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1998 1997

Underlying Underlying
business Exceptional business Exceptional

performance charges Total performance charges Total
4 Costs £m £m £m £m £m £m

Cost of salesa 6 218 63 6 281 6 631 608 7 239
Operating costsa 1 055 22 1 077 1 036 227 1 263

7 273 85 7 358 7 667 835 8 502

a Gas transportation costs of £2,192 million (1997 £2,501 million) were included within cost of sales. Distribution costs were not material and operating costs were all considered to be administrative expenses.

1998 1997

Underlying Underlying
business Exceptional business Exceptional

performance chargesb Total performance chargesb Total
£m £m £m £m £m £m

Group operating profit/(loss) is stated 
after charging/(crediting):
Contract renegotiations – 63 63 – 573 573
Sales contract loss provisions – – – – 35 35

– 63 63 – 608 608
Euro preparation costs 1 – 1 – – –
Restructuring costs – 3 3 – 35 35
Windfall Tax – – – – 192 192
Year 2000 costs 2 19 21 3 – 3

3 22 25 3 227 230
Depreciation:

– owned assets 200 – 200 202 – 202
– leased assets 3 – 3 9 – 9

203 – 203 211 – 211
Impairment of fixed asset investments – – – 3 – 3
Operating lease rentals: 

– plant and machinery 17 – 17 15 – 15
– property 26 – 26 24 – 24
– other – – – 1 – 1

Profit on sale of tangible fixed assets (7) – (7) – – –

Research and development 1 – 1 1 – 1

Auditors’ remuneration:
– statutory audit

– Company 0.2 – 0.2 0.2 – 0.2
– Subsidiaries 0.5 – 0.5 0.5 – 0.5

– other audit 0.4 – 0.4 0.5 – 0.5
– other 1.6 – 1.6 0.6 – 0.6

2.7 – 2.7 1.8 – 1.8

b Exceptional charges are explained on pages 32 and 33. None had any effect on the tax charge for either 1998 or 1997.

Contract renegotiations
The Group has renegotiated certain long-term ‘Take or Pay’ contracts which potentially would have resulted in commitments to pay for gas that would
be excess to requirements and/or at prices above likely market rates. These renegotiations resulted in exceptional charges, representing the net present
value of payments, due to the suppliers as consideration for the renegotiations, of £63 million (1997 £573 million). During the year £52 million was paid
in respect of the exceptional charges booked in 1998, with a further £34 million relating to costs incurred in 1997, bringing total payments in 1998 to
£86 million (1997 £464 million). Unpaid elements of the 1997 and 1998 charges amounting to £54 million were included in creditors due within one year
(£43 million relating to 1997 charges and £11 million relating to 1998 charges) and £127 million (after discounting adjustments) was included within
provisions (which all related to 1997 charges). The amount included in provisions represents the net present value of the estimated payments due in
periods between the years 2002 and 2008.

Sales contract loss provisions
The exceptional charge of £35 million in 1997 was made to provide for losses expected to arise from certain long-term sales contracts. Provision was
made for the net present value, using a risk-free discount rate, of expected losses based on the difference between sales price and the expected
weighted average cost of gas.



4 Costs continued

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

Restructuring costs
In 1997 a restructuring charge of £35 million, comprising severance and related pension costs, arose in Services and Retail. The exceptional payments
of £10 million in the year (1997 £93 million) represented £9 million against the 1997 restructuring charge and £1 million against earlier provisions. The 
£3 million restructuring charge in 1998 principally represented the costs of further reorganisation within Retail.

Windfall Tax
A one-off Windfall Tax charge of £192 million was incurred in 1997. This was not a tax on current profits and was therefore included within operating
costs as an exceptional charge. The first instalment of £96 million was paid in December 1997 and the remainder was paid in December 1998.

5 Directors and employees
1998 1997

a) Employee costs £m £m

Wages and salaries 355 342
Social security costs 28 28
Other pension costs (see note 23) 30 30
Long Term Incentive Scheme 5 2
Employee Profit Sharing Scheme 7 5

425 407

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

1998 1997
b) Average number of employees during the year Number Number

Energy Supply 6 595 5 365
Services 8 148 8 306
Retail 1 648 1 752
Other 36 –

16 427 15 423
All staff were employed in the United Kingdom.

1998 1997
£m £m

6 Net interest as restated
a

Interest receivable 84 69
Share of joint ventures’ interest receivable 1 –
Total interest receivable 85 69
Interest payable on bank loans and overdrafts (16) (19)
Finance lease charges (2) (3)
Notional interest arising on discounted items (23) (8)
Share of joint ventures’ interest payable (2) (1)
Total interest payable (43) (31)

Net interest receivable 42 38

a
The comparative figures have been restated to reclassify share of associates’ and joint ventures’ interest receivable and interest payable from ‘Share of operating loss in associates and joint ventures’ to ‘Net interest’,

in accordance with FRS 9 ‘Associates and Joint Ventures’.
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1998 1997
7 Tax £m £m

UK – corporation tax at 31% (1997 31.5%) 103 204
UK – deferred corporation tax:

– deferred petroleum revenue tax relief (8) (8)
– other timing differences (17) (18)
– change in corporation tax rate from 31% to 30% (1997 33% to 31%) (6) (14)

72 164
UK – associates – 2
UK – joint ventures 3 2

Tax chargea 75 168

a
The tax charge arose principally in respect of the profits from tax ring-fenced gas production activities. Losses that have arisen elsewhere in the Group cannot be offset against these ring-fenced profits.

