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1 Background information and key messages
1.1  Introduction

This report sets out the principal findings arising from the 2014/15 inspection of BDO LLP (“BDO”
or “the firm”) carried out by the Audit Quality Review team of the Financial Reporting Council (“the
FRC”). Our inspection was conducted at various times in the period to December 2014 (referred to
as “the time of our inspection”). We now inspect BDO annually (previously this was approximately
every two years); our previous inspection report was published in March 2013. The objectives of
our work are set out in Appendix A.

Our inspection comprised reviews of individual audit engagements and a review of the firm’s
policies and procedures supporting audit quality.

We reviewed eight audit engagements undertaken by the firm, of which two were further reviews of
audits reviewed in our last inspection. These related to FTSE 250, other listed and other major
public interest entities, with financial year ends between December 2012 and December 2013. Our
reviews were selected on a risk basis, utilising a risk model; each review covered only selected
aspects of the relevant audit. The further reviews included an assessment of the extent to which
our previous findings on that audit had been addressed.

Our responsibility is to monitor and assess the quality of the audit work performed by the UK firm.
Accordingly, our reviews of group audits covered the planning and control of the audit by the group
engagement team, including their evaluation of the adequacy of the work performed by component
auditors, and selected aspects of other work performed by the UK firm at group and/or component
level. Our reviews did not cover audit work relating to components undertaken by other firms within
or outside BDO’s international network.

Our review of the firm’s policies and procedures supporting audit quality covered the following
areas:

Tone at the top and internal communications
Transparency report

Independence and ethics

Performance evaluation and other human resource matters
Audit methodology, training and guidance

Client risk assessment and acceptance/continuance
Consultation and review

Audit quality monitoring

Other firm-wide matters

We exercise judgment in determining which findings to include in our public report on each
inspection, taking into account their relative significance in relation to audit quality, both in the
context of the individual inspection and in relation to any areas of particular focus in our overall
inspection programme for the relevant year. Where appropriate, we have commented on themes
arising or issues of a similar nature identified across more than one audit.

Further information on the scope of our work and the basis on which we report is set out in
Appendix A.

All findings requiring action set out in this report, together with the firm’s proposed action plan to
address them, have been discussed with the firm. Appropriate action may have already been taken
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by the date of this report. The adequacy of the actions taken and planned will be reviewed during
our next inspection.

The firm was invited to provide a response to this report for publication. The firm’s response is set
out in Appendix B.

We acknowledge the co-operation and assistance received from the partners and staff of BDO in
the conduct of our 2014/15 inspection.

1.2 Background information on the firm

BDO LLP is a UK limited liability partnership with 20 offices. The firm merged with PKF (UK) LLP
(“PKF”) in April 2013. The firm is a member of BDO International, a global network of firms using
common audit methodology and audit software. This report excludes the BDO Northern Ireland
firm, which is a separate partnership, and the Guernsey office, which has a separate audit
registration.

For the 52 weeks ended 4 July 2014, the firm’s turnover was £384 million, of which £129 million
related to audit work and other assurance services. There were a total of 279 partners, of whom 99
were authorised to sign audit reports, and 27 audit directors who were authorised to sign audit
reports’.

We estimate that the firm audited 109 UK entities within the scope of independent inspection as at
31 December 2013. Of these entities, our records show that 55 had securities listed on the main
market of the London Stock Exchange, including one FTSE 100 company and six FTSE 250
companies.

Audits of entities incorporated in Jersey, Guernsey or the Isle of Man whose securities are traded
on a regulated market in the European Economic Area are inspected by us under separate
arrangements agreed with the relevant regulatory bodies in those jurisdictions. The results of these
reviews are included in this report. Our records show that, at the time of our inspection, the firm
had four such audits, including one FTSE 100 company and one FTSE 250 company.

BDO supplies audit services to local authorities and the NHS (Local Public Audits — LPAs). Whilst
we review LPAs undertaken by firms, this is done under separate arrangements agreed with the
Audit Commission. The results of these reviews are not included in this report because the LPA
inspections fulfil a different purpose to those considered in this report. The reviews of LPAs form
part of the Audit Commission’s assessment of the quality of contracted out audits. The Audit
Commission publishes its assessment both in overall terms and individually by firm. The most
recent report is available on its website.

