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Appendix 3.02.6 Comments on failure in corporate reporting 

Comments on failure in corporate reporting: pre-Carillion 
Was corporate reporting fit for purpose pre-Carillion? The pre-Carillion question has to be 
asked - is there a major failure in corporate reporting, and a failure requiring drastic and urgent 
action? 

Pre Carillion: as noted by the ICAEW, some think so. For example, Baruch Lev and Feng Gu, 
in their recent book The end of accounting and the path forward for investor and managers 
[New Jersey: John Wiley and Sons] go as far as stating in the introduction that “We grade the 
ubiquitous corporate current report information as largely unfit for twenty-first-century 
investments and lending decisions”. 

A senior director from a merchant bank emailed this critique:  
As you infer in your previous email corporate reporting is a fiction in so far as the 
economic incentive has undermined the ability to tell the truth. Why? 
Directors are remunerated on the basis of either profit or asset growth  
Auditors and reporting accountants have severely limited the scope of their work in 
order to limit their liability and to achieve greater profitability from the work 
undertaken  
Boards choose auditors and reporting accountants not shareholders and hence 
patronage over rides integrity 
In the up cycle banks compete to lend the most at the lowest margin with no reference 
to the previous down cycle. Credit analysis by them is very poor and relies upon 
directors and auditors providing accurate information. See above. 
Despite the plethora of regulation and accounting standards over many years the same 
problems occur time and time again i.e. misstated profits, over stated asset values and 
misleading statements of indebtedness. The list of culprits and the titanic failures are 
legion. Look at recent ones Tesco, Cattles and most of the Support Services Sector to 
name but three. 
Shareholder activism is a myth created by the media. Rarely do they challenge boards 
or enforce governance because there is no economic incentive for them to do so. 
Indeed the opposite is the case. 
Whistle-blowers are blacklisted by head hunters and the City generally so feeding a 
kind of conspiracy of silence. 
I could go on but that probably represents a good starter for 10. As you can tell I feel a 
little Victor Meldrew about this subject having seen the iniquity of the system over 35 
or more years.. 

Notes from a senior fund manager at a global investment firm and analysts. 
Andy was very much old school, preferring accounts, as they were when there were a 
handful of standards and pre IASB. When they were more of an art. Currently, he 
maintains, there seems to be an obsession in trying to measure details rather than give 
a correct overview. He would like to abolish quarterly report (along with the FRC). 
What he looks for is factors that inflate and deflate value in the accounts. Interested in 
the big picture. Fan of simplicity and “No one reads the carbon footprint” currently 
feels it is a waste of resources to produce lengthy accounts. 
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These comments are bad enough. Then Carillion happened. 
 
Carillion – a pivotal event 
Although there had been previous company failures, the one single most challenging and 
pivotal occurrence to face the audit market was the failure of Carillion at the beginning of 2018. 
The failure left a mountain of debt, job losses in the thousands, a giant pension deficit and 
hundreds of millions of pounds of unfinished public contracts with vast on-going costs to the 
UK taxpayer. How could a company that was signed off by KPMG as a going concern in Spring 
2017 crash into liquidation with a reported £5+ billion of liabilities and just £29m left in cash 
a few months later.  Carillion and some of the other failures in 2018 (identified and discussed 
in the Recent Financial Failures book) are pivotal cases and we think their impact will be felt 
for some time.  
 
The chairman, chief executive, finance and other directors, the non-executive directors (NEDs), 
all the watchdogs, the audit committee, the remuneration committee, the auditing firms 
(KPMG, Deloitte, EY and PwC), the government and the shareholders have all been heavily 
criticised by the parliamentary joint select committee into the Carillion failure. Politically when  
the chairman of one of the select committees can claim that ‘…directors are too busy stuffing 
their mouths with gold to show any concern for their workforce or their pensioners’ and 
essentially the watchdogs and the auditing firms ‘..are rubbish’ suggest the political will for 
change is reaching a tipping point  
 
Failure in corporate reporting – post Carillion 
The prevailing opinion might have been: 

The report was scathing of Carillion’s directors. It said that they had presented 
themselves to the inquiry as “self-pitying victims of a maelstrom of coincidental and 
unforeseeable mishaps”, but that the problems had begun long before the collapse and 
stemmed from a “rotten” corporate culture. 
But the report also said that internal and external checks and balances designed to 
prevent failures of the board had all failed. This included those relating to audits1. 

