to be clearer about how our activities go beyond regulatory compliance
to address key areas of social and environmental impact

¢ Included more detailed information on our government affairs and lobbying
activity including our responses to consultations

We believe we have made good progress in 2006 but recognise the need
for continual improvement. Feedback from our stakeholders will help us
to do this. We encourage you to contact us with your views.

We will publish our next corporate responsibility report in May 2008.
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Introduction from Sam Laidlaw

Welcome to Centrica’s Corporate Responsibility Report for 2006. It describes
our approach to managing the social, ethical and environmental impact

of our business activities, highlights our performance this year and outlines
our future plans.

The impact of our operations is wide ranging and our engagement with
stakeholders continues to be fundamentally important to our success.

Since | joined the company in July 2006, | have been impressed by
the level of commitment and creativity we apply to both the challenges
and the opportunities created by corporate responsibility (CR).

Sam Laidlaw

Chief Executive
| am encouraged by the progress we made in 2006 under the direction

of Mary Francis CBE, chair of our Corporate Responsibility Committee.
But | believe there is more we can do.

Rather than outline my detailed thoughts in this statement | have given an
interview, in which | describe why | believe CR is critical to Centrica, comment
on our performance last year and outline what we need to do in the future.

| would encourage you to access the video, read our report and provide feedback

on how you think we’re doing. Your comments — positive and negative — are
valuable to us and will help us to develop and shape our future approach.
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Our approach

Corporate responsibility is integral to a business that
is managed in the long-term interests of its shareholders

Understanding the impact of our business activities on society as a whole,
and responding accordingly, is fundamental to Centrica’s strategy.

We must be attuned and responsive to the needs and opinions of our customers,
employees, suppliers and wider stakeholder groups, and to emerging changes
in society and government.

Our ability to maintain continuous and dynamic engagement with our
stakeholders around the world will help us to effectively manage the social,
ethical and environmental impact of our operations, and protect and enhance
our reputation.

Through this process we seek to minimise risks and identify opportunities,

so that we can create sustainable value for our shareholders and contribute
positively to wider economic development in the regions in which we operate.
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Key impact areas

Climate change

Customer service

Health, safety and security
Energy pricing

Energy security

Gas exploration
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Key impact areas

Responsible business. Centrica’s vision is to be a leading
supplier of energy and related services in our chosen markets,
in order to maximise value to shareholders. Understanding
the impact of our business activities on society as a whole,
and responding accordingly is fundamental to our strategy.

Climate change Customer service Health, safety and security

By managing our environmental Our aim is to earn the trust and respect  The health, safety and welfare of our
impact we seek to contribute to the of our customers by understanding employees in the workplace, and
creation of a sustainable low carbon their evolving needs and consistently others who may be affected by our
economy whilst ensuring security delivering high standards of service. activities, are top priorities for Centrica.
of energy supply.

Energy pricing Energy security Gas exploration

Following a period of volatility in We are ensuring security of energy To ensure diversity of supply Centrica
wholesale energy markets we are supplies for our customers by investing  is exploring for new sources of gas
working hard to ensure that our in long-term contracts, constructing in Norway, Egypt, Trinidad and Nigeria.
customers receive affordable assets and exploring for gas.

and reliable energy supplies.
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Key impact areas

Climate change

Climate change is the greatest
environmental challenge facing society
today. The world is warming up, largely
because of emissions of greenhouse
gases, particularly carbon dioxide
(CO,). About 6.5 billion tonnes of CO,
is emitted globally each year, mostly
through burning coal, oil and gas

for energy.

The earth’s surface temperature

has risen over the past 140 years,
with the largest increases occurring
in the second half of the last century.
Globally, the 19 hottest years on
record have all been since 1980,
with 11 of those occurring in the

last 12 years.

Scientists predict that temperatures
could climb by between 1.4°C

and 5.8°C over the next 100 years.
These increases will bring changes
in weather patterns and lead to rising
sea levels, caused by the melting

of the Arctic ice cap. There is already
evidence to suggest a greater
frequency and intensity of storms.

The high profile reports published
by Sir Nicholas Stern and the
International Panel on Climate Change

in 2006 underlined the social, economic

and environmental challenges that

will result from global warming. Political

debate and action also intensified
significantly during the year, particular
in Europe but also in North America,
with governments formulating new
policies designed to reduce carbon
emissions.

The ever-growing need to address
climate change presents risks and
opportunities across our business.
As a leading integrated energy
company, Centrica is taking steps
to help reduce our overall impact
on climate change both directly
through our own business activities
and also indirectly through supply
chain management and by helping
our customers to use energy

more efficiently.
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What we are doing

We have launched a new business,
called British Gas New Energy,

to lead our drive to offer a range

of low carbon products and services
to UK customers

The electricity British Gas provides
to its customers has the lowest
carbon intensity of any of the major
UK suppliers

We are committed to investing

£750 million in renewable generation
and now have three operational wind
farms. We are also building the UK’s
largest offshore wind farm at our
Lynn and Inner Dowsing sites

in the Greater Wash

Direct Energy has signed three
renewable power purchase
agreements, which are underpinning
the construction of major new wind
farms in Texas

Centrica joined the influential EU
Corporate Leaders Group on Climate
Change in 2006

British Gas installed more than

13 million energy efficiency products
in 2006, saving 1 million tonnes

of carbon and benefiting more than
6 million households

Centrica was involved in 15%

of all trading under the EU Emissions
Trading Scheme, making us a top
three trader

We announced our intention

to build the UK’s first integrated
carbon capture and storage
coal-fired power station

Our new Natural Capital 2050
campaign will enable our employees

to help us reduce our carbon footprint

Climate change

By managing our environmental
impact we seek to contribute

to the creation of a sustainable low
carbon economy whilst ensuring
security of energy supply.
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Key impact areas

Customer service

As a multi-national utility, providing
essential services to millions of
customers every day, understanding
their evolving needs is very important.
Being responsible and responsive

in how we manage relationships

with our customers is central to our
business strategy. We have a particular
responsibility to provide support for
our more vulnerable customers.

In 2006, we made significant progress
in installing a new multi-million

pound billing and customer
management system in British Gas.
During the process of transferring
customer accounts, we were unable
to maintain the high standards of
service we strive for. As a result,
complaints to energywatch, the
energy industry watchdog, increased
significantly during the year. Returning
to an industry leading position is

a high priority for us.

Our objective is to provide our
customers with the best value in the
market place, by offering affordable
and reliable energy; innovative low
carbon products and services;

by being a trusted brand with

real customer focus; by offering
preferential access to our 8,500
engineers; and by providing a range
of services to support our more
vulnerable customers.
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What we are doing

* We are listening to what our
customers are telling us and taking
action to resolve their queries and
implement changes to improve
our service

* We have been installing a new billing
system - the biggest of its type in the
world — which will enable us to make
significant service improvements

¢ We have invested 1.4 million training
hours on the new systems for
our 8,000 frontline employees

We recruited to 800 new people
into our call centres in 2006 to help
us reduce call waiting times and
provide a more efficient service

¢ Our call handling performance has
continued to improve since last year
despite unprecedented numbers
of people wanting to take advantage
of our lower prices

¢ We are making changes to improve
our first call resolution rate, which
will reduce the percentage of repeat
calls and transferred calls and help
serve our customers more quickly,
reduce call volumes and improve our
average speed of answer.

e Our 24 hour automated systems
allow customers to complete simple
processes such meter readings
and payment by debit card without
the need to talk to someone

In an average week we take around
350,000 calls; we are focusing

on recruiting more part-time agents
to improve flexibility

e We are continuing to provide a range
of additional measures to support
our more vulnerable customers
including £18.3 million of winter fuel
rebates and a new social energy
tariff — the largest in the country.

Customer service

Our aim is to earn the trust and
respect of our customers by
understanding their evolving needs
and consistently delivering high
standards of service.
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Key impact areas

Health, safety and
security

As we continue to develop our
upstream strategy, the area of health,
safety and security becomes ever
more important. Getting hydrocarbons
from under the ground and generating
power can be hazardous. Looking
further afield for gas supplies

has increased personal security

risks and the protection of our
employees, contractors and assets
will require constant vigilance. There
are substantial health and safety

risk management aspects of our
downstream operations — from safe
driving to secure offices to the safety
of installations

and appliances in customers’ homes.

Our position

The health, safety and welfare of

our employees and others who may
be affected by our activities is a top
priority. We are constantly reviewing
our health and safety performance and
upgrading our management systems.
Any accident

or incident is scrutinised and lessons
learned. Centrica’s Board monitors
the Group’s safety performance
closely. Progress against action plans,
targets

and KPIs are reported regularly to
Directors.

Our strategy

Our strategy is to have a robust safety
management system incorporating
risk assessment, improvement plans,
targets, KPIs, performance review,
emergency response plans, training
audits and verification. We aim to
comply with the legislation and
standards of good practice that relate
to our UK and international operations.

Accident prevention programmes are
integral to the business process and
we strive for continual performance
improvement.

Our performance

Our previously strong safety
performance was marred by two
major incidents during in 2006. The
first occurred when a pressure vessel
on our Rough storage facility failed
catastrophically causing a gas release,
explosion and residual fire. The crew
evacuated but two people were
injured.

The year ended on a tragic note with a
helicopter accident in the Morecambe
Bay area which claimed the lives of
seven people - four employees, one
contractor and two pilots.

Independent investigation indicates
that the root causes of these
incidents were not within our domain
of control and that our emergency
response capability was rapid and
comprehensive. However, in both
cases the impact on our employees
and their families has been traumatic
and tragic.

Other than the two incidents described

above, we have continued to maintain
our underlying improvement in safety
performance by reducing the injury
frequency rates in most businesses
and maintaining very low frequency
rates in others.

Employee safety 2006 2005 2004
Lost time injuries/1,000 employees 14.3 13.2 21.5
Lost time injuries/100,000 hours worked 0.8 0.7 14
Total injuries/100,000 hours worked 3.3 3.1 5.1
Fatalities (employee/contractor) 4/3 1/0 1/0
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Health, safety and security

The health, safety and welfare

of our employees in the workplace,
and others who may be affected
by our activities, are top priorities
for Centrica.
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Key impact areas

Energy pricing

After decades of the UK being reliant
on cheap North Sea gas, production
started declining and from 2004 prices
went up sharply. The UK is now part
of a global market and what happens
across the rest of the world will impact
on the cost of energy in the UK.

The linkage between oil and gas prices
and weather patterns also significantly
affects energy prices. High wholesale
energy costs continued to dominate
during the first half of 2006.

In the UK this forced retail price
increases from all the major suppliers,
including British Gas.

While prices are now starting to come
down, they are unlikely to return

to the low levels the UK has been used
to in recent decades. They have fallen
but from a very high point and looking
ahead there is still some uncertainty
as to where prices will go.

The UK is already dependent

on overseas imports of gas, so we
are now competing for it in a global
market at global prices, like oil.
That means competing with North
America and Europe for tanker loads
of liquefied natural gas. We strongly
believe it is in the UK’s interests not
to become overly dependent on any
one country to supply its gas

in the future.
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What we are doing

e Our pricing policy throughout this
period of volatility was to protect
customers by passing through only
a proportion of the full wholesale
market increases

¢ To lessen the impact of higher
prices, we created innovative
fixed-price propositions and
developed a range of initiatives
to help millions of our most
vulnerable customers

* \We are committed to providing
£18.3 million of winter fuel rebates

Energy pricing

Following a period of volatility

in wholesale energy markets

we are working hard to ensure that
our customers receive affordable
and reliable energy suppliers.

to vulnerable customers and launched
the country’s largest social energy
tariff, which will enable up to 750,000
low income customers to access our
cheapest energy rates. Find out more
about British Gas Essentials tariff

¢ We were the first UK supplier to
announce a price decrease for
residential customers from March
2007. We have since announced
a further decrease which means
that we have cut gas prices by 20%
and electricity prices by 17% this year

¢ We have signed up deals worth
billions of pounds to import new gas
supplies from Norway and Holland
to the UK. That new gas is now
flowing, pushing down the market
cost of gas and enabling us to cut
prices for customers

* We believe that diversity brings
security of supply. That is why
Centrica is exploring in Norway,
Nigeria, Egypt and Trinidad
to secure gas supplies from the UK

We will continue to watch carefully
what happens with wholesale gas
prices for the rest of the year.

If we can pass on more benefits
to customers, we will.
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Key impact areas

Energy security

After decades of the UK being reliant
on cheap North Sea gas, production
started declining and by the end

of 2004, the UK was a net importer
of gas. The UK will be almost 90%
dependent on imports by 2020, with
North America, Europe, and China
also becoming increasingly reliant
on imports. UK opportunities are
becoming more limited, reflecting
the continuing North Sea decline.