1.3 Overview

We focus in this report on matters where we believe improvements are required to safeguard and
enhance audit quality. We set out our key messages to the firm in this regard in section 1.4. While
this report is not intended to provide a balanced scorecard, we highlight certain matters which we
believe contribute to audit quality, including the actions taken by the firm to address findings arising
from our prior year inspection.

' As disclosed in the annual return to the ICAEW as at 31 December 2013
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The firm places considerable emphasis on its overall systems of quality control and, in most areas,
has appropriate policies and procedures in place for its size and the nature of its client base.
Nevertheless, we have identified certain areas where improvements are required to those policies
and procedures. These are set out in this report.

Our findings relating to reviews of individual audits, as set out in section 2, largely relate to the
application of the firm’s procedures by audit personnel, whose work and judgments ultimately
determine the quality of individual audits. In response to our prior year findings the firm took
several steps to achieve improvements in audit quality. In addition, following the merger, the firm
also considered whether any of the findings in relation to our inspections of PKF (UK) LLP were of
relevance to the merged firm and, where relevant, these were added to the firm’s action plan. This
included enhanced guidance, technical communications of our findings with actions required and
audit training on the recurring themes. However, a number of our more significant findings relate to
audit work performed in key areas of judgment such as valuations and accounting estimates.

1.4 Key messages

The firm should pay particular attention to the following areas in order to enhance audit quality and
safeguard auditor independence:

e Take further action to ensure that professional scepticism and challenge of management
are successfully embedded in the firm's culture.

e Strengthen the firm's quality control procedures related to the direction, supervision and
review of individual audits, including improving the effectiveness of Engagement Quality
Control Reviews.

e Take further and timely action to improve the audit of financial statement disclosures,
including cash flow statements and related party transactions.

e Ensure that all auditor's reports issued by the firm accurately describe the audit procedures
performed to address the audit risks.

¢ Improve the firm’s procedures to identify and assess breaches of both ethical standards
and the firm’s policies and to report these to the firm’s Risk and Quality Committee.
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2 Principal findings

The comments below are based on our reviews of individual audits and the firm’s policies and
procedures supporting audit quality.

21 Reviews of individual audits

We reviewed and assessed the quality of selected aspects of eight audits (2011/13: eight audits),
of which two were further reviews of audits reviewed in our last inspection to assess how findings
previously raised had been addressed (2011/13: one follow-up review was also undertaken).

Five of the audits we reviewed were performed to a good standard with limited improvements
required and two audits required improvements. One audit required significant improvements in
relation to the audit of the valuation of land and biological assets and the form of the audit opinion
issued. Further details are set out later in this section.

An audit is assessed as requiring significant improvements if we had significant concerns in
relation to the sufficiency or quality of audit evidence or the appropriateness of significant audit
judgments in the areas reviewed or the implications of concerns relating to other areas are
considered to be individually or collectively significant. This assessment does not necessarily imply
that an inappropriate audit opinion was issued.

The bar chart below shows our assessment of the quality of the audits we reviewed in 2014/15 with
comparatives for 2011/13 and 2009/11. The number of audits within each category is shown at the
top of each bar.

e a
100%
90% m2014/15
80% 2011/13
70% 5
60% - a m 2009/11
50% - 3
40% - 3
30% - 2 2 2
20% - —f—
10% -
Good with limited Improvements required Significant improvements
_ improvements required required )

Changes to the proportion of audits reviewed falling within each category from year to year reflect
a wide range of factors, which may include the size, complexity and risk of the individual audits
selected for review and the scope of the individual reviews. For this reason, and given the sample
sizes involved, movements from one period to the next are not necessarily indicative of any overall
change in audit quality at the firm.
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Findings in relation to audit evidence and judgments

Our reviews focused on the audit evidence and related judgments for material areas of the
financial statements and areas of significant risk. We draw attention to the following findings which
the firm should ensure are addressed appropriately in future audits.

The significance of these findings in the context of an individual audit reviewed, and therefore the
implications for our assessment of the quality of that audit, will vary. However, whatever the
implications for the specific audits reviewed, we nevertheless include the relevant findings in this
report if we consider them important in the broader context of improving audit quality at the firm.