 
The criticisms are strong and plentiful, even the Big Four realised they have to change: 

The joint select committee’s claims of auditor failings in its report on the collapse of 
Carillion marks a ‘watershed’ for the accountancy profession according to the head of 
the ICAEW, with the Big Four firms also acknowledging that the statutory audit market 
needs reform2. 

  

                                                 
1 Smith, E., Auditors ‘in the dock’ over Carillion as report calls for Big Four break-up, Financial Director, 17 
May 2019. 
Available at: 
https://www.financialdirector.co.uk/2018/05/17/auditors-in-the-dock-over-carillion-as-report-calls-for-big-four-
break-up/ 
Accessed June 2019. 
2 Sweet, P., Carillion report ‘watershed’ for auditors, Accountancy Daily, 16 May 2018. 
Available at: 
https://www.accountancydaily.co/carillion-report-watershed-auditors 
Accessed June 2019. 
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BHS, Patisserie Valerie, Thomas Cook and Sports Direct 
BHS was a large retailer and previously a constituent of the FTSE 100. Bought by Sir Philip 
Green in 2000 and taken private. The company became part of Green's Arcadia Group owned 
by Taveta Investments3 in 2009. After a number of loss-making years, the company was sold 
to the consortium headed by Dominic Chappell in March 2015 for the nominal price of £1. 
Dominic Chappell had limited experience of such retail stores, and BHS finally collapsed in 
April 2016, The stores closed leaving a large pensions deficit and the online part was sold but 
has since closed.  
 

a) According to the Sunday Times4 reporting, the FRC report on PwCs audit and the 
financial reports of BHS are particularly savage and damaging. They include words 
such as “incomplete, inaccurate and misleading” disclosures. The FRC report makes it 
clear there was no distinction between auditing and consultancy by the auditors (PwC) 
though this is a private company so many of the regulations do not apply or were 
before the FRC tightened its grip on auditor independence. There were also hints in 
the same article that revenue was misstated though a buying arrangement with Burton 
(also part of the Arcadia Group) through favourable transfer pricing, inflating BHS’s 
profits.  But then the same applies to such failures as Carillion and many others - 40 
other cases discussed in Disruption in the Audit Market: The Future of the Big Four 5 
and the online updates found on:  

b) https://www.fin-rep.org/which-book/financial-failures-scandals-from-enron-to-
carillion/ 

 
There are several more case-studies worthy of note here. Patisserie Valerie seems to have 
totally lost control of finances and accounting and what is finance staff were doing6 (as did 
Conviviality7). Sports Direct had an argument with its auditor rumoured to be over a tax bill of 
Euros 674m which it’s fiery CEO Mike Ashley claims was not material. The smaller challenger 
mid-tier firms and the Big Four (EY, Deloitte, KPMG, and PwC) had declined to tender as 
auditor8. However, RSM at the last moment stepped in – this challenger firm has been 
particularly aggressive in winning new customers of late. Another notable failure was Thomas 
Cook (among the 40 recent cases in 2019). Though Thomas Cook was a company, like many 

                                                 
3 Owned in turn by Tina Green Sir Philip’s wife, a resident in Monaco and hence who pays no taxes.  
4 Shah, O., 2018, ‘Watchdog FRC savages BHS auditor PwC: Damning verdict on PwC and partner in charge of 
Philip Green’s accounts’, The Sunday Times, 12 August 2018.  
Available at:  
https://www.thetimes.co.uk/article/watchdog-frc-savages-bhs-auditor-pwc-xrp0q985x 
Accessed August 2018. 
5 Bhaskar, K., and Flower, J., Disruption in the Audit Market: The Future of the Big Four, Routledge, April 
2019. 

a) See Bhaskar et al, See:  Disruption in the Audit Market: The Future of the Big Four, Routledge, April 
2019. 

http://www.fin-rep.org/which-book/financial-failures-scandals-from-enron-to-carillion/ 
b) and where to buy: 
c) See also  
d) https://www.fin-rep.org/buy/ 
e) 6 Ibid 

7 Also discussed above. 
8 See: https://www.fin-rep.org/wp-content/uploads/2019/09/1-Current-2019-update.pdf 
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of the retail failures, that had underestimated the disruption from the trend towards online 
booking (see next section). 
 