8 Dividend
A special dividend of 12 pence per share, together with a related consolidation of the Company’s share capital will be proposed at an Extraordinary
General Meeting on 10 May 1999. Under this proposal every ten existing ordinary shares will be consolidated into nine new ordinary shares.

9 Earnings/(loss) per ordinary share
Earnings/(loss) per ordinary share has been calculated by dividing the earnings for the financial year of £89 million (1997 loss £791 million) by the
weighted average number of ordinary shares in issue during the year of 4,419 million (1997 4,416 million). The number of shares excludes 19 million
ordinary shares (1997 17 million), being the weighted average number of the Company’s own shares on the Group balance sheet during the year (see
note 12). For the period to 17 February 1997, the weighted average number of BG plc shares in issue has been used on the basis of a one for one
allotment on demerger. 

The Directors believe that the presentation of an adjusted earnings per ordinary share, being the basic earnings/(loss) per ordinary share adjusted
for exceptional charges, assists with understanding the underlying performance of the Group. The reconciliation of basic to adjusted basic earnings
per ordinary share is as follows:

1998 1997

Pence per Pence per
£m ordinary share £m ordinary share

Earnings/(loss) – basic 89 2.0 (791) (17.9)
Contract losses and renegotiations 63 1.4 608 13.8
Restructuring costs 3 0.1 35 0.8
Windfall Tax – – 192 4.3
Year 2000 costs 19 0.4 – –

Earnings – adjusted basic 174 3.9 44 1.0

In addition to basic and adjusted basic earnings/(loss) per ordinary share, information is presented for diluted earnings/(loss) per ordinary share. Under
this presentation, there are no adjustments to the reported earnings for either 1998 or 1997, but the weighted average number of shares used as the
denominator is adjusted. The adjustments relate mainly to notional share awards made to employees under the Long Term Incentive Scheme and the
share options granted to employees under the savings-related Share Option Scheme, as follows:

1998 1997
Number Number
millions millions

Weighted average number of shares in issue 4 419 4 416
Estimated vesting of Long Term Incentive Scheme shares 16 8
Shares issued at a discount under the savings-related Share Option Scheme 28 13
Potentially dilutive shares issuable under the Executive Share Option Scheme 1 –

Weighted average number of shares used in the calculation of diluted earnings/(loss) per ordinary share 4 464 4 437



10 Intangible fixed assets – goodwill £m

Cost and net book value
As at 1 January 1998 –
Acquisitions (see note 13) 10

As at 31 December 1998 10

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

Land anda Plant, equipmentb Exploration andb

buildings and vehicles production Total
11 Tangible fixed assets £m £m £m £m

Group
Cost
As at 1 January 1998 82 286 2 546 2 914
Additions – 80 23 103
Acquisitions (see note 13) – 3 275 278
Disposals (27) (28) – (55)

As at 31 December 1998 55 341 2 844 3 240

Depreciation
As at 1 January 1998 25 107 1 066 1 198
Charge for the year 2 52 149 203
Disposals (7) (15) – (22)

As at 31 December 1998 20 144 1 215 1 379

Net book value
As at 31 December 1998 35 197 1 629 1 861

As at 31 December 1997 57 179 1 480 1 716

The cost and net book value of the Company’s tangible fixed assets comprised equipment of £1 million (1997 £1 million).

a The net book value of the Group’s land and buildings as at 31 December 1998 comprised freehold of £15 million (1997 £36 million), long leasehold of £14 million (1997 £15 million) and short leasehold of

£6 million (1997 £6 million).
b The net book value of tangible fixed assets held under finance leases as at 31 December 1998 within plant, equipment and vehicles was £25 million (1997 £34 million) and within exploration and production was 

£92 million (1997 £nil). The £92 million within exploration and production represented assets sold and leased back during the year (see note 24h). The Company had no assets held under finance leases (1997 £nil).
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Group Companyc

Joint ventures and associates

Own sharesa Sharesb Loans Other investments Total
12 Fixed asset investments £m £m £m £m £m £m

Cost
As at 1 January 1998 13 2 28 3 46 235
Additions 9 – 9 – 18 9

As at 31 December 1998 22 2 37 3 64 244

Amortisation and provisions
As at 1 January 1998 (2) – – (3) (5) –
Long term incentive schemes (5) – – – (5) –

As at 31 December 1998 (7) – – (3) (10) –

Share of retained profits less losses
As at 1 January 1998 – (15) – – (15) –
Retained profits less losses for the year – (6) – – (6) –

As at 31 December 1998 – (21) – – (21) –

Net book value
As at 31 December 1998 15 (19) 37 – 33 244

As at 31 December 1997 11 (13) 28 – 26 235

a The Centrica Employees Share Trust holds 25 million (1997 17 million) shares in the Company, representing 0.56% of the called up ordinary share capital (1997 0.39%), which had a market value as at

31 December 1998 of £30 million and a nominal value of £1 million (1997 £16 million and £1 million respectively). All other investments are unlisted and are held at the lower of cost or directors’ valuation.