Two of our reviews were further reviews of audits requiring significant improvement in our prior
inspection. Whilst the audit teams took appropriate steps to address the key issues that were
identified in the prior year, new issues arose such that our overall assessment of these audits was
that they required further improvement.

Professional scepticism

On six audits we identified concerns regarding the level of professional scepticism applied in key
audit areas. Whilst the firm has developed a number of initiatives intended to embed professional
scepticism in the culture of the firm, including improved training, our file review findings continue to
suggest that more needs to be done to achieve changes on individual audits.

On two audits there was insufficient challenge of the principal assumptions relating to asset
valuations and loan loss provisions.

On two audits reliance was placed on management’s explanations for variances arising on
substantive analytical review procedures without obtaining sufficient corroborative evidence.

For another two audits management were not requested to provide evidence that they had
performed an impairment review for capitalised development costs and freehold land to support the
disclosures in the financial statements that an annual impairment review had been performed.

Audit of disclosures

On three of the eight audits reviewed inadequate procedures were performed to agree the financial
statement disclosures to the underlying audit working papers and to ensure consistency with other
disclosures in the annual report. In one case a material subsequent event included in the directors’
report was not included in the financial statement disclosures and the disclosures of key
assumptions used in a valuation model did not accurately report the actual assumptions used in
the model. In another case an incorrect discount rate was disclosed which was not checked to the
discount rates audited and reported on by the component auditor. These issues were not identified
by the audit team.

On another audit there was inadequate evidence to support the disclosure of various items of
income and expenses as exceptional, other income or discontinued operations.

Related party transactions
We reviewed the audit procedures performed in relation to related party transactions on three

audits. We identified issues on two of these audits, including the adequacy of audit evidence to
support the completeness of related party disclosures; a failure to obtain third party confirmation of
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related party transactions and inadequate consideration of whether transactions were on an arm’s
length basis.

On another audit we identified that a material amount was due from a related party. There was
inadequate consideration of the business rationale for the transaction and disclosure was omitted
from the financial statements. Users of the financial statements were therefore unaware of the
related party nature of this balance.

IT controls testing

We reviewed the testing of IT controls on one audit. We considered that inquiry procedures alone
were insufficient to determine whether there were any changes to the design of IT general controls
and insufficient testing of IT general controls was performed. Insufficient evidence was obtained
over joiner and leaver controls, the controls over the completeness of certain balances, the
appropriateness of access rights and to confirm that it was still appropriate in the current year to
rely on the system generation of a report that was tested in previous years.

Lack of evidence of consultations

Audit teams are required to consult with the firm’s technical specialists or Ethics Partner in certain
circumstances. On three audits, where there were consultations, evidence of these consultations
was either lacking or inadequate, as follows:

e The outcome of a consultation with the Ethics Partner regarding non-audit fees exceeding
audit fees was not recorded on the audit file.

e There was limited evidence of the consultation process undertaken on the wording of a
qualified audit report, other than a brief exchange of emails recorded on the audit file.

e A consultation regarding cash settled share based payments was only recorded in the final
conclusions reported to the Audit Committee. The audit file did not include the detailed
evidence supporting the conclusions reached.

Auditor’s reports

UK auditing standards introduced a requirement for extended audit reports for listed and certain
other entities® with effect from September 2013 year ends. The audit report is now required to
include a description of those assessed risks of material misstatement which have the greatest
effect on the audit, an explanation of how the concept of materiality was applied and an overview
of the scope of the audit. The firm introduced detailed guidance and additional quality control
procedures in this area.

Three of the audits we reviewed were subject to these new requirements. For two of these, the
nature and amount of audit work described in the audit report was inconsistent with the actual work
performed. For example, the auditor’s report was factually incorrect by referring to controls testing
relating to revenue that had not been performed.

On another audit, the auditors’ report included a ‘limitation of scope’ qualification on the basis that
the audit team were unable to obtain sufficient audit evidence regarding the application of
accounting standards in relation to the carrying value of certain of the group’s assets, due to

2 Entities which apply the UK Corporate Governance Code.-
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ongoing enquiries by the FRC’s Corporate Reporting Review team. However, in our view, the
available evidence was sufficient and the audit team should have been able to conclude whether or
not they agreed with the group’s application of accounting standards and expressed either an
unqualified or adverse audit opinion, as appropriate, in accordance with the requirements of
auditing standards.

