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1. Opening remarks

Good moming ladies and gentlemen, and in this vast auditoium welcome to the presentation
of Centrica’s 2005 Interim Results. In spite of the best efforts of the newspapers over the last
two or three days you will be pleased to know that there is indeed some new infoomation this
moming which will hopefully make it worth your while coming.

As usual Sir Roy and Phil will make the main presentation, after which we’ll have plenty of
time for questions. And in addition to Roy and Phil we've also got some of the team here this
moming, Mark Clare; Jake Ulrich; Derek King who you're dl famiiar with; and for the first
time Chris Weston who is looking after the home services business.

Before the presentation I'd like just to make a few opening remarks.

1.1 Succession Plans

Firstly I want to comment on oursuccession plans. You will have seen our amtnouncement
this morning that Roy is joining the board of Compass and will retire from Centrica within the

next 12 months to take up the role of non-executive Chairman of Compass in summer 2006.

Cleary the lead time to effect this change will enable us to conduct a thorough and
exhaustive gppraisal of both internal and external candidates. An executive search
consultancy will be used to ensure we select the right person for this important role in a
timesale that provides a reasonable period of handower to effect a seamless transition.

Roy will remain at the helm until next summer with my unqualified support, the board's total
confidence and his personal resdve and commitment to deliver on our business plan in the
year ahead.

1.2 Review of the first half

I'll nowmake some observations on the lastsixmonths perfomance.




Overall the results are good. Financially it was a successful first half delivered against an
industry background that continued to be particulary challenging.

Strategically we hawe demonstrated patience in the pursuit of asset acquisition and prudence
in purchasing assets that show early and earnings enhancing pay back. We hawe also made
some longer term measured investments in energy exploration with a view to providing a
value creative hedge in the future. We will continue to apply these capital disciplines whilst
seeking opportunity to strengthen our flexible upstream portfolio. Additionally we’ve
deepened our involvement in continental Europe through further acquisitons in the
Netherdands and Belgium, and our aim remains to broaden our involvement here when
opportunity permits.

Reflecting the strength and focus of the group on energy and related services we have
decided to conmence a process for disposal of Onetel, enabling us to fully focus our capital
and resources on our continued development as an international energy company.

Operationally the team hawe attacked the costbase with vigour through the dewlopment of
new IT systems, increasing our offshore commitment in selected service areas and driving
efficiencies in our back office business processes. Customer attrition is being addressed with
more innovative propositions and stronger selling and marketing campaigns.

Our pricing policy is to fully recover wholesale costs from our customers but respecting both
the level and volatility in the forward curve and the competitive dynamics of the market. On
this occasion we have chosen to extend the tme over which we will recover our wholesale
costs believing that the curve willsoften and in the knowledge that we hawe the opportunity to
revisitour pridng again in the coming year.

Managerially Roy has reorganised the team responsibilities to ensure appropriate foaus on
the delivery of cost reduction, IT systems conversion, home service growth, efficient asset
managementand the opportunity in continental Europe and as part of these changes the title
of Deputy CEO was dissolwed. At board level we've appointed Andrew Mackenze as a non-
executive Director who brings considerable upstream operational experience from senior
management responsibilities he has held at British Petroleum and more recently at Rio Tinto.

1.3 Returns to shareholders

Finally in keeping with our commitment to shareholder value we are increasing returns to
shareholders through our buyback programmes and increased dvidend. It is the board’s
intention to grow annual dividends pershare inreal tems in 2006 and thereafter.



1.4 Outlook

Finally while much has been done there remains more to do. There is no doubt that the
business faces a dfficult second half and that 2006 will be equally challenging for the
management team. | woud emphasis however, that | and the Board are confident that the
fundamentals of the business are strong and that the management will be robust in meeting
these challenges.

I'll now hand over to Phil who’s gaing to give you a review of our financial performance.

Phil Bentley, Group Finance Dire ctor

2. Financial Review

Thanks Roger and good moming everyone. As usual I'll take you through the headline
figures for the Group and then go through the key movemens in our main businesses.

Note that this is ourfirst set of results under IFRS. We’ve described before in detail the main
IFRS impacts — which are listed for the record on the slide — so I'm not going to go through
them now. I do want to stress though, as | said in May, IFRS does not change the way we
make decisions in Centrica. Neither does it affect the underlying drivers of value, cash
generation or indeed the overall direction of our strategy at Centrica. For these reasons
we’ve chosen to present our income statementin a three column format and in discussing our
results will concentrate on the underlying business performances i.e. after stripping the IAS32
and IAS39 mark-to-marketmove.

21 Financial Highlights

So turning to our headline figures, turnover rose by 16% to £6.8 billion due largely to a 68%
increase in turnover in North America and strong growth in British Gas business and in our
home services businesses. We generated nearly £1 billion of operating profit in the first half,
up 19% on a continuing basis principally due to high gas prices driving strong profit in our
upstream business. Remember that the absolute quantum of operating profit in both 2005
and the prior year is now much higher under IFRS due to PRT and the toling fees now being
charged after operating profit.

This explains why growth in eamings therefore is lower compared with the growth in operating
profits. Earnings from continuing businesses were up only 6% year-on-year due to those
higher PRT and CT charges on our upstream assets. But EPS grew by 10% benefiting from
the share consolidation in the latter par of last year and the share repurchase programme.
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Cash generation remains a key Centricastrength with after tax netcash inflow before CAPEX
and acquisitions of £878 million up some 18%. Our 24% increase in the interim dividend
reflects our comnmitment to a higher payout ratio this year.

So overall a good first sixmonths but as everyone recognises — and as Roy will touch on —
the outlook for the second half looks more difficult.

