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We have to say that the FRC report1 into PwC’s behaviour as auditor to BHS is staggering. It 
is a sanitised report at that and, for us, is one of the most damning documents of totally 
unprofessional and mischievous behaviour, some of it deliberate so it appears, that the three of 
us have ever seen post Enron. With Carillion it is a question of judgement and scepticism. With 
BHS, the behaviour of PwC fall significantly over that of KPMG (& Deloitte) and Carillion 

Initially, Sir Philip Green sought an injunction to block the publication of the detailed FRC 
reports on BHS in June 2018. He argued that the reports serious criticisms could cause Taveta 
Group (the original holding company of BHS) and/or its directors potentially irreparable harm. 
However, a judge rejected this application. The report makes it clear it does not contain any 
findings on BHS after the 2014-15 audit, or on anyone other than PwC and Steve Denison (the 
PwC audit engagement partner), in charge of auditing Taveta Group and BHS.  

Sanctions 
The sanctions, already discussed, were for PwC:  

a) a fine of £10m (reduced to £6,5m for quick settlement);
b) a severe reprimand;
c) a condition that PwC monitor and support its Leeds Audit Practice and provide detailed

annual reports about that practice to the FRC for the next three years; and
d) an undertaking by PwC to review and amend its policies and procedures to ensure that

audits of all non-listed high risk or high-profile companies (including private
companies which employ at least 10,000 individuals in the UK) are subject to an
engagement quality control review.

For the PwC partner Steve Denison:  
a) a fine of £500,000;
b) a severe reprimand;
c) a condition not to perform any audit work for a period of 15 years; and
d) an undertaking by Mr Denison to remove his name from the register of statutory

auditors and not to apply to have his name re-entered on the register for a period of 15
years.

1 Financial reporting Council, 2018, Settlement documents in relation to the 2014 audits of BHS and the Taveta 
Group, “BHS Particulars of Fact and Acts of Misconduct”, 15 August 2018. 
Available at: 
https://www.frc.org.uk/getattachment/433f3df8-d0ef-456b-8a26-aeb55f65489b/BHS-Particulars-of-Fact-and-
Acts-of-Misconduct.pdf 
Accessed August 2018.
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Failings 
As Oliver Shah commented in the Sunday Times2:  

Failings by the audit giant PwC meant that accounts for the department store BHS 
contained “incomplete, inaccurate and misleading” statements about its ability to 
continue as a going concern after its £1 sale by Sir Philip Green, according to a damning 
report. 

 
But the actual details at face value seem worse. We will go through hem as it raises some 
interesting points. The audit of Taveta Group seems to have been inter-linked with that of BHS. 
Taveta Investments is effectively controlled by Sir Philip Green – his wife, Christina (Tina) 
Green owns 88% of the shares.  

The FRC’s verdict3 on PwC’s handling of BHS indicated that the firm should have concluded 
that a material uncertainty existed about BHS’s ability to survive outside Taveta, the holding 
company for Green’s high street empire. The FRC’s report is part of the issues arising from Sir 
Green’s decision to sell BHS in 2015 to Dominic Chappell for £1 and the cancellation of a 
number of loans. One year later BHS failed with a £571m hole in its pension fund. 

The audit included Taveta Investments, Taveta 2, Arcadia, BHS, Top-Shop, Top-Man, Dorothy 
Perkins, Burton, Wallis, Evans, Miss Selfridge, Outfit, Warehouse and others. The FRC reports 
commented that at the time of audit BHS had been loss making for a number of years and was 
being supported by the Taveta group. In addition, it had very significant deficits in its two 
defined-benefit pension schemes in relation to which it had been engaging with the Pensions 
Regulator. During the audit the auditors become aware of the likely sale of BHS.  
  
Timing 
The audit reports were signed on behalf of PwC on Monday 9 March 2015 and 2 days later on 
11 March 2015 the BHS Group was sold. On 25 April 2016, BHS was put into administration 
with a deficit of in its pension scheme of £571m.   
 
Fees for the Taveta Group  
Audit fees in 2014 = £355,000 
Non-audit fees  in 2014  = just under £3m (over may be well over). 
The value of non-audit services that PwC sold to the Taveta Group therefore exceeded the 
value of the audit services that it sold to the Taveta Group by a factor of eight.   
 

                                                 
2 Shah, O., 2018, “Watchdog FRC savages BHS auditor PwC: Damning verdict on PwC and partner in charge of 
Philip Green’s accounts”, The Sunday Times, 12 August 2018. 
Available at: 
https://www.thetimes.co.uk/article/watchdog-frc-savages-bhs-auditor-pwc-xrp0q985x 
Accessed August 2018. 
 
 
 
3 Op. Cit. Financial reporting Council, 2018. 
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Some of this work had a contingency fee basis (e.g. pensions scheme). The fees generated from 
this non-audit work risked inappropriately influencing the auditors’ judgment or behaviour. 
 