The UK is now dependent on overseas
imports of gas and is competing for it
in a global market at global prices, like
oil. That means that we in competition
with North America and Europe for
tanker loads of liquefied natural gas
(LNG) and are increasingly reliant on
piped gas from European networks.

Security of energy supply is clearly a
key issue for the UK economy and is
therefore central to the Government’s
energy policy. We strongly believe it
is in the UK’s interests not to become
overly dependent on any one country
to supply its gas in future. Centrica is
playing a key role in securing future
energy supplies for the UK through

a combination of gas exploration
activities, signing long-term contracts,
investing in LNG facilities and
constructing new energy assets.

What we are doing

* We have signed deals worth billions
of pounds to import new gas
supplies to the UK from Norway via
the new Langeled pipeline, Holland
through the BBL pipeline and in the
form of LNG. (See table below)

Centrica is participating in gas
exploration and production activities
as far afield as Norway, Nigeria,
Egypt and Trinidad to secure gas
supplies from the UK

British Gas has the largest gas
demand in the largest gas market
in Europe, which makes us an
attractive partner for National

Oil Companies who are seeking
partnerships that deliver security
of demand
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¢ We have grown from a one gas field
company into a more significant
UK upstream player with reserves
of 2 trillion cubic feet (tcf). At our
Morecambe Bay fields we have more
than 1 tcf of remaining reserves — at
least another 10 years production life

Centrica is currently capable of
supplying (at peak) approximately
25 million cubic metres of gas per
day and our South Morecambe field
is still the UK’s largest producing
field. We supply around 7% of the
UK’s peak gas demand, which is
equivalent to over 1.5 million homes

Our Rough gas storage facility, the
largest gas storage facility in the
country, provides 70% of the total
UK storage capacity and supplies
10% of UK peak demand

e We are committed to investing £750
million in renewable energy assets,
mainly onshore and offshore wind
farms’ and are currently constructing
the UK’s largest offshore wind farm
at Lynn and Inner Dowsing

e Centrica is constructing a modern
and efficient combined cycle gas
turbine power station of 885MW at
Langage in Devon, which will begin
commercial operation during the
winter of 2008-2009

¢ We are also considering building the
UK’s cleanest fossil-fuelled power
plant — a ‘clean coal’ and carbon
capture and storage project on
Teesside that could help to partly
meet the need for new and cleaner
power stations into the next decade.

Energy security

We are ensuring security of energy
supplies for our customers by
investing in long-term contracts,
constructing assets and gas
exploration.

www.centrica.co.uk/cr06



Key impact areas

Our upstream gas position

Long term gas supply contracts Statoil Gasunie Petronas

(Norway) (Netherlands) (Malaysia)
Duration 10 years 10 years 15 years
Start date 2005 2006 2008
Volume 5 billion cubic metres/year (bcm/y) 8 bcm/y 3 bcm/y
Delivery route Vesterled/Langeled pipelines BBL pipeline Ships

1. North America

Net reserves of just over 300 bcf (as at end of 2005)

2.5 mmboe of Oil and NGL

Participation, operator & partner, in excess of 200 onshore wells
Active participant in coal bed methane production in Canada

2. Trinidad (2006/7)
2 block bids in Shallow Water bid Round
Licence award announcement expected Feb 2007

3. UK (2007)
2 blocks awarded in East Irish Sea close to Morecambe

4. Norway (2007)

4 licences awarded (3 as operator)

Stavanger office opened and staffed

10% equity in UK/Norway Statfjord Field

£6 billion/10 year gas supply contract with Statoil.

Operator of the UK terminal receiving gas through the Langeled pipeline

5. Egypt (2006)
1 block awarded (Rommana)
30% equity partner with Sipetrol and PTTEP

6. Nigeria (2005/6)

2 blocks awarded
Office opened and staffed
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Key impact areas

Gas exploration in Nigeria

Overview

In late 2005, as part of our gas procurement strategy, we acquired the right

to explore for gas and oil in two exploration blocks in Nigeria, namely blocks
OPL 276 and OPL 283 respectively. We established Centrica Resources Nigeria
Limited (CRNL) and began preparing for an appraisal programme to establish the
volume of gas and oil reserves in the blocks. CRNL is the main operator and we
are working with an infrastructure partner and two local Nigerian companies (one
per block) to implement the project. In Nigeria, we currently have 16 employees
based at our offices in Lagos, including four expatriates.

Block locations

OPL 276 is an onshore, marginal marine block comprising 524 square kilometres.
It is located in a transition zone which consists of dry, flat land, fresh water rain
forest swamps, mangrove swamps and beaches. It is located on the eastern
fringe of Niger Delta at the estuary of the Calabar River. The centre of the block
lies about 40 km from the Calabar Town Export Free Zone.

OPL 283 is an onshore block comprising 1,272 square kilometres situated in the
north central part of the Niger Delta Basin. Administratively, the block is in Delta
State and until recently was operated by Elf Petroleum Nigeria Limited. The block
is located on land terrain that is essentially dry for most periods of the year with
the exception of some areas which are liable to seasonal flooding during the peak
of the rainy season. The block is accessible by road from Warri.

OFL 283

Key activities in 2006:

e Establishing an office base in Lagos;

® Recruitment of personnel;

e Establishing of policies, key management processes and procedures;
e Stakeholder engagement;

e Environmental & Social Impact scoping study and assessment.

e Sismic survey of chosen prospects

14 Corporate responsibility report 2006

Gas exploration

To ensure diversity of supply Centrica
is exploring for new sources of gas in
Norway, Egypt, Trinidad and Nigeria

'If:“
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Key impact areas

Policy and operating framework
In line with the Group’s Business
Principles, CRNL introduced policies
on health, safety and security,
corporate responsibility, community
relations and on environmental
management during the year. We
are working hard to ensure that
these policies are fully integrated
within our own operations and in our
relationships with contractors and
third parties.

Impact assessment

Understanding the environmental and
social impact of our operations are at
the forefront of our new exploration
activities in Nigeria.

Environmental and social impact
assessments (ESIAs) were undertaken
during 2006, utilising government
approved contractors, to give us
baseline information. Our approach
has been to encourage involvement
from members of the community

and regulatory bodies in our

scoping workshops. In addition,
representatives of the Federal Ministry
of Environment have undertaken site
visits to both blocks to verify our
process and to take ground and water
samples as part of the environmental
baseline surveys.

The ESIA report for each block has
been submitted to the regulator

for approval. We have focused on
recognising and protecting human
rights and labour standards in line
with our Group Policy on Human
Rights. Those impacts identified

will be addressed in our social and
environmental management plan,
which has been submitted as part of
our ESIA report to the regulator for
approval. We will publish our plans
when we have received approval from
the regulator.

Health, safety and security

The wellbeing of our employees is

of paramount importance. Risks
have been formally assessed and
arrangements established via

our management system to eliminate

15 Corporate responsibility report 2006

risk or reduce it to an acceptable level.
Emergency procedures and
contingency plans have been
established to deal with all credible
scenarios. We work closely with our
chosen outsourced contractor for the
provision of security support services,
to implement measures to avoid or
protect our personnel. In conjunction
with our security service provider,

we have successfully tested our
emergency response capability.

Engaging with stakeholders

We continued to engage with
representatives of local communities,
non-governmental organisations,
companies with operations in Nigeria,
and home and host governments to
understand the business and social
climate in Nigeria.

Our dialogue with a range of
stakeholder groups has highlighted
corruption as a particular issue within
Nigeria. In line with our business
principles and Policy on Bribery

and Corruption we will not engage

in bribery or any form of unethical
inducement or payment.

To detail the scope of engagement,
the CRNL management team has
developed a community relations
strategy and general principles

for community relations. Of key
importance:

e CRNL shall share the organisation’s
vision, values and business
principles with host communities
and shall communicate company
business activities with stakeholders

CRNL shall not be involved in

the determination of community
leadership. CRNL shall at all times
deal with only recognised and duly
constituted community leadership in
its community interface

All discussions, meetings,
agreements and commitments
reached with communities must be
documented and endorsed

by relevant parties

¢ CRNL shall demonstrate fairness,
transparency and integrity with
all stakeholders, particularly host
communities. All team members
dealing with communities must be
truthful and honest in their conduct.

We have placed significant emphasis
our engagement with the communities
that may be impacted by our activities.
On block OPL 283 we have consulted
with some 29 communities and on
block OPL 276 we have had dialogue
with around 40 communities

Typical issues identified:

e The communities request a new
approach from Centrica and
partners from the way they have
been previously treated

* They expect to negotiate and
confirm commitment through a
Memorandum of Understanding

* They want employment opportunities
for the youth

e Concerns for the impact of Centrica
operations on farmland, cash crops
and river pollution

e Issues of land ownership (individuals
and communities)

¢ |ssues of claims verification

and prompt payment of any
compensation.
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Corporate responsibility performance indicators

Climate change 2006 2005 A%
Group carbon footprint (million tonnes of CO2/CO2e)* 8.7 — —
Carbon intensity of power supplied in the UK (tonnes CO2 /MWh)** 0.35 0.37 (6)
Household energy efficiency products installed (million) 13.5 9.0 44
Lifetime carbon savings for household energy efficiency products installed

(million tonnes)*** 10 13 (23)
Vulnerable customers - ‘here to HELP’ 2006 2005 A%
Homes signed up 117,438 116,823 0.5
Homes completed (energy efficiency products installed) 37,532 28,212 33
Value of unclaimed government benefits identified (£m) 2.2 2.6 n/a
Average increase in claimable government benefits per household (£)**** 1,467 1,542 n/a
Health and safety 2006 2005 A%
Lost-time injuries/1,000 employees 14.3 13.2 8
Lost-time injuries/100,000 hours worked 0.8 0.7 14
Total injuries/100,000 hours worked 3.3 341 6
Employees 2006 2005 A%
Human capital return on investment ratio**** 2:1 21:1 (5)
Employee engagement score 3.84 3.78 2
Employees from ethnic minority groups (%) 15.9 17.2 (8)
Female/male employees (%) 29.9/70.1 30.9/69.1 n/a
Employees with a disability (%) 2.7 2.5 8
Communities 2006 2005 A%
Total community contribution (£m) 7.4 8.2 (10)
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Corporate responsibility performance indicators

A% has been used to express ‘percentage change’.

* Data tolerance level of 10%. A further 8.3m tonnes of CO2 emissions comes
from UK purchased power.

** Source: www.electricityinfo.org

*** Source: www.nef.org.uk/energyadvice/co2calculator.htm

**** Describes the average value of additional claimable benefits per vulnerable
household identified by British Gas through our ‘here to HELP’ programme.
***** Source: PWC Saratoga — a measurement of financial return for investment
in employee remuneration, benefits and training.
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CR highlights

£10.4m £18.3m £2.7m

British Gas has identified more than To lessen the impact of energy price British Gas launched the UK’s largest

£10.4 million of unclaimed benefits for increases on vulnerable customers, social energy tariff in 2006, which aims

vulnerable customers since the ‘here British Gas committed to provide £18.3  to cut gas and electricity bills

to HELP’ programme began in 2002 million of winter fuel rebates in 2006 for 750,000 vulnerable customers

90,000 750,000 $3m

British Gas Services installed around In 2006, British Gas signed a £2.7 Since 2002, Direct Energy’s

90,000 A-rated energy efficient boilers million contract with Ceres Power Neighbor-to-Neighbor Programme

in 2006 to accelerate the introduction of fuel has contributed $3 million to support
cells into UK customers who are unable to pay their

home electricity expenses

2% 1,000 1.4m

Our employee engagement score Our British Gas Engineering Academy We invested in 1.4 million hours of
increased by 2% in 2006 and 86% of trained more than 1,000 new engineers  training for our 8,000 front line British
employees responded in 2006 Gas employees in 2006
10,000 £26m No.1

We distributed more than 10,000 We invest around £26 million in our British Gas Business was recognised
copies of our business principles British Gas Engineering Academy and as the No.1 large employer in the UK
in 2006 trained 1,000 new engineers in 2006 by the Financial Times in 2006
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CR highlights

Environment

1.5m

1.5m British Gas customers completed
our innovative Energy Savers Report
in 2006

Biggest
green

British Gas is the largest supplier
of green electricity in the UK with
around 120,000 domestic customers

15%

We traded 15% of the carbon
allowances in Europe through
the EU Emissions Trading Scheme

Lowest
CcCO2

British Gas installed more than

13 million energy efficiency products

in 2006

13 m

We have the lowest carbon intensity
of the any of the major UK
power suppliers

1ISO14001

We introduced the 1ISO14001
standard across our IS operations

£7.4m

Our total community contribution was
£7.4 million in 2006

7,500

Nearly 7,500 UK employees have
signed up to ‘Get Involved’ -
our employee involvement programme
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100%

In 2006, we maintained our 100%
score for community investment
in the BITC CR Index

£230,000

8% of our UK employees donated
over £230,000 to charities through
our payroll giving programme

£300,000

Our people invested more than
13,000 hours in volunteering activities
—£300,000 of in-kind support

80%

Almost 80% of Direct Energy
employees take part in activities
to tackle homelessness
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CR highlights

Investors

049, Responsible
Investment

Our score in the BITC corporate
responsibility index improved by four
percentage points to 94% - Gold
performance

Centrica continued to be included

in the Dow Jones Sustainability
World and European Indexes and the
FTSE4Good Indices
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Most
Sustainable
Corporations

Centrica was named in the Global 100
Most Sustainable Corporations in the
World index
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Business overview
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Business overview

Customers are central to all our operations. Our activities are focused
on securing and delivering energy and offering a distinctive range

of home and business energy solutions.

