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AUDIT MARKET INVESTIGATION 

Evidence relating to the selection process: 
tendering, annual renegotiations and switching 

Summary 

1. In this working paper we compile information principally provided by the audit firms 

on how FTSE 350 companies select their auditors and then manage this relation-

ship.1 We identify how companies choose their auditor, who is involved in and takes 

this decision, what they perceive to be their options, and what might trigger a 

company to tender or switch auditor. 

2. We think the key initial indications are as follows: 

(a) In the vast majority of cases, audit firms gain FTSE 350 engagements by partici-

pating in competitive tenders. The exceptions to this are typically following 

mergers or demergers, or when companies enter in the FTSE 350 and do not 

switch auditor. 

(b) Tenders are infrequent. Only 4 per cent of FTSE 350 companies (both FTSE 100 

and FTSE 250) tender their audit each year. 

(c) The Big 4 audit firms are more likely to be invited to tender than non-Big-4 firms. 

Big 4 firms have been invited to tender twice as often as non-Big-4 firms. 

(d) The costs to the audit firm of participating in competitive tenders are usually high. 

Tender preparation can take between one and three months and requires a 

considerable amount of senior staff involvement. The costs of tender preparation 

are proportionate to the size and complexity of the audit, and on average repre-

sent roughly 20 to 60 per cent of the first year’s audit fees. In some circum-

stances they might be higher, and can be higher than the proposed first year fee. 

(e) Annual reappointments are typically a standardized process in which companies 

may or may not challenge firms’ proposals regarding the scope and fee for the 
 
 
1 See section on sources and data (paragraph 9ff) for further details on the material covered in this paper.  
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following year’s audit. During annual reappointments companies usually discuss 

the scope of the audit and the fee level. The company may carry out a bench-

marking exercise. In some circumstances the company may threaten to tender 

the engagement, or use other firms’ proposals to challenge the incumbent. We 

observe that when companies have adopted these strategies, this has led to a 

reduction in the proposed audit fee. 

(f) A small minority of firms switch each year. On average, each year 3.3 per cent of 

FTSE 350 companies switched auditor over the period 2000 to 2011. The 

average tenure is roughly 11 years. Among FTSE 100 companies the switching 

rate is lower at 2.4 per cent a year over the same period and average tenure is 

roughly 13 years.2 

Introduction 

3. In this working paper, we set out the information provided in responses to the market-

ing and financial questionnaires (MFQs) and the documentary evidence we have 

relating to the selection of auditors, the (re)negotiation of the terms of engagement, 

and the analysis of tender data provided by the firms.  

4. We have extracted from the tender documents information on how the tender 

process works, how likely it is that a firm will be invited to tender, how costly it is for 

firms to participate in competitive tenders and for companies to organize a tender, 

and the characteristics of the winning firms. 

5. We have evidence on the reappointment process, who is involved in this process, the 

scope of the negotiations, the criteria used for the evaluation of them, and the 

information available to customers.  

 
 
2 See also the switching costs working paper: 

 www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/switching_costs.pdf.  

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/switching_costs.pdf
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6. We have undertaken some analysis of tender data submitted by firms. The data 

submitted is fragmented and has numerous gaps. Firms were not able to provide 

information regarding all the tenders in which they had participated and we took this 

into account when interpreting the results. 

7. Finally, we study the pattern of switching in the market. We investigate the circum-

stances that lead to switching and analyse observed switching behaviour. 

8. The structure of the paper is as follows: 

(a) a description of the data and sources of information;  

(b) information extracted in relation to the occasions where an audit firm has gained 

a client outside a formal tender process;  

(c) information extracted in relation to formal tenders for FTSE 350 audits;  

(d) information extracted in relation to annual renegotiations of the terms of engage-

ment for FTSE 350 audits;  

(e) tender data analysis; and 

(f) information extracted in relation to switching in the supply of audit services to 

FTSE 350 companies. 

Sources and data 

Sources 

9. The findings set out in this paper are largely based on the material submitted by firms 

responding to the MFQ. In particular: 

(a) firms’ responses to the MFQ regarding existing clients and former clients; 

(b) 42 invitation to tender letters received by firms;  

(c) 150 tender proposals submitted by firms; and 

(d) 212 examples of annual reappointment negotiations. 
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10. In this paper we do not cover evidence from the survey and the case studies. 

Tender data request 

11. We asked the Big 4 firms (Deloitte LLP (Deloitte), Ernst & Young LLP (EY), KPMG 

UK (KPMG) and PricewaterhouseCoopers LLP (PwC)) and the non-Big-4 firms (BDO 

LLP (BDO), Grant Thornton UK LLP (GT), Mazars LLP (Mazars), Baker Tilley and  

PKF (UK) LLP (PKF)) to provide information regarding each invitation to tender they 

received in the past five years with respect to FTSE 350 companies.  

12. For each tender that firms participated in, we asked them to provide: 

(a) the name of the company which went out for tender; 

(b) the date of submission of the bid; 

(c) whether at the time of the tender the firm was the incumbent auditor; 

(d) whether the firm proposed to provide audit-related services; 

(e) the name of the other participants to the tender; 

(f) whether they won the tender; 

(g) the audit fees they proposed in their bids and, if successful, the final fee agreed 

in the engagement letter; 

(h) in case of loss, the feedback they received from the client;  

(i) the costs involved in participating in a competitive tender, including the number 

and grade mix of staff involved in the tendering process; and 

(j) the total hours spent preparing a tender divided by grade; the cost of the time 

spent on the tender; and non-staff costs of tendering. 

13. In response to our request, Deloitte, EY, KPMG, PwC, BDO, GT and Mazars 

provided data on 112 tenders in which they had participated. Of these 112 tenders, 

69 were tenders for FTSE 350 audit engagements that occurred between 2007 and 
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2011.3 The others were tenders by companies that at the time of the tender were 

private companies or other listed companies, or tenders that occurred before or after 

the time period we requested information for. 

14. For these 69 FTSE 350 tenders, the firms provided a total of 160 submissions. 

15. The data provided, however, was not complete and may not be accurate. In 

particular: 

(a) The completeness of the sample. KPMG said that whilst it believes the population 

of tenders identified should be substantially complete, it could not be certain that 

this was the case. EY said that it provided the bids of the tenders in which it 

participated, but did not list tenders it was invited to but decided not to enter. PwC 

informed us that it had not included a tender in its submission. The other firms 

stated that they reported all invitations to tenders they received, whether they 

participated or not. However, after completing checks for factual accuracy, firms 

identified tenders submitted that did not belong to the group requested.4  

(b) The identity of the other tender participants. Firms provided the names of other 

participants in 142 instances, but stated that they were not sure about the com-

pleteness and accuracy of this information. For example, PwC stated that it pro-

vided the identity of other participants in the tenders to the best of its knowledge, 

and KPMG that it could have been unaware of the full list of bidders. We 

observed when comparing responses on the identity of firms participating in 

these tenders that there were several inconsistencies. 

(c) Reasons for loss. Firms provided partial information, leaving many entries blank. 

This is because firms do not always receive feedback or save it systematically.5 

An exception to this is PwC which, for all of the lost tenders, provided reasons for 

 
 
3 Since firms told us that they did not systematically collect tender data and that the data they had covered a limited amount of 
time, we decided to ask for data for tenders that occurred between 2007 and 2011 only. 
4 See paragraph 16 below. 
5 See for example KPMG Audit Data Request cover letter 27 February 2012, page 5 and Deloitte data request.  
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the loss, taken (for all but one of the tenders) from post-decision reviews. Overall, 

firms provided at least one reason for loss in 81 out of the 160 instances 

analysed. Occasionally, firms provided more than one reason for loss. This 

information was provided by firms only since we did not contact companies 

directly to explain why firms were unsuccessful. 

(d) Cost of participating in competitive tenders. The data on firms’ costs of preparing 

tenders and the grade of staff involved in the tender preparation were provided by 

firms with different degrees of accuracy. The table below describes the method-

ology used by each firm to compute data costs.  

(e) Compilation errors. As we checked our data with firms, we were warned of further 

errors associated with data compilation: for example, missing entries, or entries 

referring to tenders that occurred outside the relevant period. In particular, it 

currently appears that 69 is not the accurate number of tenders in the relevant 

period. See further paragraph 16. 
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TA BLE 1   Approaches to calculating the costs incurred in preparing tenders  

General approach Staff and grades Hours and Time costs Other 
costs 

BDO 
Data provide for each tender they sub-
mitted information for 

Details for staff and 
grades 

Computed the ‘time cost’ for tenders 
using its average charge-out rates for 
partner, director etc and multiplied by 
the estimated number of hours each 
team member spent working on the bid. 