Journal testing

On five out of six audits we noted various weaknesses in the audit of journals. On two audits there
was insufficient justification of sample sizes; on three audits there was a lack of explanation for the
risk characteristics used to select journals for testing; on one audit management’s explanations
were not challenged and in another audit supporting evidence for the journals tested was not
obtained.

Other findings
Supervision and review of audit work

On three audits the review procedures did not identify erroneous comments on the audit file which
had a potential impact on either the audit procedures required, the accounting treatment in respect
of material balances or independence considerations. On another audit, inadequate supervision
and review led to a failure to identify errors in a document, prepared by the audit team, to audit the
valuation of intangible assets. In all these cases, more thorough and sceptical review procedures,
by the appropriate members of the audit team, may have identified some of these matters.

On one audit there was insufficient evidence of the nature, timing and extent of the EQCR review
and on two audits the EQCR sign off on the electronic audit file was delegated to other members of
the audit team.

Independence and ethics - long involvement of the audit engagement partner

For one audit, at the request of the Audit Committee and with agreement of the firm’s Ethics
Partner, the audit engagement partner’s involvement in the audit was extended to a seventh year,
to safeguard the quality of the audit (as permitted by Ethical Standards). There was no evidence
that the intended safeguard to the familiarity threat, the EQCR, had expanded the scope of his
review of the audit work to address this threat.

Communications with the Audit Committee

We assessed the reporting to the Audit Committee in all of the audits we reviewed. This was
generally of a good standard, although in two audits the reporting of independence matters
required improvement. In one audit, the report to the Audit Committee did not explain the
safeguards that had been applied to address the threats arising from the partner's long
involvement. In another audit, the audit team reported to the Audit Committee that the safeguard to
address threats to independence arising from providing tax compliance services to the audited
entity was the use of a separate tax team. This was incorrect as all or some of the tax compliance
team were also used to assist in the audit of the tax disclosures included in the financial
statements. Consequently, the Audit Committees were not in a position to assess the adequacy of
the safeguards put in place.
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2.2 Review of the firm’s policies and procedures

Policies and procedures are developed by BDO International, with significant input from the UK
firm. Following the merger with PKF a detailed integration plan was implemented for full completion
by December 2013. Audits performed by PKF were to be undertaken under the BDO International
audit methodology and audit software from December 2013 year ends and supplemental guidance
and policies were harmonised for the merged firm.

The firm’s strategy is focused on mid-market leadership. The strategy of the audit practice
emphasises audit quality, profitable revenue growth and the skills of the individual. The firm has
developed its Audit Quality Framework which summarises how the firm creates the right
environment and provides the necessary infrastructure to deliver audit quality. We were informed
that the firm does not use off-shore centres to conduct audit work.

Improvements made since our last inspection

The firm has taken action in response to our last inspection findings and improved its procedures in
certain areas. In addition, the firm considered the findings and actions arising from the last PKF
(UK) LLP inspection and, where appropriate, incorporated these into the action plan for the merged
firm.

We previously reported that BDO’s partner objectives and the firm’s Audit Stream Business Plan
included unacceptable references to cross-selling of non-audit services to the firm’s audited
entities. The firm amended its partner appraisal forms and withdrew this Business Plan. Following
the PKF merger, an interim strategy was put in place. A new Head of Audit was appointed in March
2014 and a new three year Audit Stream Strategy, as referred to above, was launched. This
strategy makes no reference to cross-selling and includes an appropriate focus on risk and quality.
Audit quality is a standing agenda item for the firm’'s Leadership Team and the Audit Stream
Executive and the firm has considerably strengthened its internal communications about audit
quality.

The firm issued revised guidance on the audit of letterbox companies which clarified the
responsibilities of the UK audit engagement partner and other team members, including those
based overseas. Where the UK firm directly audits less than 50% of the group, the firm requires
audit teams to obtain approval for their planned audit strategy from the central technical team.