1998 1997
b Investments in joint ventures and associates represented the following underlying assets/(liabilities): £m £m

Investments in joint ventures:

Share of gross assets 18 25

Share of gross liabilities (39) (39)

(21) (14)

Investments in associates 2 1

(19) (13)

The Group share of joint ventures’ gross liabilities includes loans payable to the Group amounting to £19 million (1997 £14 million).

c The Company’s investments represented £222 million (1997 £222 million) of ordinary shares in GB Gas Holdings Limited and a £22 million investment in own shares (1997 £13 million).

The principal undertakings of the Group are listed in note 29 on page 47.



13 Acquisitions
The Group acquired Centrica Resources Limited (formerly known as PowerGen North Sea Limited) on 26 November 1998 and Supergas Limited and
its subsidiary undertakings on 13 March 1998. The acquisition method of accounting has been adopted. The analysis of net assets/(liabilities) acquired
and the fair value to the Group was as follows:

Centrica Resources Limiteda Supergas Limiteda

Accounting 
Book policy Fair value Book and
value alignmentb adjustmentc Fair value fair value

£m £m £m £m £m

Fixed assets 236 (1) 40 275 3
Stocks 1 – – 1 –
Debtors 7 – – 7 3
Cash at bank and in hand 36 – – 36 –
Creditors (amounts falling due within one year) (40) – – (40) (1)
Loans (amounts falling due within one year) (134) – – (134) (5)
Creditors (amounts falling due after more than one year) (7) – – (7) (3)
Provisions for liabilities and charges (6) (9) – (15) –

Net assets/(liabilities) acquired 93 (10) 40 123 (3)

Goodwill arising (see note 10) – 10

123 7

Consideration:
Cash 123 1
Deferred considerationd – 6

Total consideration 123 7

a The profit after tax for Centrica Resources Limited, from 30 March 1998 to 25 November 1998, was not material, and for the year ended 29 March 1998 was £8 million. Supergas Limited was not a material acquisition.
b Adjustments were made to align the accounting policies of Centrica Resources Limited with those of the Group. Fixed assets were reduced by £1 million to reflect a change in policy for accounting for exploration 

costs from the full cost to the successful efforts method. Centrica Resources Limited had previously expensed petroleum revenue tax when paid. Provisions for liabilities and charges were increased by £9 million to

reflect the Group’s policy of recognising petroleum revenue tax on a unit of production basis.
c The book value of fixed assets has been adjusted to align with the fair value of the assets acquired. The fair value equated to the value in use of those assets at the acquisition date, being the net present value of the

estimated future cash flows from those assets.
d Deferred consideration consists of loan notes issued on acquisition, which are included within borrowings.

1998 1997
14 Stocks £m £m

Gas in storage 82 120
Other raw materials and consumables 17 15
Finished goods and goods for resale 28 33

127 168

There were no stocks for the Company (1997 £nil).

Group Company

15 Debtors 1998 1997 1998 1997

Amounts falling due within one year after one year within one year after one year within one year after one year within one year
£m £m £m £m £m £m £m

Trade debtors 225 – 475 2 – – –
Accrued energy incomea 683 – 764 – – – –
Amounts owed by Group undertakings – – – – 2 003 155 998
Other debtors 172 3 272 – 4 – 3
Prepayments and other accrued income:

– ‘Take or Pay’ 47 158 146 163 – – –
– Transportation 242 – 271 – – – –
– Other 41 12 24 – – – 2

1 410 173 1 952 165 2 007 155 1 003

a Accrued energy income is an estimate of money due from customers for energy consumed but not yet billed.
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Group Company

1998 1997 1998 1997
16 Current asset investments £m £m £m £m

Money market investmentsa 341 56 323 44

a Current asset investments included £18 million (1997 £12 million) held by the Group’s insurance subsidiary undertakings and £2 million (1997 £nil) held by the Law Debenture Trust, on behalf of the Company,

as security to cover unfunded pension liabilities. These amounts were not readily available to be used for other purposes within the Group.

Group Company

17 Borrowings 1998 1997 1998 1997

Amounts falling due within one year after one year within one year after one year within one year within one year
£m £m £m £m £m £m

Bank loans and overdrafts 38 – 4 – 24 2
Obligations under finance leasesa 17 90 10 19 – –
Loan notes issued on acquisition (see note 13) 5 1 – – – –

60 91 14 19 24 2

a Group obligations under finance leases after more than one year as at 31 December 1998 were repayable as follows: between one and two years £18 million (1997 £5 million); between two and five years £48 million

(1997 £14 million); and after five years £24 million (1997 £nil). As at 31 December 1998 the Company had no finance lease obligations (1997 £nil).