Provided  

    
Deloitte 
Did not provide figures for each tender.  
Provided an estimate of the total hours 
involved in preparing tender submissions.  
Provided a model used to estimate the 
indicative tender costs of 6 company 
categories.  
Using the model, provided costs for five 
examples of companies audited in the 
last five years: a FTSE 100 company 
(non-financial) with operations in a 
number of countries; a complex financial 
institution; a relatively simple financial 
institution; a FTSE 350 company with 
subsidiaries in a few countries; a £100m 
turnover private business operating 
solely in UK; and a £10m turnover SME 
working solely in UK 

Did not distinguish 
among tenders. Said that 
bid teams tended to be 
high on partner, director 
and senior manager 
input, but there were 
variations depending on 
the circumstances.  

Provided total hours and time costs for 
the six categories analysed and the 
specific examples.  
It also provided hours divided by grade 
for [], and for private companies with 
a turnover of £100m and small and 
medium enterprises £10m turnover 

Not 
specified 

    
EY 
Did not provide specific figures for each 
tender. Not possible to state accurately 
the costs of tendering for an audit. 

Provided grades of the 
typical tender team being: 
a lead engagement part-
ner and reviewing partner 
of committee, an audit 
senior manager or 
director, and a pursuit 
leader. 

Did not provide time required for tender. 
Estimated the cost of a typical tender 
process may be in the region of []% 
of year audit fee.  
Also said that there was a big variance 
and the figure provided was not always 
reliable. 
Did not provide hours divided by grade. 

Not speci-
fied 

    
GT 
Did not record systematically the costs of 
time spent on preparing a submission 

Estimate of staff and 
grades of the typical 
FTSE 350/equivalent 
audit 

Typical costs range from 20% to 30% of 
the total value of the bid 

Provided 
in some 
instances 

    
KPMG 
Identified 11 instances where all 
information on costs was available since 
a relevant project code was set up. It said 
it was likely that these codes may not 
record all of the time so charged. 
For other cases, provided estimates by 
the partner responsible for the proposal. 
In some instances this information was 
not available.  

Provided staff and grades 
for some of the tenders 

Provided total hours and costs esti-
mated according to the hourly cost 
rates for the audit practice 

Approxi-
mations 
provided 

    
Mazars 
Provided data for tenders it participated 
in 

Provided Computed the ‘time cost’ for tenders 
using its average charge-out rates for 
partner, director etc and multiplied by 
the estimated number of hours each 
team member spent working on the bid 

Provided 
in some 
instances 

PwC 
Provided the costs associated to each 
tender apart from seven companies 
because a separate proposal time 
recording was not set up 

Provided grades of staff 
participating in the 
preparation of the tender  

The hours provided reflect the time 
spent by staff working on the prepar-
ation of the tender. PwC provided data 
on UK firm’s resources and costs where 
it had separated records of the time and 
expenses in relation to specific pro-
posals. Standard work rates have been 
applied to hours worked by staff and 
partners. It also provided hours divided 
by grades. It stressed that because not 
all tender-related costs were recorded, 
costs were likely to be underestimated. 

Provided 
costs that 
reflected 
out-of 
pocket 
expenses. 
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16. Given the different bases on which costs were calculated and their degree of approxi-

mation, we collected information on the number of hours spent by each grade in 

preparing tenders, so as to have a more robust metric to compare firms. We 

collected the number of hours divided by grade for 59 tender submissions. The data-

set limitations (see paragraph 15) mean that the statistics derived from it have been 

used as market trend indications rather than definitive results. The number of further 

errors that have been identified is limited and would not significantly change the 

results reported in this paper. Nonetheless we will review all the statistics presented 

in this document as we turn to consideration of our preliminary findings in due 

course, and update them according to firms’ latest submissions. 

Obtaining new clients outside the formal tender process 

17. In this section we set out evidence relevant to assessing how firms try to win clients 

outside the formal tender process, and the success of these strategies.  

Strategies to win new clients outside a formal tender 

18. We asked firms to describe their strategies for gaining audit clients outside a formal 

tender process. From the responses received, it appears that there is a distinction 

between the strategies of the Big 4 firms and those of the other firms. While the other 

firms said that they did not approach FTSE companies other than when asked to 

participate in a formal tender, the Big 4 firms said that they did, with PwC and KPMG 

apparently more active than Deloitte []. 

19. Firms said that they targeted a potential FTSE 350 audit client outside a formal 

tender process only if particular circumstances arose and if they had already estab-

lished a relationship with the company. [] stated that although targeting tended to 

be a gradual process to build relationships and establish a track record of working 

with its targets, on occasion it submitted ‘cold bids’ when a ‘shadow team’ had 

established a sufficiently good relationship with the company or when a particular 
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‘trigger event’ occurred. 6 Examples of trigger events were lead auditor partner 

rotations, or mergers and acquisitions. []7 

20. [] described other strategies to try to obtain an audit engagement outside a formal 

tender, including submitting documents to a company that showed how it could 

change the way the audit of the company was carried out (as in the case of []), 

offering secondments, or discounting pieces of work to allow the target company to 

get to know the firm.8 

21. KPMG explained that partners may discuss with potential target clients how ‘a 

“KPMG audit” might differ from the client’s current experience of an audit and how 

this might add more value than currently obtained by the client from the audit 

process’. These discussions could lead to a request by the potential audit clients for 

submission of a formal proposal. 

22. We were told that rarely would firms succeed in gaining audit clients outside a formal 

tender process (see paragraphs 26 to 29 below), but that the strategies described 

above may lead to a reduction in the fee paid by the client to the incumbent auditor or 

trigger a formal tender process. 

23. [], GT, PKF, Deloitte and Mazars said that they did not submit unsolicited bids in 

respect of statutory audit to FTSE 350 companies given the low chance of success 

with an unsolicited bid. 

24. PwC and EY stated that they did not submit unsolicited full audit proposal bids to 

FTSE 350 companies as these would stand very little chance of success given the 

 
 
6 See www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-
services/firms_stated_competitive_strategies.pdf, []. 
7 See [].  
8 See []. 

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/firms_stated_competitive_strategies.pdf
http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/firms_stated_competitive_strategies.pdf
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nature and the extent of information and insight that was required to prepare a 

meaningful bid.9 KPMG and Deloitte said that they rarely submitted unsolicited bids. 

In the last ten years Deloitte did so only twice with [] and [] and in both cases 

was unsuccessful. 

25. Finally, [] distinguished between the strategy it followed with FTSE and non-FTSE 

clients. For those companies outside the FTSE 350 with which there was no prior 

relationship, [] might propose unsolicited audit proposals because non-FTSE 350 

clients were less complex and it was easier to offer them a generic view of what their 

audit would involve. Although such offers do not have a high success rate, [] con-

sidered that offers to such companies might at least help to start a conversation and 

allow [] to develop contacts. 

New clients obtained without a formal tender 

26. From the analysis of the parties’ submissions, it appears that firms obtain FTSE 350 

engagements outside a formal tender only in exceptional circumstances. Examples 

include: 

(a) following a merger when the auditor of one of the merging entities retains the 

audit of the new merged entity; 

(b) following a de-merger when the auditor of the de-merging entities retains the 

audit of one of the new de-merged entities; 

(c) companies that become listed in the UK, but which were already clients of the 

firm network in another country; and 

(d) UK companies that become listed in the FTSE 350 and retain their auditor. 

27. PwC stated that it was very rare for a FTSE 350 company to become an audit client 

without going through a formal tender process. In the period between 2006 and 2011 

 
 
9 See []. 
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it provided three examples of companies that became its clients without a formal 

tender process: []. 

28. PwC also stated that from time to time companies became its client prior to listing on 

the London Stock Exchange without a tender. Typically this happened when these 

companies were audit clients of other PwC network firms prior to the UK listing, or 

well known to PwC from previous appointments. 

29. In the period 2006 to 2011, Deloitte and KPMG became the auditor of eight and nine 

companies respectively without a formal tender. EY was not aware of any existing 

FTSE 350 client that it had acquired which had not gone through a formal process. 

Deloitte explained that the eight cases listed in its submission referred to situations in 

which the company was already audited by Deloitte, became listed and did not 

change auditor.10  

Tenders 

The tender process 

30. We asked the audit firms and FTSE 350 companies to provide descriptions of the 

tender process. The responses described a process with two main phases: 

(a) a first phase that started once a company had (at least informally) decided to go 

out to tender and ended when the tender process was officially launched and 

invitation to tender letters issued; and 

(b) a second phase, consisting of the tender process itself which started with the 

issuing of the invitation to tender letters. 

