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Satyam (India) and PwC 
Usually one finds that the audit scandals and irregularities are far more common overseas then 
in the US, UK and Europe. In Chapter 7 we saw that PwC ran into problems with one its 
divisions in China. Similarly PwC is facing a two year ban from auditing listed companies in 
India, following a probe by the Securities and Exchange Board of India (SEBI) into the 2009 
accounting scandal at one of the firm's clients, Satyam Computer Services, which became 
known as 'India's Enron'.  

PwC’s ability to audit the unlisted subsidiaries of multinational companies which is a 
significant part of its business, is not affected by the ban. PwC is seeking a stay on the order. 
Though PwC disgorge wrongful gains of about £1.4 million. 

In 2009, Ramalinga Raju, Satyam’s then chairman, admitted to overstating the company’s cash 
balance by close to £1 billion, as well as exaggerating the company’s headcount by 13,000. 
The company later admitted that the total irregularities amounted to around £1.3 billon. Satyam 
was sold to rival Tech Mahindra. Raju received a seven year jail sentence in April 2015, who 
was one of the four Satyam executives to be convicted in connection with the fraud. SEBI had 
previously issued fines worth over £200 million to the former executives. 

The detailed SEBI report claimed that PwC’s Indian audit branch had neglected to check 
“glaring anomalies” in the financial details reported by Satyam. For about five years beginning 
in 2003, the report said, Satyam inflated its revenue by issuing 7,561 fake invoices. The SEBI 
report claimed that the fraud persisted in part because Satyam’s auditor, PwC, did not 
independently check the monthly bank statements. PwC  relied instead on assurances from 
Satyam “without any further examination or inquiry into the matter and ignored the balance 
confirmations received directly from banks which were showing true balances”. 

PwC said there has been no intentional wrongdoing and that it had strengthened its processes 
since the scandal broke. 

However, as we will see with a case yet to be discussed, Steinhoff, where there is collusion and 
senior management are involved then it is more difficult to discover fraud. However, fake 
invoices without matching bank entries seems too easy to be ignored. We don’t think that could 
happen by one of the Bog Four or mid-tier or even smaller firms in the UK.  
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General Electric (US) 
GE’s financial reporting system - not fit for purpose? 
John Flannery was appointed as General Electric’s (GE) its new CEO in June 2017. Jamie 
Miller is the chief financial officer and has been in a senior finance role since 2008. They 
revealed that there had been major problems brewing for some time, especially in GE's power 
business.  
 
GE revealed in late January 2018 that it is under investigation by the SEC (the ultimate US 
regulatory body) over its accounting practices and concerns over its financial reporting – once 
again after a previous issue that resulted in a settlement with US authorities less than a decade 
ago. This time the SEC is looking at two issues: 

1) The company’s announcement that it needed to pay an additional $15 billon to cover 
legacy insurance liabilities. GE also revealed a $10 billion loss for the fourth quarter 
2017. 

2) And like Carillion, the way it has accounted for revenues from long-term contracts in 
its power division.  

 
GE had a static revenue of around $75 billion approximately in 2014, 2015 and 2016. GE 
reported net profits of around $15 billion and $8 billion in 2014 and 2016 respectively and a 
net loss of $6 billion in 2015. The segmental net profit always added up to something 
approaching or exceeding $17 billion. 
 
GE revealed the SEC investigations as it finished a difficult 2017 year by reporting a $9.8 
billion loss in the fourth quarter, hit by deepening problems in its power division. The SEC 
investigation of accounting for long-term contracts followed growing concern among investors 
and analysts about the disparity between GE’s reported earnings and its cash position. For 
2017, GE as a whole reported industrial operating earnings of $13.9 billion but industrial free 
cash flow after capital spending was just $5.7 billion. 
 
Jamie Miller announced that the company was adopting a new accounting standard for 
recognising revenue from long-term contracts, which would result in “lower earnings going 
forward”. Rather like the expression shutting the stable door after the horse has bolted.   
 
