Introduction
The collapse of Carillion which unfolded in January 2018 is arguably the most wide-reaching corporate scandal the UK has witnessed.  As stated in the associated presentation, the collapse is having a detrimental effect on the well-being of a significant number of people.  Whether it be employees of Carillion itself or employees of owners of subcontractors, the effect is devastating with many having lost their jobs and others owed money that will probably never be paid.  Moreover, it seems that the collapse of Carillion wasn’t the consequence of poor market conditions or a lack of demand for Carillion’s products or service.  Indeed, there was an abundance of demand for Carillion’s services which was highlighted by the major contracts it won soon before its liquidation.  Conversely, the evidence suggests that the collapse of Carillion was the result of irresponsible and negligent management policies which focussed solely on maximising the wealth of company executives and shareholders to the detriment of all other stakeholders of the organisation.  This view was significantly reinforced on 16th May 2018, when two joint select MP committees concluded that Carillion collapsed as a result of the “recklessness, hubris and greed” of its directors (Davies, 2018), who “presided over a rotten corporate culture” (BBC News, 2018).  Rachel Reeves MP, chair of the business committee accused the directors of “driving Carillion off a cliff” and then tried to blame others for the company’s demise (BBC News, 2018).  Importantly, the reports also single out Carillion’s auditors, the financial regulators and the UK Government for criticism in the scandal (Davies, 2018).    
The manner of Carillion’s collapse raises a number of serious questions about corporate culture in the UK.  In particular, it highlights how the ethical considerations and the relationship between business and society still take a low priority in corporate decision-making.  Moreover, it questions how effective the UK corporate governance framework is in preventing such a collapse.  With the application of relevant theory, this report reviews the Carillion scandal to determine what lessons can be learned and suggest how a similar scandal can be prevented in the future.


The Friedman and Freeman Theories
The effects of the Carillion liquidation expose the relationship a large organisation has with the rest of society.  In particular, as 38% of its business was represented by public sector contracts (BBC News, 2018), it could be argued that its relationship with society is even more significant than other organisations.  However, Friedman (1970) argues that, despite the fact that business has this relationship with society, it has no obligation to society other than to increase its own profits.  Instead, Friedman (1970) argues that if business leaders have a social conscience, they can choose to use the profits of the business to support social causes, but they have no obligation to do this.  In the case of Carillion, the evidence suggests that the business leaders chose not to consider the wider implications to society when making decisions, and instead chose to pursue policies consistent with Friedman’s theory.  Even if this is an extreme case of maximisation of profits to the detriment of society, it surely highlights the dangers of Friedman’s theory.  Relying purely on the social conscience of business leaders to behave in a socially responsible way has had catastrophic consequences in this case.  This demonstrates the need for a more robust social framework for business that prevents and potentially outlaws the behaviour of Carillion leaders.
On the other hand, Friedman (1970) qualifies his theory by saying that the pursuit of profits must be free from deception or fraud.  At the time of writing it remains to be seen if any laws have been broken in the running of Carillion.  A number of Carillion’s actions could be viewed as deception.  For instance, legislation exists to prevent the late payment of suppliers (UK Government, 2018) and this could be seen as an attempt to hide the debt of the business (Alderson, 2018).  Importantly, the payment of dividends to shareholders which are disproportionate to profits, can be viewed as an attempt to deceive stakeholders into believing the business was performing well even though the adverse was true (Plimmer & Ford, 2018).  Whether illegal or not, there appears to be an intention to deceive.  Therefore, in the defence of Friedman and the application of his theory to this case, it could be that it doesn’t apply because Carillion broke his rules of deception and fraud.  However, the pursuit of profit above any other consideration is evident and this eventually led to liquidation before any deception or fraud could be detected.  At this point, it is too late and the damage to society has already been done.  In this sense, the Carillion case reinforces the flaws of Friedman’s theory.
The Carillion case not only shows how Friedman’s theory can have a negative impact on society, but the resulting liquidation reveals how it can also have a negative impact on business too.  It is possible that Carillion demonstrates that there is only so much wealth that can be extracted from certain stakeholders in a business, in order to reward executives and shareholders.  Consequently, it could be argued that Friedman’s theory isn’t compatible with long term sustainability in business.  Freeman’s Stakeholder Theory provides an alternative framework which can easily be applied to Carillion.  The associated presentation identified the extent of Carillion’s shareholders and their proximity to the business.  In particular, stakeholders such as the government and taxpayers are closer to Carillion due to its management of public sector contracts and facilities.   Freeman’s theory proposes that a business has an obligation and can be more successful if it creates value for all stakeholders and not just shareholders.  Importantly, Freeman (2010) states that the idea that one particular stakeholder group always takes priority, such as the shareholders in the Carillion case, is deeply flawed.   Carillion’s treatment of suppliers and sub-contractors by conducting adversarial relationships was undoubtedly a factor in Carillion’s collapse and was the result of executives trading-off the interests of one group of stakeholders in favour of another.  The creation of value for suppliers and sub-contractors provides them with an incentive to create value in turn for the customer (Freeman, 2009).  Freeman (2009) states that it’s the role of management to find ways to meet the needs of all stakeholders.  In this sense, this is where the Carillion management failed because they only served selected stakeholders.  Applying stakeholder theory would also address the ethical failings of Carillion.  By managing a business to meet the needs of all stakeholders equally, the objectives that are considered to be ethical, and beneficial to society such as supporting apprentices and providing for members of the company pension scheme, become a matter of routine (Freeman, 2010). 