31. The first phase is less structured and mainly characterized by internal debates within 

a company and informal discussions between the company and the audit firms. The 

 
 
10 KPMG did not describe the circumstances in which it obtained clients without a formal tender. 
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company usually has informal discussions with the incumbent auditor and in some 

circumstances also with other firms with which the company has built relationships. 

32. The second phase follows a more standard protocol characterized by firms’ submis-

sions, meetings and discussions between the company and the invited firms, finaliz-

ation of the contract with the winning firm and possible giving of feedback to losing 

firms. 

  

33. We describe below each phase in detail. 

Stage 1: Before invitation to tender letters are sent 

34. Companies usually discuss with the incumbent auditor the possibility of launching a 

tender before deciding to do so and announcing their decision.11 Depending on the 

circumstances, companies may ask the incumbent to retender, or to renegotiate the 

scope and fees in a more informal way. For example, Deloitte reported that on 

12 occasions, where it was the incumbent, companies discussed with Deloitte the 

 
 
11 See from paragraph 165 to 171 below. 

First Phase 

• Informal internal discussions 
• Informal discussions with auditor (incumbent and/or potential competitors) 

Invitation to 
tender letter 

• Invitation letters are sent 

Second 
Phase 

• Preliminary meetings with managment  
• Submission of written material 
• Oral presentations 
• Decision (feedbacks to losing bidders, finalization of the agreement with 
winner)  
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possibility of an audit tender and it was given the opportunity to discuss a new 

approach before the decision to tender was taken by the client. In four instances, 

following discussions between the client and Deloitte a full tender did not happen. 

35. The company may have discussions not only with the incumbent, but also with com-

petitor audit firms in the months preceding the official announcement. Competitor 

firms generally seem only to be aware of plans to tender an audit before it is officially 

announced if they know the FTSE 350 company well and have a strong relationship 

with them. 

36. PwC stated that thanks to its continuous work targeting new clients, it was almost 

always aware of impending audit tenders before they were officially launched. 

37. Deloitte reported the results of an internal survey it conducted of teams that partici-

pated in formal tenders for FTSE 350 audits over the past ten years, finding that in 

28 cases out of 71 they had some advance knowledge of the forthcoming tender. In 

16 cases out of the 28, it had prior knowledge without being the incumbent auditor. In 

all these cases, Deloitte had an existing relationship with the company in the pro-

vision of non-audit services, particularly in finance-related advice and services.  

38. BDO, Deloitte and EY stated that they often knew about tenders before they were 

launched if they knew the FTSE 350 company well and had a strong relationship with 

them, but rarely knew about the tender if they did not already know the company. EY 

also said that it may know that a tender would be launched at most three months 

before the official tender was launched. KPMG stated that it would know if an audit 

tender was likely in any given year, but perhaps not the official timing or nature of the 

tender process, only if it built or had existing relationships with the FTSE 350 

companies. 



14 

39. GT said that it normally knew about tenders before official launch only if it was the 

incumbent. Mazars said that it was never aware of tenders before their official 

launch. 

40. As explained in the following sections, the tender process is usually intense and lasts 

for a short period (typically six weeks to three months). 

Stage 2: Invitation to tender letters 

41. In this section, we describe the invitation to tender letters issued by companies and 

submitted to us by the Big 4 and GT.12 We found that invitation letters are fairly 

standard and contain similar requirements. Some companies may provide more 

supporting information than others, for example providing a description of the 

company issuing the tender, with the consequence that some invitation letters may 

be as short as three pages, as for example in the case of [], and others may be as 

long as 27 pages, as in the case of [].13 

42. Invitation letters are signed by companies’ Finance Directors and always provide an 

indication of the expected timescale of the tender process and the deadline for 

receiving the tender proposal.14 They may or may not indicate the number of firms 

invited. In the case of [], the number of firms invited to tender by the company was 

specified,15 and in some circumstances invitations may specify the names of all firms 

invited to tender.16 

43. In the invitation letters, companies provide details of the internal selection committee 

that will select the auditor and clearly state the service or services that the company 

 
 
12 Other firms did not provide any examples of invitation letters. 
13 See []. 
14 See next paragraph for a detailed description of the tender process and phases. 
15 [] 
16 For example, [] submitted by [] indicates the name of firms invited to tender, these being the four largest firms only. 
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requires. In some cases, as for example for [], companies may specify that the 

contract can be awarded for more than one year (specifically five years in the case of 

[]), subject to satisfactory annual performance and approval of the Audit 

Committee.17  

44. Invitation letters typically request firms to provide details of their internal processes 

for ensuring independence and quality assurance. 

45. The invitation letters also typically request that tender proposals provide details on 

the following: 

(a) the proposed fees; 

(b) the team that will carry out the audit; 

(c) the firm’s service approach; and 

(d) how the firm proposes to manage the switching process. 

46. In the next paragraphs we describe each of these elements in more detail. 

Fees  

47. Invitation letters always require that firms state the level of fee proposed. In some 

circumstances, companies may specifically require a charge-out rate by grade of 

staff involved in the audit, and a detailed breakdown of hours by partner, manager 

and other members of team as, for example, in the case of [].18 In some 

circumstances, companies may also require firms to provide the basis for agreeing 

fees in future years,19 and fees that will be charged for additional services.20 

 
 
17 [] 
18 [] 
19 [] 
20 [] 
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Companies may also require a quotation for fees that will be fixed for a certain period 

of time, as, for example, in the case of [].21 

The team 

48. Companies always require details of the experience and credentials of the team that 

will carry out the audit. Particular regard is given to partners and managers, but also 

information on the experience and business and industry knowledge of other team 

members is usually requested. Particular attention is given also to the location of the 

team.22 

Service approach 

49. Invitation to tender letters usually require firms to describe their approach to the audit 

including: an outline timetable; a risk assessment and proposed audit response to 

these risks; the balance of work between reliance on internal controls and 

substantive testing; issue resolution; and adaptability to changes in the group. 

Companies may also require firms to specify in their proposals the audit objectives, 

the use of IT, the communication methods, value added services, the ability to be 

proactive and innovations.23 

Transition 

50. Where relevant, the company may ask prospective firms to provide details of the 

proposed transition plan to demonstrate their understanding of the service 

requirements that will ensure a smooth transition with minimum disruption for the 

company.24 

 
 
21 See [] ITT submitted by KPMG. 
22 [] 
23 [] 
24 See also switching costs working paper http://www.competition-
commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/switching_costs.pdf.  

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/switching_costs.pdf
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Services 

51. Invitation to tender letters always specify the service or services required. Services 

requested can be statutory audit only, or statutory audit together with other services 

such as, for example, tax advice.  

52. An example of an invitation letter that required the supply of statutory audit only was 

[].25 In its invitation letter, [] specified in detail that the statutory audit services 

should provide a review of the control environment within the businesses, audit 

committee reports on key audit issues, significant accounting judgements and major 

control matters, management letters summarizing key control observations arising as 

part of the audit, and other audit services that would add value. An example of a 

company that required both external audit and other services is given by [], in 

which the company invited auditors to propose for the external audit and tax 

compliance.26 

Selection committee 

53. In addition to the information above, invitation letters also describe the selection 

committee that will review the firms’ proposals and presentations. The selection 

committee usually consists of the Finance Director, the Audit Committee Chair, Audit 

Committee members and the Chief Executive. Depending on the company, others 

may be involved. For example, in the invitation to tender letter of [], meetings with 

the Group Financial Controller and the Group Director of Tax were included, or also 

with the Head of Internal Audit as in the case of [].27 

 
 
25 [] 
26 [] 
27 See []. 
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Stage 2: After invitation to tender letters are sent 

54. We consider that the typical tender process, once firms receive the invitation to 

tender letters, is characterized by a minimum of four steps:28 

(a) preliminary meetings or exchange of information with the management which 

allow firms to understand better the business and its requirements; 

(b) the submission of written proposals;  

(c) the final oral presentation; and 

(d) the contract negotiation phase, when the contract is completed with the winning 

auditor, and feedback may be given to losing bidders. 