The Economist (27 January 2018) called ‘the curse of the rotten information’. Over time, GE’s 
shares, cash-flow and forecast profits have dropped approximately 50% since 2015. And in its 
core industrial divisions, returns on capital have sunk from 20% in 2007 to 5% in 2017. 
 
In the same issue the Economist, puts the blame fairly and squarely at the financial reporting. 
It isn’t fit for purpose. It is no fit for any purpose. It is misleading and provides almost false 
information that leads to bad decision-making: 

…theory is that GE's flow of financial information has become fantastically muddled. 
There is lots of it about (some 200 pages are released each quarter) and it is audited by 
KPMG. But it offers volume and ambiguity instead of brevity and clarity. It is 
impossible-certainly for outsiders, probably for the board, and possibly for Mr 
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Flannery-to answer central questions. How much cash-flow does GE sustainably make 
and where? How much capital does it employ and where? What liabilities must be 
serviced before shareholders get their profits? 

 
GE’s reporting flaws  
The Economist has identified eight major flaws in the GE financial reporting system - quite an 
indictment: 
 

1) GE seemed to have no consistent measure of performance using multiple definitions of 
group profits and cash-flow with the highest measure being double the average one. 
Our view is true. 

2) GE's seven operating divisions are allowed to use a flattering definition of profit that 
excludes billions of dollars of supposedly one-off costs. Their total profits are almost 
twice as big as the firm's total.                           
                                                                               US $ Billions 

2016        2015        2014 
Earnings from continuing operations           17,598      17,966      17,764 
Consolidated neat earnings                            8,176       -6,145        5,698 
(Attributable to GE common shareholders) 
 

Our view is that is not uncommon but GE has taken this to an extreme position almost 
so it has also led to their senior management not understanding the business (our 
supposition). 

3) GE does not publish a segmental geographical basis. The Economist said that no one 
knows the profitability of individual regions and counties such as China or Saudi 
Arabia? That might not be true but it shows that GE did not think this was significant 
to publish this (normally found) and that perhaps (our supposition) senior management 
want to hide this profit split. There is revenue split bot not an income split.  

4) GE pays little attention to the total capital it employs, which has ballooned by about 
50% over the past decade (excluding its financial arm). ‘Its managers rarely talk about 
it and have set no targets. It is unclear which parts of the firm soak up disproportionate 
resources relative to profits, diluting returns’. They might have internal accounts but 
the fact that this is not shown perhaps shows that management was not interested or did 
not care (our supposition).  

5) Unsustainable leverage (debt). ‘Its net debts are $2.6 times its gross operating profits, 
again excluding its financial arm. That is high relative to its peers-for Siemens and 
Honeywell the ratio is about one.’ However, we do not find this so surprising. 

6) ‘The strength of GE's financial arm is unclear’. This we can partially defend as the GE 
was restructuring the finance and capital divisions. 

7) The Economist said it was hard to calibrate the risk this poses to GE shareholders as  
GE seems to hint that its industrial and financial arms are run separately. However, they 
are umbilically connected by a mesh of cross-guarantees, factoring arrangements and 
other transactions. We concur.  

8) The Economist is not sure that GE measures its capital employed and its liabilities 
correctly: some 46% of assets are intangible. True but not unusual for tech companies, 
a little more unusual for industrial companies. What is true is the charge: ‘Hefty 
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liabilities, including pensions and tax, are also tricky to calculate. Based on GE's poor 
record of forecasting, it seems that large write-downs are possible’. Possibly true. 

9) We would add one: the accounts were full of simulacra showing how good and great 
GE was. Perhaps overdone and not welcome when you have misjudged provisions and 
charges wiping out any profits over the last few years. 