2.2 Operating Profit Analysis

So lets first look back on the key drivers of profitability in the first half. As | said, in total
operating profit was up 19% and against the current background of extreme volafility in
commodity markets our upstream business provides a hedge to the impact of our commodity
prices on ourdownstream businesses and looking at the UK energy operation as a whole, we
saw a 16% increase in total operating profit.

In the longer term we continue to expect our downstream businesses to make a standalone
economic return and we're getting our costs down to make sure that that happens. At the
same time we expect our upstream business to deliver the profits commensurate with the
level of shareholder capital employed in those assefs.

Beyond UK energy Home Services and North America both had a good first half which ['ll
touch on shortly.

2.3 British Gas Residential Energy
Turning to the UK inmore detail starting with British Gas Residential Energy.

Operating profits here of £165 million were down 24% on the same period last year. Our
price increase in September '04 gave us an additional £374 million of gross margin which
more than ofiset the £341 million at higher commodity and transportation costs. This over-
recovery is a first half effect only and won’t be replicated in the second half. Whilst we’d
originally envisaged an inflation level price rise in ‘05, commodity prices have continued to
rise and for the fourth quarter now are over 40% higher than they were at the time of last
year’s price rise hence the need for the 14.2% announced last week.

Our energy efficiency commitment of £62 million in the first half continues to increase, up £24
million from the same period last year.

Lower customer numbers have reduced gross margin by £53 million combined with a
reduction in average consumption per customer, mainly due to the adverse weather mix
which has reduced margins by a further £31 million. We are beginning to deliver on our cost



savings; a net £23 million positive year-on-year, despite the first half sales and marketing
activities.

2.4 Centrica Energy

Moving on to Centrica Energy which turned in a very strong performance, primarily due to the
40% increase in gas production profit. Higher selling prices at Morecambe generated £172
million of additional margin, although this was partially offset to the tune of some £82 million
by lower production volumes, down 17%, in line with the prevous guidance that we've given.

Production from ecquity fields other than Morecambe, for examplk Goldeneye, Horne and
Wren and Rose was actually up 25% and along with the contribution from Statfjord generated
an addtional £65 million of profit.

In ourindustrial and wholesale segment we lost £20 million, some £45 million adverse to last
year. Although the average sales price of the industrial contracts were beginning to rise now
up 11%, this still lagged the 27% increase in input cost. And the outlook for the second half
therefore is for increasing losses.

Finally Accord increased its operating profit by £13 milion, as a result of the trading
opportunity arising from the higher levels of market volatility.

2.5 OtherBusinesses

In our other businesses, Home Services continued to deliver strong results with operating
profit up by 44% to £59 million and turnover 10% higher. The improvement in margins
reflects the contribution of Dyno-Rod which we acquired in the second half of '04 and the
faster pace of growth in the higher margin products of plumbing and drains and home
electrical care, supported by continued growth in central heating products.

British Gas Business also had a good first half, with operating profit up 20% to £55 million,
despite the continued rise in wholesale prices. Even after increasing the averageselling price
to customers for gas by 23% British Gas Business still managed to grow its gas customer
base. And it also held its operating costs broadly flat. But as with Britsh Gas Residential
though, this business will face a more difficult second half due to the higher commodity costs.

The results of Centrica Storage demonstrate the value of our 2002 acquisition. The awerage
SBU price in the first six months was 53% higher than in the first half of '04 and the second
half will be up again, as SBU prices for the ‘05/06 storage year are up a further 33%. The
increase in SBU prices is largely driven by the widening wintersummer differential which has
gone from around 7 pence per therm when we acquired the field to around 28 pence today.



But we've also increased the operational reliability from our investment in the asset which
increases the price customers are willing to payfor this certainty.

The underlying profitability of Onetel is good but it suffered an overall loss of £2 million in the
first hdf due to higher acquisition costs which supported the accelerated 29% growth in fixed
line customers and the one off restructuring costs from moving operations to India. In all an
adverse year-on-year variance of some £12 million. We believe that Onetels 1.7 million
customer base, combined with its low operating cost model will be attractive to potential
buyers of this business

And finally North America increased its operating profit by 38% to £87 million driven by 9%
customer growth in Texas and the year-on-year effect of the 2004 industry true-up. Retail
prices were higher but were partially offset by higher commodity costs as well as increased
customer acquisition costs in business markets which delivered a 94% tumover growth.

2.6 Returns to shareholders

In his opening remarks, Roger referred to our commitment to shareholder value and to
increasing shareholder returns. We’ve almost completed our first £5600 million share buy-
back program and have increased the program by a further £500 to £1 billion. We’ve
increased our interim dividend by 24% and we€ll deliver a full year dividend in line with our
commitment to an increased pay out ratio this year. Finally, reflecting our confidence in future

performance, it is the board’s intention to grow annual dividends per share in real tems in
2006 onwards.

2.7 Summary

So in summary, financially it will be a year of two halves. We had astrong first half but there
are significant challenges for us in the second half.

Although we continue to bdieve that the forward curve is still overbought, even on our view of
the curve and after our latest retail price increase, full year operating margins in British Gas
will be lower than last year. And we currently expect earnings per share to be towards the
lower end of marketexpectations, as we announced last Friday.

The higher proportion of upstream profits will increase our effective corporation tax to around
35%, up some 6 percentage points on the full year last year. And includng the higher PRT
charge the total effective tax take in 2005 will be close to 55%.

Cash generation will remain a key Centrica feature and we’re confident of our financial
strength to deal with these extreme wholesale energy prices in the short term. And we



remain committed to maintaining our singe A credit rating and to the strictfinancial disciplines
that have characterised ourinvesiments in the past.

So with that let me hand ower to Roy to go through the details.