55. Firms may have between six weeks and three months to engage with companies. 

GT, for example, said that a typical FTSE 350 audit tender took about six weeks, but 

depending on the complexity of the assignment, it could last up to three months.29 

PwC also reported the examples of [],30 whose process lasted three months, and 

[] which lasted for two months.31  

56. An insightful description of the preparation to tender is provided by GT that in its 

submission said that when it received an invitation letter, the preparation for the 

tender may follow these steps: 

(a) following receipt of the invitation to tender, after an initial appraisal of the tender 

the firm decides whether or not to participate; 

(b) the selection of the bid and audit team based on the requirements of the 

company; 

(c) internal planning meetings to agree the pitch strategy and a working plan; 

(d) scoping meetings with the company, and the development of initial propositions 

for testing; 
 
 
28 For a description of the phases of the tender process see for example [] 
29 See GT submission ‘Responding to audit tenders’. 
30 See [] response to MFQ para 54.2  
31 See [] response to F&MQ p107 
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(e) post-meeting activity to consider feedback from the company and whether to 

continue to bid or to change the pitching team; 

(f) development of proposals, finalizing the bid and preparation of the presentation 

to the company; and 

(g) follow-up, feedback and review following the decision on the auditor to appoint. In 

case of loss, the firm may discuss internally the best approach to maintaining a 

relationship for future opportunities. If it wins, the firm starts preparing to audit the 

client. 

57. As explained above, when receiving an invitation to tender, firms decide whether to 

participate and they may choose not to. In their submissions, firms provided three 

examples in which they reported that they were invited but decided not to participate 

in tenders:  

(a) [] was invited but did not participate in the [] tender because it had a signifi-

cant contingent fee arrangement in relation to VAT advice provided to that 

company at the time. 

(b) Deloitte was invited but with the agreement of management did not participate in 

the [] tender due to the extensive non-audit work carried by Deloitte for the 

company at the time. 

(c) GT was invited but decided not to participate in the [] tender, since, given the 

specific circumstances, it considered that the probability of winning was low. 

58. EY said that it did not participate in a number of tenders to which it was invited, but 

did not name the companies that issued the tender. It explained that its decision to 

participate was based on an assessment of the audit risks and on its ability to audit a 

company given regulatory and other issues. 
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59. Firms may also decide to participate, but may not reach the final stage of the selec-

tion: two examples were given by Mazars and GT: 

(a) in the [] tender, Mazars was invited to tender, participated, but did not reach 

the second stage of the tender process; and 

(b) in the [] tender, GT was invited to a preliminary discussion but then was not 

invited to bid. 

60. At the end of the tender process, once the winner has been selected, firms that are 

not successful may ask companies to provide feedback on their performance. For 

example, PwC said that it regularly engaged in interviews with management at com-

panies for whose audits it tendered, in order to understand reasons it won or lost, 

what it did well, how it may improve and how it compared with competitors.32 Later in 

this paper, we report the feedback provided by companies to firms (see paragraph 

137 and subsequent paragraphs). 

Tender proposal documents 

61. In this section, we describe the tender proposal documents submitted by firms to 

companies during the tender procedure. These documents are used to inform our 

understanding of the degree of differentiation among firms, the elements that are 

commonly discussed in tender proposals, and the factors on which firms compete 

during tenders.  

62. We received 150 tender proposals from Deloitte, KPMG, EY, PwC, BDO and GT. 

Over the period between 2007 and 2011, tender proposals appeared to become 

more detailed with a clearer structure and easier to read. 

 
 
32 See PwC response to issues statement, paragraph 2.67. 

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/pwc_response_to_is_non_confidential_version.pdf
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63. Tender proposals submitted to the CC were similar, both within the Big 4 firms and 

between Big 4 and non-Big-4 firms. Proposals were professionally presented and the 

areas they cover were discussed in detail. 

64. Proposals shared common features: the audit team is always described, teams 

usually have integrated specialists, with tax being the most common, but IT special-

ists and regulation specialists (where applicable) are also common. This was also 

true of the non-Big-4 firms; while the range of specialists they offered tended to be 

narrower, this seemed to be a product of typically tendering for audits for smaller or 

less complex companies.33 When they competed in tenders against the Big 4, their 

specialist offering was as broad. 

65. References to previous work for the tendering companies are common, and the Big 4 

were more likely to have a previous relationship to draw on, as well as being more 

likely to be the incumbent auditor. This was often emphasized, and there was often a 

breakdown of the achievements of the firm while working with the company.  

66. Generally, communication plans were not dealt with in detail, for example they did 

not provide the timing of meetings or deadlines for reports. Some proposals, how-

ever, suggested regular meetings, and some Big 4 firm proposals offered for a key 

contact to spend significant time informally at the company’s premises.  

67. Fees were always mentioned, but they were not always broken down. When they 

were, how this was done varies across firms and engagements; sometimes by each 

division of the company, sometimes by who was undertaking the work and their rates 

and hours, and sometimes by location. While a fixed fee for a set period of time was 

often offered, it was normally subject to changes in scope or inflation. In 41 per cent 

 
 
33 Information provided in relation to FTSE 350 companies. 
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of the tender proposals submitted, the fee quotation was fixed for a certain period of 

time: three years in 50 cases and two years in 12 cases. Fixed fees were always 

subject to inflation or scope revisions. The average fee per hour was very rarely 

provided, although it was occasionally deducible when not provided when the 

number of hours and hourly fee by grade were provided. 

68. In a few proposals firms offered non-audit-related benefits. [] promised to appoint 

[] as a preferred supplier, and referred to having spent over £[] with [the 

company] in the previous year. Big 4 firms, especially [], offered their clients 

access to public events organized by them, providing networking opportunities, 

access to publications, such as studies and reviews of sectors and industries, and 

briefings on topical accounting and business issues. 

69. In a minority of cases we found that firms may offer discounts on non-audit services. 

This was the case in the [] tender, where [] stated that it generally would expect 

to discount its standard rates by [] per cent for extended assurance services and 

[] offered a [] per cent discount for additional services. In the [] tender, [] 

offered a [] per cent discount for additional services. 

70. Incumbent auditors that participate in tenders usually offered a significant reduction 

in the fee. These reductions were often emphasized in the proposal, along with an 

explanation (where applicable) of how they would address the issues that led to the 

work being put out for tender. There were some cases of retrospective reductions; for 

example, [] offered [] a reduction on its 2010 fee in the tender proposal for the 

2011 audit, and [] offered [] a reduction on its 2009 fee in the tender proposal for 

the 2010 audit. In some proposals the incumbent firm suggested that it would be 

willing to negotiate on its price if other proposals were cheaper, as, for example, in 

[]’s tender proposals to [] in 2010. 
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71. Both the Big 4 and non-Big-4 firms pointed to their international or local coverage 

where appropriate. Non-Big-4 firms provided evidence of their international coverage. 

They appeared to anticipate that in some areas they might be perceived to be 

weaker, such as sector coverage or global presence, and therefore emphasized their 

strengths particularly in those areas. Sometimes their strategic flexibility (embodied in 

local decision-making ability) was emphasized as a strength, although this was 

something the Big 4 tended to promise with an empowered head audit partner. 

72. Non-Big-4 firms tended to explain what each audit risk was and how they intended to 

address it. The Big 4 tended also to provide a risk matrix, or some other analysis of 

the likelihood of risks materializing and how damaging they could be. Generally the 

risk assessments of non-Big-4 firms tended to be less detailed than those of the 

Big 4 firms. 

73. All firms frequently mentioned other clients, experience and professional awards. 

They focused on listing their best-known clients, and the best-known clients from the 

relevant industry, often adding their experience working in that sector. They also 

mentioned awards in categories such as best firm and graduate employment creden-

tials. The difference between the Big 4 and their competitors here was one of scale; 

they both mentioned similar achievements in their proposals, but non-Big-4 firms 

relied on lower key awards (best firm outside the Big 4, for example), less prestigious 

clients and less industry experience. 
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74. Firms did not seem to give particular weight to the role of innovation in their proposal 

documents.34 In a small number of tenders the firm mentioned innovation in IT 

services, and in the data techniques to improve audit efficiency. 

75. EY in its tender for the [] audit described its tax team as innovative. KPMG said 

that many of its proposal documents included significant examples of innovation (eg 

[]). It said that it often referred to innovation/innovative approaches in its proposal 

documents. Mazars believed its business model (of an integrated global firm) was 

innovative and delivered a different ‘product’. It said that its proposals expanded on 

this difference. 

76. PwC said that it delivered an innovative audit service and cited several examples: 

[]. 

77. Transition plans to minimize costs and disruption when changing auditor tended to be 

present where applicable, and quite detailed. Details of the transition plan included: 

(a) identifying a ‘transition partner’ who would help the company and the firm during 

the beginning of the relationship; 

(b) defining a precise timetable for the transition period; and 

(c) defining relevant meetings and deliverables concerning transition. 