The firm rolled out enhanced training on professional ethics to all partners and staff. Partners’
individual risk and quality ratings have been updated to improve the linkage with partner
remuneration. Audit quality failures and partners’ personal ethical breaches are now considered in
determining the risk and quality ratings and a fining structure has been implemented.

Since our last inspection, the firm has established a Public Interest Committee.

Prior year findings not adequately addressed

The following prior year findings have not been adequately addressed by the firm:

Internal quality review findings

Four of the firm’s Audit Quality Assurance Reviews (‘AQAR’) did not adequately explain how it was

concluded that audits were performed to an acceptable standard, given the nature and number of
significant issues raised in the reports to the audit partner.
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The firm’s definitions for audits classified as ‘acceptable’ or ‘requiring significant improvement' are
at a high level and further guidance may be helpful to assist reviewers in assessing the grade
awarded. Consideration should be given to whether the current pass or fail grade structure
provides a suitable framework to assess the results of the AQAR reviews.

Rotation — long association with non-public interest entities

The firm has 16 non-public interest audits (all legacy PKF) where the audit partner has been
involved for over 20 years. In each audit an engagement quality control review partner was
appointed as a safeguard to address the threats arising from this long association. Whilst this
figure has reduced since our previous PKF inspection, the firm should require these audits to be
rotated to another partner as soon as practicable. We understand that the firm is implementing new
procedures in this area and in future will not allow this situation to occur. We will continue to
monitor this in our next inspection.

Current year findings

We identified certain further areas where improvements to the firm’s policies and procedures are
required, as set out below.

Rotation monitoring

The audit partners for two listed entity audits had served for six years. The status of these entities,
which had non-traded listed debt, had not been promptly identified by the firm. As a result, they
were not recorded on the firm’s central rotation records for listed entities, the rotation time limits as
listed entities were not being monitored and extensions to serve beyond five years were not
requested or approved, contrary to the requirements of ethical standards.

Investments made by partners and staff in prohibited entities

The firm identified a number of instances where partners and staff held investments in entities on
the firm's prohibited entities list. None of these instances involved audit partners. In a few cases,
where they related to partners, the firm referred these matters to the appropriate regulatory
committee. In some cases partners had made investments in prohibited entities prior to consulting
the prohibited entity listing or were unintentionally holding these investments through discretionary
management arrangements. The firm strengthened its guidance and training to prevent further
occurrences.

The firm is planning to introduce a system to check financial interests declared on individuals’
annual declarations and a number of different approaches are being considered. The firm should
ensure that this system is introduced promptly.

Senior audit team members taking employment at their audited entities

We identified one instance where a senior manager joined their own audit client as financial
controller but only notified the firm on acceptance of the position, following which she was
immediately removed from the audit team. However, ethical standards require senior audit staff to
notify the firm as soon as there is a potential employment opportunity with an entity they audit, as
objectivity and independence may be threatened when an individual knows, or has reason to
believe, that he or she will or may be joining the audited entity. Senior audit staff should be
reminded of the requirement to notify the firm of any situation involving their potential employment
at an entity they audit.
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To address the threats to objectivity and independence, a manager, new to the firm, reviewed the
work performed by the resigning senior manager and completed the remaining audit work.
However, it was not explained why this was considered to be appropriate as ethical standards
indicate that this should be performed by a more senior audit professional.

Assessing whether there have been breaches of ethical standards

The Ethics Partner reports significant breaches to the firm’s Risk and Quality Committee and a few
instances where partners had breached ethical standards relating to financial interests were
reported. Our review of the firm’s ethical consultations identified a number of other breaches of
ethical standards or the firm’s policies which were not formally identified as breaches and were not
reported to the firm’s Risk and Quality Committee. At the time of our review the firm did not
maintain a central list of ethical breaches and the log of ethical consultations did not always state
whether the matter reported is actually or potentially a breach of either ethical standards or firm
policy; whether the breach had been satisfactorily remedied or whether any further course of action
were taken (for example, to report it to the Risk and Quality Committee, the appropriate regulatory
authorities or whether the individual was sanctioned).

The firm should consider how it identifies, assesses and reports all breaches of firm’s policies and
ethical standards.