Sir Roy Gardner, Chief Exe cutive

3. Chief Executive’s Review & Outlook

Thanks very much Phil and good morning everyone. Phil’'s taken you through the financial
results in some detail and I'm now going to give you my perspective on the things that the
business has achieved during the first half. And I'll also make some comments on the outlook
for the second half.

Now as both Rogerand Phil have said there’s no doubt that financidly it was a very good first
half. Athough it's been a very challenging period with the continued volatility in wholesale
markets and high lewels of customer chum.

In February | set out our management agenda for 2005, so this moming | thought I'd report
back to you on how we're doing against those agenda items. Whilst recognizing that there’s
still a lot to do and the challenges aren’t getting any easier I'm very encouraged by what
we’ve achieved so far this year.

3.1 Leveraging the value of scale

We said our aim was to lewerage the value of scale and let me remind you why we think scale
is important. It enables us to drive down our costs to serve, it gives us greater strength in
upstream negotiations and it also gives us significant cross-selling opportunity. And our
strategy is to focus on energy and related senvces, to defend our UK energy position and to
grow in Home Services, to grow in Europe and to continue to build on our position in North
America.

The chart shows that we’ve beensteadily growing. We now have around 34 million customer
relationships across energy and related services, an ncrease of 12% in three years. Growth
elsewhere has offset the recent erosion in our UK energy base.

3.2 Disposal of Onetel

As part of our foaus on energy let me now touch on our planned dsposal of Onetel.



We’ve built Onetel into a strong business that's a serious competitor to BT. We’'re now
starting to see some of the regulatory changes that we’ve lobbied for and these will open up
opportunities for Onetel going forward.

Howewer in the past two years we've increasingly moved towards an absolute focus on
energy and related services and successfully divested both Goldfish and the AA.  Whilst
telecoms is still an important partof ouroverall product offerng, having established ourselves
as a credible altemative provider we now no longer need to own the business in order to
provide the productto our energycustomers. We’ve reviewed our options and concluded that
our capital and resources are better deployed in pursuit of our foaused strategic aims. We
have therefore commenced a process which is likely to lead to the disposal of the business.

3.3 Getting back to growth in British Gas

Turning back to the 2005 agenda, we started out the year with a strong action plan to get us
back towards growth in British Gas, and we’ve delivered good results with positive trends in
both sales and chum.

Since April we’'ve been consistently selling over 50,000 new energy contracts each week, as
high alevel of sales as we’ve ever seen. Itreflects not only our increased efforts on the
phones and the doorsteps but also the benefits of our cross-selling system and the success of
the products we launched earier in the year. For example, a million customers took up our
capped energy confracts. A quarter of amillion customer signed up for our free evening and
weekend calls offer. And over 60,000 customers have taken advantage of our on-call
assistance product, with a conversion rate of over 75% to a central heating care contract

The disappointmentis thatit's taken longer than we’d anticipated to turn round our losses, but
in electricity we’ve had nearly three months of net gains, and over the last few weeks, we’ve
grown overallin energy.

Last week we announced a retail price ise. On this occasion we've followed rather than led,
but obviouslywe expectto see animpact on sales and withdrawals. Our experience from last
year has helped us develop our action plan formanaging the increase. We’ve launched new
propositions and have higher profile marketing. We're already selling our new fixed price
contract and there are other products ready to go - and here you can see examples ofsome
of our new marketing materials ..

3.4 Reducing costs

Now in the first half, we've also made progress on taking costs outof the business. We've re-
engineered many of our processes and that's enabled us to remove rolks from across the
Group. Last year, as you know, we identified 1500 jobs we could remove from the
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organization, and earlier this year eammarked another 2,000 to come out from British Gas.
And across the Group there are other cuts on our radar, with the simplification of the Group
structure following the sale of the AA and Goldfish, and the planned sde of Onetel, we’ve
identifed areas of our support functions that can be reduced. This is something that I'm
personally going to be driving through.

You’ll have seen our announcement that we intend to move a significant anount of our back
office work to India, although our customer facing staff will remain in the UK.

In total, we’ve told staff that we're closing five offices, which will bring some very real savings
in the future.

Our new billing system pilot has begun on schedule, with 50,000 customers now live. And
we’ve also sent out our first dual-fuel bill - a major milestone for us. We'll take the pilot
through a full billing cycle and well evaluate the resuls ahead of the main customer migration
which we expect to start around the turn of the year.

In Home Services we’ve rolled out our new deployment system to over 5,000 engineers and
we’re confident that the benefits that were delivered in the pilot will be delivered on a national
scale once the system is fully in place.

The British Gas transformation programme is delivering its benefits. We’re taking costs out.
Howeer it's increasingly difficult for us to ring fence the savings directly attributable to the
transformation programme and to demonstrate to you that the benrefits are being delivered.
So letme make itsimple: In 2007 Mark Clare and his team are committed to delivering a cost
base for British Gas energy, that's at least £150 million lower than the base of £1.05 billion in
2004. Allowing for the effect of inflation and rising energy efficiency commitments that's a
reduction of more than £200 million over that time period. That's a simple commitment, and
we can't be any clearer about the level of focus that cost efficiency its getting within Centrica.

3.5 Growing Home Services

Turning now to Home Senvices which is a continuing good story. In the first half we grew all
our product lines, turnover was up by 10%, profits by 44%, and margins by 3 percentage
points. This remains a key area of competitive advantage for our energy business, andit’s a
market with big potential. In the areas of interest to us, we believe there’s an addressable
market of around £6 billion and it's growing. We’ve built a skilled national workforee that
we’re very proud of and are continuing to invest in. We’ll keep working hard to retain our
market leadership position and ensure we’re well placed to exploit the continuing growth
opportunity.