Turnover” by business (£m)

Operating profit* by business (£m)

[ sritish Gas Residential

2,303

87

British Gas Business

1,104

102

British Gas Services

. Centrica Energy

[ 204

. Centrica Storage

4,097 223 Centrica North America
B 205 |7 Il Europe
0 14 Other

A from continuing operations

CP3 Renewables Obligation (MWh)

British
Energy

Centrica

E.ON

EDF
Energy

GDF

RWE
npower

Scottish
Power

SSE

Other

65%
| |

* including joint ventures and associates,
stated net of interest and taxation,

and before exceptional items and certain
re-measurements

95%

73%

49%

92%

| | | J

0.5m m

1.5m 2m

2.5m 3m

Compliance phase 4 Renewables Obligation (MWh)
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3.5m

B ROCGs Presented
Buy-Out
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Business overview

British Gas Residential

Business description

We are the biggest energy supplier in Britain’s domestic market.
Operating under our British Gas brand (Scottish Gas in Scotland
and Nwy Prydain in Wales), we had 16 million gas and electricity
accounts at the end of 2006.

Market

Retail energy margins have been put under intense pressure in 2006,
with energy suppliers finding it difficult to keep pace with rapidly rising
commodity costs. These are now falling and we anticipate that industry
profit margins downstream will recover.

Opportunities
* 95% of customers are on our new billing system.
e Our innovative energy products will win and retain customers.
e Reducing our cost base will help us find additional value
and improve our marketplace competitiveness.

Brands

British Gas ﬂ

www.britishgas.co.uk

British Gas Business

Business description

We market gas and electricity to a full range of businesses under

the British Gas Business banner. We offer a range of propositions
from open tariffs to fixed price contracts to suit our customers’ needs.

Market

The business market is highly sophisticated with many larger companies
operating through professional energy buyers. Brokers and consultants
are increasingly a feature as the market becomes more competitive.

Opportunities

* A 95% SME renewal rate in 2006 indicates the strength
of our prospects for 2007.

e Smart metering and new, named account managers will improve
customer service.

¢ We are developing propositions for customers who see energy
efficiency as a key way of cutting costs.
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A

Brands

7

British Gas Business

www.britishgasbusiness.co.uk
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Business overview

British Gas Services

Business description

We are Britain’s largest operator in the installation and maintenance
of domestic central heating and gas appliances, employing more than
8,600 engineers. We offer services through our HomeCare product
and Dyno-Rod.

Market

Competition has become more intense in the contract cover market,
with industry players offering lower priced propositions that provide
less cover. Climate change and high energy prices have led to
increased interest in energy efficiency.

Opportunities

¢ Our on-demand offerings are helping us access new markets.

* We are developing our online sales presence.

e The demand for energy efficiency technologies is opening
new sales opportunities.

Brands

British Gas d

DYNO 4

part of British Gas

www.britishgas.co.uk

Centrica Energy

Business description

We source gas and electricity from our own production and from third
parties, principally to supply British Gas Residential. Investments
include renewable generation and we are currently seeking secure
supplies of gas from overseas sources as UK production gradually
declines.

Market

Gas prices are falling now more gas is arriving in the UK. Lower gas
prices, retiring coal and nuclear plants and an increasingly stringent
emissions trading scheme have improved the outlook for gas-fired
power stations.

Opportunities

e Our construction of an 885MW combined cycle gas turbine power
station at Langage in Devon began.

* We are developing an additional 252MW of wind generation and have
secured a 600MW electricity supply contract linked to international
coal prices.

* We acquired gas acreage in the UK, Norway, Nigeria and Egypt.
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Business overview

Centrica Storage

Business description

Our Rough storage facility is the UK’s largest. It is supported by a gas
processing terminal at Easington, also managed by Centrica Storage.
From October 2006, Centrica Storage became responsible for operating
the adjacent terminal receiving gas from the Langeled pipeline.

Market

With the decline of supplies from the UK’s North Sea gas fields, the need

for large volume storage has grown. Moving forward, the UK will require

additional storage as traditional seasonal swing producing fields deplete.

Opportunities
* We are progressing a number of projects to increase the capacity
of Rough to take advantage of the increased demand for gas storage.

O

Brands

centrica

storage

www.centrica-sl.co.uk

Centrica North America

Business description

Under our Direct Energy brand, we are North America’s largest
competitive energy solutions provider, serving residential

and business customers in Canada and the US.

Market

The regulatory landscape is fragmented, with robust competition

in business markets across many states and provinces, and residential
competition chiefly in Ontario, Alberta, Texas and the northeastern
United States.

Opportunities

¢ We are growing our retail energy and services businesses
in the deregulated markets.

® As a source of value creation we are developing our energy
management capabilities.

¢ Where we see value, our intention is to acquire more assets
to support the supply of energy to our customers.
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Brands

== Direct Energy.

www.directenergy.com
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Business overview

Europe

Business description

We are involved in power generation, energy management and retail
energy supply in Europe. We have operations in Belgium, Germany,
the Netherlands and Spain.

Market

Some EU states have been slow to make the legislative changes

for the full opening of the market due in July 2007 but there are strong
signs that the EU is keen to apply more pressure. North-west European
energy markets are increasingly interconnected and with more open
access greater competition will be possible.

Opportunities

® There are major opportunities in the Benelux and German markets,
which are undergoing structural change.

¢ We intend to develop our generation assets, our mid-stream activities
and our energy management solutions as the market dynamics
in Europe change.

OO

Brands
luminus

OxXXio

Luse

€E N ERGI A

www.luminus.be
www.luseoenergia.com
www.oxxio.nl
www.centricaenergie.de

Key

Our upstream business

© &

Our downstream businesses
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Business case for CR

Our business case for corporate
responsibility (CR) focuses
on the three ‘Rs’:

Return
Creating sustainable value
for our shareholders

Risk
Identifying, understanding
and managing risk

Reputation
Protecting and enhancing
our reputational capital
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Creating sustainable value

Our primary responsibility is to create
maximum value for our shareholders.
To meet our goals and deliver the
sustainable returns our shareholders
expect, a responsible approach
must underpin our strategy. CR is
often about making very challenging
business decisions based on a
complete understanding of the wider
social and environmental context.

Managing risk

The Combined Code on Corporate
Governance requires companies
listed in the UK to have processes in
place to understand and manage the
risks that could affect their business.
We understand the importance and
potential impact of non-financial
risks and, as such, have identified
social, ethical and environmental
(SEE) factors in our group risk register
and risk management processes.

As we continue to develop our
upstream operations in the UK and
internationally, our ability to manage
SEE risks effectively will be

of primary importance.

Identifying opportunities
Maintaining dialogue with our
stakeholders on social, ethical

and environmental matters,

and being attuned to emerging
changes in society and government,
can help us to identify and

take advantage of commercial
opportunities.

For example, as a major integrated
energy company we recognise that
adopting a leadership position on
addressing climate change is a
significant growth opportunity for
Centrica. By assessing political,
social and economic positions

on climate change, we have been
able to develop a distinctive strategy
and launch British Gas New Energy
to lead our provision of low carbon
products and services.

Protecting our reputation

Our research demonstrates the

high value our CR activities create

for our brand and reputation. Our
stakeholders, particularly our
customers, have high expectations

of our social and environmental
approach. Our ability to meet these
expectations is vital to building trust
and loyalty in the marketplace.

We know that operating with integrity
and successfully managing CR issues
will help us deliver our strategy.
Equally, we understand the cost

of getting it wrong and how this would
harm our reputation.

Engaging our employees

A company’s ‘CR credentials’ are
becoming an important factor when
people select potential employers.
Our employees, who are often also
shareholders and customers, have

a vested interest in effective CR.
They also have an important role

to play in helping us to embed our
business principles and realise our
CR goals. This goes way beyond their
participation in community activities
and touches all aspects of their
relationship with Centrica and in turn
their relationship with our customers
and other stakeholders.

Managing costs

Understanding how our business
affects the environment and wider
society enables us to develop
products, services and systems that
improve efficiency. For example,
by re-engineering our waste
management we have increased
recycling by 60% since 2001. This
has enabled us to make significant
cost savings across the Group.
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Business principles

Our business principles underpin our
values and set out our commitment

to operate responsibly wherever we
work in the world and to engage with
our stakeholders to manage our social,
ethical and environmental impact.

Our principles are endorsed by

the Centrica Board and senior
management and we are committed
to upholding them as a central

part of our business process.

We have produced detailed guidance
for our employees and business
partners, which explains the
standards we expect and how to put
our principles into practice. We will
support those who make decisions
based on our business principles.

We do not make gifts or donations

to political parties but do engage

and participate in public policy
debates and consultations. We
regularly meet politicians and civil
servants to brief them on our strategy
and discuss energy policy issues.

We treat any breach of our business
principles with the utmost seriousness
and will take appropriate action to
address the reason for any such breach.

28 Corporate responsibility report 2006

Supporting employees

In 2006, we developed a new ‘Speak
Up’ process and independent
employee helpline which launched

in early 2007. The helpline enables
employees to report instances where
they suspect non-compliance with
our business principles. Calls to this
helpline are monitored and reported
on a quarterly basis to the General
Risk Management Committee and
Audit Committee and appropriate
action is taken to address issues
raised.

Communication and training

In 2006, more than 10,000 copies

of our Business Principles and Guide
to Sound Business Practice were
distributed to employees across the
Group. We planned to implement

an integrated communications
programme across the business

to raise awareness and understanding

of our principles during the year and
produced an innovative e-learning

programme to support this. However,

due to a number of organisational
changes we did not deliver this
campaign. We will aim to revisit
our plans in 2007.

Monitoring and reporting

During the year, we made improvements
to our internal measurement and
reporting processes, underpinned

by our new independent ‘Speak

Up’ procedure. Feedback from our
stakeholders in 2006 highlighted the
need for us to consider reporting
breaches of our business principles
and related issues. While we
acknowledge this feedback, we want
to ensure that our new processes
are fully embedded and that data is
robust. We will therefore continue

to monitor our performance internally
during 2007 with a view to publishing
relevant indicators in future

CR reports.

www.centrica.co.uk/cr06



Business principles

Our business principles

Principle 1: Demonstrating integrity
in corporate conduct

We are committed to working within
the laws and regulations of all the
countries in which we operate. In the
absence of such laws and regulations
we will adopt recognised international
standards of best practice and
promote these in our business
operations. Centrica is also

a signatory to the ten principles
described in the United Nations Global
Compact and we will seek to address
social, ethical or environmental matters
that may affect our shareholders,
employees, customers and neighbours.

We believe that competitive markets
can only flourish where there are
sound business ethics. As such,

we will assess the implications of
our business decisions for all our
stakeholders and manage our social,
economic and environmental impact
accordingly.

Therefore we do not engage in bribery
or any form of unethical inducement
or payment. We will maintain accurate
records of all transactions made

by or on behalf of the Group

and its customers.

All employees are required to avoid
any activities that might lead to,

or suggest, a conflict of interest
with the business of the Company.
Employees must declare and keep
a record of hospitality or gifts
accepted or offered, which will be
subject to managerial review. We
do not make dirbvect or indirect
contributions to political parties.

Principle 2: Ensuring openness
and transparency

Open and transparent communications

with our shareholders, employees,
customers, local communities and
society at large are important to
us, while respecting commercial
confidences and the privacy

of our employees and customers.
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Centrica will also provide meaningful
and timely communications to
stakeholders of our social, ethical
and environmental performance

in respect of these principles through
the annual reporting process

and online progress reports.

Principle 3: Respecting

human rights

We support all aspects of human
rights consistent with the Universal
Declaration of Human Rights, which
forms the basis of our respect for
the communities and societies in
which we operate. Human rights
considerations affect many aspects
of our business activities, from

our employment processes and
investment strategies, to the health,
safety and security of our people
and assets and our goal to contribute
positively to communities in which
we operate. The remaining principles
further articulate our commitment.