Group Company

18 Other creditors 1998 1997 1998 1997

Amounts falling due within one year after one year within one year after one year within one year within one year
£m £m £m £m £m £m

Gas Levy payable – – 44 – – –
Trade creditors 496 – 476 – 2 1
Amounts owed to Group undertakings – – – – 1 438 866
Taxation and social security 162 – 251 – – –
Accruals and deferred income 335 15 343 4 7 11
Windfall Tax – – 96 – – 96
Special dividend payable 530 – – – 530 –
Other 80 63 238 70 1 2

1 603 78 1 448 74 1 978 976



As at As at 
1 January Acquisition Profit and loss Notional Utilised 31 December

1998 (see note 13) charge/(credit) interest in the year 1998
19 Provisions for liabilities and charges £m £m £m £m £m £m

Group
Abandonment costs 72 6 10 – – 88
Deferred petroleum revenue tax 653 9 27 – – 689
Deferred corporation taxa 198 – (31) – – 167
Pension costs (excluding restructuring) 18 – 18 – – 36
Restructuring costs:

– Pension 6 – – – (3) 3
– Other 12 – 3 – (7) 8

Sales contract loss and renegotiation provisions 260 – – 19 (8) 271
Other 16 – 6 – – 22

1 235 15 33 19 (18) 1 284
Company
Pension costs 3 – – – – 3
Other 6 – 3 – – 9

9 – 3 – – 12

a Group deferred tax (assets)/liabilities comprise:

Potential amounts
Amounts provided unprovided/(unrecognised)

1998 1997 1998 1997
£m £m £m £m

Accelerated capital allowances 359 403 21 16

Deferred petroleum revenue tax relief (204) (202) – –

Other timing differences including losses carried forward 12 (3) (368) (374)

167 198 (347) (358)

There were no potential deferred tax assets/liabilities for the Company (1997 £nil).

20 Called up share capital
1998 1997

£m £m

Authorised share capital of the Company
5 500 000 000 ordinary shares of 5 pence each 275 275
100 000 cumulative redeemable preference shares of £1 each – –

Allotted and fully paid share capital of the Company
4 438 448 069 ordinary shares of 5 pence each (1997 4 436 200 823 ordinary shares of 5 pence each) 222 222

During 1998 the following ordinary shares were issued on the exercise of employee share options:

Executive Share Option Savings-related Share Option
Scheme Scheme

1998 1997 1998 1997

Number 2 087 391 467 210 159 855 50 094
Nominal value £104,370 £23,361 £7,993 £2,505
Consideration £1,670,588 £350,241 £165,838 £42,780

Executive Share Option Scheme
Options over 3.4 million ordinary shares were outstanding as at 31 December 1998 (1997 5.8 million ordinary shares) and are exercisable at varying
dates up to 15 November 2004 at prices from 66.975 pence to 90.266 pence per share. Details of outstanding options held by Executive Directors
are given on page 22.
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20 Called-up share capital continued

Savings-related Share Option Scheme (Sharesave Scheme)
The Company operates an Inland Revenue approved Sharesave Scheme, which is open to all eligible employees including Executive Directors. The
Sharesave Scheme is designed to provide a long-term savings and investment opportunity. Employees can save for periods of three or five years.
Options over 22 million ordinary shares were granted during the year (1997 52 million ordinary shares). Options over 67 million ordinary shares were
outstanding as at 31 December 1998 (1997 49 million ordinary shares). These outstanding options are normally exercisable at varying dates up to
November 2003 at prices of 46.4 pence and 92.2 pence per ordinary share. Details of options held by Executive Directors under the Sharesave
Scheme are given on page 22.

Profit Sharing Scheme
The Company has an Inland Revenue approved employee Profit Sharing Scheme (the Scheme) which is for the benefit of all eligible employees,
including Executive Directors. The Scheme provides for the distribution to all eligible employees of a proportion of the Company’s profit in the form of
shares in the Company. Under the Scheme £7 million (1997 £5 million) has been charged to the profit and loss account for the purchase of ordinary
shares of the Company. As described on page 24, an allocation under the Scheme will be made in 1999 in respect of the 1998 financial year. When
shares are allocated under the Scheme they will be placed in trust for employees for three years.

Long Term Incentive Arrangements
The Centrica Employees Share Trusts (the Trusts) were established to acquire ordinary shares in the Company, by subscription or purchase, with
funds provided by the Company, to satisfy rights to shares on the vesting of allocations made under the Company’s long-term incentive 
arrangements. As at 31 December 1998, the Trusts had acquired 25 million ordinary shares at a cost of £22 million (1997 17 million ordinary shares 
at a cost of £13 million), financed by interest-free loans from the Company. The shares have a market value as at 31 December 1998 of £30 million 
(1997 £16 million). All administration costs are borne by the Group.

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

Group Companya

Share Merger Profit and Share Profit and
premium account reserve loss accountb Total premium account loss account Total

21 Reserves £m £m £m £m £m £m £m

As at 1 January 1998 – 467 622 1 089 – 74 74
Transfer (to)/from profit and loss
account for the year – – (441) (441) – 419 419
Issue of ordinary share capital 2 – – 2 2 – 2

As at 31 December 1998 2 467 181 650 2 493 495

a As permitted by Section 230(3) of the Companies Act 1985, no profit and loss account is presented for the Company. The Company’s profit for the financial year was £949 million (1997 £74 million).
b Cumulative goodwill taken directly to reserves as at 31 December 1997 amounted to £85 million. This goodwill had been taken to reserves as a matter of accounting policy and will be charged in the profit and loss

account should there be a subsequent disposal of the business to which it related.