3.6 Managementchanges in British Gas



In energy, it's mostiy about customer retention and cost reduction. In Home Services, it's
firmly about growth — two huge, but different challenges. To ensure they both receive the
appropriate level of focus, I've chosen to separate the two parts of the business. Mark Clare,
underwhom British Gas has made remarkable progress this year, will now concentrate solely
on energy supply whilst Chris Weston, who previously ran Centrica Business Services, will
lead on Home Senvices. Mark and Chris will work side by side to ensure each business
continues to supportthe other and that the synergies are delivered.

3.7 Upstream investment
3.7.1 Infrastructure Projects

Turning now to upstream. As we said before, total UK gas demand is around 105 BCM per
year, and there are already import projects which by the end of 2007 wil have a combined
capacity of around 90 BCM. And we're pleased to see progress being made on a number of
these projects. For example the first 8 BCM expansion of the existing Interconnector is now
expected to be ready by the start of November,a month ahead of schedule. At Easington the
onshore connection for the Langeed pipeline has now been built. And Isle of Grain took its
first LNG shipment on 4“"Ju|y. Beyond this timeframe, there’s alko the new plan for more
LNG facilities to be huilt at the LPGterminal at Canvey Island.

It was encouraging to see the sharp drop in winter prices on the announcement that IUK
would be eary, reinforcing our view that there’s still a lot of sentiment in the forward curve,
and that as the additional capacitycomes on stream, prices should start to come off.

3.7.2 Gas

Looking at what we've done this year, I'm pleased with the progress we’ve made on securing
our upstream supplies, despite an overall difficult environment for asset acquisition.

We said before that securing the amount of gas we're looking for would require us to be
innovative in the sort of opportunities we’'ve considered. Our preferred geography is still the
UK and Norwegian continental shelves but we're also looking further afield, for example to
North and West Africa and to the former Soviet Union. Jake mentioned in February that we'’d
probably also go a bit further upstream and participate in some exploration. You'll be aware
that recently we’ve been awarded two licensing blocks in Nigeria. And in the UKCS we plan
to drill over the next 12 months, six new wells.

LNG will play an increasingly important part in UK gas supply, and as you know last year, we
signed our fist major LNG contract; the 15 year deal with Petronas, worth potentially around
£4 billion. Since then our acquisition of re-gas capacity at Grain, plus the potential for us to
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gain capacityat Canvey has increased our attractiveness as a potential partner in further LNG
deals.

3.7.3 Power

On power, we've still got the option to build at Langage, but we need more clarity on carbon
allowances for new-build before we can finally make the decision.

We have now delivered our first green power into the grid from our onshore wind-fam in
northern Scotland, and that's a 26 MW farm, enough to power around 20,000 homes.
Offshore at Barrow, construction is well underway. The turbines wil go up during the autumn,
and we expect the farm to be generating by eary 2006.

All in all we’re making good progress.
3.8 Continental Europe

Now to look at growth in other business areas and really here we’re talking aboutinternational
expansion.

Firstly in continental Europe. Developments here ar important to us. We want to access
gas that has to flow across Europe, so we want free and open access to networks, and we
want to be able to compete and grow scale in deregulating European energy markets. To
date, progress has been frustratingly slow, but we’re encouraged by the EU Competition
inquiryinto energy markets and the Transportation and Energy review, and we’re making sure
that the UK governrment understands the importance of raising energy up the agenda in
Europe during their presidency ofthe EU.

In the first half of the year we increased our footprint in Europe. Our aaqquisition of SBU in
partnership with Gazde France has enabled us to secure both generation capadty and 20%
of the retail market in Belgium. In the Netherlands we've acquired a good business with
Oxxio which also gives us the opportunity to build a deeper understanding of the Dutch
market

In the shorttem we see the Benelux region as offering the best opportunities forus. It's likely
that the Netherlands will make the fastest progress towards the industry structure that we find
the most attractive - that is, full separation of regulated networks from energy supply and
upstream assets. And we expectthat to open up opportunities for us.

In addition to his role of Group Finance Director, Phil is now leading our European activity, to
make sure we fully evaluate and take advantage of the opportunities.
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We're confident that Europe will gve us growth potential in the future, but we have to focus
our efforts on it today.

3.9 North America

Looking at our other intemational business, North America. So far this year we've gained,
organically, more customers in Texas than Reliant and TXU combined, and lost fewer
customers than either of them in our incumbent areas. We've also successfully re-filed our
Price o Beatin both areas, allowing us to raise customer bills by around 10% on average.

In Canada, the Ontario power market has now reopened and we're signing up new contracts,
but the conditions for competition are stil difficult. And in Alberta, the regulatory environment
is making it difficult to switch customers to non-regulated tariffs.

But in Home Services, the business is growing well. And in business markets we've almost
doubled our turnover year-on-year with rapid growth in all existing markets and entry into a
number of other states. It's a very competitive market and margins are currently thin, but we
continue to see it as an importantgrowth area for our North American business.

In a short time Deryk and his team hawe created a scale business. Their focus now is on
growing that business organically, supported where appropriate by small and well targeted
acquisitions. And we expect to deliver over £3 billion of turnover from North America this
year.

3.10 Outlook

Now [1I talk about the progress we've made in the first part of the year, but how does the
second half of the year look? Well, clearly we're in uncharted waters, but one thing is clear;
financilly, it will be a lot tougher than the first half.

We've now priced for 2005 and the outlook for the remainder of the year is very dependant on
what happens with commodity prices. The gas forward curve has historically been a poor
predictor of outturn prices. For example, at one point last autumn the curve was forecasting
around 80 pence per them for January'05, but prices actually outturned on a month-ahead
basis at 30 pence. The curve for the coming winter looks similar to the curve for last winter.
Although we still believe it will outturn ata discount, the absdute lewel of that discount is likely
to be less, due to both the recent conwergenae between UK and European prices and the
continued rise in oil.