As there is much turbulence in the economic environment itself: Brexit, disruption to traditional 
retailing via online ecommerce sites, Uber, AirBnb, Deliveroo, meal kits and a host of others. 
Financial Reporting has its own disruption due to failures, demand of traditional shareholders 
and their advisers, and now a new set of stakeholders. Add to that increased demands from 
parliamentary Select Committees (with renewed vigour) and the press and media adding their 
own blows to what has already been a radically changing financial reporting environment.  
 

Recent failures 
Carillion, Conviviality, Patisserie Valerie, Thomas Cook and others have contributed to a 
growing criticism of annual reports9. All have been aggressive with their accounting if not 
worse. With Carillion, we think they booked profits on long-term contracts on a percentage of 
completion basis where the costs to complete have been underestimated and they also hit 
problems in that anticipated cash outflows were much higher than actual. Thomas Cook had 
years of problems probably emanating from the takeover of My Travel in 2007 – possibly 
overpaid and combined two weaker players in the tourist market resulting with over 1,200 retail 
shops. That was the start of a mounting debt mountain that ultimately crippled the company. 
But there were other problems: 

 The company lent almost £400m of cash to its subsidiaries, and received a dividend 
from them of roughly similar value. This was treated as profit and added to Thomas 
Cook’s distributable reserves 

 The company appeared solvent even though it continued to pay £100m a year on 
dividends, a sum roughly equal in value to Thomas Cook’s entire equity market 
capitalisation at the end of 2011. 

 
One comment was10: 

Now, neither of these intricate tactics appears to breach any accounting rules. But what 
each did in this case was to bathe the company’s finances in a misleadingly positive glow. 
And this raises a big question: which is whether, without all this accounting jiggery-pokery, 
Thomas Cook’s directors would have been forced to take action much earlier to shore up 
the group’s balance sheet, rather than pursuing what followed — namely a leisurely path 
to September’s collapse, during which time the shareholders received further dividends and 
the executive directors banked almost £1m a year in bonuses 

 
Patisserie Valerie seems weird in that the famous Executive Chairman, Luke Johnson, in his 
own admission had no idea there were unauthorised bank loans of £10m and a hole in the 
accounts of £40m. So the accounts that were reported, in our opinion, probably gave a false 

                                                 
f) 9 See Bhaskar, K. and Flower, J., Disruption in the Audit Market: The Future of the Big Four and 

Financial Failures & Scandals: From Enron to Carillion, Routledge, 2019. 
g) And the websites: www.fin-rep.org and www.fin-rep.com   
h) Navigate to the section on Which Book Updates.  

10 Ford, J., Modern accounting plays fast and loose with limited liability, Financial Times, 4 November 2019. 
Available at: 
https://www.ft.com/content/3af14130-ff09-11e9-b7bc-f3fa4e77dd47 
Accessed November 2019. 
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impression for a number of years, during a period when growth was rapid and the accountings 
systems probably could not keep pace.  
 
Failures of reporting are, to us, where there has been a substantial misstatement in the balance 
sheet or income/P&L statements. Some of the more recent failures such as Woodford concern 
the operational running of that fund – a switch from listed securities making up the bulk of the 
fund to unlisted investments with a less transparent performance. Some of these also include 
disagreements between the auditor and the company being audited. Some are just suspected 
issues. Some are our view of a problem.  
 