Audit of cash flow statements

The firm’s AQAR team commenced a programme of thematic reviews and in August 2014 the firm
reported to partners and staff that the findings of its first thematic review into the audit of cash flow
statements were generally unsatisfactory. The firm’s actions were to add specific tests to the library
for audit teams and to develop training. A ‘self-teach’ module on preparing cash flows and an ‘on
demand’ workshop on auditing cash flows are being rolled out in early 2015 and staff will be
directed to complete these, if necessary, as a training need. There is a risk that staff training needs
will not be identified until staff appraisals are performed in the Summer 2015 which is too late for
improvements to be made in the audit of cash flows for December 2014 year end audits. Whilst the
introduction of thematic reviews as part of the firm’s internal quality monitoring is a positive step for
improving audit quality, the firm must ensure that where the overall conclusions are unsatisfactory,
appropriate action is taken on a timely basis.

Partner appraisals and remuneration - Risk and Quality gradings

Where partners are assessed as 'improvement required' for Risk and Quality (‘R&Q’), the firm will
levy a fine (for example, if they have failed an internal or external quality review or have breached
ethical standards). One of the 16 partners who received an unacceptable AQAR grade was
awarded an overall ‘meets requirements’ R&Q grade and therefore was not subject to a fine. The
assessment did not adequately explain why, despite the unacceptable AQAR grade, the R&Q
standards were concluded to have been met.

Consideration of EQCR involvement in audits graded as unsatisfactory

For two listed audits graded as unsatisfactory in the firm’s AQAR, no action was considered in
respect of the EQCRs. Where an EQCR is involved, the reviewer should consider whether the
matters raised should or could have been identified and dealt with by the EQCR and, where this is
the case, the unsatisfactory grading should be considered in their annual risk and quality
assessment.
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Other matters
Bank and building society audits

In December 2013 the FRC announced that during 2014 it would perform a thematic review of the
quality of bank and building society audits, focusing on the audit of loan loss provisions and related
IT controls. The thematic review sought to identify why progress in improving audit quality in these
areas had been slow and what further action was needed to achieve the necessary improvements.
As part of the thematic review, we reviewed the policies and procedures applied by the firm in
conducting bank and building society audits.

We conducted a review of firm-wide procedures established to support the firm’s financial services
audit practice. We note that the firm has made significant improvements in addressing concerns
raised previously by Audit Quality Review, either through the introduction of additional initiatives or
increased leadership focus on loan loss provisioning and related IT controls.

At the time of our review, the firm did not have monitoring procedures in place to ensure that all
banking audit personnel attend relevant training courses.

The FRC published a report in December 2014 setting out the principal findings of the thematic
review and identifying key messages arising for both auditors and audit committees.

Transparency report

We reviewed the firm’s transparency report for the year to 4 July 2014, which was published in
November 2014. We assessed whether the information in the report was consistent with our
understanding of the firm’s quality control and independence procedures and did not identify any
inconsistencies.

In common with certain other major audit firms, the firm’s transparency report was enhanced to
identify factors which contribute to audit quality. The report included details of the firm’s Quality
Framework and information on a number of audit quality indicators, including external
investigations, the results of internal and external quality reviews and actions taken in response,

training investment and the output from partner and employee surveys. We believe this is a
positive development.

Andrew Jones
Director

Audit Quality Review
FRC Conduct Division

29 May 2015
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Appendix A — Objectives, scope and basis of reporting
Scope and objectives

The overall objective of our work is to monitor and promote improvements in the quality of auditing.
As part of our work, we monitor compliance with the regulatory framework for auditing, including
the Auditing Standards, Ethical Standards and Quality Control Standards for auditors issued by the
FRC and other requirements under the Audit Regulations issued by the relevant professional
bodies. The standards referred to in this report are those effective at the time of our inspection or,
in relation to our reviews of individual audits, those effective at the time the relevant audit was
undertaken.

Our reviews of individual audit engagements and the firm’s policies and procedures supporting
audit quality cover, but are not restricted to, the firm’s compliance with the requirements of relevant
standards and other aspects of the regulatory framework. Our reviews place emphasis on the
appropriateness of key audit judgments made in reaching the audit opinion together with the
sufficiency and appropriateness of the audit evidence obtained. We also assess the extent to
which the firm has addressed the findings arising from our previous inspection.

