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Objective

Read a governance failure as missing controls, and scale the controls down to your own
calendar.

1 Key knowledge and worked examples

B The case and the controls

Carillion: liquidation 15 January 2018, about 43,000 jobs, pension deficit around
990m, 845m of write-offs in 2017. Controls: challenge revenue estimates; cover divi-
dends in cash; re-baseline at the first warning.

Carillion: the timeline reads as missing controls, not bad luck

acquisitions; optimistic final dividend 6.5p pension deficit
contract estimates paid regardless around 990m
cash strains; profit warnings; 15 Jan 2018
the dividend continues 845m of write-offs liquidation
~43,000 jobs
control 1: the audit control 2: dividends control 3: re-baseline
committee challenges covered by cash, at the first warning,
revenue estimates not earnings not the third

2014 2015 2016 2017 2018 2019

FEvery failure has a control that would have caught it

B Worked example. The mini checklist

Payroll 8,000 a month: dividends wait until 24,000 (3 months) sits behind them

v'; first missed forecast = written re-baseline v'; related-party deals minuted with
interests declared v.
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2 Practice

2.1 The Carillion numbers: jobs at liquidation; the pension deficit; the 2017 write-offs. [3]

2.2 Payroll is 9,500 a month and the board wants a 15,000 dividend. The cash-cover test,
applied. [4]

2.3 Revenue estimates flattered three years running and the audit committee accepted

them. Which control failed, and what does it look like in practice? [4]
2.4 Comply-or-explain: what makes it honest? 3]
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Solutions
2.1

o About 43,000 jobs; pension deficit around 990m.
o Write-offs of 845m in 2017.

2.2

e Cover: 3 x 9,500 = 28,500 behind the payment.

o With 15,000 to pay, the bank must hold 28,500 after it - otherwise the dividend waits.
The test is cash, not earnings.

2.3

e Control 1: the committee challenges revenue estimates.

o In practice: the ten largest contracts’ assumptions tabled yearly, with last year’s
assumptions on the same contracts beside them.

2.4

o A departure explained honestly beats compliance performed as theatre: state the
departure, the reason, and the review date.
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