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1.0 INTRODUCTION

Patisserie Valerie is a café chain that was founded early in the 20th century and operates all over the United Kingdom (Morris, B., 2019). In October 2018, trading in shares of Patisserie Valerie’s parent company (Patisserie Holdings) was suspended due to potential existence of fraudulent accounting activities and irregularities. It was believed that there were significant misstatements in the company’s accounting statements causing a monetary black hole that was valued in the millions (Butler, S., 2018) (Powell, T., 2018). In January 2019, Patisserie Valerie had declared its collapse into administration as the company couldn’t recover from the fraud and closed almost a third of their stores which also meant 900 staff members were let go (Hotten, R., 2019). It was only later in March when they got to know the whole extent of the accounting black hole which was approximately 94 million pounds (BBC, 2019). 



















2.0 EARNINGS MANAGEMENT

Earnings management, also known as creative accounting, is the utilization of bookkeeping systems to deliver budget summaries that present an excessively positive perspective on an organization's business exercises and monetary position (Tuovila, A., 2019). Reasonable use of earnings management is permitted and completely legal as companies are given the leeway to play around with their numbers slightly as long as no financial statement is found to be misleading or inaccurate (Bishop, T.J.F, 2001). According to McGregor, S., (n.d), companies such as Cendant, Manhattan Bagel, Sunbeam, Tyco, Sensormatic, 3Com and W.R. Grace have also been found to overuse or misuse earnings management like Patisserie Valerie. Earnings management also happens to be one of the major factors that caused Greece’s collapse in 2009 (Gasteratos, Karamalis, Koutoupis and Filos, 2016).

There are various techniques and methods when using earnings management; -

1. The big bath – is a term when a company makes a financial year look worse than it is to show greater growth in the following year.
2. Creative acquisition accounting – is when a company acquire an asset and declare it either in a previous or later year to suit their financial health.
3. Cookie jar reserves – similar to the big bath, cookie jar reserves are assumptions or estimates made by the company that stores away capital in good financial years to use in bad financial years.
4. Materiality – is when a company ignores certain elements in a financial year by declaring it irrelevant or immaterial due to the scale of the company’s operations and cashflow.
5. Revenue recognition – is when a company recognizes its revenue inaccurately by considering the gain on sale of goods or services before it actually happens. 

It was believed that Patisserie Valerie had largely used the materiality technique to ward off any suspicion of the fraud that was occurring. They had also used the creative acquisition accounting techniques to overstate profits and cover up what losses were being made by the fraud (Butler, 2019).

[bookmark: _Hlk36150262]There are many incentives and pressures faced by managers when it comes to meeting targeted goals in the business environment. CEOs and other top managers always try to show their progress of leading the company forward and ahead against rivals in the industry. By using the techniques previously discussed, Companies get to make their financial statements seem healthier and more lucrative. But why would they want to lie themselves about it? The answer can be summed up in four different factors also known as WISE: - Window Dressing, Internal targets, Smoothing, Expectations (Indrajaya, n.d.).
1. Window Dressing – whereby companies tweak the final financial statements to impress and attract potential investors and creditors. This slight manipulation of data is legal and more of ten that not helps companies show a growth in their operations and appear healthy financially. In the end the profits reported are the same but are distributed among the years differently.
2. [bookmark: _Hlk36150216]Internal targets – a big reason company’s uses techniques discussed above. No department or division intends to be the weakest link in the company so slight alterations to budgets and cashflow are usually present to avoid anyone from going over budget to ensure the statements appease to the higher-level staff.
3. Smoothing – is generally when major highs and lows in a company’s growth are used to cancel each other out. A significant growth in one year will be reduced and used to subsidize a low growth year. This is to give the company an illusion of steady growth throughout its operations which appease shareholders and investors.
4. Expectations – whereby a company expecting a certain growth pattern with projected goals need to shift elements of their statements to achieve that target. This would show reliability of the company to achieve expectations to t=external arties such as shareholders, investors and even banks. (Indrajaya, n.d.)