78. Knowledge of the company through previous relationships was often emphasized as 

a reason why transition should be smooth. The Big 4 tended to have more detailed 

transition plans, and appeared to be able to point to a broader range of experience in 

managing such transitions including examples of where the incumbent auditor had 

been the company’s current auditor. While non-Big-4 firms did mention such 

 
 
34 This is consistent with ITT letters where companies rarely refer to innovation. 
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experience, they had fewer and less prestigious clients which were also non-FTSE-

350 companies.  

79. We note that the tender proposals did not appear to vary in their form, content or 

detail with the number of firms invited to tender or whether the tender lists included 

non-Big-4 firms. This was illustrated by the proposals submitted in the tendering of 

the [] and [] audit engagements. 

• [] proposals 

80. The [] tender is of interest because the fees proposed for the statutory audit of [] 

are the highest in our sample, the invitation to tender letter of [] was particularly 

detailed, and because only the Big 4 were invited to participate. 

81. [], [] and [] each submitted a proposal of roughly 40 pages which was the 

maximum set by [] in its invitation to tender letter. They all described, among other 

things, the proposed audit team, their international coverage and capability, their 

experience in the sector and audit approach and proposed fees.35  

82. [] was the incumbent and in its proposal emphasized the benefit of continuing with 

the same auditor and the risks associated with a new auditor, including a decrease in 

efficiency, increased costs, disruption to relationships, and distraction to the 

business. [] also stressed that allegations of failure occurred much more frequently 

when a firm was in its first years of an audit engagement and that it took two to three 

years before a new auditor was familiar with the company. 

83. [] and [] described their proposed approach to minimize disruption during the 

transition. [] explained that some strategies to minimize disruption during the 
 
 
35 In the index of the [] proposal it was said that fees were described. However, in the version submitted to us the relevant fee 
proposal pages are missing. 
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transition process started during the tender, for example assembling key members of 

the global team, and setting up the []. 

84. [] identified different success factors allowing it to deliver a smooth audit transition. 

Among them, a well-developed transition project plan agreed with both parties a 

team that could observe [] operations before starting the audit, and strategies to 

transfer knowledge across the multiple teams in the various territories. In the fee 

proposal, [] also explained that in the first year it would incur one-off costs in the 

range of 15 to 20 per cent of the annual audit fee due to the time it would spend in 

getting to know the business and in understanding its systems and controls. [] 

clarified that these costs would be absorbed by it as part of the investment it made in 

building a long-term relationship. 

• [] proposals 

85. The [] tender is of interest because it was the tender with the highest number of 

proposals submitted. We received the tender proposals submitted by [], [], [], 

[], [] and [].  

86. [] invited bids for internal and external audit services including corporate tax 

matters. The Big 4 and the non-Big-4 firms submitted similar tender proposals. In 

particular, they each provided: details on their firms, the team, and the audit 

approach; their strategy for dealing with the transition (apart from [] which was the 

incumbent auditor); their quality assurance, independence and governance pro-

cesses; a fee proposal; and proposals for providing additional services. 

87. In their proposals, [] and [] gave prominence to the possibility of cost savings by 

choosing them to act as auditor, and [] proposed a reduction for the external audit 

of [] of 20 per cent in fees, comprising 13 per cent to reflect more efficient ways of 
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conducting the audit work, including greater reliance on internal audit, and 7 per cent 

to reflect the competitive market.  

88. [], [], [] and [] mentioned other retail clients they audited as evidence of 

their expertise in auditing companies similar to []. 

89. [] and [] mentioned that they already worked for [] and so had established 

contacts with them. Similarly [] emphasized its deep knowledge of the company 

and that [] would not incur transition disruption by remaining with [].  

Analysis of the FTSE 350 tenders data submitted by firms 

90. As explained above (see paragraph 15 and subsequent), the firms did not provide 

complete information in relation to the tenders in which they were invited to partici-

pate.36 This means that in our data set the number of invitations to tender, tender 

proposals and, possibly, the number of tenders will be under-reported. The in-

completeness of the data set makes us cautious in interpreting the results reported in 

this section. 

91. According to the data submitted, in the period between 2007 and 2011 in aggregate 

firms were invited to participate in a total of 69 tenders: 18 organized by FTSE 100 

companies and 51 by FTSE 250.  

92. This suggests that over this period, in each year on average around 4 per cent of 

FTSE 350 companies (or 14 FTSE companies) went out to tender (ie the total 

number of tenders observed (69) divided by the total number of companies that every 

year had the theoretical opportunity to tender (350 multiplied by the five years for 

which we have data, which is equal to 1,750). 

 
 
36 See paragraph 15  above . 
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93. The figures are 3.6 per cent and 4.2 per cent respectively for FTSE 100 and FTSE 

250 companies. 

94. In total, firms submitted data for 160 tender invitations. The number of tender invita-

tions received by each firm is described in the table below. 

95. We believe that this data is incomplete since we have only 50 winners for the 69 

FTSE 350 audit tenders we have information for, and because in 23 instances only 

one firm submitted information. 

96. Despite the limitations of the data, we calculated for each firm the probability of being 

invited to tender in the period of time between 2007 and 2011, by dividing the 

number of invitations for each firm by the total number of tenders that occurred 

between 2007 and 2011, eg the probability that EY was invited to a tender that 

occurred in the period between 2007 and 2011 is equal to [] divided by 69 and 

roughly equals [] per cent. 

97. We also calculated for each firm the probability of being invited to participate in 

FTSE 100 and FTSE 250 tenders, by dividing the number of invitations to FTSE 100 

and FTSE 250 tenders by the total number of FTSE 100 and FTSE 250 tenders 

respectively. 

TABLE 2   Analysis of invitations to tender over period 2007 to 2011 

 EY Deloitte KPMG PwC BDO Mazars GT 
Invitations to tender received:        
  FTSE 350 [] [] [] [] [] [] [] 
  FTSE 100  [] [] [] [] [] [] [] 
  FTSE 250  [] [] [] [] [] [] [] 
        
No of invitations received as 
percentage of no of tenders 
identified by the CC:        
  FTSE 350 [] [] [] [] [] [] [] 
  FTSE 250 [] [] [] [] [] [] [] 
  FTSE 100 [] [] [] [] [] [] [] 

Source:  Tender data set. 
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98. In our data set, the average number of participants to tenders is two. This number is 

calculated including the 23 tenders for which we have details of only one participant. 

We consider it likely that this is as a result of missing data rather than companies 

inviting only one firm to tender, since our evidence suggests that when companies 

tender they invite at least two firms. Moreover, while firms have told us that com-

panies may ask to ‘re-pitch’, we did not ask firms to include information on this in this 

data set. Calculating the average number of participants excluding the instances 

where only one firm reported the tender, we calculate that the average is roughly 

three.37 In our data set the maximum number of participants is six. 

Analysis of the costs of tenders 

99. Firms stated that the costs of preparing tenders fall into two categories: direct and 

indirect costs. 

100. The direct costs are said to be the costs incurred by the firms in preparing for the 

tender and are mainly the costs of the time allocated by the pitching team. Deloitte 

explained that the factors that can influence the cost of submitting a tender are the 

mix of pitching team, the specifics of client requests, the extent of overseas visits, the 

number of meetings during the tender process, the length of the tender process, and 

any additional costs associated with innovative approaches in the pitch.  They are 

said to vary from company to company and depend largely on the complexity of the 

assignment and the requests of the clients. 

101. The indirect costs are said to be not easily quantifiable and we have been told that 

they include: 

 
 
37 This result is in line with the results reported in the survey. 
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(a) the time spent before the tender, to increase the probability of being invited if a 

tender opportunity emerges, such as the costs of building a relationship with the 

client; and 

(b) the opportunity cost of staff not working on other projects while preparing for the 

tender.38 

102. All parties agreed that the more complex the tender, the more time firms spent in the 

preparation, and the higher its costs. Also it appeared that the pitching team was 

generally more senior than the team required for the delivery of the audit service. For 

example, GT explained that engagement and audit partners, audit senior managers, 

managers and bid managers were those in the team that spent most time in 

preparing the tender. EY stated that a typical tender team consisted of a lead 

engagement partner and reviewing partner or committee, audit senior manager or 

director and pursuit leader who could be either a specialist or an engagement 

partner. 

Staff involved in the preparation of tenders 

103. Firms provided some information on the staff involved in preparing the audit for 142 

tender proposals. In all the cases, the tender team had a partner or an associate 

partner, and in almost all cases (141 out of 142) a director was part of the team. In 

52 per cent of proposals, the team included a senior manager, a manager or an 

assistant manager, and only in 19 per cent of the cases did the bid team include 

more junior staff. 

