
k) Counterparty credit risk
The Group’s policy is to manage its credit exposure to trading and financial counterparties within clearly defined limits. Energy trading activities are strictly
monitored and controlled through delegated authorities and procedures, which include specific criteria for the management of counterparty credit
exposures in each of our key regions. Counterparty exposure via customer offtake agreements is monitored and managed by the local asset team with
assistance from Group treasury where appropriate. In addition, Group treasury manages the Group-wide counterparty credit exposure on a consolidated
basis for financial counterparties, with the active and close involvement of the global risk manager. Financial counterparty credit exposure is limited to
relationship banks and commercial paper with strong investment grade credit ratings. 

We are exposed to credit-related losses in the event that counterparties to traded contracts and financial instruments do not perform according to the
terms of the contract or instrument. This is mitigated by the fact that for the majority of the Group’s commodity trading arrangements there is a legally
enforceable right of set-off that reduces the credit exposure of the Group in the event of counterparty default.

Where possible the Group will also enter into master netting agreements that further serve to mitigate its credit exposure.

With regard to financial instruments subject to credit risk, we select counterparties with appropriate ratings for the size, type and duration of the
instrument involved. A small proportion of counterparties trading energy are below investment grade. For those energy market transactions with
counterparties below investment grade, and which are not supported by appropriate collateral, reserves are carried against the trading risk. Exposures
within this band are restricted and closely monitored within narrow limits. We do not expect any significant credit loss to result from non-performance
of instruments or traded contracts.

The immediate credit exposure of financial instruments is represented by those financial instruments that have a net positive fair value by counterparty
at 31 December 2006. At 31 December 2006, the exposures for interest rate swaps, currency swaps and forward exchange contracts were not
considered to be material. Contracts for differences also involve a degree of credit risk. This risk is controlled by appropriate authorisation and
monitoring procedures.

34 COMMITMENTS

Lease and capital commitments
31 December 31 December 

2006 2005
£m £m

Capital commitments: contracted but not provided 174 82

Future minimum lease payments under non-cancellable operating leases:

Within one year 7 6

Between one and five years 23 21

After five years 24 27

54 54

Offset by future minimum receipts under non-cancellable operating subleases (5) (8)

Operating lease payments substantially represent rentals payable by the Group for office properties and wind turbine equipment.

Fuel purchase and transportation commitments
At 31 December 2006, the Group’s subsidiaries had contractual commitments to purchase and/or transport coal and fuel oil. Based on contract
provisions, which consist of fixed prices, subject to adjustment clauses in some cases, these minimum commitments are currently estimated to
aggregate to £385 million (2005: £301 million) expiring within one year, £1,373 million (2005: £978 million) expiring between one and five years 
and £880 million (2005: £915 million) expiring after more than five years.
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