Principle 4: Enhancing

customer experiences

and business partnerships

We will treat our customers fairly
and professionally to deliver a good
quality customer service based on
trust and credibility. We will also work
with our customers and business
partners to ensure the safe and
responsible use of our products
and services.

We maintain dialogue with regulators,
consumer and industry organisations
and relevant not-for-profit organisations
to inform our decision-making and
ensure that we provide innovative
products and services that are relevant
to the markets in which we operate.

We will disseminate these principles
to our business partners - including
contractors, suppliers and joint
venture partners — and will seek to
promote their application throughout
our supply chain. Where we operate
in conjunction with third parties

or in joint venture arrangements

and have majority interest, we

will incorporate compliance with

our business principles into the
contractual arrangements.

Principle 5: Valuing our people

We value our people and are committed
to creating a culture of mutual trust
and respect. We will recruit people
on the basis of the qualifications and
abilities needed to do the job, while
promoting diversity and development
throughout our business. We will
work with our employees to ensure
fair consultation and representation
in decision-making, and respect
employees’ rights to freedom

of association and collective
bargaining. We will not tolerate any
form of discrimination, harassment
or bullying in the workplace.

Principle 6: Focusing on health,
safety and security

The health, safety and security

of our employees, customers and
others who may be affected by our
activities are a top priority. We will
implement a health, safety and
security management system in
an effort to prevent fatalities,
work-related injuries and health
impairment among employees,
customers, and business partners.
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Business principles

Principle 7: Protecting

the environment

We are committed to understanding,
managing and reducing the
environmental impact of our
activities and will seek to implement
internationally recognised
environmental management systems
to achieve this aim. In particular,

we are committed to the development
of renewable and low-carbon

energy sources that will facilitate the
reduction of our carbon footprint.
We will enable our customers

to participate in the move towards

a low carbon future and encourage
our employees to make responsible
use of resources.

Principle 8: Investing

in communities

We recognise that good relations
and long-term partnerships with local
communities are fundamental

to our sustained success. Wherever
we operate, we seek to develop
enduring relationships with our
neighbours based on mutual trust,
respect and understanding of our
impact. We are committed to the
alleviation of fuel poverty and the
promotion of social inclusion.

We also seek to promote education,
skills development and employability
in the communities we serve.

Applying our business principles
Our principles apply to all employees
in each of our business units
worldwide. They also extend to all
our majority owned business dealings
and transactions inall countries in
which we or our subsidiaries and
associates operate. Where we have

a minority interest we will encourage
the application of this policy amongst
our business partners including
contractors, suppliers and joint
venture partners.
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Communication and compliance

We aim to ensure that all our
employees are familiar with these
principles and apply them consistently
throughout our business activities.
This will be done using existing internal
communication channels supported
by practical guidance and training.

If an employee has concerns about
malpractice or non-conformance

with these principles, we provide
appropriate means and safeguards for
disclosure, which are communicated
to employees.

We will treat any breach of these
principles with the utmost seriousness
and will support our employees,
suppliers and business partners where
compliance with these principles
jeopardises the achievement of
business targets.

Continual improvement

and assurance

Centrica is committed to verifiable
and systematic monitoring, reporting
and reviewing of our performance

in accordance with these principles
and as a signatory to the UN Global
Compact.

We are committed to continual
improvement and are implementing

an appropriate corporate responsibility
strategy - including indicators, target
setting, stakeholder engagement and
a verifiable assurance programme
open to independent audit where
appropriate.
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CR governance
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CR governance

At the beginning of the year, we changed
our governance arrangements for CR,
establishing a main board committee

to lead our strategy. It is chaired by
Mary Francis CBE, Centrica’s Senior
Independent Non-Executive Director,
and its members include the Managing
Director of each business unit.

This reflects the importance we attach
to integrating CR in the business, its risk
management and strategic functions.

Our Corporate Responsibility Committee
(CRC) meets quarterly and is responsible
for ensuring that social, ethical and

environmental risks and opportunities
are managed in line with our business
principles and that key stakeholders
are consulted. The Centrica Board
reviews progress and performance

on a quarterly basis. Read more about
the members of our CRC. Download
the terms of reference of our CRC.

During the year, the CRC focused on
identifying the areas of group activity
which have the greatest impact and
which present the most significant risks
to and opportunities for our business.

The following areas were assessed during the year:

Area

Climate change

and environmental impact

Health, safety and security

Vulnerable customers

Risk and business assurance

Exploration in Nigeria

Supply chain responsibility

Revised Companies Act

Diversity and inclusion
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Summary

Formation of a high-level project team which developed climate
change strategy and new business unit, British Gas New Energy

Review of the two major accidents in 2006, discussion
of learnings, and strategy development for 2007 and beyond

Review of policy environment and approach in the UK
and North America, ensuring sharing of knowledge and experience

Analysis of risk assessment procedure to embed the identification of social,
ethical and environmental issues in Centrica’s overall risk framework

Assessment of management approach to social, ethical and environmental
issues, recognising robust systems and policies

Review of supply chain risk mapping resulting in support for the development
of more detailed policy framework and extension to upstream activities

Assessment of the implications of the revised Act, leading to the publication
of key non-financial performance indicators in the 2006 Annual Report

Review of strategy recognised our successful preparation for UK age
regulations but noted the need for continued integration in business strategies
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CR governance

CR Committee

Members

Mary Francis CBE,
Non-Executive Director

Mary Francis joined the Board in June
2004. She is a Non-Executive Director
of the Bank of England, Aviva plc

and St. Modwen Properties plc.

She is a Director of Fund Distribution
Ltd and a Trustee of the Almeida
Theatre. She is a former Director
General of the Association of British
Insurers. She was previously a senior
civil servant in the Treasury and the
Prime Minister’s Office

Grant Dawson, Group General
Counsel and Company Secretary

Grant Dawson has been Group General
Counsel and Company Secretary

of Centrica since the demerger of
British Gas plc in February 1997,
having joined British Gas in October
1996 from Nortel Limited, previously
known as Northern Telecom Limited.
Grant was called to the Bar in 1982

and is a member of Lincoln’s Inn. He
has spent most of his career in industry,
joining the legal department of Racal
Electronics plc in 1984 and then STC
plc as legal adviser in 1986 until they
were taken over in 1991 by Northern
Telecom Limited.

Phil Bentley, Managing Director,
British Gas

Phil Bentley joined Centrica plc

as Group Finance Director in 2000,

a position he held until the end of
February 2007 when he was appointed
Managing Director, British Gas. He
was also Managing Director, Europe
between July 2004 and September
2006. Formerly, he was Finance
Director of UDV Guinness from 1999
and Group Treasurer and Director of
Risk Management of Diageo plc from
1997. Previously, he spent 15 years with
BP plc in various international oil and
gas exploration roles. He is also a Non-
Executive Director and the Chairman of
the audit committee of Kingfisher plc.

Catherine May,
Group Director of Corporate Affairs

Catherine May joined Centrica

as Director of Corporate Affairs

in September 2006 having previously
been Group Director of Corporate
Relations for Reed Elsevier.
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Deryk King, Chief Executive
Officer, North America

Deryk King is responsible for all of
Centrica’s activities in North America.
He joined Centrica in 1998 as Senior
Adviser and Projects Director,
responsible for the Company’s
European initiatives.

Mark Crosbie, Director of Corporate
Strategy, Development and M&A

Mark Crosbie was appointed Director
of Corporate Strategy, Development
and M&A in May 2003. Mark joined
Centrica in August 2000 from UBS.
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CR governance

CR Committee (continued)

Anne Minto OBE, Group Director, Chris Weston, Managing Director, John Way, Head of Business
Human Resources British Gas Services Assurance

Anne Minto was appointed Group Chris Weston was appointed John has a record of senior business
Director, Human Resources for Managing Director, British Gas assurance appointments, most recently
Centrica on 1 October 2002. Prior Services in June 2005. Prior to as Chief Internal Auditor of Abbey

to that she was Director, Human this he was Managing Director, National and ICI and Director of Audit
Resources for Smiths Group plc, British Gas Business from January and Risk Management at Inchcape.

a position which she had held since 2002. Leaving the army after seven He has worked in North America and
early 1998. After qualifying as a lawyer, years service, Chris attained a PhD Asia and has travelled extensively in his
she worked for over 13 years with Shell. from Imperial College. Following business career. John is a Chartered

In 1993 she was appointed Deputy study he was responsible for Accountant, a member of the Institute
Director General of the Engineering strategy and regulation at Mercury of Internal Auditors and sits on
Employers’ Federation. She is chairman ~ Communications. Chris was appointed governance committees of the Institute
of the Centrica Pension Schemes. She a Director of Cable & Wireless in of Chartered Accountants. He is

is Vice President and Chairs both the Australia in 1997, responsible for risk advice across
Institute of Employment Studies and then returned in 2000 to Europe Centrica, control assessment, internal
the Engineering Development Trust. as Managing Director of Onetel. auditing and provides the Audit

She was awarded an OBE for services Committee with independent assurance
to the engineering industry in 2000. and advice on risk and controls.

Jake Ulrich, Managing Director,
Centrica Energy

Jake Ulrich was appointed to the
Board in January 2005. He was
appointed Managing Director of
Centrica Energy in 1997. Between
1994 and 1997 he was Managing
Director of Accord Energy Ltd, a
joint venture between Natural Gas

Clearinghouse (NGC) and British Gas Also in attendance _

plc. He previously worked for NGC, Simon Henderson, Director of Corporate Reputation

Union Carbide Corporation and the Mike Garstang, Director of Health, Safety and Environment
OXY/Mid Con/Peoples Energy Group. Andrew McCallum, Head of Corporate Reputation
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CR governance

Risk management

Centrica places great importance on effective risk management. Our governance
structure is designed to assess and quantify all the risks to which our businesses
are subject and to create a culture in which risk management is integrated within
decision making at all levels in the organisation.

The Board, supported by the Executive Committee, sets Centrica’s strategic
direction and, as such, the level of risk the company is prepared to accept.
Within this framework, each business operates its own risk committee,
comprising the senior management team, which meets quarterly to review the
key risks, the adequacy of controls and the planned actions to mitigate those
risks. Each risk identified by these Committees is assessed in financial and
non-financial terms. Non-financial risks are grouped according to their impact
on reputation, legal and regulatory, customers and employees health, safety and
security, and the environment. The non-financial risks are regularly reviewed by
the Corporate Responsibility Committee, a sub-Committee of the Board.

The risk management process is overseen by the Group Risk Management
Committee, a sub-committee of the Executive, to monitor and challenge the
consolidated risk profile for Centrica as a whole. The Audit Committee of non-
Executive Directors reviews this profile quarterly along with the associated
controls.

There is a strong link between the risk management process and the reviews
undertaken by Business Assurance (Internal Audit). The audit plan is developed
from the key risks identified by the process and conclusions from these reviews
feed back into the assessment of the identified risks. In addition, the Audit
Committee is informed quarterly of the key findings from the reviews and
progress on the resultant actions.
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CR governance

ABI guidelines

We manage our social, ethical and environmental risks in accordance with the
disclosure guidelines on social responsibility developed by the Association
of British Insurers. The table below explains our approach.

Disclosure requirement

The Board takes regular account

of the significance of social,
environmental and ethical matters to
the business and the Company

The Board has identified and
assessed the significant risks

to the Company’s short- and long-
term value arising from social,
environmental and ethical matters,
as well as the opportunities to
enhance value that may arise from
an appropriate response.

The Board has received adequate
information to make this assessment
and account is taken of social,
environmental and ethical matters

in the training of Directors

The Board has ensured that the
Company has in place effective
systems for managing significant risks
which, where relevant, incorporate
performance management systems
and appropriate remuneration
incentives
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Our approach

Our CR strategy is led by a main Board committee which is chaired by Mary
Francis CBE, Centrica’s Senior Independent Non-Executive Director

The Board reviews our CR strategy and performance quarterly and is kept
informed of progress made in managing key risks and opportunities.

Risks and opportunities identified include: climate change and
environmental matters, customer service, pricing and energy security and
health, safety and security.

Each of these subjects was reviewed and discussed in 2006.

Social, environmental and ethical risks and opportunities are included
in our risk management procedures at Group and business unit levels
and our response to them is monitored by the Board.

Board members receive formal training on issues relating to their role with
the Company. This includes briefing on CR.

Mary Francis updates the Board regularly on progress in managing CR risks
and opportunities as well as new developments that may affect its duties.

The Board has established objectives and policies for managing significant
risks and opportunities to meet the requirements of the Turnbull Guidance on
the Internal Control, part of the Combined Code on Corporate Governance,
and in relation to the revised Companies Act 2006.