 
GE: So what was profitable? 
The new management’s current strategy is to have four core businesses: power, aviation, 
healthcare and renewable energy. They want to exit Oil and Gas which includes the profitable 
partially owned subsidiary Baker Hughes one of the world’s largest oilfield service operations 
(worth around $25 billion in early 2018), as well as the lighting and transportation divisions. 
 
The power business is a difficult area and majorly unprofitable currently but is assumed to be 
core going forwards. By contrast, GE's two other core business units performed extremely well: 
healthcare and the aviation business, often considered the company's crown jewel. Renewable 
energy is growing fast but not currently profitable.  
 
As well as the power division, the other area pulling down the overall performance in a major 
way was its insurance business. The SEC notified GE in November that it was looking at its 
accounting for long-term service contracts in the power industry. It then widened its 
investigation after the company disclosed in January 2018 that for the fourth quarter of 2017 it 
was taking a $9.5 billion pre-tax charge for insurance liabilities, which mostly relate to long-
term care policies. Now GE pulled out of insurance in 2004-06 when it spun off Genworth 
Financial, but it retained a run-off of policies sold in the 1990s and 2000s. Rising longevity has 
meant that the cost of long-term care has been soaring, but GE said it had only fully appreciated 
the scale of its liabilities after a review. That rang all sorts of alarm bells. 
 
GE and internal politics 
We think it useful to reference the Economist’s overall conclusion which makes an important 
point about financial reporting being a hostage to internal politics within a company. This rings 
a bell in many of the interviews we conducted. What is reported and the level of revenue and 
net profit is something that may be bartered with the confines of managements’ internal 
politics. Many will argue about very small variations with logical and sensible reasons. In 
others, those variations can be larger and not always rationally made. This is what the 
Economist  (27 January 018) said about GE: 

“GE's situation is like that of the global bank conglomerates after the financial crisis. 
Citigroup, JPMorgan Chase and HSBC did not entirely trust their own numbers and 
lacked a framework for assessing which bits of their sprawl created value for 
shareholders. Today, after much toil, the people running these firms know whether, say, 
loans in California or trading in India make sense. 

 
“This does not happen naturally. If neglected, financial reporting becomes a hostage to 
internal politics, with different constituencies claiming they bring in sales, while 
arguing that costs and capital are someone else's problem. Mr Flannery is a numbers 
guy who wants to slim GE to its profitable essence. But he is trapped in a financial 
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construct that makes it hard to pursue that mission intelligently. Until he re-engineers 
how GE measures itself, he will be stumbling about in the murk.” 

 
GE the role of the auditor 
As with Carillion, KPMG did not ring any alarm bells. KPMG has won its fair share of awards 
for their audit business. Highlights of their relatively short (one page [page 130 of the Annual 
Report] but this is more standard for the US as opposed to the longer UK/European audit report) 
report. 
 

“Our responsibility is to express an opinion on these consolidated financial statements 
and an opinion on the Company’s internal control over financial reporting based on our 
audits.”  

 And 
“We conducted our audits in accordance with the standards of the Public Company 
Accounting Oversight Board (United States). Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the financial 
statements are free of material misstatement and whether effective internal control over 
financial reporting was maintained in all material respects. Our audits of the 
consolidated financial statements included examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, assessing the 
accounting principles used and significant estimates made by management, and 
evaluating the overall financial statement presentation. Our audit of internal control 
over financial reporting included obtaining an understanding of internal control over 
financial reporting, assessing the risk that a material weakness exists, and testing and 
evaluating the design and operating effectiveness of internal control based on the 
assessed risk. Our audits also included performing such other procedures as we 
considered necessary in the circumstances. We believe that our audits provide a  

 
And finally their unqualified opinion of the GE accounts: 
“In our opinion, the consolidated financial statements referred to above present fairly, 
in all material respects, the financial position of General Electric Company and 
consolidated affiliates as of December 31, 2016 and 2015, and the results of their 
operations and their cash flows for each of the years in the three-year period ended 
December 31, 2016, in conformity with U.S. generally accepted accounting 
principles. Also in our opinion, the Company maintained, in all material respects, 
effective internal control over financial reporting as of December 31, 2016, based on 
criteria established in Internal Control – Integrated Framework (2013) issued by 
COSO.” (Committee of Sponsoring Organizations of the Treadway Commission)  