104. The average number of staff involved in the preparation of tenders was 14, but this 

varied considerably across tenders. For example, in the [] tender 100 [] staff in 

 
 
38 We report here firms’ views on the matter, but recognize that accounting for opportunity costs creates the risks of double 
counting direct time costs. 
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the UK were involved, to varying degrees, in the preparation of the tender submis-

sion, while only two people participated in the preparation of KPMG’s submission for 

the [] tender. For each firm, we calculated the average number of staff involved in 

the preparation of tenders, noting that it is important to take account of the fact that 

these numbers will be affected by the nature of tender in which the different firms 

have participated. 

TABLE 3   Average number of staff involved, to varying degrees, in tender preparation  

Firm Average staff 
  
BDO [] 
Deloitte Not available 
EY [] 
GT 8 
KPMG [] 
Mazars Not available 
PwC [] 

Source:  Tender data set. 
 

 

Hours spent preparing tenders 

105. The maximum number of hours spent in preparing a submission was reported by [] 

for the preparation of the [] tender at 4,851 hours and the minimum number of 

hours spent in preparing a submission was also reported by [] for the preparation 

of the [] tender which was 36 hours (although it doubted that this reported figure 

accurately reflected the time it invested). The average number of hours allocated to 

preparing a tender submission was 840. 

106. There are 21 tenders in which more than one firm reported the number of hours 

spent on its preparation. In such instances, comparing hours across firms may be 

more informative than where firms are participating in different tenders, and we report 

them in the tables below. 

TABLE 4   Number of hours spent to prepare tenders by firm and company 

Tender Auditor Hours Tender Auditor Hours 

      
[] 

Source:  Tender data set. 
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107. For those tenders where we have information for [] and [], the figures suggest 

that in the majority of the cases [] reported more hours than []. However, [] 

stated that its hours were likely to be underestimated since they were based on the 

recollection of partners participating in the tenders and were not collected system-

atically. 

108. In several cases, [] reported a number of hours which was more than 50 per cent 

higher than its competitors’ hours, as, for example, in the case of the [], [], [] 

and [] tenders. 

109. Apart from the [] tender, where [] spent roughly the same hours as [], non-

Big-4 firms spent fewer hours than Big 4 firms in preparing tenders: this was the case 

for [] ([] and [] spent fewer hours than [] but more than []); the [] ([] 

reported [] hours against [] and [] 1,096); and in the case of the [], [] and 

[] reported approximately the same hours while [] reported almost twice as many 

hours. In the [] tender, [] reported almost 40 per cent more hours than []. 

110. We found a positive correlation, equal to 0.60, between the total number of hours 

dedicated to the preparation of the tender and the level of the fee submitted, which is 

consistent with the claim that the more complex tenders, which we would expect to 

be associated with higher fees, require more preparation. 

Hours spent preparing tenders divided by staff grades 

111. For 60 tender proposals, firms provided data on the amount of time spent by each 

staff grade, as shown in Figure 1.39 

 
 
39 KPMG and EY were not able to provide data divided by staff grade. 
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FIGURE 1 

Proportion of staff hours involved in tender preparation by grade 

[] 

Source:  Tender data set. 

112. The figure above shows the mix of staff by firm used in the preparation of tenders. In 

particular, for each grade it shows the average time spent by each staff grade as a 

percentage of the total time allocated to preparing a tender submission. For all the 

firms, senior managers, directors and partners account for the largest proportion of 

time spent preparing the tender. In particular, partners are those that spend most 

time preparing tender submissions, ranging between roughly 30 and 40 per cent of 

the total time spent preparing a submission. 

113. Using the staff hours provided by firms and the average scale rates across all the 

engagements per firm in the year of the tender (see descriptive statistics working 

paper for further detail), we calculated for each firm the minimum, maximum and 

average cost of preparing a tender and the minimum, maximum and average cost as 

a percentage of proposed fees in the first year of the engagement.40 

114. We calculated these statistics in order to understand firms’ costs in preparing a 

tender, and whether this is of a size that could potentially discourage entry. These 

results are obtained on the basis of 52 observations. Ideally we would want to 

consider the costs of tendering compared with fees or profits over a longer period 

and preferably the expected tenure of an engagement, but we do not have the 

information to do this.  

 
 
40 Our calculation is made on all the available data in the data set. This includes bids that were not successful and whose costs 
of preparation could have been relatively lower than winning bids. In this case the results would be underestimated, especially if 
there was a big difference in the quality of the proposals submitted. It is worth mentioning, however, that all the tender pro-
posals analysed appeared to be of similar quality within the same tender.  
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TABLE 5   Statistics on staff costs of preparing tenders by firm 

 Deloitte PWC BDO GT 

Minimum staff costs [] [] [] [] 
Maximum staff costs [] [] [] [] 
Average staff costs [] [] [] [] 
Average staff costs as proportion of 

proposed first year’s fees [] [] [] [] 
Highest ratio of staff costs to first year’s fee [] [] [] [] 
Lowest ratio of staff costs to first year’s fee [] [] [] [] 

Source:  Tender data set. 
 

 

115. We observe that the average staff costs of tendering as a proportion of the proposed 

fee for the first year of the audit by firm range from 20 to 60 cent and that for some 

engagements the ratio of costs to fees was considerably higher than the average. 

116. This is consistent with PwC’s statement that the costs of preparing a proposal can be 

significant: it analysed seven proposals drawn for the period 2009 to 2011, finding 

that proposal costs ranged from [] to [] per cent as a proportion of their first year 

audit fee. It also recognized that the costs of preparing tenders represented a sub-

stantial investment in winning a new appointment. 

117. These results are also consistent with the total costs estimations of [], which on 

average were roughly [] per cent of the first year bid submitted. We note, however, 

that there may be circumstances in which the costs of preparing tenders are much 

higher, as in the case of [] in the [] tender and [] for the tender []. The costs 

of preparing these tenders were higher than the first year fees. 

Analysis of winning outcomes 

118. This section reports descriptive statistics regarding the winning outcomes as reported 

by firms in response to the tender data request. Table 6 reports the total number of 
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tenders won by each firm together with tenders won as a percentage of tenders in 

which each firm participated.41 

TABLE 6   Number of tenders won by firm over period 2007 to 2011 

 BDO Deloitte EY GT KPMG Mazars PwC 
        

Number of FTSE 350 tenders won* [] [] [] [] [] [] [] 
Percentage of FTSE 350 tenders won 

in which they participated [] [] [] [] [] [] [] 

Source:  Tender data. 
 

*In our data set the total number of winners is equal to 50 against 69 reported tenders. This means that in at least 19 instances 
not all the firms that participated to a tender, and won, reported the event. 

119. According to our data set, [] is the firm which has been most successful in winning 

tenders in which it participated. [] and [] have roughly the same success rate, 

while [] had the lowest.42  

120. In Table 7 we give figures on the number of FTSE 100 and FTSE 250 tenders won 

by each firm over the period 2007 to 2011. 

TABLE 7   Number of FTSE 100 and FTSE 250 tenders won by firm over period 2007 to 2011  

 BDO Deloitte EY GT KPMG Mazars PwC 
        

Number of FTSE 100 tenders won 0 6 3 1 3 0 2 
Number of FTSE 250 tenders won 3 9 7 0 6 0 10 

Source:  Tender data. 
 

 

121. In absolute terms, these figures suggest that, of those tenders for which we have the 

information, Deloitte is the firm that won the highest number of FTSE 100 tenders 

and PwC is the firm that won the highest number of FTSE 250 tenders over the 

period 2007 to 2011. 

122. We also calculated the frequency of firms bidding against each other in tenders, 

finding the following. 

 
 
41 These statistics have been calculated using the information of the 50 cases in which it was possible to identify a winner. 
42 It is important to stress that the incompleteness of the data set makes us cautious in interpreting these results and to attribute 
to them a heavy weight. 
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TABLE 8   Number of times firms met in tenders 

  BDO Deloitte EY GT KPMG Mazars PwC 

        BDO 
 

3 2 3 2 0 4 
Deloitte 3 

 
16 3 24 0 22 

EY 2 16 
 

3 21 1 16 
GT 3 3 3 

 
3 0 2 

KPMG 2 24 21 3 
 

0 25 
Mazars 0 0 1 0 0 

 
0 

PwC 4 22 16 3 25 0 
 

Source:  Tender data. 
 

Note:  Since it appears that firms did not report all the tenders they participated in, the table is likely to underestimate the 
number of times firms meet in tenders. 

123. Unsurprisingly, these figures suggest that the four largest firms are those that have 

bid against each other more frequently. In particular, KPMG and PwC have met the 

highest number of times, and KPMG is the firm that has met the highest number of 

time all other competitors. 