The Corporate Responsibility Committee (CRC) sets the framework and is
responsible for identifying significant social, ethical and environmental risks
and opportunities, determining the Group’s ‘risk appetite’ and developing
mitigation and monitoring strategies. The CRC sets objectives, performance
targets and policies for managing key risks and opportunities, which are
monitored by the Board.

www.centrica.co.uk/cr06



CR governance

A description of social, environmental
and ethical related risks and
opportunities that may significantly
affect the Company’s short- and long-
term value, and how they may impact
on the business

A description of the Company’s
policies and procedures for managing
risks to short- and long-term value
arising from social, environmental and
ethical matters

A description of the extent to which
the Company has complied with

its policies and procedures for
managing risks arising from social,
environmental and ethical matters

A description of the procedures for
verifying social, environmental and
ethical disclosures
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Our most significant social, environmental and
ethical risks and opportunities have been outlined in this report.

The Board, either directly or through its committees, sets objectives,
performance targets and policies for management of key risks and
opportunities affecting the Group. This includes risks and opportunities
arising from social, environmental and ethical matters.

At each of its meetings in 2006, the Audit Committee received an internal
control report, which allowed it to track a number of issues and monitor
performance against objectives. The Chairman of the Audit Committee
reported the issues discussed and conclusions reached at the following
Board meeting.

This report is assured by The Corporate Citizenship Company. In addition,
a significant proportion of our activity on environmental matters, customer-
related issues and health, safety and security is subject to assessment and
audit by third parties including regulators and accreditation bodies.
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CR governance

Quality management

We seek to meet best practice
standards in the way we run our
business and in the products and
services we provide. In many
instances we seek external and
independent certification of the
standards we are achieving.

British Gas

British Gas has a business
management system that covers
quality management, environmental
management and Investors in People.
This system is regularly reviewed by
external independent assessors and
is checked internally — providing a
framework for continual improvement.

Customer Contact Association
(CCcA)

British Gas Residential sites achieved
CCA accreditation in 2006. The

CCA is the professional body for
customer contact centres. It promotes
the delivery of best practice and
encourages participation from

all organisations with call centre
operations. The CCA framework is a
guide to support and develop internal
processes which ensure improved
performance and increased customer
satisfaction. British Gas received a
number of CCA excellence awards.
Read more about British Gas and the
Customer Contact Association (CCA).

1SO9001: 2000

British Gas’s quality management
systems are certified to ISO9001:
2000 Company Wide Registration
by the British Standards Institute.
Only a limited number of companies
worldwide achieve this status. The
integrated management systems at
our power stations and Hydrocarbon
Resources Limited (HRL) follow the
principles of ISO9001.
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Investors in People

British Gas has achieved business-
wide Investors in People certification
to the revised standard. This national
standard sets a level of good practice
for improving an organisation’s
performance through its people.
Read more about Investors in People.

EnergySure

British Gas energy sales employees
are accredited under EnergySure,

the first national accreditation scheme
for energy sales. This shows they are
appropriately trained and registered
on a nationwide database designed

to protect consumers.

1SO14001

A large majority of British Gas sites
are certified to ISO14001 for their
environmental management systems.
All seven of our UK power stations and
Hydrocarbon Resources Limited (HRL)
are accredited under this international
environmental standard. We will apply
the principles of ISO14001 in our
environmental management systems
in international ventures. Our
Information Systems function was
accredited to the standard in 2006.

OHSAS18001

The health and safety management
systems at our power stations, HRL
and in our international ventures follow
the principles of the Occupational
Health & Safety Assessment Series
OHSAS18001.

Competence Assurance

Our competence assurance
programme at HRL is externally
accredited by COGENT, the sector
skills council for chemicals, nuclear,
oil and gas, petroleum and polymers.
We are extending this programme

to our UK power stations.

Direct Energy

Direct Energy has an Integrated
Management System that is
compatible with ISO14001,
OHSAS18001 and the

US OSHA VPP standard.

www.centrica.co.uk/cr06



Dialogue

39 Corporate responsibility report 2006 www.centrica.co.uk/cr06




Dialogue

Dialogue with stakeholders

Structured engagement with all our stakeholders is fundamental to the way we do
business and enables us to identify risks and opportunities, and tackle our key areas
of impact. We manage this process by building strong, two-way relationships with
employees, customers, governments, investors, regulators, suppliers, opinion-formers
and communities.

This engagement is a continuous and dynamic process which at every level —
from our Chief Executive meeting a senior politician, to one of our engineers talking
with a customer — help us to shape our future business direction.

In 2006, we continued to our stakeholders to find out their views on CR, their
interpretation of Centrica’s responsibilities and whether our activities and level
of disclosure were fulfilling their expectations. For the second consecutive year,
stakeholders identified climate change and environmental issues as our primary
area of impact.
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Stakeholder map

We communicate with our stakeholders on a wide range of issues. For some
customers, how we deal with human rights issues might be a significant factor

in their choosing to use our services. Similarly, with many investors, particularly those
specialising in socially responsible investment, we cover subjects under the headings
on the left of the table. The table below, which is not exhaustive, provides highlights
on which we have concentrated with various stakeholders.

Y \‘IkSSU“Z‘s Climate change Customer Health, safety Human rights Supply chain Diversity
Stake- & environment | service & security & labour responsability | & inclusion
holders standards

Charities

and NGOs ® ® ® ® ® ®
Consumer o o o

organisations

Customers o o o o
Employees [ [ [ [ o o
Government

& Parliament ® ® ® L o
Investors [ ] o o o

Communities o o o o o
Regulators () o o

Suppliers o o [ o [

Trade unions
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Stakeholder: Charities and NGOs

We work with a range of charities and non-governmental organisations (NGOs)
to enhance our understanding of social and environmental issues.

Issue: Climate change and environment

In 2006 we engaged with Green Alliance and a number of individual environmental
NGOs and charities including the World Wildlife Fund (WWF) and Forum for the
Future, to shape our climate change strategy and discuss policy and regulatory
issues. In North America, Direct Energy continued to work in partnership

with WWF to assess the impact of climate change.

Issue: Customer service

We worked with a range of charities including Help the Aged, NEA and Save
the Children, to better understand the needs of our more vulnerable customers
and provide them with targeted and relevant support. Our dialogue with these
charities was influential in the development of the British Gas Essential Tariff

- the largest social energy tariff in the UK.

Issue: Health, safety and security

On carbon monoxide safety, we maintained dialogue with the gas industry safety
group CO-Gas Safety — an independent charity committed to reducing accidents
involving carbon monoxide — and other organisations such as the Royal Society
for the Prevention of Accidents

Issue: Human rights and labour standards

In 2006, we continued to work with the Institute of Business Ethics and the
International Business Leaders Forum to increase our understanding of the
human rights and labour standards facing the business. We revised our Group
Policy on Human Rights and also initiated dialogue with Amnesty International
and Transparency International, specifically in relation to our exploration activities
in Nigeria. We will maintain open channels of communication with

these organisations moving forward.

Issue: Supply chain responsibility
Our engagement in this area is covered in our dialogue with a range
of organisations on human rights and labour standards.

Issue: Diversity and inclusion

We worked with a range of charities and NGOs during the year to deliver our
diversity and inclusion strategy. In particular, we worked very closely with
the Employers’ Forum on Age to implement necessary changes and deliver
an employee awareness programme following the introduction of new age
regulations in the UK in 2006.
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Stakeholder: Consumer organisations

Regular discussions with consumer organisations help ensure we are tackling
key consumer issues.

Issue: Climate Change and Environment
We work with consumer organisations to research the development of low carbon
products and services for our customers.

Issue: Customer service

We engage with a range of consumer organisations in the UK, Europe and North
America on climate change and environmental matters. A particular focus in 2006
was on ‘green’ electricity tariffs and carbon offsetting. We initiated dialogue with
several consumer organisations to provide input in research they conducted into
these increasingly important product categories.

We engage with energywatch - the UK gas and electricity consumer watchdog

— and other organisations including the National Consumers Council, on customer
service related issues. We faced a number of service challenges during 2006,
which placed particular emphasis on maintaining open and transparent dialogue
with consumer organisations. Regular meetings were held to update these groups
on our customer service performance and improvement programmes.

Issue: Health, safety and security

We are committed to raising awareness of the dangers of carbon monoxide
poisoning. Indeed, through our membership of the Energy Retail Association,
we have collaborated with fellow members with the aim of promoting the issue
across the industry.

Stakeholder: Customers

Two-way dialogue with our customers is essential if we are to understand
and meet their needs.

Issue: Climate Change and Environment

In 2006 we conducted extensive customer research in the UK and North America to
help us develop our energy efficiency and climate change strategy, and launch British
Gas New Energy. Through a combination of focus groups, interviews and larger-scale
surveys we gained a great deal of insight into customers’ perceptions on climate
change and levels of awareness and demand for low-carbon products and services.

Issue: Customer service

We seek to continually improve the level of service we provide to our customers.
All of our customer-facing businesses have extensive research programmes that
enable us to engage with customers, listen to their views and concerns, and
implement changes that improve our approach.

Issue: Health, safety and security

We reached out to our customers on product safety issues through campaigns
and communications. Our particular focus was on raising awareness of carbon
monoxide safety among students in rented accommodation.
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Issue: Diversity and inclusion

Recognising the diversity of our customers in Greater London, British Gas was
a key supporter of the Mayor of London’s ‘We are Londoners’ campaign in 2006,
which celebrated the ethnic and cultural diversity of the capital. We continued

to engage with our customers in the UK and North America to identify the needs
of specific groups and tailor our products and services accordingly.

Stakeholder: Employees

Listening and responding to the views of our employees is core to our success. We
liaise with our people through a range of internal communication channels, a series of
individual opinion surveys and our annual employee engagement survey. More than
80% of employees responded in 2006

Issue: Climate change and environment

We relaunched our internal environmental campaign in 2006, with the theme of
‘future generations’. The campaign, which is driven by ‘green teams’ across

the Company, enables our employees get involved in helping us achieve our
environmental goals. In addition, we consulted employees during the development
of climate strategy to gauge their understanding of the issue and what they think
Centrica should be doing to address it.

Issue: Customer service

The engagement and commitment of our employees is central to providing
the high quality of customer service we strive to deliver. During the year

we communicated extensively with employees on customer service issues
through our internal communications channels, via face-to-face briefings
and, in particular, through the provision of training. We delivered 1.4 million
hours of training to our front line employees in British Gas to equip them with
the necessary skills to use our new billing system. We also trained 1,000
new engineers in our British Gas training centres, focusing both on technical
competency and customer service skills.

Issue: Health, safety and security

We delivered health and safety training and awareness raising initiatives during
the year. These ranged from occupational health sessions on stress management
and mental health to updates on safety aspects of new technologies for our
engineers and technical teams.

Issue: Human rights and labour standards

Our annual employee engagement survey measures engagement in key areas
such as, ‘me as an individual’, ‘management impact’, ‘customer focus’, ‘team
leadership’ and ‘performance and development’. In 2006, we provide training and
guidance to employees working in developing countries, and to our procurement
teams, on human rights and labour standards in relation to communities,
suppliers and contractors. Human rights training will be a core part of our
business principles e-learning programme which we plan to roll out in 2007/08.

Issue: Supply chain responsibility

We ran a successful briefing session for our 40-strong group commercial team

on managing CR in our supply chains. This highly interactive event enabled our
procurement specialists to assess how social, ethical and environmental issues
affect categories and supply chains.
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Issue: Diversity and inclusion

Diversity and inclusion is a core part of people strategy. A dedicated intranet site
provides employees and managers with guidance on key areas and enables them
to request support. We have developed a diversity and inclusion index within

our wider employee engagement survey which enables our people to provide
valuable feedback on our approach.

Stakeholder: Government and Parliament

We maintain relationships with government and parliamentarians, primarily through
face-to-face briefings and discussions and also through membership of such
organisations as the Whitehall and Industry Group.

Issue: Climate change and environment

With the ever increasing linkage of energy and environmental policy, we contributed
to several consultations during 2006 in the UK, EU and in North America. As a leading
energy company, policy makers are keen to understand our perspectives on energy
markets and successful carbon emissions reduction strategies.

Issue: Customer service

In the UK we work closely with Government to ensure that its fuel poverty targets
are met. In 2006 we also worked in partnership with fuel poverty charity NEA to
hold a series of dinners and lunches with key MPs from all parties to increase
understanding about the root causes of fuel poverty and debate the most
appropriate solutions. In all our geographies we work with politicians to provide
insights into the energy markets and encourage policy making that enables us

to provide the best possible service to our customers.

Issue: Health, safety and security

British Gas has worked hard to highlight the dangers of carbon monoxide
poisoning. We continued to engage with the members of the All-Party Gas Safety
Committee, to encourage them to raise awareness among their constituents.