Ultimately wholesale energy costs will be passed through to customers. However, even on
our own lower view of the curve the scale of price increase which would be required to fully
recover wholesale profit in this financial year, would be completely unpalatable, and would
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potentially destroy long term values. This is simply a timing issue. There's always a time lag
between commodity movement and retail price response. And in a rapidly rising market, that
leads to a short term squeeze on margin. Over time commodity costs wil be fuly recovered
and margins should expand as prices start to fall. In our recent pricing decision therefore,
we've chosen to protect our customer base in the short term. And as a result in British Gas
residential energy full year margins will be bwer than 2004 and at a level we consider
commerciallyunacceptable in the long term.

We'll continue to seek to expand margins through cost reductions and, in the remainder of the
year, we'll be making further progress on our cost initiatives. Alongside that, we'llmanage the
impact of ourlatest price rise. We'll thoroughly test our billing system ready for full migration
during 2006. And we'll continue to look for opportunities to expand our upstream portfolio.

It's also important that whilst we're addressing the near tem challenges, we don't lose our
focus on the longer term. Building and strengthening the business foundations, is key to
delivering a future value. Centrica is a strong busness and its prospects for growth are
sound.

3.11 Conclusion

Now in conclusion, | want to emphasise the following. Although Ive announced my
retirement, I'm still here until next summer and for me it's absolutely business as usual. I'm
personally gong to be pushing the team to deliver on customer retention, cost reduction,
implementation of our IT system and delivery of value adding upstream aayuisitions. | remain
committed to discipined management of capital and continued delivery of shareholder value.
These have been hallmarks of Centrica since 1997 and there's no change now.

I'm not under-estimating the scale of the challenge ahead, but I'm confident that we've got the

right strategy, the right model and a management team that can and will deliver. Thank you.

Questions & Answers

Q1. Bobby Chada, Morgan Stanley

You talked a lot abaut cost reductions and | think the figures you gave were £150 million cost
savings '04 through '07 and in nominal tems. I'm just trying to put that in the context of the
previous numbers that you've shown, as the benefits of the British Gas transformation
progranme. It seems to me thatis nota change from your previous targets for '05 and '08.
Could you confirm that?
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Sir Roy Gardner

| thinkiit's slightly better. As | said, it's very difficult to be precise about where the benefits are
coming from, but the impact on the cost base will be slightly more than we said. We always
said that the benefits from transformation would be in the range of £150-200 million by the
end of that year. And the way things are going, we'll be towards the top end ofthat. We've
identifed a few more savings and thats why we made that statement this moming. We've
identifed more savings that we can make across the group within the support functions and
that will be a little bitmore to come. So ljust think this is confirnation plus a little bitmore.

Bobby Chada
]

And does this reduction exclude any potential increases in things like marketing costs,
depredation, EEC etc. or is it the total cost figure?

Sir Roy Gardner

The cost base will reduce by that number so any increase of costs in these areas are taken
into account.

Q2. Martin Brough, Dresdner

It's just a follow up to that one. Could you just clarfy — if you look at say the cost per
customer on 2003 to 2007 will there actually be a reduction per customer over that period?

Sir Roy Gardner

Absolutely, yes.

Mark Clare, MD British Gas Residential Energy

Firstly on the transformation programme, you’l remember that some of the elements of the
benefis are shown in margin, so lower churn as a result of the CRM systems, the metering
progranme which has delivered substantially low cost of metering cost to the business. So
transformation goes a little wider than that. In terms of cost to serve, our real foaus is to drive
our cost to serve down below all of our com petitors and we're probably in the back with one or
two outliners at the moment, so we've got a real challenge. So we are focussing on that key
cost to serve piece and we are taking account that customer numbers, unfortunately, are
likely to fall, gven the volatile environment we have. So we're looking for real savings in cost
of sales across thatperiod as well.
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Q3. Andrew Wright, UBS

| know it's fairly early days but are you able to give any indication yet as to the customer
reaction postthe price increases announced recently and also to the new fixed price products
you've put forward.

Sir Roy Gardner

It's very early days. Last Friday we amounced the price rise. | can tell you that the 2010
product is getting a lot of interest which we expected too toso do. Butit is far too early to
say. Call volumes are pretty much the same. There's nothing abnomal.

Q4. Philip Green, Merrill Lynch

Just one further follow up on the CRM. In terms of capex, are we down on that or are you
facing any further significant hurdes; including software upgradea and stuff like that on the
SAP systems.

And secondly, just on Morecambe in tems of production can you just confirn the production
decline range that you were suggesting before - | think its down 17% in the first half for this
year - and also what your expecfation is for 2006 for Morecambe's production decline? And
associated with thatwhat flex, if any do you hawe to improve on the headline situation through
perhaps further capex?

Sir Roy Gardner

Well on CRMwe’re through all the capital spend. The largest part which we were working on,
now the billing system is totally built. It's been through user testing and we're into the pilot.
So there is no further software work to do unless we get any significant ssues with the pilot
which we've so far not seen. It's all about migration now to our customer base and training
our staff to use the new system.

Morecambe the reduction this year will be in the range of 15-20% and next year 25-30%.
Jake Ulrich, MD Centrica Energy
The upper end of that range for the total year for this year and the lower end of that range for

next year. | mean we're going o shutin | think part of next year depending on summer
pricing and that's incorporated. So those are sfill correct.
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Q5. Jason Steed, Lehman Brothers

A couple of questions. Firstly what is your open commodity position for the remainder of
20057

The second's on Langage. When do you expect clarity from the government with regards to
the second phase of emissions trading and what degree of clarity do you need in order to go
ahead with making your decision to build or not?