 
Well the jury has to be out on what KPMG missed or their actions in warning GE’s 
management. But, as with Carillion, a priori, we are dealing with large sums which would have 
to be classified as material and too large to sweep under the carpet. Although Carillion no 
longer exists, GE is too big to fail and relatively the sum involved can be borne by the company. 
So GE will continue in its new reduced core business from and could be judged profitable 
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again. That said the auditors did miss what are very substantial absolute sums without any 
public qualification.  
 
The shareholders stand to lose. What is interesting is that senior management including the out-
going CEO (Jeffrey Immelt) and a handful of others had around 5 million common shares. So 
they stood to loose but they holdings were a tiny fraction of the total shares. Market 
capitalisation as of January 2018 is around $140 billion (compared with around $160 billion  
year earlier). So the potential loss by shareholders is not to large – only around $20 billion, if 
that. 
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Petrobras 
There is one last case which might prove influential in creating new regulations in the UK and 
the US. Again it is knock-on effects in the US and UK which make this case important. We 
won’t go in any detail here, but it concerns the Brazil’s state-controlled oil company Petroleo 
Brasileiroednesday. The company agreed to pay $2.95 billion to settle a US class action 
corruption lawsuit, in what was said to be the biggest such pay-out in the US by a foreign entity.  
 
For several years Brazil has been rocked by the so-called Car Wash investigation into 
kickbacks from contractors to executives of state-run companies and politicians in return for 
public projects. The car wash and petrol stations were used to launder the money. It is a large 
settlement but probably smaller than was anticipated. For Petrobras the settlement is not that 
significant. The impact of the fine on the company’s balance sheet, noting it was expected to 
generate some $30 billion in cash this year and make capital investments of around $15 billion. 
Petrobras’ liquidity position was adequate. 
 
Links to more detailed press reports: 
https://www.theguardian.com/world/2017/jun/01/brazil-operation-car-wash-is-this-the-
biggest-corruption-scandal-in-history 
 
https://uk.reuters.com/article/us-petrobras-classaction/petrobras-to-pay-2-95-billion-to-settle-
u-s-corruption-lawsuit-idUKKBN1ES0L2 
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Patisserie Valerie 
This is an AIM listed company with the charismatic chairman Like Johnson, a 37% 
shareholder, who write weekly ion the Sunday Time bestowing financial advice. It emerged 
yesterday that the board, with forensic accountants from PWC, had found that overdrafts of 
£10 million were run up on two secret facilities with Barclays and HSBC. The company 
revealed on Friday that, far from having the £28.8 million of cash declared in May 2018, it had 
net debt of £9.8 million, a deficit of £38.6 million. Accountancy Age1 reported: 

Trouble started for the cake seller when two “secret” overdrafts with banks HSBC and 
Barclays were discovered. Almost £10m had already been spent through them. 
The Serious Fraud Office has now opened an investigation into the accounting error 
and the Financial Reporting Council (FRC) has also promised an investigation. 
Grant Thornton, who audit Patisserie Valerie’s accounts, are also facing serious 
questioning. It has been reported that the cafe chain could take legal action against 
Grant Thornton. 

 
The company employed around 3,000 people. See Table 8.1 and that £39m hole is significant 
for the Balance Sheet. With total assets of close to 100%, that hole represents close to 40% of 
the balance sheet vale. It has 206 stores with a further 20 slated to open in 2018.  
 