We also maintained with the DTI, Health and Safety Executive and other UK
government departments to brief them on the major health and incidents that
occurred at our Rough gas storage facility and at our Morecambe Bay gas

field in 2006.

Issue: Human rights and labour standards

We continued to work closely with the UK Foreign and Commonwealth Office to
support our international gas exploration and procurement activities. Ongoing
discussions to ensure that we are fully aware of the local operating environments
in host countries and that human rights and labour standards are a dimension

of these discussions. We also seek to develop positive relationships with host
country officials to support our awareness and understanding of these issues,
should they exist.

Issue: Diversity and inclusion

We contributed to the UK Government’s consultation on the Age and Equality
legislation which was introduced in 2006. This process enabled us to share our
experiences to help shape the legislation. We also took part in debates with
other Government departments including the Women and Work Commission.
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Stakeholder: Investors

Creating sustainable shareholder value is at the heart of our strategy.

Our investors’ are increasingly interested in how we are addressing the social,
ethical and environment impact of our operations to identify and manage the risks
and opportunities affecting the business.

Issue: Climate change and environment

In 2006 we hosted a roadshow with investors to outline our approach to managing
social, ethical and environmental matters, our performance in key areas and future
plans. Analysts were particularly interested in our strategy for addressing the risks
and taking advantage of the opportunities created by climate change.

Issue: Customer service

In 2006 we hosted a roadshow with investors to outline our approach to
managing social, ethical and environmental matters, our performance in
key areas and our future plans. Analysts scrutinised our customer service

performance and plans for making improvements in this key area of responsibility.

Issue: Health, safety and security

In 2006 we hosted a roadshow with investors to outline our approach to
managing social, ethical and environmental matters, our performance
in key areas and our future plans.

Issue: Human rights and labour standards

In 2006 we hosted a roadshow with investors to outline our approach to
managing social, ethical and environmental matters, our performance in key
areas and our future plans.

Stakeholder: Communities

We engage with our neighbours to understand the impact of our activities and
work with local communities to contribute positively to their social, economic and
environmental development.

Issue: Climate change and environment

Our wind farm construction projects have involved extensive liaison with community
stakeholders. Face-to-face meetings and public exhibitions help us to keep our
stakeholders informed of progress. We are also establishing partnerships with

local community organisations, schools and colleges to support projects that have
environmental and educational goals. In Nigeria, community liaison has been central
to our environmental and social impact assessment activities.

Issue: Customer service

Identifying and providing appropriate support to our more vulnerable customers
is a challenging priority for us. British Gas’ ‘here to HELP’ programme is an
example of our locally driven approach to supporting those most in need.

The programme has delivered benefits to hundreds of communities across
Britain. Direct Energy’s Neighbor-to-Neighbor project is another example of effort
work with local charitable and community agencies to reach out to those who
need our help. In addition, our community energy advisers, debt advisers and
engineers talk to thousands of customers in local communities each day. This
helps us to provide advice to vulnerable customers.
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Issue: Health, safety and security

In both, our upstream gas production and electricity generation activities, and
our downstream energy and services operations, the health and safety of those
living in the communities where we work, is a top priority. Our management
systems help us to ensure that our activities are managed in accordance with the
highest standards of safety. This involves initiating dialogue with local community
stakeholders to listen and respond to their concerns.

Issue: Human rights and labour standards

Protecting human rights and ensuring the highest labour standards are emerging
issues for Centrica as we continue to develop our international upstream strategy
and begin to look to secure gas supplies in developing countries. Our approach
is to engage in structured and sustained dialogue with members of the local
communities where we operate. This enables us to understand potential issues
and work with community leaders to take action to ensure positive outcomes.

Issue: Diversity and inclusion

The British Gas Engineering Academy’s diversity and education team reaches out
to local communities to raise awareness of engineering careers and attract more
women and people from minority ethnic groups into our engineering workforce.
We work with a range of community organisations and education establishments
to provide employment opportunities, career support and advice.

Stakeholder: Regulators

Centrica operates in regulated markets. Managed dialogue and the development of
one-to-one relationships with regulatory authorities are essential if we are to meet our
regulatory obligations, inform policy making and share best practice.

Issue: Climate change and environment

Throughout the year British Gas has maintained a dialogue with Ofgem on a number
of climate change and environmental issues. We provided input into the development
of the third phase of the Energy Efficiency Commitment. Other topics of dialogue
included emissions trading, green tariffs and microgeneration.

Issue: Customer service

We continued to liaise with Ofgem in the delivery of energy efficiency measures
that contribute to the reduction of fuel poverty in 2006. In our British Gas
Residential business we were unable to maintain the high standards of service
we strive for as we introduced a major new billing system. We maintained regular
dialogue with Ofgem to update them on our efforts to improve levels of customer
service. We also continued to work closely with the regulator to inform its policy
and strategy on matters including fuel poverty, debt management, sales practices
and disconnection.

British Gas is a member of the Energy Retailers Association (ERA), which was
established in October 2003 and is the only dedicated trade association for
energy suppliers. The ERA was set up to identify areas where energy suppliers
could work together for the common good without competitive advantage.
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Issue: Health, safety and security

We have contributed to industry discussions with Ofgem in a number of areas
connected with the safe supply of energy in the UK and in consumers’ homes.
This was particularly important following the major incident at our Rough gas
storage facility in February 2006, which had a significant impact on the availability
of gas storage capacity in the UK and therefore affected security of supplies.

Stakeholder: Suppliers

We work with our suppliers to ensure that they manage their operations in a manner
consistent with our values and business principles. We assess the social, ethical and
environmental impact of our supply chains and encourage our suppliers to work with
us to support our goals.

Issue: Climate change and environment

We continued to ask suppliers to respond to relevant questions during tendering
and renegotiation processes to enable us to assess their management of social,
ethical and environmental matters. In 2006, we hosted a round table discussion

on corporate responsibility with 11 of our key suppliers. Much of the debate centred
on the issue of climate change and it enabled us to understand how our suppliers’
environmental strategies were contributing to our priorities. We also plan to assess
the carbon footprint of our top 20 suppliers during 2007.

Issue: Health, safety and security

We continued to ask suppliers to respond to relevant questions during tendering
and renegotiation processes to enable us to assess their management of social,
ethical and environmental matters. This was particularly important in our tender
processes for contractors to support our gas exploration activities in Nigeria.
We requested very detailed information from prospective contractors and will
continue to closely monitor their adherence to our policies and management
systems.

Issue: Human rights and labour standards

We continued to ask suppliers to respond to relevant questions during tendering
and renegotiation processes to enable us to assess their management of social,
ethical and environmental matters. In 2006, we hosted a round table discussion
on corporate responsibility with 11 of our key suppliers. Human rights and labour
standards emerged as a topic of discussion and with the increasing trend in
offshoring to developing countries it will remain a core element of our supply
chain assessments.

Issue: Supply chain responsibility

We continued to ask suppliers to respond to relevant questions during tendering
and renegotiation processes to enable us to assess their management of social,
ethical and environmental matters. In 2006, we hosted a round table discussion
on corporate responsibility with 11 of our key suppliers.

Issue: Diversity and inclusion

We continued to ask suppliers to respond to relevant questions during tendering
and renegotiation processes to enable us to assess their management of social,
ethical and environmental matters. In 2006, we hosted a round table discussion
on corporate responsibility with 11 of our key suppliers. As with all aspects of our
diversity and inclusion policy, fairness and equality in supplier assessment

and selection are central to our approach.
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Stakeholder: Trade unions

Constructive and open relationships with trade unions are essential to managing
our business activities.

Issue: Health, safety and security

We engage with trade unions on a quarterly basis through the National Joint Council,
which comprises full-time officials and representatives from our business. For specific
programmes we form consultation groups to address and respond quickly to issues.
These often occur on a weekly basis.

In 2006 we continued our dialogue with trade unions on health and safety matters at
both national and local level. At local site level trade union representatives sit on our
health and safety steering groups.

Issue: Human rights and labour standards

We engage with trade unions on quarterly basis through the National Joint
Council, which comprises full-time officials and representatives from our
business. For specific programmes we form consultation groups to address
and respond quickly to issues. These often occur on a weekly basis.

In 2006 we worked in collaboration with trade unions to embed our standards of
employment for British Gas’ offshored activities in India. We also worked together
to develop a robust framework for managing any future offshoring projects.

Issue: Diversity and inclusion

We engage with trade unions on quarterly basis through the National Joint
Council, which comprises full-time officials and representatives from our
business. For specific programmes we form consultation groups to address and
respond quickly to issues. These often occur on a weekly basis.

In 2006 we worked with our trade unions to implement a number of changes to
British Gas call centre working patterns to meet inbound telephone call demand.
This consultation took into account the flexible working needs for employees,
particularly those with caring responsibilities or who prefer to work part-time.
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Dialogue in 2006

In 2006, we commissioned The
Corporate Citizenship Company to
consult our stakeholders to find out
their views on CR, their interpretation
of Centrica’s responsibilities and
whether our activities, reporting and
level of disclosure were fulfilling their
expectations.

Two methodologies were used; an
online survey was sent to 450 opinion-
formers in the UK, Europe and North
America; and a series of face-to-face
conversations took place with CR
experts from four UK organisations

— Business in the Community, Context,
Institute of Business Ethics and MORI.

Respondents to our online survey
included CR professionals — both
consultants and those working in-
company. Other respondents included
representatives of NGOs, academics,
investment analysts and journalists.

Summary

Feedback confirms that Centrica has a
well-defined approach to managing key
areas social, ethical and environmental
matters, and that our CR report
addresses the majority of our most
‘significant’ impact areas.

Positive feedback

® 72% were previously aware of
Centrica’s approach to CR and almost
75% rated the company as a good or
very good corporate citizen

¢ 100% identified climate change as
the most significant impact area for
Centrica to focus on

® 43% stated that their perception
had changed positively having read
Centrica’s CR report — none said their
perception had changed negatively

® 70% agreed or strongly agreed that

the style and presentation of our report

made it accessible and easy to read,
and 94% rated the clarity of language
as good or excellent
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Stakeholders commended our report
for its clear statement of business
principles and business case for CR,
economic impact analysis, summary of
future commitments and independent
assurance

Opportunities for improvement

Additional issues that stakeholders

expect us to be addressing and

reporting more fully on include:

e Customers — service and pricing

¢ Energy security

® Business conduct - breaches of
business principles

* Employees - pensions, labour
standards, operations in Nigeria

e Supply chain management — human
rights, upstream operations

® Lobbying and public policy
—engagement with policy makers

Climate change — publish our carbon

footprint, explore future scenarios,

commitment to renewables and

carbon intensity of energy supplied to

customers

Vulnerable customers — provide clarity

over mandatory versus voluntary

activities and provide more focus on

levels of service for “non-vulnerable”

customers

Health and safety — demonstrate how we

have investigated accidents, what we

have learned and what we are doing to

improve our performance

Although we have good KPIs in

some areas it was felt that our overall

approach to performance indicators

and target setting could be improved

Our response in this year’s report

* We have continued to focus on climate
change and health, safety and security,
and extend our coverage of customer
service matters (including vulnerable
customers)

¢ We have included position statements
on customer service, energy pricing
and energy security to provide context,
highlight our activities and explain
future priorities

¢ We have improved the quality and
scope of our performance indicators
throughout the report but acknowledge
that more can be done in this area

* We have expanded our commentary
on public policy and government
relations, including position statements
and lobbying activity on key policy
issues affecting the Group

* We have published our carbon footprint
and outlined our plans to reduce
our operational impact
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Memberships

We are involved with a range of membership organisations,
professional bodies and industry groups, to support our management
of social, ethical and environmental matters.

Corporate responsibility

e Corporate Responsibility Group

¢ Business in the Community

¢ |nstitute of Business Ethics

e Basic Services Network on Human Rights
¢ International Business Leaders Forum

¢ Sustainable Development Commission

Customer

e Confederation of British Industry

* Energy Retailers’ Association

¢ The Parliamentary Warm Homes Group

¢ Fuel Poverty Action Group (Scotland)

¢ Fuel Poverty Advisory Committee (Wales)

¢ Energy Action Scotland

e NEA

¢ Social Action Plan Review Group

¢ Association of Energy Suppliers

¢ |ISBA - The voice of British advertisers

® The Marketing Society

* CORGI - UK national watchdog for gas safety
* British Standards Institute

¢ Royal Society for the Prevention of Accidents

Environment

e Corporate Leaders Group on Climate Change

e All-Party Parliamentary Climate Change Group

¢ The Parliamentary Renewable and Sustainable Energy Group
¢ Energy Saving Trust

¢ Green Alliance

* The Renewable Energy Association

e The British Wind Energy Association

¢ UK Business Council for Sustainable Development
® The Micropower Council

¢ Oil and Gas UK

¢ UK Emissions Trading Group

Employees

¢ |nstitute of Personnel and Development
¢ The Health and Safety Executive

¢ Energy and Utility Skills Council

* Engineering Development Trust

¢ Learning and Skills Council

¢ Universities and Colleges Employers’ Association (UCEA)
¢ Apprenticeship Ambassadors Network
e Women in Science and Engineering

¢ |nstitute of Electrical Engineers

¢ ICAS

¢ Engineering and Technology Board

¢ Engineering Council UK

* Employers’ Forum on Age
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* Employers’ Forum on Disability
e Opportunity Now

¢ Race for Opportunity

e Stonewall

e Working Families

Communities
¢ | ondon Benchmarking Group

¢ Business in the Community

Suppliers
¢ The Chartered Institute of Purchasing and Supply
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Customers

As a multi-national utility, providing essential services to millions
of customers every day, understanding their evolving needs is
very important.