Supervision and review 
Apart from Steve Denison there were two other personnel in PwC’s Engagement Team i. These 
included the Audit Senior Manager (“A”) and the Audit Manager (“B”).  A was not involved 
in the final stages of the BHS audit, which had been brought forward to accommodate the sale 
unknown to B, whom actually did most of the work without much supervision 
 
Steve Denison recorded 1 hours work for the audit of BHS and 2 hours for the Taveta Group. 
A recorded only 7 hours work. B recorded 29.25 hours and the remaining members who were 
junior to B recorded 114.6 hours. At that time B was considered to be very junior and had no 
knowledge of the reason for speeding up the audit or the proposed sale of BHS. She thought 
that BHS would continue to be supported by the Taveta Group. It appears from the FRC 
evidence that there was in effect no review of the final accounts of the Taveta Group.  
 
So the FRC report criticises PwC for having too junior staff, a lack of supervision, and 
insufficient review of the working papers, and insufficient review of the final accounts.  
 
Independence and Objectivity 
This is a list of the FRC complaints: 
1) the auditors failed to guard against the self-interest threat created by the substantial fees 

they generated in providing non-audit services to the Taveta Group: 
a) The fact that consulting earnings dominated all else and was run by the same audit 

engagement partner. 
b) The contingency fee… 
c) The fees generated from this non-audit work risked inappropriately influencing the 

auditors’ judgment or behaviour, contravening the ICAEW ethical standards. 
2) The auditors failed to guard against the familiarity threat created by the non-audit work 

they performed for the Taveta Group: 
a) The auditors undertook a substantial amount of non-audit work for the Taveta Group.  
b) Steve Denison, A and B were involved in performing this non-audit work.   
c) Steve Denison was the single point of contact at PwC for Sir Philip Green and had a 

central role in the provision of non-audit services generally.   
d) Steve Denison had a long or close business association with the client.  In describing 

his role in 2013, Steve Denison  said that he had “had a particularly busy year with 
Arcadia, helping them with a number of key projects”, including: “Disposal of 25% of 
Top Shop”, where he had “managed to agree [PwC’s] fees at the full amount of 
£700,000”; “Dealing with the Arcadia and Bhs pension scheme deficits”; 
“Reorganising the group structure”; and “Delivering creative ideas around the use of 
property assets”.  In 2014, Steve Denison stated: “I continue to receive great feedback 
from the senior people at my clients (Sir Philip Green and Paul Budge at Arcadia and [  
]). As a result, the incidence of them asking the other firms for help or advice is very 
limited.” 
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These circumstances, the FRC claimed, gave rise to the risk that Mr Denison and his team were 
too close to the management of the Taveta Group, with the result that there existed a threat to 
their objectivity and independence.  
 
The FRC claimed that the auditors should have identified these threats and applied safeguards 
namely: (a) consultation with an ethics partner and/or (b) the appointment of an independent 
partner on the audit (i.e. an engagement quality control reviewer), and/or c) they should also 
have considered a complete separation of teams. 
 
Going concern 
Normally management must make an assessment of a company’s ability to continue as a going 
concern. The FRC pointed out that in previous years, the Taveta Group had provided BHS and 
BHS Group with financial support. On this basis management had prepared financial 
statements on a going concern basis. For 2014, the auditors had not obtained a going concern 
assessment from management. And they had not obtained an assessment of how BHS was 
likely to remain a going concern in the event it was sold and no longer receiving support from 
the Taveta Group.  
 
The FRC also had a number of specific criticisms. For example among others: 

 BHS had significant net liabilities, its turnover had been decreasing for several years, 
and it was recording substantial losses.  

 BHS had had to make provision for loss-making stores.  
 BHS had very significant deficits in its defined-benefit pension schemes.   
 The sale of BHS meant that Taveta’s support would fall away. 

 
The FRC were even more damning: 

Further, the disclosures in the financial statements of BHS Group and BHS were 
incomplete, inaccurate and misleading because the financial statements for BHS Group 
stated that the going concern assumption was appropriate “as Taveta Investments No. 
2 Limited… has given an undertaking to provide the Company with continuing 
financial support”.  The financial statements of BHS stated the going concern basis was 
appropriate because of the continued financial support of Taveta 24. 

 
In fact, however there was no such unqualified undertaking. And at the time the audit report 
was signed the auditors knew that, within a matter of days, BHS were likely to be sold, and 
would cease to be under the control of Taveta. 
 