Group Company
22 Movement in shareholders’ funds

1998 1997 1998 1997
for the year ended 31 December £m £m £m £m

Profit/(loss) for the financial year 89 (791) 949 74
Dividend (530) – (530) –

(441) (791) 419 74
Issue of shares 2 – 2 222
Goodwill written off directly to reserves – (85) – –

Net movement in shareholders’ funds for the financial year (439) (876) 421 296
Shareholders’ funds as at 1 January 1 311 2 187 296 –

Shareholders’ funds as at 31 December 872 1 311 717 296



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

Centrica employees participated in British Gas Schemes until 31 March 1998. From 1 April 1998 Centrica employees and a small number of
pensioners and deferred pensioners joined either the Centrica Staff Pension Scheme or the Centrica Engineers Pension Scheme. These new defined
benefit schemes provide identical benefits to the British Gas Schemes as at 31 March 1998. A share of each of the British Gas Schemes’ assets was
transferred during the year to the corresponding new Centrica Schemes, proportional to the share of the total accrued British Gas Schemes’ liabilities
as at 31 March 1998 that were attributable to Centrica employees, or former employees, electing to transfer.

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

Up to From
31 December 1 January

1997 1998
% %

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

The independent actuarial valuation as at 31 March 1998 showed that the aggregate actuarial value of the Centrica Staff Pension Scheme’s assets
was £490 million and the aggregate actuarial value of the Centrica Engineers Pension Scheme was £277 million. The respective actuarial values
represented 113% and 116% of the benefits due to members, calculated on the basis of pensionable earnings and services as at 31 March 1998 on
an ongoing basis using the projected unit method.

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

Staff Pension Scheme Engineers Pension Scheme Total
1998 1997 1998 1997 1998 1997

£m £m £m £m £m £m

Regular pension costs 29 35 13 17 42 52
Amortisation of surplus (4) (9) (3) (2) (7) (11)

25 26 10 15 35 41
Interest (3) (9) (2) (2) (5) (11)

Net pension costs 22 17 8 13 30 30
Contributions paid (8) (8) (4) (4) (12) (12)

Increase in provision for pension costs 14 9 4 9 18 18
Increase in provision for pension related restructuring costs – 6 – – – 6
Utilisation of restructuring provision (3) – – – (3) –
Balance sheet provision as at 1 January 15 – 9 – 24 –

Balance sheet provision as at 31 December 26 15 13 9 39 24
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24 Notes to the group cash flow statement
1998 1997

a) Reconciliation of operating profit/(loss) to operating cash flow £m £m

Group operating profit/(loss) 123 (660)
Exceptional charges 85 835

Group operating profit before exceptional charges 208 175
Depreciation and amortisation 203 211
Provisions 58 67
Profit on sale of tangible fixed assets (7) –
Decrease/(increase) in working capital:

– Stocks – decrease/(increase) 41 (44)
– Debtors – decrease 429 670
– Creditors – decrease (62) (51)

408 575

Cash inflow from operating activities before exceptional expenditure 870 1 028
Expenditure relating to exceptional charges:a

– Contract renegotiations (86) (464)
– Restructuring (10) (93)
– Windfall Tax (96) (96)
– Year 2000 (19) –

(211) (653)

Cash inflow from operating activities after exceptional expenditure 659 375

a The relationship of exceptional payments to exceptional charges is explained in note 4.

1998 1997
b) Returns on investments and servicing of finance £m £m

Interest received 75 66
Interest paid (15) (20)
Interest element of finance lease rental payments (2) (3)

58 43

1998 1997
c) Taxation paid £m £m

UK corporation tax paid (217) (112)
Consortium tax relief received 2 –

(215) (112)

1998 1997
d) Capital expenditure and financial investment £m £m

Purchase of tangible fixed assets (92) (59)
Sale of tangible fixed assets 40 4
Purchase of own shares (9) (13)
Loan to a joint venture (9) (17)
Loan to a trade investment – (2)

(70) (87)



24 Notes to the group cash flow statement continued
1998 1997a

e) Acquisitions £m £m

Payments on acquisition of subsidiary undertakings (see note 13)b (124) –
Payments of deferred considerationc (13) (16)

Total cash payments (137) (16)
Cash acquired 36 19

(101) 3

a In 1997 acquisitions represented the change in the investment in Accord Energy Limited.
b In addition to the above cash consideration, acquired businesses had debts aggregating £139 million on the date of acquisition which have been repaid by the Group (see note g) below). 
c Payments of deferred consideration represented preference dividends paid in relation to the change in the investment in Accord Energy Limited in 1997. Of the total deferred consideration of £98 million, 

£29 million had been paid by 31 December 1998 and after discounting adjustments, £79 million (1997 £87 million) remained outstanding within creditors.