Sir Roy Gardner

The first partof your question, you wouldn't expect us to tell you how open we are for the rest
of the year, but we do have an open position, and thats commercially sensitive.

On Langage we would expect the governrment to come through with some confirmation in the
position within the next couple of months.

Jason Steed

And that would be sufficient to make the final decision?

Sir Roy Gardner

They know what we need in orderto make ourdecision, and if theydon't come through with a
sensible allocation of allowances in the next phase then there's going to be little investment in
new power generation. So they know what theyhave to do.

Q6. Bobby Chada, Morgan Stanley

On the Kerr McGee acquisition, have any of the other owners of various stakes opted to
exercise their pre-emption rights or should we assume that's going through smoothly.

And could you perhaps add a litle bit of colour to the potential investment in Nigeria: next
steps, what sort of activity will be undertaken, potential capex. | think you have a partner on
that as well.

Sir Roy Gardner

On Kerr McGee that was a good transaction for us. There has been an pre-emption yes, on
one small block.

Jake Ulrich
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The pre-emption — one of the small sub-areas of exploration,againit's a relativelysmall piece
we're talking certainly less than a milion ddlars in value. And that would probably go
through. And we've had a pre-emption on one other piece, on Andrew, and we're going to
contest that one - we believe it's on technical and financial grounds so we will contest that.
Again, not the major portion of it which is on Skene and Buckland and Brae which were the
pieces we were most interested in. But Ithink all in all we're still okay there.

On Nigeria, it's early days. We've committed to pay signature bonuses of US$5 million on
each of those blocks and thats contingent, of course that we have a production sharing
arrangement negotiated some time in the near future and we're well aware these things can
drag aut for some time. We've committed a spend over the next 12-18 months in each of
those blocks of around £20 million for initial seismic and a few exploration wells. So it's pretty
early days atthis paint. We have a prettygood team down looking at that now.

The interesting partof thatis we've had quite a bit of interest from other players n joining into
those blocks or trading into some other pieces. So on block 14 which is the offshore block the
team has already started talking to at keast one other European major about some swaps.
And then on the onshore piece there aresome other nationd oil companies, two of them that
are interested in participating with us. So it's opened up a little bit of our "horse trading"
opportunity here to see if we can getintosome other areas, not onlyNigera.

Q7. Edmund Reid, Cazenove

| have two questions. The first one is on taxation for 2006, how woud you expect it to
ewvolve? | know its eary days, but would you expectit to be going up — as upstream profits
rise?

Phil Bentley

Yes, obviously the effective tax rate is increasing because there's a PRT take and the CT.
Just to be clear, PRT is charging 50% of income and then on top of that you've got 40% on
upstream profits, so those fields that are taxed in PRT - and South Morecambe's the biggest -
effectively has a taxtake of 50% plus 40% of another 50%,s0 70%. So a lot will depend on
whether that will go up any further will depend on the forward curve. Cleary with the forward
curve in '06 being higher than '05 we'd expect upstream profits as a proportion of total,
probably just to edge up a little bit agan. Therefore the tax rate will just probably push up
slightlyagain.

Edmund Reid
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My second question was just on whether you've seen any demand response in tems of
higher prices? | think you talked about the weather being an impact in terms of awrage
consumption being down in H1 2005 on 2004. So | just wondered whether people are sort of
switching on their heating a bit later — anything like that.

Sir Roy Gardner
We're not seeing anything like that.
Mark Clare

Nothing detectable. The big changes should be around erergy efficiency — there’s a lot of
money being pumped in on that, but even there we’re not seeing consumption figures falling.
Certainly not detectable anyway.

Q8. Maurizio Carulli, AXA Investment Managers

Yes, two questions, if | may. The first one regarding the billing system pilot. When do you
expectthat to be rolled over, if you can give a bit more precision in your statement.

And second, before, Sir Roy was commenting about the forward curve forgas prices and was
saying, if I've understood wrrectly, that the forward curve looks to have an element of over
pricing and that that may well be disappearing ower time during the next few months.
Howewer, we should not expect lowering prices as much as past but here,again, if I've
understood correctly. Do you want to develop a bit more on that,on the reasons for that sort
of analyses?

Sir Roy Gardner

On the billing system the migration will start just after Christmas and it will camy through in
phases and will complete during the second half of the year. Justinthe summer.

Jake Ulrich

| think you'll be aware we have a fairly sophisticated modelling system and it is primarily
driven by long temm supply and demand, but that's not the only input. A major input is the oil
price and it's the Troll price and how that feeds into European prices. And last year, if you
look and even last December oil prices were down around $40 a barrel as opposed to $65.
So you can't expect the same drop-off. So last year we saw the curve, | mean extremely
overcooked and we mention thatit's still a bit frothy, but the differential's nowhere near as
great as last year. And of course weather in the shortterm will drive that.
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Q9. Andrew Mead, Goldman Sachs

Outside the UK, you’ve made some growth expansion in both Europe and the US. | just
wanted to know whether or not your capital commitmens, pariculady on your need to
vertically integrate, have changed as a result of that and developments of the last 6-12
months. And secondly, the priorites as to where you see the greatest need for \ertical
integration in the near term, whether it's more n European expansion or your North American
expansion.

Phil Bentley (MD Europe)

| think we’'ve always recognized that each market is different and it depends on how our
competition is fixed up, regarding their own degree of vertical integration. When it came to
Belgium we were effectively, as Luminus, having to buy from Electrabel our supplies or part of
our supplies from our major competitor. So the opportunity to get generation that fully
matched oursupply needs was an opportunity we coudn’t pass up. So in Belgium we've got
full vertical integration.

| think if you looked at the Spanish market and maybe the Dutch market, again there may be
some opportunities there to add some degree of vertical integration given whatis potentially
happening there vis-a-vis further concentration, consolidation and corporate activity in both
markets.