The Two Faces of Carillion
In 2016, Carillion produced a 36-page sustainability report in which it promotes its “culture of ethics and integrity” along with its Corporate and Social Responsibility activities.  Importantly, it boasts about the support it provided to many of the stakeholders who were most negatively affected as a result of the collapse.  In particular, Carillion (2016) promotes its work with community projects and how it’s investing in future generations through training and apprenticeship schemes.  The report creates an image of a company that is successfully operating a form of stakeholder theory and has a strong Corporate Social Responsibility ethos within the company.  Indeed, two of the alleged culpable directors, Phillip Green and Richard Hewson personally endorse the document.  However, the evidence suggests that this document was not consistent with reality.  This is manifested strongly in the way in which Carillion emphasises its strong relationships within its supply chain and its commitment to supporting small and medium enterprises (Carillion, 2016).  However, even though Carillion signed up to an industrial initiative for prompt payment of contractors within 30 days, Carillion was actually exploiting its market power to impose 120-day payment terms on suppliers (Moore, 2018).  This policy was extremely damaging to small and medium enterprises.  This behaviour is consistent with the citations of Kraemer and Whiteman (2009) who apply Erving Goffman’s observation of front and back-stage behaviour to companies in the Oil and Gas industry when presenting an image of good corporate citizenship.  In this sense, the sustainability report, and its accounting representations are examples of Carillion’s “dramatic performances to build and sustain its reputation (Kraemer & Whiteman, 2009).  Importantly, this front-stage behaviour could have been instrumental in Carillion being awarded new contracts before the collapse.  Front-stage behaviour merely provides information on what an organisation does, but to reveal the true back-stage behaviour, Kraemer and Whiteman (2009) propose the importance of analysing and studying how an organisation does what it says it does.

State Regulation and Control
Immediately following the Carillion collapse, Prime-Minister Theresa May vowed to punish company leaders with large fines for “reaping big bonuses” and “recklessly putting short-term profit ahead of long-term success” (Independent, 2018).  However, four months later it remains to be seen what action, if any will be taken against Carillion bosses.  More importantly, there is no evidence of the introduction of legislation aimed at preventing the collapse of another organisation in the same manner as a result of the Carillion scandal.  May’s promise to punish executives may go some way to deter this sort of behaviour but it must be seen as a reactive policy and not one aimed at preventing the scandal.  The Financial Reporting Council, the Financial Conduct Authority and the Pensions Regulator were all aware of Carillion’s conduct before the collapse.   Furthermore, Carillion’s position as one of the 29 key government suppliers meant that it had a representative on a crown monitoring body so the government was aware also.  As stated by Davies (2018), these regulatory bodies proved to be “toothless watchdogs” in preventing the Carillion collapse.  The fact that the government continued to award contracts to Carillion suggests that the information collected by these bodies was not passed on effectively, or the government awarded the contracts regardless of the warning signals, possibly in the vein hope that Carillion could turn fortunes around.  Furthermore, May’s predecessor, David Cameron actually appointed Phillip Green, one of the three directors implicated, as a special advisor on corporate responsibility (Davies, 2018).  This not questions the government’s judgement on who they chose to advise on corporate responsibility, but also queries how impartial the UK Government was in its dealings with Carillion.  
Along with the government and regulatory bodies, accountancy firm KPMG, who audited Carillion only months before the collapse, is also implicated for severe criticism in the scandal.  The joint select committee found that KPMG never qualified its audit opinion and simply signed off the information provided by Carillion directors (Morrison, 2018).  Importantly, the committees found that KPMG had been Carillion’s auditor for the entire 19 years of its existence and had earned over £29million in that period from the organisation (Morrison, 2018).  This close relationship suggests that KPMG wasn’t impartial and a conflict of interest could have existed.  Indeed, if an organisation is earning £3million per annum on a particular account, there would be very little incentive to overly criticise the associated client.
There have been numerous similar collapses before Carillion that have warned the UK government that improved corporate governance is required.  For instance, the associated presentation compared the effect of Carillion’s liquidation with the of MG Rover in 2005, which was also the result of alleged misappropriation of funds by company executives (BBC News, 2009).  Also, in recent years, BHS collapsed leaving a pension fund shortfall (Dakers, 2016).  Furthermore, there are many parallels that can be drawn between Carillion and the 2002 Enron scandal in the US.  Fundamentally, both scandals involved the collapse of large companies as a result of aggressive accounting tactics to misrepresent profits and conceal debts (BBC News, 2002).  Enron resulted in prosecutions of directors and also triggered a number of corporate governance reforms in the US.  Indeed, the Enron scandal was one of a number of scandals that triggered the Sarbanes Oxley legislation aimed to improve accounting standards and prevent false accounting (Fass, 2003).  Following Enron, along with measures introduced with Sarbanes Oxley, The Economist (2002) called for more independent regulation of the auditing industry to eliminate conflicts of interest between accounting firms and their clients.  The Carillion case suggests that similar legislation and regulation is required in the UK.  Not surprisingly, traditional left-wing sources are leading the call for reform of the corporate system (Blackhurst, 2018).  However, even a small number traditional right-wing sources are criticising the way in which the government and regulators handled Carillion, suggesting a need for improved corporate governance (Brummer, 2018).
If the government is unwilling or unable to introduce appropriate regulation, Carillion seriously questions the policy for outsourcing of public services to private enterprises.  The whole argument behind outsourcing of public services centres around private companies having the competencies to run these services more efficiently and therefore providing the taxpayer with value for money.  However, Carillion is estimated to cost the taxpayer over £150 million yet nothing of the £500 million in share dividends or the millions of pounds of bonuses paid in recent years will be paid back towards this.  Also, on the day that the findings of the MP’s joint select committees were published, the UK Government announced that it was taking temporary control of the East Coast Main Line railway in an apparent bail out of private franchisees Virgin and Stagecoach because they were reportedly making a loss on the service (BBC News, 2018).  Seemingly, whether an outsourcer is poorly managed to the point of liquidation or whether it is unable to generate sufficient profits to satisfy its shareholders, the government is left to provide some form of bail out at the taxpayer’s expense.  In this sense, privatisation is not providing long term value for money.