Other UK cases include: AssetCo, Autonomy, Barclays Bank, Berkeley Homes, BHS, 
Bonmarché, BT, Burford, Capita, Carillion, Cineworld, Coop Bank, Cattles, Clarks, 
Connaught, Conviviality, Debenhams, Elliot Group, Equity Syndicate Management, EY (UK 
and Dubai), Galliford Try, Goals Soccer Centres, H2O, HBOS, Interserve, JD Sports, KPMG, 
Laura Ashley, Lookers,  London Capital, Marc Ltd, M&C Satchi, Metro Bank, MG Rover, 
Mitie, Nichols, NMC, Patisserie Valerie, Persimmon, Quindell, QuadrigaCX, Redcentric, 
Rolls-Royce, RSM, Saatchi, Serco, Sirius, Sports Direct, Staffline, Steinhoff, Tanfield, Ted 
Baker, Tesco, Thomas Cook, Wrightbus, Woodford and others. 
 
A number of overseas cases include: Hin Leong (but listed in the UK and US), Lucklin, 1MDB, 
Babis, Bank of New York Mellon, CannTrust, Credit Suisse, Danske Bank, Dewain Housing, 
Disney, GE, GSX/Techedu, Japan Post, Kasen, KPMG $50m fine, JP Morgan, Lehman, 
Petrofac, PwC, Ruihua, Steinhoff, WeWork, Wirecard (discussed later) and others.  
 
The older cases such as BHS, Carillion, Connaught, Cattles, Conviviality, HBOS, MG Rover,  
JP Morgan, Lehman, and others, are analysed in Financial Failures & Scandals: From Enron 
to Carillion11x. Updates to all the other cases and the ones mentioned in our book can be found 
on this website: fin-rep.org and specifically this page: 
https://www.fin-rep.org/which-book/financial-failures-scandals-from-enron-to-carillion/ 
 
For a current commentary on many of the above see: 
https://www.fin-rep.org/which-book/financial-failures-scandals-from-enron-to-carillion/post-
publication-discussion/ 
 
 
 
 
 
 
 
 
 
 
  

                                                 
11 Bhaskar K, and Flower, J. Financial Failures & Scandals: From Enron to Carillion, Routledge, 2019.  
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Failure in corporate reporting – post Thomas-Cook 
The most damning content came from Rachel Reeves (the then chair of business Select 
Committee) who launched an attack on the audit/accounting industry, accusing it of being 
complicit in the failure of Thomas Cook, Carillion and other firms, and called for urgent reform 
of the sector12: 

Rachel Reeves, who chaired the business, energy and industrial strategy committee, 
said: “I wonder how many more company failures, how many more egregious cases of 
accounting do we need? We’ve had BHS, we’ve had Carillion, we’ve had Patisserie 
Valerie and now we’ve had Thomas Cook. How many more do we need before your 
industry opens its ideas and recognises that you are complicit in all of this and that you 
need to reform?” 
She added: “We can’t rely on you to do the right thing and legislation is needed. We 
need tougher regulation because your industry is not willing to make the changes 
needed. Reform is long overdue and the evidence today makes it clear that that moment 
has got to come and got to come soon otherwise we’ll have more business failures and 
you will be complicit in those.” 
 

Wirecard  
Wirecard was a German FinTech company offering payment services principally by helping 
websites collect credit card payments from customer’s. It turned out hat much of the business 
was made up by smaller websites dealing with gambling and pornography. IT become one of 
the DAX 30 companies and was backed by the major banks and German financial institutions 
including their regulators even when rumours came to light.  
 
Allegations of accounting malpractices had trailed the company since the early days of its 
incorporation, reaching a peak in 2019 after the FT published a series of investigations along 
with whistleblower complaints and internal documents. It transpired that EY had missed 
reviewing several documents which would have triggered knowledge of this fraud. KPMG 
delayed and then published a special audit says it cannot verify that arrangements responsible 
for “the lion’s share” of Wirecard profits reported from 2016 to 2018 were genuine, citing 
several “obstacles” to its work.  
 
On 25 June 2020, Wirecard filed for insolvency after revelations that €1.9 billion was "missing" 
the termination and arrest of its CEO and other offices. The true extent of the fraud is as yet 
unknown but it may be revealed that much of the revenues were missing and that there may 
never have been any profitability. 
 

                                                 
12 Kollewe, J., Accountancy profession 'complicit in Thomas Cook failure', The Guardian, 22 October 2019. 
Available at: 
https://www.theguardian.com/business/2019/oct/22/accountancy-profession-complicit-in-thomas-cook-failure 
Accessed October 2019. 


