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I had a phone call with Centrica's finance director yesterday, followed by a mail. This
followed my suggestion in a blog yesterday that:

And this brings me to my second point: we have a regulator for energy who does even
have the gumption to demand that these companies produce data fit for regulatory
purposes that they put on public record. So even a company like Centrica that owns
British Gas does not reveal enough UK data in its accounts to show just what it makes
in this country, making a mockery of its name.

Nick Luff from Centrica said I was wrong, saying in his mail that:

As discussed, can I refer you to page 37 of our 2012 annual report which shows the split
of our pre-tax profits and tax charge between the UK and the rest of the world.  You’ll
see that our effective tax rate in the UK is 40%, significantly higher than the normal
corporation tax rate because of the supplemental tax paid on upstream oil and gas
production profits.  The non-UK effective tax rate is even higher, at 60%, mainly
because a significant part of the non-UK profits come from Norwegian upstream oil and
gas production, which is also highly taxed.

So I went and looked at the accounts in question and this is what is said on page 37:

So there we have a profit figure - albeit a fairly selected one and not for the group as a
whole, which includes discontinued operations, of course. We even have a tax figure.
But before we get too excited this figure is not audited. The auditor's report says:

Page 37 is not covered in that case.

Now, admittedly they add:
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But let's be clear: what the auditors are saying is that they have only looked at but not
audited the data on page 37. So it's not actually in the accounts as such, it's in the
unaudited directors report. So my question to Nick Luff was why should I rely on this?
He was surprised by the question, but I wonder why. After all, it is very clear that the
directors think this data important and it is clear that they must use it for  management
purposes and have it prepared for their use.

Now as International Financial Reporting Standard  8 on segment reporting says:

Operating segments

IFRS 8 defines an operating segment as follows. An operating segment is a component
of an entity: [IFRS 8.2]

* that engages in business activities from which it may earn revenues and incur
expenses (including revenues and expenses relating to transactions with other
components of the same entity)
* whose operating results are reviewed regularly by the entity's chief operating
decision maker to make decisions about resources to be allocated to the segment and
assess its performance and
* for which discrete financial information is available
Reportable segments

IFRS 8 requires an entity to report financial and descriptive information about its
reportable segments. Reportable segments are operating segments or aggregations of
operating segments that meet specified criteria: [IFRS 8.13]

* 
its reported revenue, from both external customers and intersegment sales or transfers,
is 10 per cent or more of the combined revenue, internal and external, of all operating
segments; or

* 
the absolute measure of its reported profit or loss is 10 per cent or more of the greater,
in absolute amount, of (i) the combined reported profit of all operating segments that
did not report a loss and (ii) the combined reported loss of all operating segments that
reported a loss; or

* 
its assets are 10 per cent or more of the combined assets of all operating segments.

Now the very fact that data is reported fro the UK on page 37 says to me that UKL data
is available in Centrica and is reported and therefore presumably used for decision
purposes. This is also implied in the segment note in the audited part of the accounts
which says:
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So everything but Direct Energy seems to be in the UK based on the narrative
note at the top. European Energy is discontinued.

But the segment report on operating profit shows this:

Now, here for good measure is the group P & L account:

Now I can spot the £2,625m group operating profit that ties to the segment
note in there. But can you find the £2,516 referred to on page 37? No, neither
can I.

And is the tax charge on page 37 the same as the group P & L? Not unless
£1,169m is now the same as £1,110m.

And can you tell how much of the £2,625m operating profit is in the Uk from
the segment note? Is it that sum less the Direct Energy profit of £331m? If so
that's £2,294 but page 37 says the UK operating profit is either £2,079 or
more likely for comparison here £1,956m.

So do I think Centrica is telling me what I need to know about UK profits and
tax? No, I don't.

Nor do I think its IFRS8 segment reporting is complete because I think it
should be reporting the UK as a segment as it clearly has data for the country
as a whole.

And the result of all this is that I think my claim is more than justified having
spent some more time looking at this today.

But I promise - if Centrica want to tell me where I've gone wrong and why
someone should spend several hours trying to answer such a fair question
from their accounts, I'm more than happy to publish the explanation. But
right now I also wonder how the auditors did not spot the difference either.
But that's another issue.
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