So | think you're probablyright to say over time, justas we're seeing a decline in the capex
because we're spending less, if you like in Britsh Gas now that the lion’s share of the spend
on the IT system is completed, yw’ll probably see a little bitmore maintenance capex going
into those assets.

Derek King, MD North America

On North America | don’t think we see any need to change previous guidance on the likely
upstream asset spend. Ongas, upstream assets confer a modestbenefit to our downstream
business, and so our approach tends to be opportunistic but the market is very frothy right
now and we're not looking at acquiring major gas assets while prices are at their current peak
levels. On power, in Texas thats our primary focus for upstream assets. You'll recall we
have 1,000 MW of gas-based mid-merit plan now. We've just signed a lamge total offtake deal
with a 120 MW windfarm in Texas and we’re actively seeking to expand our base load with
mid-merit and peaking cower in Texas but within previous investment guidelines. | would like
dearlyto have some upstream asset cover in Ontario but under the current regulations with
the dominance of the provincially owned OPG that's unlikelyin the near ttrm. In our growth
markets, in the North East and Midwest US, we're looking at extremely liquid power markets,
with long-term availability of power up to five years out. So there s no requirement to invest
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in upstream assets to support our business markets growth in that region. We’re looking,
howewer opportunistically and if reasonably priced, economic assets come on the market we
will look at those.

Q10. Peter Atherton, Citigroup

Two questions around the Onetel sale. Can you clarify what your telecoms offering is going
to be going forward once Onetel's been sold and how you will actually souree that. And
secondy, is Onetel the final non-core business now outside the energy focus. And does
Home Service actually fit within an energy focus group?

Sir Roy Gardner

Home Services is very much a part of our core business. The engineers are effectively the
ambassadors of the British Gas brand. So there’s no way we’d even consider that. It has
huge potentid, it's very important for the supply business, aids retention of customers. It
does everything we want itto do. It's a greatbusiness. Onetel is also a good business but
we’ve made our decision for the reasons | explained. Currently British Gas actually receives
a service from Onetel so following the divestment nothing will change and thats the sort of
arrangementwe would like to negotiate with the new owner. And its been working very well,
free evening and weekend calls have gone down exceptionally well and it's the reason why
Onetel's growth has been quite significant this year.

Peter Atherton:

So your intention is to market Onetel with a contract inclusive of British Gas.

Sir Roy Gardner:

That's right.

Q11. Nigel Hawkins, Libertas Capital

Two issues, if Imay. Getting back to what Peter was saying on Onetel, why with your much
cherished 34 million customer relationships do you think Onetel has been so dsappointing
financilly?

And secondly, | recently went to the E.ON meeting and as you probably know they're minting
money on the back of some substantial price increases in the UK recently on electricity. How
concemed are you that with this sort of publicity that the government may re-introduce
electricity and gas price controls at the retail lewel, as currently exists in the watersector?
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Sir Roy Gardner

| wouldn’t exactly describe Onetel's performance as disappointing financially. It's a very
profitable business. The fact that it hasn’t reported a profit in the half year is because it’s
grownso quickly. And | think it's an excellent business and will be very attractive to potential
enquirers?

Nigel Hawkins

Have you gotan EBITD A figure on Onetel?

Phil Bentley

It's probably about the half year, probably about £6 million, of that order, positive. And | think
the other way of looking atit, if you look at the return on invested capital in the business on a
full year basis last year, on a ROIC basis last year was 13.6%. So | don’tthink anyone would
say it's been a disappointing perfoomance. We haven’t invested a lot of money into the
business. | think you’ll see from the exit multiples that we hope to get that we have created
real value from that investment just as we did with the AA.

Sir Roy Gardner

| don’tknow what E.ON is producing in terms of profit from its refail business. | don’t think
there’s the same degree of transparency but we're not printing money. Life is tough in the
energy supply business and | think the govemment know that and certainly the regulator
knows that. So | would notexpect or anticipate any further or future price regulatons.

Nigel Hawkins
So you're notconcerned about the possibility of price controls being reintroduced?
Sir Roy Gardner

No.

Q12. Richard Alderman, Merrill Lynch

Apologies forasking this question but | guess its on everybody's minds. There’s been a huge
amount of speculation in the press about M&A activity concerning yourselves. Could | just
ask you, in this calendar year has any company actually approached you, and if so, are any
conversations or anydiscussions still going on?
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Roger Carr

| should probably pick thatup. Ifwe’d had any sensible formal approaches then | think we’d
have had to notify the market accordingly. We are watching all the turbulence with interest.
Clearlyit is not going to go away from the industry perspective. But the issue forthe Board is
that our job is to make sure that this company builds value inits own right Thats very much
what we're focused on, that's the whole of Roy's agenda over the next twelve months. |
would equally say to you that as you well know, neither Roy nor | are strangers to takeovers,
whether it be in the football business or in the water industry. And we’re well versed in
managng our responsibilies to sharehdders. So in the event that one received a sensible
and thoughtful opportunity and offer then we would respect our conmitment to shareholders
and value creation. But we are running the business today as an independent, but thatis our
focus, that's exactlywhat we’re doing.

Richard Alderman

And the second question, given the competition issues, can you rule yourselves out of being
interested in looking at Scottish Power?

Roger Carr

| think you know one should never rule anything in or out atany time, butas I've said to you
our interest and our focus s on running our own business and we’ll watch what happens with
interest in the market place.