Luke Johnson t0ook Patisserie Valerie into an expansion ptah cahsign in on the casual dining 
experience. Which is worth around £9 billion in the UK. Define as the market where people 
spend between £10 to £20 per head, this segment of the market has grown fast.  
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
1 Skoulding, L., 2018, “Was lack of visibility to blame for Patisserie Valerie fraud? With 
nearly 3,000 jobs at stake, Accountancy Age speaks to Mario Spanicciati, chief strategy 
officer at BlackLine about what was to blame for the fraud's success”, Accountancy Age, 19 
October 2018. 
Available at: 
https://www.accountancyage.com/2018/10/19/was-lack-of-visibility-to-blame-for-patisserie-
valerie-fraud/ 
Accessed October 2018. 
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Table 8.1 Financials of Patisserie Valerie 
Comprehensive Income in £m 

  2017 2016 

Revenue  £114.2 £104.1 
Gross profit  £89.3 £81.3 
Operating profit  £20.1 £17.2 
Profit before tax  £20.2 £17.2 
Net profit  £16.4 £13.7 
    

Balance Sheet in £m 

  2017 2016 

Assets  £98.9 £85.3 

Non-current assets  £57.4 £54.4 
 Intangibles £17.7 £17.9 
 Property, plant and equipment £39.7 £36.5 
    
Current assets  £41.5 £31.0 
 Receivables £12.2 £11.0 
 Tax £1.7 £1.9 
 Inventories £6.0 £4.9 
 Cash and near-cash £21.5 £13.3 
    
Liabilities  £98.9 £85.3 

Equity  £92.3 £78.2 
 Share capital £1.0 £1.0 
 Share premium £34.1 £33.7 
 Other reserves £0.7 £0.4 
 Retained earnings £56.5 £43.1 
    
Non-current liabilities Deferred tax £1.4 £2.1 
Current liabilities Payables £5.2 £5.1 
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On 10 October 2018, the company announced the discovery of “significant, and possibly 
fraudulent” accounting irregularities and a winding-up petition from tax authorities, the board 
of Patisserie Holdings said it had reached the conclusion there was a “material shortfall” 
between its reported financial position and the actual state of the business. “Without an 
immediate injection of capital, the directors are of the view that there is no scope for the 
business to continue trading in its current form,” the company said in the early afternoon2. 
 
Some salient points 
 Patisserie Valerie was a stock-market darling worth £450m3.  
 Finance director Chris Marsh had been arrested and bailed4. 
 Luke Johnson agreed to lend £10m for three years to owners Patisserie Holdings plc, which 

the company said would provide "immediate liquidity". He has also provided a further 
bridging loan facility of up to £10m5. 

 The firm said raised another £15m by issuing new shares at large discount. This allowed 
the company to repay of some of the money lent as an emergency by Luke Johnson, the 
Chairman. 

 
 

                                                 
2 See:  
Pooley, C., R., and Eley, J., 2018, “Patisserie Valerie on the brink amid cash shortfall”, 
Financial Times, 11 October 2018. 
Available at: 
https://www.ft.com/content/ac0cf454-cd50-11e8-9fe5-24ad351828ab 
Accessed October 2018. 
3 Wood, Z., 2018, “It survived a Nazi air raid, but now Patisserie Valerie is in a deep hole: 
Brexiter Luke Johnson is forced to bail out the Soho cafe he turned into a national chain after 
it suffers financial catastrophe”, The Guardian, 13 October 2018. 
Available at: 
https://www.theguardian.com/uk-news/2018/oct/13/patisserie-valerie-financial-catastrophe-
luke-johnson 
Accessed October 2018. 
4 Buck, K., 2018, “Patisserie Valerie finance boss arrested on suspicion of fraud”, Metro, 12 
October 2018. 
Available at: 
https://metro.co.uk/2018/10/12/patisserie-valerie-finance-boss-arrested-on-suspicion-of-
fraud-8033687/ 
Accessed October 2018. 
5 Eley, J., 2018, “Patisserie Valerie secures lifeline from chairman”, Financial Times, 12 
October 2018. 
Available at: 
https://www.ft.com/content/3ab490d8-cdf4-11e8-b276-b9069bde0956Accessed October 
2018. 
Accessed October 2018. 
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 This emergency raising of the money from the market has created some problems: 
The Telegraph6. reported: 
Patisserie Valerie’s management snubbed a £30m deal that would have protected small 
investors, it has been revealed, as furious shareholders rounded on the company last 
night. Investment fund Crystal Amber was plotting a convertible debt deal to rescue the 
firm which would have meant investors would not have seen their stakes diluted by the 
emergency fund raise that offered up new shares at a huge discount. 