Our aim is to earn the trust and respect of our customers by consistently delivering
high standards of service. Being responsible and responsive in how we manage
relationships with our customers is central to our business strategy.

In 2006, we made significant progress in installing a new multi-million pound billing
and customer management system in British Gas. During the process of transferring
customer accounts, we were unable to maintain the high standards of service we
strive for. Returning to an industry leading position is a high priority for us.

Vulnerable
customers

Customer
experience

Pricing

Our priority is to provide reliable

and affordable energy to our customers
and provide additional support

to our more vulnerable customers.

Our aim is to make life safe, warm

and comfortable for all our customers
but particularly for those on low incomes,
older people and those with a disability.

Only by continuously listening

to our customers on a wide range of
issues can we fulfil their expectations
and earn their satisfaction.

Energy
efficiency

Centrica plays a leading role in tackling
fuel poverty and climate change by

championing the efficient use of energy.

Sales and
marketing

We work hard to ensure that our
communications with customers
are open and credible, and that
the right procedures are in place
to deal with their concerns.
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Green
electricity
We are developing a range of low

carbon products and services to help
our customers tackle climate change.

Customer
diversity
To deliver excellent service we must

understand individual customer needs
and make sure we meet them.

Customer

safety

We are always seeking to develop
innovative ways to promote the safe

and responsible use of our products
and services.

Performance
highlights

2006 performance highlights.
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Customers

Pricing

High wholesale energy costs
continued to dominate the first half

of 2006. In the UK, this forced retail
price increases from all the major
suppliers, including British Gas. Our
pricing policy throughout this period of
volatility was to protect customers by
passing through only a proportion of
the full wholesale market increases.

To lessen the impact, we created
innovative fixed price propositions
and developed a range of initiatives

to help millions of our most vulnerable
customers. For example, we
committed to provide £18.3 million

of winter fuel rebates to vulnerable
customers and launched the country’s
largest social energy tariff.

We were delighted to be the first UK
supplier to announce a price decrease
for residential customers from March
2007. We have since announced a
further decrease which means that

we have cut gas prices by 20% and
electricity prices by 17% this year.
These lower prices are saving a typical
customer £167 a year.

Why did prices go up in the

first place?

After decades of the UK being reliant
on cheap North Sea gas, production
started declining and from 2004,
prices went up sharply. The UK is
now part of a global market and what
happens across the rest of the world
will impact on the cost of energy in
the UK. The linkage between oil and
gas prices and weather patterns also
significantly affects energy prices.

What’s changed?

In the past 18 months Centrica has
signed deals worth billions of pounds
to import new gas supplies from
Norway and Holland to the UK. These
contracts made it possible for new
pipelines to be built to the UK from
both countries. We are also seeing new
shipping terminals being built to bring
in liquefied natural gas by tanker. That
new gas is now flowing, pushing down
the market cost of gas and enabling
us to cut prices for customers.
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Will wholesale prices continue

to fall?

While prices are coming down, they
are unlikely to return to the low levels
the UK has been used to in recent
decades. Wholesale prices have fallen
but they have fallen from a very high
point and looking ahead there is still
some uncertainty as to where prices
will go.

We are already dependent on
overseas imports of gas, so the UK
is competing for it in a global market
at global prices, like oil. That means
battling with North America and
Europe for tanker loads of liquefied
natural gas. We strongly believe it

is in the UK’s interests not to become
overly dependent on any one country
to supply its gas in future. Diversity
brings security of supply. That is why
British Gas is exploring for gas in
Norway, Nigeria, Egypt and Trinidad.

Will British Gas be further
reducing prices?

As we’ve seen from the past few
years, energy wholesale prices can
be very volatile and remain difficult
to predict. Since we made our price
decreases forecasts for wholesale
have risen by 20% for winter 2007.

We will continue to watch carefully
what happens with wholesale gas

prices for the rest of the year. If we can

pass on more benefits to customers,
we will. In the meantime our objective
is to provide our customers with the
best value in the market place,

by offering affordable and reliable
energy but also by offering innovative
low carbon products; by being

a trusted brand; and by offering
access to our 8,500 engineers.

What is British Gas doing to protect
vulnerable customers?

We have launched the country’s
largest social tariff. This will help up
to 750,000 low income customers,
regardless of how they pay, by giving
them access to our cheapest energy
rates, which are usually only for direct
debit customers. They will see nearly
£300 come off their annual bill. Not
having access to a bank account

has proved an expensive barrier for
many and we are the first company to
remove this obstacle on such a large
scale.

The Essentials Tariff makes us the only
energy supplier to have responded

to energywatch’s challenge to ensure
that vulnerable prepayment customers
do not pay more for their gas and
electricity than customers who pay

by cash or cheque.
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Customers

Customer experience

As a multi-national utility, providing essential services to millions of customers
every day, understanding their evolving needs is very important.

Being responsible and responsive in how we manage relationships with our
customers is central to our business strategy.

We aim to keep improving our customer experience by upholding the following
principles:

¢ always treat customers with respect

e resolve matters to our customers’ satisfaction
e keep our promises to customers

e protect the privacy of our customers’ data

¢ recognise the diversity of our customers.

Customer satisfaction is a key element of performance appraisal for executive
directors and senior managers. Each month, customer service performance
is reported to senior managers. This reporting process enables us to track the

N

Case study

CCA

CUSTOMER
CONTACT
ASSOCLATION

Accrediting call centres

British Gas has received accreditation
for its three major outbound call
centres from the Customer Contact

performance of our own service delivery and that of our suppliers. Association (CCA).
Summary of customer service performance
Climate change 2006 2005 A%
British Gas Residential
Customer numbers (‘000) 10,263 11,131 (8%)
Customer satisfaction 516 667 (151)
British Gas Services
Product relationships (‘000) 7171 6,894 4%
Customer satisfaction 741 756 (15)
British Gas Business
Customer supply points (‘000) 932 909 2.5%
SME contract renewal rate 95% 96% 1ppt
Customer satisfaction 6.9 6.6 0.3
Centrica North America
Customer numbers:
- Canada energy (‘000) 2,090 2,118 (1.3%)
- US energy (‘000) 1,296 1,228 5.5%
- Home services 1,964 1,885 4.2%
Customer satisfaction*
- Canada energy (‘000) 43% 45% 2)
- US energy (‘000) 56% 58% 2)
- Home services 71% 69% 3
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*MOT - Recommend
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Customers

Our businesses

¢ British Gas Residential
¢ British Gas Services

¢ British Gas Business

¢ Direct Energy

British Gas Residential

In 2006, we made significant progress
in installing a new multi-million pound
billing and customer management
system — the largest of its kind

in Europe. During the process of
transferring customer accounts we
were unable to maintain the high
standards of service we strive for.
Necessary price increases in February
and September compounded this
situation. We lost 1 million customer
accounts during the year.

We were very disappointed that
overall customer satisfaction dropped
from 667 to 516 during the year. The
customer is asked to rate their overall
satisfaction with British Gas. Seven
options are provided which trans-
late to a 0-1000 scale: 0=Very Bad,
200=Poor, 400=Fair, 500=Satisfac-
tory, 600=Good, 800=Very Good,
1000=Excellent.

Complaints to energywatch — the en-
ergy industry watchdog — about British
Gas Residential more than doubled
year on year from 11,190 in 2005 to
25,380 in the 12 months to November
2006.

Returning to an industry-leading
position is a high priority for us. Our
investments in new systems, addi-
tional manpower and frontline training
are now delivering benefits for our
customers. There was an encourag-
ing improvement in the last quarter of
year, which was further boosted by
our price reduction announcement in
February 2007. In 2007 we will increase
our investment in employee training

to reduce repeat contact; review our
Direct Debit process; improve our bill
design and layout; launch a new con-
sumer website; and improve our IVR to
reduce call transfers.
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In 2007, all our businesses will
measure customer satisfaction using
a methodology called Net Promoter
Score* — a measure of customer
advocacy. British Gas Residential
finished the year at -30%, and we are
targeting -17% in 2007. Although this
is a negative target it is in line with
industry norms.

British Gas Services

Overall customer satisfaction fell from
756 to 741 during the year. Engineer
scheduling and resourcing problems at
the beginning of the year contributed
to this decline. However, by improving
our deployment processes and
resourcing arrangements we were able
to halt the decline in satisfaction level
in the last 5 months of the year.

Satisfaction levels among customers
who had a central heating installation
or used our plumbing and drains
service consistently increased during
the year.

In 2007, we will continue to drive
responsibility for customer satisfaction
right down to the front line. Our target
for 2007 is to achieve a net promotor
score of* of +41% from a 2006 year
end position of +38%.

British Gas Business

Overall, customer satisfaction rose
from 6.6 to 6.9 out of a possible 10 in
2006, against a target of 7. Our target
for 2007 is to achieve a score of 6.9
out of ten by the end of year.

Energy complaints dropped from

186 in January 2006 to just 49 in
December 2006 against a target of 60.
These improvements were reinforced
by exceptionally high contract renewal
rates of 95% in very challenging
market conditions.

Differentiating through excellence in

service is one of the identified criteria
of British Gas Business’ success.

We introduced account managers for
every customer in 2006. This provides
our customers with a direct telephone
number to a single, named point of
contact dedicated to their account/s.
This signals a strong move towards
tangible customer focus through the
development of stronger customer
relationships.

We are measuring the success

of our dedicated account manager
programme through the Net Promoter
Score*.

Our general advocacy score at the
launch of the programme in October
2006 was -32 per cent. By January
2007, this score improved to -16 per
cent as customers began to realise
the benefits. Through advocacy
tracking, dissatisfied customers
likely to cancel their account or
pass on negative word-of-mouth are
immediately identified. Our account
managers then work hard to recover
their service, contacting them within
24 hours of identification. This
process has delivered a 19% uplift
in successfully moving ‘dissatisfied’
customers to ‘neutral’ customers or
advocates.

The benefits of programme are
demonstrated by feedback from
customers.

In 2007 we will increase our weekly
tracking of customer satisfaction at
individual account manager level.
By October we hope to be tracking
around 8,000 customers

on a monthly basis.
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Customers

Direct Energy

In 2006, Direct Energy continued

to focus on overall customer
improvements, supported by customer
satisfaction data and external
research. The ‘Moment of Truth (MOT)
- Recommend’ scores (as presented in
the table above) improved in Canadian
Home Services and remained static in
the North American Energy markets.

Our commitment to increase
customer satisfaction in a number
of business units were highlighted
in Canada Home Services, with
the implementation of the ‘perfect
visit’ programme and a complaint
management process called “Single
Gateway”, which provides a single
point of handling of escalated
complaints. Standards of service
in our energy businesses were
impacted by high price volatility,
increased political activity and
extreme weather, which resulted
in an increase of inbound calls and
negatively influenced customer
perception. Analysis highlighted
that we must address both direct
(operational) and indirect (media,
communications, pricing) factors to
deliver improvements in 2007.

58 Corporate responsibility report 2006

“Our account manager is
good, very good. ltis a
much better system than the
previous one and he does
what he says he is going

to do.”

“You’re a lot better now that
you have someone dealing
with each account. It’s much
better having one person
responsible for you, it’s more
personal.”

Case study

Direct Energy Remote
Agent Program

Incoming call volumes can

fluctuate greatly with a minimal
amount of notice.

Case study
The Perfect Visit
Through the “Perfect Visit,” an

eight-point checklist that includes
state of the art equipment...
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Customers

Customer privacy

We have procedures in place to make sure we comply with the Data Protection
Act 1998 and data protection specialists have been nominated for the Group.

The way we use customer information is set out in the Uses of Information section
of a customer’s terms and conditions.

Special attention is given to ensuring a customer’s marketing preferences are
adhered to. Security of customer information is also of great importance
to us and our call centres carry out checks to verify each caller’s identity.

