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The UK now has import capacity above annual demand
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Isle of Grain LNG:

Milford Haven LNG ®
12 BCM capacity

Dragon 6 BCM circa Q3 09
South Hook 10 BCM circa Q1 09

+ 10 BCM circa Q1 10
+ 6.7 BCM circa Q4 10
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Europe is surrounded by gas — and LNG provides acces s to

global reserves

Russia
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January 2009 Russian/Ukraine supply outage has focu  sed attention

on European security of supply

Storage Utilisation in Western Europe (based on ava ilable
data published by GSE)

i Significant pull on storage
140
.— | exacerbated by cold weather [ —*

/

Austria Germany UK/Belgium France Italy The
Netherlands

O Average Storage withdrawal 6th to 19th Jan 09
B Average Storage withdrawal other days 30th Dec 08t o0 23rd Feb 09

‘Good collaboration’ between countries in Europe hel ped to mitigate
the impact — but could more have been done? In the liberalised UK
market there was no need for special collaboration. There were

substantial flows across the IUK interconnector at the posted market 4
cenlrica

price. Highlighting a real benefit of liberalisati on.
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European Security of Supply Initiatives

 EU Security of Supply directive in progress
« Common approach to Security of Supply standards
e Access to storage
» Plans to be developed to enhance interconnectivity between member

states
e Diversity of supply (production and transport route S)
* New routes in from Russia (North and South streams)
* Pipeline access to Caspian Region and the Middle East (Southern
Corridor)
 New LNG regas facilities
* Implementation of the 3 ' Package to enhance
transparency and third party access thereby facilit ating

greater liberalisation
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BCM

UK’s dependence on imports is increasing

Annual Supply/Demand Balance
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Current import capacity provides good supply capabi lity to meet demand

on higher demand days — however, capacity does not g uarantee supply

Supply/Demand Balance on High Demand Days
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e Supply at 80% import utilisation e Supply at 65% import utilisation === Supply at 50% import utilisation
= Estimated Peak Demand Day Cold Winter Day

» The level of supply we see will be a function of pr  ice and availability (linked with
UK/European/Global outages as well as the marketcy cle)

« With a growing import requirement, the UK needs to ensure it has supply
diversity and storage to meet the challenge of supp ly/demand uncertainty
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Since the UK became a net importer (2004) gas price

have been particularly volatile

Monthly Gas Prices and Interconnector Flows
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Continuing ‘as is’, UK gas price volatility is likel y to remain high —

reflecting in part Security of Supply risk

 In our liberalised market, gas can be sold tothe U K market when there is supply

surplus and bought from the market when supply is t ight
» The UK traded market is therefore providing flexibi lity (swing) to North West
Europe which gives a supply ‘surplus or squeeze’ fee | to the market

* In addition contracted supply from Norway to the Co ntinent is delivered to
physical supply points rather than the NBP market h ub in the UK

» This means that physical Norwegian supply to the UK Is the difference between
NCS production and the gas taken by continental pla  yers through their flexible
supply contracts

« At times the UK is competing for spot and diverted LNG cargoes in markets where
price discovery is limited — at times putting upward pressure on UK prices

» Looking to the future, reduction in coal fired gene ration will reduce demand side
response to higher gas prices and the growth in win d generation will increase the
requirement of CCGTs to provide back up when the wi nd stops blowing

* Mismatches between global gas supply and demand, re  flecting the difficulty in
timing supply side investment given the demand unce rtainty, will further add to

gas price volatility centrica
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The UK and North American Markets are becoming more linked through LNG

 The NA market is about 8 times the size of the UK m  arket with:
« Somel35 BCM of storage (equivalent to about 18% of annual demand)
« Some 370 mcm/d of LNG regas facilities (equivalent to total UK demand on a
cold winter’s day)
« Considerable production flexibility of conventional and unconventional supply
« Substantial gas/coal switching in the power market

* We already see convergence of NBP and NA pricesin  a well
supplied LNG market

* \We see the LNG linkage between the NA and UK market s as a very
good example of liberalised markets working

* Even as early as November 2005, when Isle of Grain  Phase 1 had
recently come on stream, we saw Atlantic Basin LNG cargoes
attracted to the UK when prices were high
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Proposed Storage Developments

12

Facility Duration Space (MCM)
Exisiting
Rough Long 3,215
Hatfield Moor Long 120
Humbly Grove Long 340
Hole House Farm Medium 60
Hornsea Medium 325
LNG Short 121
Sub Total 4,181
Under Construction
Aldborough Medium 720
Byley (Holford) Medium 165
Stublach Medium 400
Sub Total 1,285
Potential Projects
Portland Long 1,000
Gateway Long 1,500
Caythorpe Medium 210
Whitehill Farm Medium 420
Albury Long 900
British Salt Medium 100
Bains Long 570
Baird Long 1,670
Fleetwood Medium 1,114
Hewett Long 5,000
King Street Medium 365
Saltfleetby Long 715
Sub Total 13,564
Total 19,030
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Gas storage capacity in NW Europe

Significant new storage capacity proposed (UK, D, NL)
— but not all planned projects are likely to go ahead

Gas storage capacity (WGV in bcm) Storage WGV as % of annual demand
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A fully and effective liberalised European gas mark et is needed

* Welcome the EU Security of Supply initiatives which will help to
facilitate a more effective internal market

* \We also believe that more should be done to speedu  p the
liberalisation process:
- early and full immplementation of the recently agre  ed third
package
- enforced compliance with anti-hoarding provisions, ensuring
that unused capacity is freed up
- co-operation between neighbouring National regulat ors and
TSOs to address cross-border congestion and to ensu re full use
IS made of existing interconnection

* We should be aiming for a market where gas willmov e gas to
those customers prepared to pay the highest price
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The UK needs a flexible UK NTS system to meet futur e challenges

e Managing significant variations
in entry flows

e Enabling fast ramp up/down of
CCGTs to provide effective back-
up of power generation

« Mitigating potential gas quality
iIssues

» The indirect cost of not having a
flexible system is the potential
for volatile prices and forward
curve prices reflecting a resultant
risk premium.
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Long term LNG supplies are required

 The UK is Europe’s largest gas
market

 ...and the world’s fastest growing
import market

* In 2008, some 95% of LNG was
delivered under long term
contracts

» The UK needs LNG supply to meet
demand

» Without long term contracts the UK
has to pay premiums to attract
spot LNG cargoes from other
destinations

» The LNG spot market is highly
volatile, liquidity is unpredictable

» |f the UK were the default
destination then other markets
would have to pay a premium to
divert gas from the UK.
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The UK market has developed substantial gas import capacity to support the need
for a growing level of imported supply

The European and global linkage directly impacts the UK’s security of supply and
prices:

- as a liberalised market the UK is providing flexibility to Europe

- LNG is creating linkage to the liberalised US market

Security of supply has become a higher priority in the EU agenda
- new regulation/directive in train
- focus on increasing supply diversity and interconnection between member states

Specific requirements that Centrica see as being important for the UK:

- long term LNG supply

- new seasonal and mid-range storage

- speedier and effective liberalisation in Europe to enable greater reciprocity
between the UK and the Continent (e.g. access to gas storage and capacity)
- a flexible NTS to accommodate significant variation in supply/demand at
entry/exit points and avoid any potential gas quality issues

With import capacity above the level of annual demand the UK
Is well placed to deliver high security of supply. However,
capacity does not equal supply so we cannot afford to be

complacent cenlrica
energy