124. We found that in 52 circumstances companies invited Big 4 firms only to tender, and 

that BDO and GT met each other as often as they met the Big 4 firms, suggesting 

that while companies invite Big 4 firms only, they do not invite non-Big-4 firms only.43 

125. Data provided by firms show that in 10 cases out of 50 (or 20 per cent), the winner of 

the tender was the incumbent (five times PwC, three EY and two Deloitte).44 

Fees and winning outcomes 

126. In 23 cases out of 69, only one firm submitted information about a certain tender, 

moreover in 19 cases it was not possible to identify a winner. As a result, we know 

only for 42 tenders who won the tender and the identity of more than one of the 

bidders. For these tenders, we estimated that in roughly 50 per cent of the cases 

(20 instances), the winning firm was not the firm that bid the lowest fee. This 

 
 
43 These results are consistent with those reported in the survey results working paper.  
44 These results are consistent with those reported in survey results working paper. As we explain in paragraph 132, we were 
able to identify a winner in 50 cases only. 

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/survey_results_wp.pdf
http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/survey_results_wp.pdf
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evidence suggests that the fee is not decisive to companies when choosing their 

auditor.45 

127. Firms could provide both the fee submitted in their tender proposal and the fee 

agreed if they won the tender in 46 instances. We note that the fees finally agreed 

with the client were generally the same as those proposed in the bid document, but 

that in some cases they were higher or lower. Firms explained that during the 

negotiation process clients may, for example, ask for discounts, or for additional work 

which would then increase the final fee. 

128. We could not study whether there is any relationship between the number of hours 

devoted to the preparation of a tender and its outcome, since in the sample there are 

only 15 tenders in which: 

(a) we have information from more than one participant; 

(b) we know the identity of the winning firm; and 

(c) more than one firm reported the number of hours they took to prepare for the 

tender. 

129. Moreover, in 11 out of these 15 tenders, there is at least one firm that did not report 

the number of hours taken to prepare the bid.  

130. We could not study the relationship between the value of non-audit services supplied 

and success in winning a tender due to lack of data. In particular, in only 5 cases out 

of 50 were we able to identify the value of non-audit services supplied to clients 

before winning a tender. 

 
 
45 See also http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studiesand 
http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-
services/survey_results_wp.pdf. 
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Reasons for losing in a tender 

131. We asked firms to describe the feedback they received from companies in cases 

where they were unsuccessful. Firms provided at least one reason for losing a tender 

in 85 instances. We report firms’ responses in the following table. 

TABLE 9   Reasons for losing in a tender 

Reason for losing in a tender 

No of times 
mentioned 

by firms 

As % of all 
the reasons 
mentioned 

   
Lack of experience/or others more experienced 24 21 
The winner had strong relationship with the client (either via the 

provision of other services or via personal knowledge) 14 12 
The winner had a better knowledge of the company and/or the business 12 10 
The company was not positively impressed (This include lack of 

chemistry, the company felt that the firm was not supplying added 
value or the company felt that there was bad communication) 12 10 

Lack of international strength in one country or globally 12 10 
Incumbent was preferred (this includes mergers) 11 10 
The tender was lost on the ground of fees (fees proposed were too 

high, or competitors offered the service for lower fees) 10 9 
The company wanted a fresh approach (this feedback was given to 

losing incumbent) 6 5 
The firm was conflicted 4 4 
Winner offered a local team 3 3 
Client had a bad experience with the company in the past 2 2 
The winner had an innovative approach 1 1 
The company was not happy with the proposed process  1 1 
The winner was able to provide also (better) tax advice 1 1 
The winner was able to provide internal and external audit 1 1 

Source:  Tender data. 
 

 

132. The most mentioned reason for losing in a tender is a lack of experience or compe-

tition from a firm with more experience. This second most mentioned reason is a rival 

firm having a stronger relationship with the company. 

133. Knowledge of the company, together with being the incumbent auditor, are also said 

to be important factors. If we consider these elements to be aspects of the firm’s 

experience, overall experience was mentioned in more than 50 per cent of the 

responses. International strength, lack of chemistry and the level of fees were also 

cited more often than other reasons. 

134. The non-Big-4 firms similarly reported that the experience of the firm compared with 

that of the winning firm and the winner having a strong relationship with the company 
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were the most frequently given reasons by the company for them having lost in a 

tender.  

Annual reappointments 

135. In the MFQ we asked questions regarding negotiations with existing clients outside 

the tender process. In response, parties provided documents in support of their 

claims and described the negotiation process. 

136. We received material supporting 212 annual renegotiations by Deloitte, EY, KPMG 

and PwC.46 The material received includes emails, audit fee proposals, fee charters, 

Audit Committee minutes, audit strategy documents, benchmarking etc.  

137. There was a significant degree of variation in the quantity and quality of the infor-

mation we received. For example, EY submitted, in most cases, only an audit fee 

proposal without evidence of any of the accompanying discussions. [], by contrast, 

submitted the most information, with more evidence of discussions both with their 

client and within [the firm], and a narrative response explaining how the negotiations 

proceeded and changes to the fees. With all firms, however, there were clearly 

discussions that took place either in person or by phone and of which there are no 

records. This made piecing together how renegotiations progressed based only on 

the documents submitted more difficult. 

The renegotiation process 

138. The renegotiation process is annual and consists mainly of discussing the scope of 

the work and the fees for the following year. 

 
 
46 We only sought this material from the Big 4 firms. 
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139. KPMG, EY and PwC stated that the process for the negotiation of audit fees varied 

between clients due to the fact that each client was different and its circumstances 

could change over time. The length of the negotiation process varied depending on 

the complexity of the audit. For example, KPMG stated that negotiations with large 

international clients could take weeks or even months to conduct. 

140. KPMG and EY said that differences in the negotiation process across companies 

reflected the particular circumstances of the clients and were not directly related to 

whether they were listed. Deloitte noted that the fee negotiation process was more 

informed and rigorous for FTSE 100 and FTSE 250 companies than for smaller 

companies. PWC noted that the process of negotiation for smaller companies gener-

ally took less time than for larger companies. 

Change in scope 

141. We were told that at the start of the renegotiation process, the company and the firm 

usually discussed possible scope changes arising from the prior year. Changes might 

relate to the group structure, risk profile, auditing and financial standards etc. 

Defining the changes in scope might involve internal audit firm discussions with par-

ticular audit teams reporting proposed changes to the group audit team. The group 

audit team would then discuss the scope of the audit and the proposed fee with 

representatives of the client’s group finance department prior to discussions with the 

group Chief Financial Officer. Following this, approval of the planned scope of the 

audit and the proposed fee was requested from the Audit Committee. The Audit 

Committee then reviewed, challenged and approved the proposed fees. Depending 

on the circumstances, the fee might need to be revised before final approval by the 

Audit Committee.  
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Documentation 

142. EY said that the type of documentation provided during annual renegotiations 

depended on the specific circumstances of the company. KPMG said that clients’ 

complexity drove the extent of documentation that was provided to the client and that 

this varied considerably from client to client and year by year. EY and PwC said that 

they may produce a document providing details of fee changes in different locations, 

details on benchmarking, and the audit plan paper to the Audit Committee containing 

a summary of the main scope and fee movements for the year. 

143. It appears that although the information provided by the firms during the negotiation 

varies, it typically includes: 

(a) benchmark data on the audit fees paid by comparable companies; 

(b) comparison between the prior year fee and current year proposed fee; 

(c) for each scope change, a breakdown of the hours applied and rate per hour; 

(d) the application of inflationary increases; and 

(e) the effect of movements in exchange rates. 

The parties involved in renegotiations and their role 

144. Several parties from the firm and company side are involved in the annual re-

negotiation. For the audit firm, the engagement partner has responsibility for the 

overall fee submission and fee negotiation with the company’s Finance Director, as 

well as the fee proposal presented to the Audit Committee and any related negoti-

ation. Other personnel involved in the overall annual renegotiation include: 

(a) client account associates, client account seniors or senior associates, who are 

typically involved in fee coordination across the various audit locations; 

(b) managers or senior managers who are typically responsible for fee coordination, 

budgeting and preparation of fee schedules; and 
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(c) senior managers, directors or partners who typically review the fees submitted by 

the audit teams for the various component subsidiaries and locations in a group 

audit and carry out the initial fee negotiation with the client’s group financial 

controller. 