Impairment of fixed assets 
The FRC criticised the impairment review and the optimistic assumptions have experienced 
losses for many years. At the planning stage, the auditors deemed impairment of assets and 
investments to be an area of significant risk and in October 2014, reviewed management’s 
impairment review. The FRC claimed that the auditors failed to apply sufficient professional 
scepticism and obtain sufficient appropriate audit evidence. And the auditors failed adequately 

                                                 
4 Ibid, Paragraph 43 page 9.  
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to understand and to test many of management’s assumptions and estimates. Ultimately the 
FRC concluded: 

 management’s impairment review was based on assumptions and estimates, 
management’s impairment review was based on assumptions and estimates. 

 the auditors failed to apply professional scepticism when assessing management’s 
forecasts and estimates; and 

 the auditors failed to obtain sufficient appropriate audit evidence to draw a reasonable 
conclusion that fixed assets were not impaired and that BHS’s financial statements gave 
a true and fair view. 

 
Other liabilities 
There was no mention of the sale of BHS for £1 even though the sale occurred on 11 March 
2015 and the financial statements were signed two months later on 21 May 2015. 
 
The financial statements for Arcadia included a debt due from BHS of £236.5 million at 30 
August 2014, indicating that this amount would be received from BHS. However, as part of 
the sale on 11 March 2015, Arcadia wrote off £216.8 million of this debt.   Therefore, by the 
time the audit report for Arcadia was signed on 21 May 2015, it was known that this amount 
would not be paid. There was, however, no reference in Arcadia’s 2014 financial statements to 
the sale nor to the debt being written off. 
 
Income statement 
We will not go into details but the FRC concluded that the auditors did not obtain sufficient 
appropriate evidence regarding revenue, cost of sales and operating expenses to draw a 
reasonable conclusion that these figures were not materially misstated.  They considered the 
income statement primarily from the perspective of the Taveta Group.  They failed to give 
proper consideration to the position of subsidiary undertakings.  The auditors did not have 
enough evidence to confirm whether BHS had made a profit or a loss.   This was a particularly 
serious failing in circumstances where the auditors knew that BHS was likely to be sold out of 
the group. 
 
There were manually adjusted entries in the accounts. One adjustment nicknamed the Burton 
adjustment added £70m to BHS’s turnover. There was nothing in the audit to describe this 
adjustment or to verify it in any way. There were queries over in-store concessions (by 
Mothercare and others). A sum of £22m had been added to costs instead of revenue.   The FRC 
criticised the PwC work for a) inadequate work on controls testing, b) there were no substantive 
tests on two thirds of the operating expenses (£484m), c) A substantial amount of BHS’s cost 
of sales, and all of its operating expenses, were made up of intra-group charges recorded using 
manual adjustments, and d) misclassification of intra-group concession income.     
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Integrity 
The FRC concluded that Steve Denison agreed to back-date his audit opinion relating to the 
financial statements of BHS.  He then attempted to conceal or obfuscate the truth about when 
the audit was completed by making a false statement on PwC’s electronic audit file. 
 
BHS report conclusion 
The above is just a snapshot of the FRC’s report and a sanitised report at that. The feeling is 
that the unsanitised report was even more damming than the published one. The press 
comments are legion. The FT headline5 was:  

‘PwC - UK watchdog issues damning report on PwC’s work for BHS: Financial 
Reporting Council caves to political pressure to publish full report’.  

Oliver Shah from the Sunday Times6 had this headline:  
‘Oliver Shah: BHS auditor paid the price for others’ failures’ and ‘Watchdog FRC 
savages BHS auditor PwC: Damning verdict on PwC and partner in charge of Philip 
Green’s accounts’. 

As  reported by the FT7, the comment from Steve Denison of PwC was: 
“FRC decision and [regretted] the mistakes that led to it. It’s heartbreaking to finish a 
previously unblemished 30-year career at PwC in this way.” 

 
The FT8also  reported that PwC said: 

“We are sorry that our work fell well below the professional standards expected of us 
and that we demand of ourselves. This is unacceptable and we agreed the settlement 
recognising that it is important to learn the necessary lessons...Whilst the failings did 
not contribute to the collapse of BHS over one year later, they were serious.” 

 
A remarkable apology but the interesting issues is that despite the admitted faults, people’s 
memory of such has largely disappeared. Not so Carillion – perhaps because of the knock-on 
effects on employment and government actions. And perhaps because BHS was some time ago 
now. 
 

                                                 
5 Marriage., M., 2018, “PwC - UK watchdog issues damning report on PwC’s work for BHS: Financial Reporting 
Council caves to political pressure to publish full report”, The Financial Times, 15 August 2018. 
Available at: 
https://www.ft.com/content/85e00736-a072-11e8-85da-eeb7a9ce36e4 
Accessed August 2018. 
6 Shah, O., Both articles from The Sunday Times, 12 August 2018. 
Available at: 
https://www.thetimes.co.uk/article/oliver-shah-bhs-auditor-paid-the-price-for-others-failures-23tss9099 
https://www.thetimes.co.uk/article/watchdog-frc-savages-bhs-auditor-pwc-xrp0q985x 
Accessed August 2018. 
7 Op. Cit, Marriage 2018. 
8 Op. Cit, Marriage 2018. 