1998 1997

f) Management of liquid resources £m £m

Net purchase of money market investments (285) (44)

1998 1997
g) Financing £m £m

Debt due within one year:
– Net increase/(decrease) in short-term borrowings 24 (2)
– Net decrease in funding from BG plc – (160)
– Repayment of loans (139) –

Capital element of finance lease rentals (21) (16)
Sale and leaseback of fixed assets (see note 24 h) 92 –
Issue of ordinary share capital 2 –

(42) (178)

As at Acquisitions Other As at 
1 January (excluding cash non-cash 31December

1998 Cash flow and overdrafts) changes 1998
h) Analysis of cash and money market investments, net of debt £m £m £m £m £m

Cash at bank and in hand 18 15 – – 33
Overdrafts (4) (10) – – (14)

5
Bank loans – (24) – – (24)
Other loans due within one year – 139 (139) (5) (5)
Other loans due after more than one year – – – (1) (1)
Finance lease obligations (29) (71) – (7) (107)

44
Current asset investments 56 285 – – 341

41 334 (139) (13) 223

Other non-cash changes represented finance lease arrangements which the Group entered into during the year in respect of assets with a total capital
value at the inception of the leases of £7 million, and deferred consideration of £6 million issued on the acquisition of Supergas Limited (see note 13).
An additional £92 million in finance lease obligations arose following the sale and leaseback of certain Morecambe gas field fixed assets. This amount
has been included as part of the cash flow movement.
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25 Commitments and contingencies
a) Capital expenditure

As at 31 December 1998, the Group had placed contracts for capital expenditure amounting to £7 million (1997 £3 million). There were no capital
expenditure commitments for the Company (1997 £nil).

b) Abandonment costs
Total estimated future abandonment costs of the Group relating to exploration and production assets, at 31 December 1998 prices, were
£193 million (1997 £187 million). These costs are expected to be eligible for tax relief. The amount provided by the Group as at 31 December 1998
was £88 million (1997 £72 million).

Centrica plc and its wholly owned subsidiary, Hydrocarbon Resources Limited, have agreed to provide security to a subsidiary undertaking of
BG plc, BG Exploration and Production Limited, which, as original licence holder for the Morecambe gas fields, will have exposure to abandonment
costs relating to the Morecambe gas fields should liabilities not be fully discharged by the Group. The security is to be provided when the estimated
future net revenue stream from the Morecambe gas fields falls below 150% of the estimated cost of such abandonment. The nature of the security
may take a number of different forms and will remain in force unless and until the costs of such abandonment have been irrevocably discharged and
the relevant Department of Trade and Industry abandonment notice in respect of the Morecambe gas fields has been revoked.

c) Lease commitments
As at 31 December 1998 operating lease commitments of the Group for the following year were:

Land and buildings Other

1998 1997 1998 1997
£m £m £m £m

Expiring:
Within one year – 1 3 4
Between one and five years 5 1 12 11
After five years 18 14 – –

23 16 15 15

There were £3 million (1997 £nil) of land and building operating lease commitments for the Company. The Company has guaranteed operating lease
commitments of a subsidiary undertaking for the following year of £7 million (1997 £5 million) in respect of land and buildings.

There were no commitments as at 31 December 1998 under finance leases entered into, but for which inception occurs after
31 December 1998 (1997 £nil), for the Group and Company.

d) Litigation
The Group has a number of outstanding disputes arising out of its normal activities, for which appropriate provisions have been made.

e) Year 2000/euro
The Group was committed as at 31 December 1998 to £1 million (1997 £1 million) of expenditure on Year 2000 modifications. No expenditure has
been committed in respect of the introduction of the euro. Estimated future costs are referred to in the financial review on page 13.

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

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

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

In relation to the sale and leaseback of Morecambe gas field fixed assets, the Company has given guarantees amounting to £92 million in
respect of the sale and leaseback recorded in these financial statements and £113 million in respect of a similar transaction disclosed as a post
balance sheet event in note 28.

The Company has given guarantees to various counter-parties in relation to wholesale energy trading.



25 Commitments and contingencies continued

g) Gas purchase contracts
The Group is contracted to purchase 97 billion therms of gas (1997 108 billion therms) under long-term contracts at prices, mainly determined by
various baskets of indices, which may exceed market prices from time to time. In the face of full competition in the market for gas, the Group’s
exposure has been reduced by the renegotiation of lower volumes and/or prices under certain contracts and by entering into long-term sales
contracts. Since January 1996 these actions, affecting 58 billion therms, have been achieved at a net present cost to the Group of £1,376 million.
Whilst there remains much uncertainty regarding future prices and market share, in the opinion of the Directors, no general provision for onerous
contract losses is required.