Q13. Peter Atherton, Citigroup

Can we just maybe squeeze a little bit more out of you on the dividend policy from 06
onwards? | mean “real growth” -it's not the most aggressive or detailed policy I've heard for
a while.

Roger Carr

| think as a policy which is the important pointto make we have made a material change in
dividend policy overthe last 12 or 18 months. Stepping it up and committing to further growth
from that point on in real ttrms | think s very appropriate. | think it's absolutely in keeping
with the nature of the company, but | do think it's a real demonstration of a very positive
commitment to dividend growth from what was traditionally a low base, but whichis now very
much in accordance with peer group and which, if we can continue to grow itin real terms, will
be a very good retum for shareholders.
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Phil Bentley

| think we’re yielding above the average now, we yield about4.2% and if you look at the 2001
to 2005, we're probably have a CAGR there of about 40%. So | don’t think anyone would
suggest we hadn’t made big strides in dividends. | think what we’re signalling into '06 is that
don’t expect these big jump-ups again. We'’re at the level where we need to be, and we'll
make sure that we deliver some real growth on top of that, but it's not going to be the same
level as the step-ups you’ve seen from a 21% payout ratio in 2001 to a 50% this year.

Peter Atherton

And just a follow-up question on the buyback programme. What's the timeframe you're
envisaging?

Roger Carr

We've set the stall out to complete the first one and go into the second. The first one we
completed over 12 months, and we would expect the same | think going forward.

Q14. lain Turner, Deutsche Bank

Can | ust ask you about the decision you made about putting up prices from last Friday, how
you arrived at the level that you did decide to put them up? And why, given that you probably
likely to provoke quite a lot of switching you haven’t put them up bymore,and what evidence
you have that not putting them up by as much as you maybe coud have done will actually
help you retain customers in the longer tem?

Sir Roy Gardner

Well that was an exercise that took us some time. Clearly we wanted on this occasion to bear
in mind the lessons we leamt from the last price increase, where we disappointingly lost a
million customers.

Mark Clare

Clearlywe had two other companies already going, so we took notice of that. We looked at
the cost of the commodity in 2005, so we obviously fed that into the equaton. We have been
carrying out research on what’s likely to happen if we increase prices by more or less, and if
you put all that into the melting pot, we concluded that we should be moving our prices by
about 14-15% maximum. And obviouslythe proof of that will lie in the next 3-6 weeks | guess
when we see the real reaction. But obviously it's a balance. What we are facing going
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forward of course, if commodity prices continue to stay high, is that obviously we may have
some more decisions to make in 2006, and | think it gets more difficult then.

But we've learnt a lot from the previous price rise, and we’ve done a lot of things differently.
You will see that we've been on the television the day of the priee rise. We’we gone very
heavily with marketing investment as we put our prices up. We are much more reactive in
terms of what our competitors are doing, and | think that we are in a good shape. We also
have something like twice the sdes capacity we had when we last put our prices up. So if
you like, all of that is taken into the mix. It's no good assuming that we can simply ride this
out and not put prices up. Clealy we have to, as the chaiman just said, in the longer term
we hawe to ensure that we recover our commodity costs. So that, if you like, is agiven. The
rest of it is really a decision we’re making based on all of those various inputs, and when we
next sit down I'm sure we’ll be able to reflect on whether we got it ight, but we think we have
at this stage.

Q15. Jamie Tunnicliffe, ABN Amro

Just wanted to ask on your upstream capex programme that you've highlighted previously.
Have you become more orless confident that you’ll spend the sum that you’ve indicated to us
in the past. And just if you could link that into your delivery of an efficient balance sheet,
which is one of yourkey principles?

Sir Roy Gardner: Well, our investment programme of £5 billion was a five year programme
and were only just over a year into it. And | think we’ve made quite reasonable progress in
that 12 month period and we see nothing to change our view on what we want to do going
forward.

Phil Bentley

| think we’ve always said we would look to stay within the single-A rating, and the best way of
leveraging up the balance sheet will be to make those value creating investments. Clearly
we’ve got significant headroom today, but it certainly is our plan to stay within that single-A
rating and the investments that we’re planning to make will get us to a more efficient balance
sheet than we're attoday. So we agree the point you're making.

Clearlythe buybackis helping as well, but we are gererating a lot of cash. It's just a question
of getting the timing right between opportunities that tend to come along only once and cash
flow that's coming throughout the year. | think if we felt less confident now, we’d probably be
doing more on the balance sheet, but | don't think we do feel any less confident. | think there
are good opportunities to lay down capitd for good returns.

Roger Carr
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making that judgment remains a constant agenda item, you should be assured ofthat.

Q16. Andrew Wright, UBS

Just a follow-up question on the balance sheetissue. Would you orthe credit rating agencies
be more comfortable with higher levels of gearing if you had either a greater proportion of
upstream hedge than you have today, or perhaps if the energy market was slightly less
volatile? Are those important factors in considering the timing and extent of any increase in
gearingin the balance sheet?

Phil Bentley

| think that's probably right Andrew. In the past when we only had intangible assets like the
AA clearly there was probably less capacity for raising our gearing ratio there. But to be fair
they are looking much more at cash flow generation as a key measure. S&P look at funds
from ops over total recourse debt and Moody's look at retained cash flow over adjusted debt.
So the absolute. They are looking at cash flow and we are generating a lot of cash, and
therefore | think we all agree we’ve got some capacitythere.

Q17. Patrick Hughes, CSFB

On your commitment to single-Arange, is thata range or are you committed to your current
mid-single-A, because obviously a lowering would have implications on your short term
rating?

Phil Bentley

Yes, no, | think it's arange. | think if we dropped a notch if we had to for the right deals, then
clearlywe would do. So no, we’re not set in a mid-point.

ENDS
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