Conclusion

The Carillion collapse emphasizes how business and society are intrinsically linked.  Notwithstanding the social impact of Carillion’s public sector work, this relationship is manifested in the vast network of Carillion stakeholders and the catastrophic effects the liquidation has had on those groups.  From a theoretical perspective, this scandal certainly exposes the flaws and dangers of Friedman’s shareholder theory.  Conversely, this scandal justifies the use of Freeman’s stakeholder theory.  Indeed, if a Freeman style approach had been adopted and all stakeholders treated equally by the Carillion executives, it is highly likely the collapse could have been prevented.  Moreover, it could be argued that Carillion’s significant public sector work should have compelled a stronger stakeholder approach.

Crucially, it appears that there is very little obligation on organisations such as Carillion to adopt a stakeholder approach and their ethical values suffer as a result.  It remains to be seen if any illegal, fraudulent activity took place and if any prosecutions will follow.  Nevertheless, Carillion demonstrates how immoral and unethical behaviour is entirely possible under the current corporate system in the UK.  Despite the warnings from other corporate scandals, auditors, government, regulatory bodies were entirely ineffective in preventing the Carillion situation.  Moreover, whether it be due to negligence or conflicts of interest, it appears some of these parties could have actually been complicit in the Carillion collapse.   The need for tighter impartial control and regulation, possibly on the scale of the Sarbanes-Oxley legislation in the US, is evident.  With regards to the policy of outsourcing of public sector work to private enterprises, if this is to continue, it must be managed more effectively to prevent the huge taxpayer expense of such failures.  Importantly, it appears regulatory bodies, auditors and the government need to go beyond the front-stage behaviour of an organization like Carillion and start questioning how they do what they say they do, if they are to be truly effective in protecting taxpayers’ interests.  





Personal Reflection

Shortly after starting this course, news broke that the large construction and outsourcing organization, Carillion had gone into liquidation.  As the news broke, a number of unethical activities were alleged as being instrumental in the collapse and I quickly chose to study this case.  Having worked in the construction / outsourcing industry and having experienced an extremely harsh redundancy, I was able to quickly understand the potential impact this scandal would have on employees and small businesses.  As a result, I was able to utilize my knowledge of the industry to support my research activities.  Indeed, it was an appropriate scandal in which I could apply the theories and learnings from this course.  

As the scandal was unfolding during the course, the majority of my research was conducted using newspaper and media websites.  I tried to research the scandal from three different angles; from traditional left-wing political sources, from traditional right-wing sources and also from specific industry sources, in order to provide a balanced viewpoint.  Crucially, the results of two MP select committee enquiries into the scandal were concluded on 16th May and I was able to utilize this material in the assignment.  In addition, I researched other similar scandals which happened in the recent past to compare with the Carillion scandal.  This proved very helpful in understanding what learnings, if any were made from these other scandals which could have helped prevent the Carillion collapse.

I was able to apply three main academic theories on CSR and I also tried to scrutinize the corporate governance surrounding the scandal.  For a larger assignment, I would have attempted to apply more theories to the case.

In terms of the assessment, I was very comfortable with preparing a presentation on the facts of the case and then an analytical report.  In particular, I felt this mixture of assessment methods helped me express myself in different ways and certainly developed a number of different skills which will support me in my future career.

[bookmark: _GoBack]From a personal perspective, I have learned a great deal about the relationship between business and society, along with the theories behind Corporate and Social Responsibility.  Importantly, I understand the value of having a strong appreciation of ethical principles in conducting business activities.  As a result, I will be extremely comfortable teaching these topics in my future career.
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