As well as safeguarding customer information, the measures we have in place

to deal with data protection aim to keep employee and shareholder information
secure.
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Customers

Vulnerable customers

Our aim is to make life safe, warm and comfortable for all our customers but
particularly for those on low incomes, older people and those with a disability.

Continued rises in the cost of wholesale energy led all UK energy suppliers to
increase gas and electricity prices during 2006. This highlighted the position
of older and vulnerable people on fixed incomes.

To lessen the impact of price increases on vulnerable customers, British Gas
committed to provide £18.3 million in winter fuel rebates of up to £90 per
customer. More than 300,000 British Gas customers benefited from the rebates
in 2006.

British Gas also introduced the UK’s largest social energy tariff, aimed at cutting
gas and electricity bills for 750,000 of our most vulnerable customers.

The Essentials Tariff provides additional help to vulnerable customers,
particularly those who use prepayment meters.

Home
Energy Care

‘here to HELP’

British Gas is working with a number
of charities, housing associations and
local authorities to improve energy
efficiency and tackle fuel poverty.

In 2006 we identified more than £2.2
million of unclaimed benefits for
vulnerable households.

British Gas’ Home Energy Care
programme provides essential
services for some of our most
vulnerable customers. More than
560,000 customers currently
benefit from this scheme.

Debt and
disconnection

Neighbor-to-
Neighbor
programme

We provide a combination of practical
support and advice to help customers
who are having problems paying for
their gas and electricity.

Direct Energy’s multi-million dollar
investment in the Neighbor-to-
Neighbor project helped thousands of
customers in debt in North America.
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British Gas
Energy Trust

We continued to support the work

of the British Gas Energy Trust — an
independent fund established with

a £10 million investment by British
Gas. In 2006 the Trust provided grants
to help around 4,000 families and
individuals.
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Customers

‘here to HELP’

Launched at the end of 2002, British Gas ‘here to HELP’ is a multi-million-pound
household poverty programme run in partnership with six charities. It tackles

a range of issues affecting older people, those with disabilities, single parents
and families with young children.

The programme offers energy efficiency products, benefits assessments,
essential appliances and adaptors, home security measures, and advice
from our charity partners — all for free. We have identified almost £10.5 million
in unclaimed benefits, making a real difference to help improve people’s
quality of life.

Performance Highlights Asajﬁ T::;ﬁ Agaj):l Cumulative*
Homes signed up 117,438 81,000 116,823 574,260
Homes completed (energy efficiency products installed) 37,352 31,368 28,212 214,724
Charity referrals 4137 8,320 8,636 49,661
Quality of life assessments completed 3,019 n/a 4,602 22,895
Value of unclaimed benefits identified (£m) 2.2 n/a 2.6 10,422
Average increase in claimable benefits identified (£)** 1,467 n/a 1,542 1,466

* Cumulative figures since the programme began.

** Describes the average value of additional claimable benefits per vulnerable household identified by British Gas through our

‘here to HELP’ programme

Case study Case study

Amington Peeps Working with Help the Aged
Football Competition

Now in its eighth year, the British
Amington Peeps, a constituted Gas Help the Aged Partnership
youth forum, applied to Save the continues to grow in strength.
Children and British Gas for a ‘here
to HELP’ Award to run a community
football project to help reduce
anti-social behaviour.
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Customers

British Gas won Business in the
Community’s Healthy Communities
Excellence Award for our ‘here to Help
programme in 2005. In addition, it
was also awarded the Cause Related
Marketing Award at the Marketing
Society Awards for Excellence 2005.

Charity partnerships

Our partners are Help the Aged,
National Debtline, Scope (includes
Capability Scotland), Royal National
Institute for the Blind and Save the
Children.

Help the Aged

Mavis Lee has lived alone in her flat

in Yorkshire for seven years — and now
feels much more secure.

Through the ‘here to HELP’ scheme
she was put in touch with charity
partner, Help the Aged, which
arranged for her to receive a deadlock,
door chain and spy hole. Her previous
locks were not very effective and the
spy hole was unclear.

Mavis, 73, who receives a pension
and housing benefit, said: “*here to
HELP’ is an excellent scheme. | would
encourage anyone to take part in it.

| feel much more secure now.

“In the flats | live in there are probably
quite a lot of older people and most
of them would benefit from new locks
and better security.”

Royal National Institute

for the Blind

Royal National Institute for the Blind is
the UK’s foremost charity in offering
specialist support and advice to
anyone with sight problems. It can
often provide free products, such

as big button telephones.

Peggy, a lively 80-year-old, has had
age-related macular degeneration for
the past four years. She lives alone in
Essex.
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As part of the ‘here to Help’
programme, she was referred to the
RNIB, who advised her on how to cope
with the illness.

Save the Children

Save the Children is the UK’s largest
international children’s charity, working
in the UK and overseas.

British Gas’ partnership with Save the
Children awards grants of up to £1,000
to inspire young people to take the
lead in transforming their communities
and enable them to do so. We want

to encourage them to make a positive
difference to where they live, play

and socialise. The ‘Help Yourselves’
website provides advice, support and
inspiration for young people thinking of
undertaking projects.

Scope

Scope helps disabled people achieve
equality. It focuses on people with
cerebral palsy and campaigns for them
to be valued and to have the same
rights and opportunities as anyone
else.

Lewis’ family, referred to Scope
through the ‘here to Help’ programme
and received support to secure
funding for a buggy so he can get
about and strengthen his leg muscles.
Scope helped the family apply for

a grant as well as providing general
advice on disability issues.

The family home was also entitled to
free loft insulation, draught-proofing,
free low-energy light bulbs and energy
efficiency advice.

National Debtline

National Debtline provides a free,
confidential and independent
telephone helpline for people in
England, Scotland and Wales with
debt problems. Its aim is to help
individuals find a way out of spiralling
debt through timely money advice.

It provides a free phone service,
enabling people to speak
confidentially to a trained adviser.
Also on offer is a free self-help pack
(for people in rented accommodation
or with mortgages). The packs cover
personal budgets, prioritising debt,
offers of payment and how to deal
with court procedures.
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Customers

British Gas Home Energy Care Register

Our Home Energy Care Register
provides essential services for some
of our most vulnerable customers.
Almost 560,000 customers now
benefit from the service, which
provides annual safety checks and
specially designed appliance controls
and adaptors for older people, people
with disabilities and those who are
chronically sick.

Home Heat Helpline

We continued to support the National
Home Heat Helpline for customers
who may be in need of support, such
as help with paying their energy bills.
The service is run by the Energy Retail
Association and funded by British Gas
and the other major energy suppliers.

This helpline offers one point of
contact, connecting customers to
advice and help from their energy
supplier. Callers can speak to expert
advisers, including former health
professionals who are trained to give
advice on how to stay warm during
the cold weather.

The helpline can also take calls from
intermediaries on behalf of vulnerable
people, such as friends, family, carers,
social workers or health visitors. A
specialist British Gas team takes

calls from British Gas customers and
puts them in touch with the most
appropriate support.

The helpline number is 0800 33 66 99
and lines are open from 9am to 8pm

Monday to Friday and 10am to 3pm on

Saturday.

63 Corporate responsibility report 2006

British Gas XtraCare

British Gas has given a public
commitment that we will “not
disconnect anyone who we know

to be vulnerable”. “XtraCare” is

the process we have adopted to

help us proactively identify signs of
vulnerability amongst our customers;
how we keep this information on our
systems and what we need to do once
we have identified someone as being
potentially vulnerable.

We describe all of the support we

are giving to our more vulnerable
customers under the term XtraCare.

In other words, we’re taking XtraCare
of our more vulnerable customers.
Whist this is a voluntary undertaking,
the protection of the more vulnerable
has a high level of awareness amongst
the Government and consumer bodies
such as energywatch.

As part of our day to day contact with
our customers, we’re now listening

out for any signs the customer may
give us that might indicate that they
are vulnerable. For example, they may
mention that they have a carer visit
them in their home. If this is the case,
we need to be extra careful in how we
manage and support them.

Once we identify someone as being an
XtraCare customer, we will:

e encourage the customer to take
advantage of our fuel poverty/energy
efficiency measures

e promote our social initiatives such as
Warm-a-life and the Help the Aged
Price Promise

e encourage the customer to seek
financial grants from the British Gas
Energy Trust Fund

e promote membership of our Home
Energy Care scheme

e refer the customer to Social Services
if appropriate, for additional support.

As well as offering the above service
the customer can be placed on a
specific debt path, which is similar
to the guaranteed supply debt path
that does not threaten disconnection
of supply. The emphasis is on more
proactive contact with the customer
to agree a long term payment
arrangement.
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Customers

British Gas Energy Trust

We continued to support the work

of the British Gas Energy Trust, an
independent fund established with

an initial investment of £10 million over
three year period from British Gas. It
is the first national utility trust fund of
its kind.

In addition to making grants to people
in debt, the Trust provides funding to
voluntary sector organisations and
registered charities which assists in
the prevention and relief of poverty,
with particular emphasis on fuel debt.

The Trust, a registered charity, is
governed by its own board of trustees
and is run by Charis Grants, which

manages a number of utility trust funds

under a shared programme of giving.
That means an applicant to one fund
is automatically considered for other
funds run by Charis.

The Trustees’ aim is to make a long-
term difference to people’s lives by
freeing them from the maze of debt
and giving them the chance to make a
fresh start.

In 2006, the Trust awarded around
4,000 grants with a total value
of £1.5m.

Two programmes make up the British
Gas Energy Trust:

Individual and Families in Need
Programme

It awards grants to individuals and
families to clear energy arrears and

in some cases pays for essential
household costs. Applicants must be
current domestic customers of British
Gas or Scottish Gas.
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Organisational Grants Programme

It helps voluntary sector groups such
as Citizens Advice Bureaux and money
advice centres. This programme has
so far carried out two rounds of bids
for funding and has awarded grants

to a further nine groups in England,
Scotland and Wales to provide advice
and education on debt related matters
throughout 2006/07.

The Trust excludes financial help

to cover fines, tax or national
insurance debts, medical equipment,
holidays, business debts, personal
loans or anything owing to shopping
catalogue and credit card companies.

Case study

Keeping heads above water

A 74-year-old man and his wife
from the West Midlands, both with

health problems, were struggling
on a low income.
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Customers

Debt and disconnection

We have continued to develop ways
of helping all of our customers reduce
their expenditure on energy. Through
a combination of practical support
and advice we aim to do everything
we reasonably can for customers
who would like to pay but can’t, while
pursuing early repayment of debts

by customers who could pay but
choose not to.

British Gas

British Gas offers a range of payment
options to assist our customers

in budgeting effectively for their
energy costs. This includes direct
debit, standing order, cash, cheque
or prepayment. Payment can be in
advance or by weekly, fortnightly and
monthly payment arrangements, which
can be made through a number of
locations including the Post Office
and outlets that support PayPoint
and PayZone.

We make every effort to meet our
customers face-to-face to discuss

any money problems they may have.
Disconnection is always the last stage
of a detailed debt follow-up process
that involves numerous contacts with
our customers. We do not want to
disconnect customers and it is our
policy never to disconnect a vulnerable
customer. We much prefer to focus on
finding a payment method that suits
them as our policy is one of focusing
on debt prevention as opposed to debt
collection.

In 2006, British Gas disconnected

just three occupied properties for non
payment of energy bills.
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Electronic ‘smart’ meter reading
British Gas is currently piloting new
smart metering technology in 150
homes. The meters collect and
transmit accurate meter readings
direct to British Gas, but also offer
considerable customer benefits, in
terms of better information about
consumption (and cost) of energy,
and, for prepayment customers the
ability to prepay for energy direct
from their home.

The technology means that our
customers receive bills that are
always accurate and up to date, whilst
reducing the need for customers to be
present for regular meter readings. At
the same time, it will help us improve
our service by monitoring payments
against regular consumption, so

that we can identify any payment
difficulties at an earlier stage.

During 2007, we will continue to
develop our plans to make these
benefits more widely available
to the mass market in the future.
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Customers

Supporting low-income and vulnerable customers

in South and West Texas

Direct Energy’s Neighbor-to-Neighbor
programme helps customers pay their
home energy bills in emergencies.
Customers in genuine financial need
can receive up to US $150

twice a year.

The programme, to which customers
can contribute by voluntarily adding
extra money to their regular payments,
has helped more than 9,000 Texas
customers with their bills since it was
re-established two years ago.

The Company contributed an
additional US $1,100,000 to the
programme in 2005, on top of the US
$350,000 contributed annually.

Direct Energy helped establish two
programmes in Ohio, administered by
the Salvation Army, designed to help
people struggling to pay their bills.

In one, Direct Energy kicked off

a pledge drive with a US $25,000
contribution to the EnergyShare
programme, which