The total volume of gas to be taken under these long-term contracts depends upon a number of factors, including the actual reserves of gas
that are eventually determined to be extractable on an economic basis. Based upon the minimum volume of gas that the Group is contracted to pay
for in any year, the profile of the contract commitments, after taking account of the renegotiations referred to above, is estimated as follows:

1998 1997
million million
therms therms

Within five years 48 800 55 400
After five years 48 300 52 800

97 100 108 200

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

1998 1997
£m £m

Within one year 1 900 2 700
Between one and five years 5 900 7 900
After five years 7 700 10 400

15 500 21 000

26 Related party transactions
a) BG plc

In both 1998 and 1997, BG plc was the largest supplier to the Centrica Group and all transactions have been on an arm’s length basis on normal
commercial terms. On 17 February 1997 the Centrica Group was demerged from BG plc (formerly known as British Gas plc). Prior to that date
BG plc exercised control over all of the businesses within the Centrica Group and provided a number of Group services to those businesses. As a
consequence the following disclosures were given in the 1997 Annual Report:

During the year, purchases of gas, storage and transportation from the BG Group were material, and amounted to £2,804 million. The Centrica
Group also sold gas to BG plc to the value of £128 million and received interest on transportation prepayments amounting to £36 million. It has
not been practicable to quantify all other, and less material, services arising between the Groups.

As at 31 December 1997 the Centrica Group had prepaid £271 million for transportation charges and owed the BG Group £53 million for
gas purchases and other liabilities, principally finance lease obligations. Prior to demerger on 17 February 1997, the Centrica businesses were
funded by BG plc. As at 31 December 1996 the funding balance was £160 million and upon demerger, the Centrica Group repaid the
outstanding funding balance at that date of £505 million.

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

British Gas Corporation Pension Scheme until 31 March 1998. From 1 April 1998 Centrica employees have been eligible to join the new Centrica
Schemes. A share of the assets of the British Gas Schemes, with a market value amounting to £664 million for the Staff Pension Scheme and 
£375 million for the Engineers Pension Scheme, was transferred to the corresponding new Centrica Schemes. The amount transferred reflected the
share of the total accrued British Gas Schemes’ liabilities as at 31 March 1998 that was attributable to Centrica employees, or former employees,
who elected to transfer.
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26 Related party transactions continued

b) Associates and joint ventures
During 1998 the Group purchased services with a value of £50 million (1997 £71 million) from AccuRead Limited, a joint venture, and £36 million
(1997 £42 million) from AG Solutions Limited, an associate. Between 1 January 1997 and 3 March 1997 the Group purchased £4 million of gas from,
and sold gas to the value of £9 million to Accord Energy Limited, which was an associate during that period.

In 1998 the Group lent £9 million (1997 £17 million) to Goldbrand Development Limited. As at 31 December 1998 the outstanding balance
on the loan account was £37 million (1997 £28 million).

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

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

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

27 Financial instruments
a) Foreign exchange risk

Foreign exchange risk arises from exposure to the US dollar/sterling exchange rate within long-term gas purchase contracts . The Group’s policy is to
hedge part of this risk by the purchase of forward rate contracts. As at 31 December 1998, losses of £16 million (1997 £9 million) have been deferred
from recognition in the profit and loss account, of which £3 million are expected to be expensed in 1999. A net loss of £1 million was charged to the
profit and loss account during 1998. Realised deferred losses as at 31 December 1998 of £15 million (1997 £nil) are included within prepayments on
the Group balance sheet, and £1 million (1997 £9 million) of unrealised losses are off-balance sheet.

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

28 Post balance sheet event
On 4 March 1999, £113 million of cash was raised through the sale and leaseback of certain South Morecambe gas field operational assets. 
This transaction has not been reflected in these financial statements.

Notes to the financial statements
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% Group holding
in ordinary shares

29 Principal undertakings and net assets Principal activity

As at 31 December 1998
a

Subsidiary undertakings:
Accord Energy Limited

b
100 Wholesale energy trading

British Gas Energy Centres Limited 100 Sale of appliances
British Gas Services Limited 100 Servicing and installation of gas heating systems
British Gas Trading Limited 100 Energy supply
Centrica Insurance Company Limited 100 Insurance services
Centrica Reinsurance Company Limited 100 Insurance services
Centrica Resources Limited

c
100 Gas production

GB Gas Holdings Limited 100 Holding company
Goldfish Guide Limited 100 Consumer services
Hydrocarbon Resources Limited 100 Gas production from the Morecambe fields

Joint ventures:
AccuRead Limited 49 Meter reading
Goldbrand Development Limited 50 Financial services

Associates:
AG Solutions Limited

c
40 Computer consultancy

a As at 31 December 1998, GB Gas Holdings Limited was a wholly owned subsidiary undertaking of the Company. GB Gas Holdings Limited held the investments in all other principal undertakings, except for

Hydrocarbon Resources Limited where the investment was held by British Gas Trading Limited. All principal undertakings were incorporated and operated in the United Kingdom with the exception of Centrica

