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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 crashed into liquidation with a reported £5+ billion of liabilities and just £29m left in cash 
a few months later. See Appendix 1.01.1 (Volume 1, Chapter 1, Appendix 1) 

All four of the Big Four were involved in Carillion in some shape of form. One was the external 
auditor. One was the internal auditor. Two were tasked with reviews or specialist help. One 
became the administrator, and has been criticised subsequently for high fees, but who can you 
find with 250 qualified staff available at a moment’s notice to deal with a collapse of this 
magnitude (as PwC did with Carillion’s running post-collapse)? It’s often been argued that you 
need large auditing firms to be able to step in to a situation like that and at a moments notice. 

Whatever takes place going forward will be seen by the public as closing the stable door after 
the horse has bolted. The expectations gap between what the public and users want is now 
wider than ever. This gap now encompasses the institutional shareholders, analysts, 
professional shareholders, most of the City and the New York equivalents. The Big Four, the 
FRC (Financial Reporting Council  and government are all in effect blaming each other. The 
government has set up a review of the FRC and there may well be a referral to the CMA 
7(Competitions & Market Authority) after a reference to its predecessor, the Competition 
Commission in 2013. All of this makes all the players in this sector (the board, management, 
accountants, auditors and even the professional investors) feel dissatisfied and vulnerable to 
enormous disruption. 

Never before has there been such a pivotal point affecting reporting and external auditing, and 
the structure of the auditing profession and sector. As the Guardian put it, the entire system 
failed Carillion, not just the directors at the top1. 

The “big four” accounting firms – PwC, EY, Deloitte and KPMG – acted as a “cosy” 
club, approving “fantastical figures”, failing to identify or simply ignoring catastrophic 
internal problems. They pocketed vast sums of money in exchange for granting a 
disastrous taxpayer-fed company their seals of respectability. 

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 

1 Pratley, N., 2018, ‘Entire system failed Carillion, not just directors at the top’, The Guardian, 16 May 2018. 
Available at: https://www.theguardian.com/business/nils-pratley-on-finance/2018/may/16/entire-system-failed-
carillion-not-just-directors-at-the-top 
Accessed June 2018. 
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essentially the watchdogs and the auditing firms ‘..are rubbish’ suggest the political will for 
change is reaching a tipping point 
 
Of course, that change may take the form of incremental steps implemented over several years. 
The debate that these failures have raised will be discussed long into the future. In a way, it has 
revealed a raging torrent of discussions just bubbling below the surface. There may also be a 
possibility for a more radical set of actions and change emanating  not just from the 2018 
failures but also the banking failures from the global financial crisis (GFC), the effects of which 
remain in the EU as well as the UK 
 