 
The FRC, FCA and SFO are all likely to take an interest and run their own investigations. But 
as time marches on, new revelations seem to mire the company into further issues. 
 
This is Money7 commented: 

With the company's shares hitting new peaks in February as investors' confidence in 
the numbers ballooned, chief executive Paul May, finance director Chris Marsh and a 
non-executive director James Horler, whose job it was to keep an eye on the 
management, cashed in a swathe of shares worth almost £5.9 million. 

 
  

                                                 
6 Rees, T., and Torramce, J., 2018, “£30m rescue deal ignored by Patisserie Valerie bosses”, 
Daily Telegraph, 13 October 2018. 
Available at: 
https://www.telegraph.co.uk/business/2018/10/13/30m-rescue-deal-ignored-patisserie-
valerie-bosses/ 
Accessed October 2018. 
7 Craven, N., 2018, “After Patisserie Valerie bosses sell £13m shares months before scandal, 
why didn't ANYONE in charge see their cakes were sinking? 
Available at: 
https://www.thisismoney.co.uk/money/markets/article-6298703/Why-didnt-charge-
Patisserie-Valerie-sinking.html 
Accessed October 2018. 
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The FT reported that Paul May (CEO) and Chris Marsh (the Finance Director now on bail) 
appeared to have sold their bonus shares twice8. Subsequently it has been claimed that these 
bonus share awards were not disclosed to the shareholders. The FT reported9: 

Troubled UK café chain Patisserie Valerie on Wednesday revealed it had awarded 
millions of pounds of share bonuses to its two top executives without notifying 
shareholders. Half of the undisclosed awards were exercised by Paul May, chief 
executive, and Chris Marsh, finance director, just three months before the fast-growing 
group suspended its shares after uncovering “significant, and potentially fraudulent” 
accounting irregularities. The two made £1.7m in profits on the sale of those options, 
exercised on July 20. 

Events such as these do not add credibility to the Board. And now there are more unanswered 
questions. Included in these is what knowledge Luke Johnson had of such manoeuvres – despite 
his statements that he knew nothing of the scandals.  
 
There is also some criticism over their investigation itself. This, so it is claimed, should not be 
handled by Luke Johnson, but handed over to an independent law firm or some other body10.  
 
Some have criticised Luke Johnson the Chairman from for spreading himself too thinly, 
contributing to his ignorance of the black hole that precipitated the arrest of Chris Marsh, the 
chief financial officer, and the launch of an investigation into his activities by the Serious Fraud 
Office11. 