Reinsurance Company Limited and Centrica Insurance Company Limited which were incorporated in and operated from the Isle of Man.
b During 1997 the Group agreed with NGC Corporation (NGC) of Houston, Texas, to a reorganisation of the share structure of Accord Energy Limited (Accord). NGC’s ordinary shareholding was converted into a 25%

holding of preference shares in Accord and the Group has an option, which it is likely to exercise, to acquire those preference shares on or after 1 July 2000. The Group currently holds 75% of the preference shares

in Accord. The change of control was accounted for as an acquisition for deferred consideration. Third party preference dividend payments and the capital payment anticipated on exercise of the Group’s option are

being/will be set against the deferred consideration of £98 million established upon change of control.
c Centrica Resources Limited and AG Solutions Limited have accounting reference dates of 31 March.
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Analysis of shareholders as at 31 December 1998
Distribution of shares by
type of shareholder Holdings Shares

Nominees 7 127 3 569 434 173
Limited companies 1 051 45 334 426
Banks 41 211 051
Insurance companies 37 72 413 896
Pension funds 48 27 803 541
Other corporate bodies 812 37 569 350
Individuals 1 285 355 685 681 632

Total 1 294 471 4 438 448 069

Number of Number of
Size of shareholding shareholders shares held

1 – 500 840 868 218 275 582
501 – 1 000 315 090 207 470 060
1 001 – 5 000 129 773 214 313 779
5 001 – 10 000 5 638 38 982 293
10 001 – 50 000 1 660 30 122 364
50 001 – 100 000 215 16 159 129
100 001 – 1 000 000 794 304 098 399
1 000 001 and above 433 3 409 026 463

Total 1 294 471 4 438 448 069

Registrar

Administration enquiries about the holding of Centrica shares (other
than ADRs – see below) should be directed to the Company’s
Registrar. Changes of address and name should be communicated to
the Registrar promptly. The Registrar can be contacted as follows:
Lloyds TSB Registrars
54 Pershore Road South
Birmingham B22 1AD
Telephone: 0121 433 4344

Amalgamation of accounts

Shareholders receiving duplicate sets of company mailings due to
multiple accounts in their name should write to Lloyds TSB Registrars
to have their accounts amalgamated.

American Depository Receipts

On 11 February 1998 Centrica introduced an American Depository
Receipt (ADR) programme. The ADRs, each of which is equivalent
to 10 ordinary shares, are issued by The Bank of New York.
For enquiries about the ADR service, please contact our
representatives at The Bank of New York by dialling 1 888 BNY ADRS
inside the US and 001 212 815 5204 outside the US or by writing to
The Bank of New York, Shareholder Relations, PO Box 11258, Church
Street Station, New York, NY 10286-1258.

Share apportionment and capital gains tax base cost of

shares at demerger

Shares were acquired in Centrica plc at demerger from BG plc on
the basis of one Centrica share for every BG share held at demerger.
Shares in Centrica plc acquired on demerger from BG plc will

Shareholder information

be treated as having a base cost for Capital Gains Tax purposes
ascertained by reference to the values of Centrica and BG shares on
17 February 1997, calculated in accordance with the provisions of
Section 272 of the Taxation of Chargeable Gains Act 1992. The base
cost of any holding of BG shares on that date will be adjusted on the
same basis. The relevant prices on the London Stock Exchange on
17 February 1997 were: Centrica 64.25 pence; BG 173.25 pence.
The base cost of the pre-demerger British Gas plc shares will be split
between the post demerger Centrica and BG shares in the proportion
Centrica 27.053% and BG 72.947%.

Share capital consolidation

A resolution will be put to an Extraordinary General Meeting on 
10 May 1999 that the ordinary shares of the Company should be
consolidated on the basis of nine new ordinary shares for every
ten existing shares. This proposed consolidation is linked to the
recommended payment of a special dividend of 12 pence per ordinary
share which will be considered at the Extraordinary General Meeting.

Share price

Details of the Centrica share price can be found on Ceefax and in 
the London Share Service pages ‘Gas Distribution’ section in the
Financial Times.

Centrica website

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

Financial calendar

Record Date for the proposed special dividend
and share capital consolidation 7 May 1999

Annual General Meeting and 
Extraordinary General Meeting 10 May 1999

Whittle & Fleming Rooms
The Queen Elizabeth II Conference Centre
Broad Sanctuary
Whitehall
London SW1P 3EE

Shares ex special dividend 11 May 1999
Special dividend payment 23 June 1999
1999 Interim results 9 September 1999

Product information

Shareholders who wish to find out more about any of our products 

and services should telephone: 

0845 600 1 900

Open Monday to Friday, 8am – 8pm;

Saturday, 8am – 6pm.

Centrica plc: Registered Number: 3033654
Charter Court, 50 Windsor Road, Slough, Berkshire SL1 2HA
Telephone: 01753 758000  Facsimile: 01753 758011



What’s important to us

Centrica’s vision is clear. We are determined to establish

ourselves as the consumer’s first choice for energy supply

and services. 

We’re applying all our experience, knowledge and

business strength to achieve that aim in the newly

competitive energy market. In British Gas, we have a

brand that has earned the trust of millions of

consumers, giving us a platform from which to expand

our offer into areas such as electricity, home security

and financial services. Our success so far confirms that

this is the right strategy.

Our values remain constant in everything we do. We

will continue to provide warmth and comfort, security

and expertise to our customers. We will continue to

meet our broader responsibilities within society. And we

will seek to deepen our understanding of what

customers want and to deliver it.
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