In terms of Patisserie Valerie, the fraud done was purely to cover up the money some of the staff had siphoned. In terms WISE and in my assumption, it would definitely be considered an earning management for the purpose of internal targets as guilty staff members tried to cover up for the money the had swindled through fake invoices (Ahmed, 2019).











3.0 CORPORATE GOVERNANCE STRUCTURE IN UK

Corporate Governance is basically the manner in which an organization is represented, coordinated and overseen according to the stakeholders' wants. It is led by the governing body and the concerned boards of directors and is also tied in with adjusting individual and cultural, financial and social objectives (Juneja, 2015).
The UK's main priority for having Corporate Governance is to manage companies efficiently and provide responsibility to shareholders if something were to go wrong or needed explanation. The UK had been successful and had maintained high standards of corporate governance till the early 1990s, when several high profiled cases of accounting fraud had occurred (e.g. Robert Maxwell, and Polly Peck International). Questions started to arise on whether the corporate governance in the UK could be trusted or not (Man and Wong, 2013).
In 1992, the Cadbury report was published by Sir Adrian Cadbury to increase the standard of corporate governance in the UK. The Cadbury report dealt with issues involving the board of directors the effectiveness of the auditors the responsibilities of shareholders and the relationship between shareholders and the board of directors (Dedman, 2002). In the years to come, there were many more reports that aimed to increase the quality of the corporate governance mechanism in the UK (e.g.1998 the Hampel report, in 1999 the Turnbull guidance, in 2003 the Higgs report, etc.) The latest update for the UK Corporate Governance Code was set in in 2014 (Almasarwah, 2015).

Some of the benefits of having a good corporate governance are (Rathod, 2018): -

· Encouraging positive behavior. Which is essential to create a healthy and friendly environment to work in. The company would also develop a positive and work friendly culture from its top management right down to the interns. 
· Reducing the cost of capital. A good corporate governance would also mean a reduction in risks and borrowing rates as the organization is considered stable and reliable. Investors would also take into consideration the stability of the organization making it more valuable. pay a premium to work with a company that has a sound governance framework.
· Improving top-level decision-making. There is a strong correlation between an organization’s corporate governance and the quality of decision making in the company. This is due to the high trustworthiness and communication of the corporate governance that gives decision makers the right tools to make the right calls rapidly and accurately.  
· Assuring internal controls. By having a solid base such like a good corporate governance, the board is better equipped to take actions when necessary in terms of controlling internal variables.
· Enabling better strategic planning. Due to the rapid communication that occurs with the presence of a good corporate governance, flow of information is passed down faster and plans are able to be made quicker and more efficiently. This strong framework would give the board the ability to act swiftly during strategic planning sessions. 
· Attracting talented directors. A good corporate governance brings in quality which is then in turn sought after by other talent and business minded directors. These Directors would then further improve the quality of the company with his experience or knowledge and is vital from the sustainability of the company. (Rathod, 2018)






















4.0 CONCLUSION

It is clear to see that if used properly earnings management proves to be a very useful tool for accountants and financial workers worldwide. Though if used excessively like how Patisserie Valerie has done, it can only bring by negative effects towards the company. Although earnings management proves to be extremely beneficial in the short run, in the long run it only makes things more difficult as every financial year that passes, it becomes harder for the company to recover and maintain a healthy growth. Corporate governances should also be revised as scandals such as Patisserie Valerie are still occurring.  





















5.0 RECOMMENDATIONS

I recommend that more research be made to improve current corporate governances. To avoid frauds such as this it is also important to have an independent auditing committee that has no personal conflicts with the company. Distribution of tasks could also prove to be effective as managers would not be allowed to record or control assets and vice versa. Limiting board sizes could also prove to be valuable to the company because a smaller bored means more shared responsibility among the few board members. 
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