                                                 
8 Vincent, M., 2018, “Patisserie Valerie share options — so good they sold them twice? Chief 
and CFO had second helpings of shares despite no explanation from chain”, Financial Times, 22 October 
2018. 
Available at: 
https://www.ft.com/content/3ee81e82-d5f5-11e8-ab8e-6be0dcf18713 
Accessed October 2018. 
9 Cocco, F., 2018,”Patisserie Valerie admits to undisclosed share awards: Company cannot 
explain why shareholders not notified of grants to CEO and CFO”, Financial Times, 24 
October 2018. 
Available at: 
https://www.ft.com/content/074ad1d6-d771-11e8-ab8e-6be0dcf18713 
Accessed October 2018. 
10 Kinder, T., 2018, “Pressure on Patisserie Valerie over inquiry into ‘fraud’: Investors 
demand independent firm takes over”, The Times, 23 October 2018. 
Available at: 
https://www.thetimes.co.uk/article/pressure-on-patisserie-valerie-over-inquiry-into-fraud-
dl787hqmc 
Accessed October 2018. 
11 Walsh, D., 2018, “Patisserie could sue auditor Grant Thornton over £40m hole”, The 
Times,  
Available at: 
https://www.thetimes.co.uk/article/cafe-chain-could-sue-auditor-over-40m-hole-87hmvcmlj 
Accessed October 2018. 
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No doubt there will be adverse comment. An example of which is from Catering Today12: 
The cake shop has a monumental hole to climb out of and, with shareholders now 
threatening legal action against the chain, the crisis looks set to worsen in the coming 
weeks. Any damage to the reputation of the brand is going to be all the more painful 
given the current state of the casual-dining market: Patisserie Valerie must now fight 
hard to keep its head above water. 

and 
To an extent, the media focus on Luke Johnson has taken the heat off Patisserie Valerie 
– but for how long? After all, it wasn’t Johnson himself who created the financial 
arrears, nor did he take out the ‘secret overdrafts’, which have left them with a £20m, 
blackhole. The blame here lies squarely with the Patisserie Valerie finance team, who 
remain oddly silent. 
 

All in all we suspect that Patisserie Valerie will survive and prosper. The negative PR effect 
will dwindle. Luke Johnson may pay more attention to the company. This will just be another 
scandal because it is relatively small in relation to Carillion, Steinhoff or GE, noone is going 
to remember this greatly. But proportionately it is more significant. And this is not the only 
AIM scandal. 
 

  

                                                 
12 Ennals, E., 2018, “Forget Luke Johnson: the biggest loser in the Patisserie Valerie fallout is 
the brand itself: How will the bakery chain restore its reputation?”, Catering Today, 23 
October 2018. 
Available at: 
https://www.cateringtoday.co.uk/comment/analysis/forget-luke-johnson-the-biggest-loser-in-
the-patisserie-valerie-fallout-is-the-brand-itself/ 
Accessed October 2018. 
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Juridica Investments 
The second AIM listed company is Juridica Investments and PwC auditors in Guernsey. This 
was explained by the Sunday Times13 as: 

One of the big accountancy firms is being investigated in Guernsey for its audit of a 
listed investment vehicle that last month said it was seeking to appoint liquidators. 
PwC has been approached by the Institute of Chartered Accountants in England and 
Wales (ICAEW) following a complaint about its audit of Juridica Investments, which 
is listed on AIM and was set up to fund lawsuits in the US and distribute damages won 
to shareholders. 
It is understood that the inquiry is looking into the audit of Juridica’s accounts from 
2014, and the treatment of a loan repayment as a profit. The ICAEW can seek criminal 
convictions if individuals or companies act to discredit the accountancy profession.  
 

City AM14 reported: 
The Sunday Times said the investigation was looking at the 2014 audit of Juridica’s 
accounts, and the treatment of a loan repayment as a profit. Juridica said last month that 
it planned to delist and appoint liquidators, after its stock price steadily tumbled since 
listed 11 years ago. It was set up by Richard Fields, a American lawyer, who sold his 
stake in the company in 2015. PwC said it believed the complaint was baseless, adding 
it had requested a meeting with the audit regulator. 

“The ICAEW is looking into a complaint it has received from a Juridica 
shareholder. We believe it is without merit and are meeting with the ICAEW to 
help it with its inquiries,” a PwC spokesperson told City  
 

Little more is available as of now. Watch for the ICAEW report or comments. But also expect 
that it might be low-key or swept under the carpet or kicked into the long grass.  
 