We seek to identify areas where improvements are, in our view, needed in order to safeguard audit
quality and/or comply with regulatory requirements and to agree an action plan with the firm
designed to achieve these improvements. Accordingly, our reports place greater emphasis on
weaknesses identified which require action by the firm than areas of strength and are not intended
to be a balanced scorecard or rating tool.

Our inspection was not designed to identify all weaknesses which may exist in the design and/or
implementation of the firm’s policies and procedures supporting audit quality or in relation to the
performance of the individual audit engagements selected for review and cannot be relied upon for
this purpose.

The professional accountancy bodies in the UK register firms to conduct audit work. Their
monitoring units are responsible for monitoring the quality of audit engagements falling outside the
scope of independent inspection but within the scope of audit regulation in the UK. Their work,
which is overseen by the FRC, covers audits of UK incorporated companies and certain other
entities which do not have any securities listed on the main market of the London Stock Exchange
and whose financial condition is not otherwise considered to be of major public interest. All matters
raised in this report are based solely on the work which we carried out for the purposes of our
inspection.

Basis of reporting

We exercise judgment in determining those findings which it is appropriate to include in our public
report on each inspection, taking into account their relative significance in relation to audit quality,
in the context of both the individual inspection and any areas of particular focus in our overall
inspection programme for the year. Where appropriate, we have commented on themes arising or
issues of a similar nature identified across more than one audit.

While our public reports seek to provide useful information for interested parties, they do not
provide a comprehensive basis for assessing the comparative merits of individual firms. The
findings reported for each firm in any one year reflect a wide range of factors, including the
number, size and complexity of the individual audits selected for review which, in turn, reflects the
firm’s client base. An issue reported in relation to a particular firm may therefore apply equally to
other firms without having arisen in the course of our inspection fieldwork at those other firms in the
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relevant year. Also, only a small sample of audits is selected for review at each firm and the
findings may therefore not be representative of the overall quality of each firm’s audit work.

The fieldwork at each firm is completed at different times during the year and rigorous quality
control procedures are applied. These procedures include a peer review process at staff level and
a final review by independent non-executives who approve the issue of all reports. These
processes are designed to ensure both a high quality of reporting and that a consistent approach is
adopted across all inspections.

We also issue confidential reports on individual audits reviewed during an inspection. While these
reports are addressed to the relevant audit engagement partner or director, they are copied to the
chair of the relevant entity’s audit committee (or equivalent body).

Purpose of this report

This report has been prepared for general information only. The information in this report does not
constitute professional advice and should not be acted upon without obtaining specific professional
advice.

To the full extent permitted by law, the FRC and its employees and agents accept no liability and

disclaim all responsibility for the consequences of anyone acting or refraining from acting in
reliance on the information contained in this report or for any decision based on it.
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Appendix B — Firm’s response

The firm’s response is on the following page
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IBDO

Andrew Jones 12 May 2015
Director

Audit Quality Review Our ref: 000/SK/NG
FRC Conduct Division
8th Floor

125 London Wall
London

EC2Y 5AS

Email: scott.knight@bdo.co.uk

Dear Mr Jones
BDO LLP Audit Quality Inspection Report 2014/2015

We are pleased to have the opportunity to respond to the 2014/2015 Audit Quality Review
Inspection report for BDO LLP.

The firm has audit quality at the top of its agenda and we welcome the acknowledgement that
we have taken steps to improve audit quality as a result of findings in previous reviews. The firm
describes in detail our commitment to audit quality in our latest Transparency Report which is
available on our website: www.bdo.co.uk.

We welcome the insights provided by the review team which are a very important contribution to
our focus on continuous improvement in audit quality. We acknowledge that additional
improvements are required in certain areas and we have already made substantial inroads into
our action plan responding to the findings of this report.

We would like to record our thanks to the review team for the professional way in which they
conducted the review.

Yours sincefe|

el o

Scott Knight
Head of Audit

BDO LLP



Financial Reporting Council
8th Floor

125 London Wall

London

EC2Y 5AS

+44 (0)20 7492 2300

www.frc.org.uk





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




