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Viewpoint (1): Energy Services Viewpoint (2] Utilities will gain
will largely be an irrelevance significant value & profit from
for utilities engaging in Energy Services
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Sam Laidlaw, Centrica, September 2010

Declaring that "the old utility business model is dead", Mr Laidlaw said that the
shape of British Gas is changing and within just a few years its energy services
business will become at least as big as its energy supply business.

“Cutting carbon emissions from power supply
alone is not enough and a greater focus must fall
on energy efficiency. The focus is switching from
delivering units of energy, to ensuring a well lit,
warm and energy efficient home.”
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Seizing Opportunities,
Managing Threats:
Utility strategies for

n weprarhan firtir
a low-carbon future
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High performance. Delivered.

» Consulting » Technology « Outsourcing
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New business models for energy services
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European Uilities EQUITY RESEARCH

A top pick — target price upped to 410p
CNA well positioned for
changing face of UK supply
market

OR supply market is changing
The provision of therms and kWhs to UK households should
longer be viewed in isolation from other energy-related services,
and the UK home services market is a rapidly developing and
growing market. In our view, CNA is well positioned to capitalise
on the rapidly developing energy services market through its
scale in energy suppty and its bmnd its expemse and its broad
and innovatius -

laced o win the Home Services race

CCLTA

Energy & Environment

/The UK supply market is changing

The provision of therms and kWhs to UK households should no
longer be viewed in isolation from other energy-related services,
and the UK home services market is a rapidly developing and
growing market. In our view, CNA 1s well positioned fo capitalise
on the rapidly developing energy services market through its
scale in energy supply and its brand, its expertise and its broad
and innovative home services offenngs.

— CNA well placed to win the Home Services race

In conjuni .
carried out an |ndepth review of the Home Semces market in
the UK. We conclude that CNA's Home Services division is well
placed to at least meet intemal targets of nearly doubling EBIT
by end-2012.

from GBP 3. 3bn previously (consensus 1s GBP 3. 1bn] Thls new
value implies a 2011 EWEBITDA multiple of aver 16x, but with a
22% 3-year EBIT CAGR, this falls to 10.7x in 2012

The rest of the business also has attractions

We also believe CNA has a sustainable advantage in supply
that will sustain marketdeading margins. We see growth in the
US, Business Supply and Upstream EBIT as well as a strong
balance sheet and limited pelitical/macro risk.

Yearend 12-2005 20053 20108 201e iz mmmm!ﬂm ompany
‘Cumency GER Actual o New oid New old New 03ta and wo-year pricedncer
EEITDA o762 3213 |8 3517 3701 3E9 4073
EVIEBITDA T4 NA 82 NA 56 NA 51
EFS (p) 2170 2475 2545 2797 2881 3063 3235
PIE 153 134 130 118 115 108 103
DFS (p) 128 M4 W1 185 185 W0 170
— Rakafive raing: For g8iais of Nomur='s
Dividend Yieid 30 42 42 47 47 &1 51 Fofatve ratng sysiem see text at the et
FCF/Share {p) 3718 1841 2043 1430 1584 1871 1835 af this pubifcation
FCF Yield (%) 112 55 82 43 4B 80 55
Source: Company dai, Namurs eximaies Nomura Interational plc

In conjunction with Delta Energy and Environment we have
carried out an in-depth review of the Home Services market in
the UK. We conclude that CNA's Home Services division is well
placed to at least meet intemal targets of nearly doubling EBIT
by end-2012.
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4 scenarios
for future

supplier
involvement
in ES

Revenue,
margin and
supplier
market
shares in
2010
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Revenue,
margin and
supplier
market
shares —
2020
forecasts

Who is doing
what?: case-

study tool-
kits
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£ millions

2011

41%
growth

2015

75%
growth

2020

m HEM

B Onsite DG

B Energy efficiency

B Heating system services
W Low carbon heat - install

B Fossil Boilers - install
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4 energy services scenarios — example of LCH

Locked-out BigTime

2010

2020

Low carbon heating

Expertise in Decentralised Energy

CLLTA

Energy & Environment




CcLTA

Energy & Environment

Value: Customer
retention &
acquisition

Mandate: EU Value: Smart
' meters & smart

& UK Policy Jormand

Energy
services
market dev’t
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Services offering can mean stickier customers: | _}l_I_TA
- L
Customer churn at Centrica Energy & Environment

Data taken from 1H10 results
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Value chain impacts of DSM and efficiency DI__LTA
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Energy company engagement — how do they rate so far?

Insulation

Microgeneration (YMark Group,

Centrica

Boiler
Insurance

npower,
SP, D&G

) Centrica
Smart Metering =
related products

& services

regional installegs

- Homeserve )
Boiler Sales

Plumbing &
Drainage
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Utilities

npower

Installers

- « )‘} sundogg
os NG e
solarcentury p— B up for a greener worid

Retail companies

M&S Energy

TESCO Home Efficiency

Sainsbury’s

Home improvement companies

R it

Everest  Anglian %31

Making maore of your ervironment Home improvements
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Developing ‘me too’ offerings
One stop shop
Expensive & mixed customer service

Majority local / regional
Good expertise, and track record
Introducing PV for free

Scale - buying power - low cost
offerings

National coverage

‘Jumping in’ too quickly?

National coverage
Extending portfolio of offerings
Building on established brand


http://www.tescohomeefficiency.com/
http://www.everest.co.uk/ http:/www.everest.co.uk/

—
Non UK Innovation: Germany —the RWE Heat Pump Tariff [)I__I_TA
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wwNrec.con

Supply interruption for up to 2 hours during
peaks

30 to 40% of overall electricity price

RWE'’s distribution business benefits from
reduced costs

Customers on HP tariff rarely switch

Krdfte bindeln, Vortelle nutzen
DIENSTLEISTUNGEN

sTow RWE Forum

it Warmepumpe

{WE Rheir-Ruhr %
f.n | I‘nlr:-Irl‘Lflv" Aeaen RWE
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Wdrme plus
Alles geregelt.
12.000
10.178
) ) 10.000 0840

Warme Plus — Installing & owning
residential boilers (& CHP) and
selling heat £.000 7.815

g
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9,000 — 56 1.934 1.834
847 1.030
B
U T T T
2004 2005 2006 2007 2008 2009 2010
| oannual increment miotal

Financing / servicing boilers / m-CHP could be a new
differentiator for energy companies — and stickier
customers.
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Nuon (and Essent) —
‘one stop shops’

energy
advisor

%

Building a strong brand position is critical
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Do energy suppliers have a strong home services brand?

Who is most likely to give you a
good and reasonably priced

service?

<ANORCESTER

Bosch Group
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«  The current utility model will be different in 2020
» Evolution or revolution?

- Energy services: suppliers well placed to capture value
»  Current market — mainly installers.

 How to meet customer needs and deliver profits?

- Great diversity of potential offerings
» Need to decide where to focus — discretionary investment
» Low carbon heating install & services market look attractive
»  HEMSs - catalysts for value

-Michael Brown
-michael.brown@delta-ee.com
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