  

                                                 
13 Evans, P., 2018, “PwC probed over failed funder of court claims”, Sunday Times, 7 
October 2018. 
Available at: 
https://www.thetimes.co.uk/article/pwc-probed-over-failed-funder-of-court-claims-
m8n8wrf5q 
Accessed October 2018. 
14 Ashworth, L., 2018, “PwC faces Guernsey probe over audit of failed claims funder”, CITY 
A.M., 7 October 2018. 
Available at: 
http://www.cityam.com/264826/pwc-faces-guernsey-probe-over-audit-failed-claims-funder 
Accessed October 2018. 
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Redcentric 
The FRC opened an accountancy scheme investigation regarding financial statements of 
Redcentric plc15. The FRC also started an investigation into Redcentric’s auditors, PwC, in 
relation to the audit of the financial statements of Redcentric for the years ended 31 March 
2015 and 31 March 201616.  

 
There is no report on the investigation as yet. However, press reports17 indicate: 

The accountancy giant PwC and two of its partners are braced for hefty fines over a 
£21m hole in the books of an IT services company that caused its shares to crash. The 
firm is understood to be in settlement talks with the industry regulator over its auditing 
of Redcentric, which revealed in November 2016 that an internal review had uncovered 
mis-stated accounting balances . The debacle led to the departure of Redcentric's 
finance director, Tim Coleman, and a forensic :review that triggered a £20m profits 
write-down. PwC is likely to be fined £7m for its role, according to a source, while Arif 
Ahmad who  audited   the  2016 accounts, and Jaskamal Sarai, who audited the 2015 
accounts, are likely to be fined £200,000 each, all reduced for early payment. 

 
The actual misstatements that occurred is best explained by the explanation provided by 
Redcentric in their 2017 Annual Report: 
 

The Board acted promptly and appointed Deloitte and CMS Cameron McKenna 
Nabarro Olswang LLP to carry out an independent forensic review. The majority of 
misstatements arose in the group’s main subsidiary, Redcentric Solutions Limited. The 
forensic review found that both net assets and net debt as at 31 March 2016 had been 
materially misstated. The misstatements arose due a combination of wilful 

                                                 
15 Financial Reporting Council, “Accountancy Scheme investigation opened regarding the 
financial statements of Redcentric plc”, 25 July 2017 
Available at: 
https://www.frc.org.uk/news/july-2017/accountancy-scheme-investigation-opened-regarding 
Accessed November 2017. 
16 Financial Reporting Council, “Investigation in respect of PricewaterhouseCoopers LLP’s 
audit of Redcentric plc”, 27 February 2017 
Available at: 
https://www.frc.org.uk/news/february-2017/investigation-in-respect-of-
pricewaterhousecoopers 
Accessed November 2017. 
17 Shah, O., 2018,“PwC hit with fine for missing £21m hole”, Sunday Times, 21 October 
2018. 
Available at: 
https://www.thetimes.co.uk/article/pwc-to-be-caned-for-missing-21m-hole-in-redcentric-
finances-mpxplvhbq 
Accessed October 2018. 
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misstatement and poor application of basic accounting controls and processes. The 
investigation did not find any evidence of theft. 
The review found that net assets as at 31 March 2016 had been overstated by £14.9m 
(subsequently revised to £15.8m as per note 28). A number of accounting policies and 
practices, specifically those in respect of cost accrual, cost deferment and revenue 
recognition had been incorrectly applied. 
Net debt at 31 March 2016 had been understated by £12.5m. The forensic review 
uncovered misstatements regarding the timing of cash receipts and cash payments. Cash 
receipts from customers received post year end had been incorrectly recorded as having 
been received pre year end and cash payments to suppliers pre year end had been 
incorrectly recorded as being made post year end18. 
 

No doubt the FRC report will be published eventually. And no doubt here will be other scandals 
in 2018 and beyond. 

                                                 
18 Redcentric, Report and Accounts 2017.  Page 9.  
Available at: 
https://www.redcentricplc.com/media/3087/ra_2017_combined_web.pdf 
Accessed October 2018. 
 