145. On the company side, typically the Financial Controller and Finance Director conduct 

the detailed fee negotiations. Depending on the client’s organizational structure, the 

Finance Directors for regions or business lines may also be involved. Other parties 

involved in the negotiation are the Group Financial Controller and their financial 

team, who are involved in the fee negotiation for the head office and the overall 

group fee; the Audit Committee, which oversees the fee negotiation and approval 

process for the overall group audit fee; and the Chief Financial Officer, who makes 

recommendation to the Audit Committee. 

146. In some circumstances (for example, [] with [] in 2011), renegotiations occurred 

at local level with divisions of the firm in each country where the audit was performed 

discussing their own fee with the company’s country-specific Finance Directors. 

These could then be collated and agreed at group level. 

Factors taken into account in the renegotiation of audit fees 

147. PwC, KPMG, EY, Deloitte, BDO, GT, PKF and Mazars stated that the audit fee was 

the most frequent element involved in renegotiations of an audit assignment. When 

renegotiating audit fees, several factors were taken into account. These could be 

divided in four groups: 

(a) previous year’s audit fee; 

(b) external factors, eg regulatory changes; 

(c) client-specific factors and market and economic factors, eg the economic climate, 

inflation and exchange rates; and 
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(d) strategic factors relating to the relationship with the client. 

148. It appears from the documentary evidence that the companies carried out bench-

marking exercises to inform renegotiations in roughly a quarter of cases, with fee as 

a percentage of turnover the most commonly used metric.47 

149. Typically fees are agreed only for one further year, but occasionally this is extended 

to two or three years. Setting targets for future fee levels is more common whereby 

the firm agrees a target fee level in future years, and provides an explanation as to 

how it plans to achieve this fee level.  

150. We observe that inflationary increases vary across engagements. Sometimes 

inflationary increases are linked to the CPI or RPI, and sometimes to service sector 

inflation. In other cases, we were not able to identify the basis for adjustments for 

inflation. Inflationary increases have typically been in the range of 3 to 5 per cent a 

year, but have been as high as around 10 per cent for audits carried out in other 

countries. For example, in the case of the 2009 negotiations between EY and [], 

inflation rates were set equal to [] in the [], [] per cent in [] and [] per cent 

in []. In the initial 2009 negotiation between PwC and [], inflation was set at 

4 per cent for all territories except [], where the rate was 10 per cent. However, 

after negotiations, the final fee agreed with [] ultimately included no inflationary 

increase, keeping the fee in sterling flat year-on-year. 

151. While inflationary increases are applied in the vast majority of cases, it appears that 

they are rarely discussed at significant length or challenged. When inflationary 

adjustments are challenged, sometimes inflationary increases are waived as a result 

of broad pressure to decrease the price. 
 
 
47 Also seehttp://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-
services/survey_results_wp.pdf. 
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152. Firms have also listed other elements taken into account when renegotiating audit 

fee including, variously: 

(a) system or process changes; 

(b) changes in the assessed risk of specific financial line items due, for example, to 

changes in the circumstances of the client or the economic environment; 

(c) requests for efficiency improvements which can generate fee savings; 

(d) the estimated hours in total or by staff grade; 

(e) changes in the number of geographies involved; 

(f) differences between local and group reporting requirements; and 

(g) delays in providing information on the side of the company that produce 

additional costs for the firm. 

153. Firms also take into account strategic considerations. [] explained that, in addition 

to the above, other competitive factors were taken into account when negotiating 

audit fees. In particular, so-called ‘trigger points’, which could cause the company to 

consider switching auditor, would be taken into account. The result could be a reduc-

tion in the audit fee, increased investment in the relationship or changes to the audit 

team. 

154. BDO said that it considered the total future value of the client. GT considered the risk 

of the audit including the ability of the client to be a going concern, the complexity of 

accounting and the reporting requirements and its profile, market rate (including fees 

charged to similar businesses or that proposed by a competitor), the ability to re-

engineer the audit approach and the importance of the client in terms of tenure and 

relationships, and brand association. PKF said that it considered the desire to retain 

the client and whether there had been difficulties with the client in the past. 
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155. PwC, BDO and GT said that the extent of senior staff involvement and continuity of 

teams were also part of (re)negotiation discussions. In particular, PwC stated that 

companies were interested in: 

(a) appropriately skilled people, in terms of intellect, technical skills, experience and 

number; 

(b) specialist expertise;  

(c) industry knowledge;  

(d) appropriate geographical coverage;  

(e) a consistent audit methodology, and systems to ensure the consistent application 

of the methodology across the network; and  

(f) the required compliance systems covering quality standards, auditor indepen-

dence, money laundering, client acceptance, ethical standards for professional 

accountants and other aspects of business ethics. 

156. BDO, PwC, KPMG, EY, Deloitte, GT, PFK and Mazars said that the level of audit 

fees was never linked to the provision of non-audit services. BDO specified that tax 

compliance fees may be quoted at the same time, but they were distinctly separated 

from audit services fees. PwC and KPMG stated that recurring audit-related services, 

as specified in the ISA Ethical Standard 5, were often negotiated when the statutory 

audit fee was negotiated where these were very closely-related services and could 

be foreseen in advance. KPMG said that the scope and fee of other audit-related 

services that were not necessarily recurring or predictable would not be negotiated in 

conjunction with the scope and fee of the audit, but would be subject to a separate 

agreement, and not conditional upon the audit fee. 

157. All firms stated that they never negotiated over quality. In support of this statement, 

KPMG reported that in some circumstances it resigned from a statutory audit, or 

decided not to bid, because the fees the company was prepared to pay were 
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insufficient to support the amount of work necessary to provide a certain level of 

quality. 

Companies’ buyer power 

158. Firms stated that companies were sophisticated purchasers that exerted consider-

able competitive pressure during annual renegotiations. The strategies that com-

panies were said to adopt in order to negotiate good terms include: benchmarking, 

challenges to the proposed scope and fee; and the threat of a tender. 

Benchmarking48 

159. PwC reported the examples of [], [] and [] as companies that benchmarked 

their audit fees against comparator companies and used this information to apply 

competitive pressure on the fee renegotiation.49 

160. PwC stated that although many annual fee renegotiations were incremental, basing 

the upcoming year’s fee on its predecessor, increasingly audits were subject to 

periodic ‘bottom up’ reappraisals of time and fees occurring approximately every 

three years.50 

161. KPMG stated that companies could use as a benchmark the proposals made by 

competitor firms that provided unsolicited approaches. The proposals of competitor 

audit firms were said to make companies aware of their outside options and exert a 

competitive constraint on the auditor of the company.51 

 
 
48 See also http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-
services/survey_results_wp.pdf. 
49 See PwC response to issues statement, paragraph 5.23. 
50 See PwC response to issues statement, paragraph 5.22. 
51 See KPMG response to issues statement, p50. 

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/pwc_response_to_is_non_confidential_version.pdf
http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/pwc_response_to_is_non_confidential_version.pdf
http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/kpmg_amended_issues_statement_response.pdf
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162. Finally, firms mentioned that some audit committee members sat on more than one 

Audit Committee and therefore had information on the fees paid by other companies 

and could use this information as benchmarks during negotiations. 

Challenge to proposed scope and fee 

163. According to audit firms, competitive pressure during the negotiation process could 

be exerted by the Audit Committee which may challenge the initial proposal by, for 

example: expressing concerns on the proposed inflationary increases; requesting the 

exploration of further opportunities for improvements in audit efficiencies; or drawing 

on their experience and knowledge of competitive audit fee dynamics in other 

companies. 

164. KPMG and PwC stated that the Audit Committee often sought reassurance that the 

proposed fee represented both value for money and was sufficient to enable a high-

quality level. KPMG referred to the 2010 pricing strategy document in which it found 

that even without tenders, some larger clients expected a reduction between [] and 

[] per cent.52 GT and PKF commented that some clients could be very demanding 

on fee renegotiations, trying to reduce their costs in the current economic climate. 

Threat of tender 

165. Deloitte stated that ‘it has become increasingly common for the CFO and/or the Audit 

Committee to raise the subject of an audit tender’. 

166. KPMG said that the threat to change auditors was common when renegotiating audit 

fees and provided 27 examples of FTSE 350 companies and five examples of Top 

Track 100 companies that did this. KPMG also said that the ongoing knowledge that 

a client could and would switch to a rival firm could be defined as an ‘implicit threat’ 

 
 
52 See KPMG response to issues statement, p52. 

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/kpmg_amended_issues_statement_response.pdf
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to switch audit firm. While it was by definition impossible to provide specific examples 

of these ongoing implicit threats or to quantify the frequency of these threats, the 

knowledge that clients could and would switch to an alternative audit firm were it to 

worsen its competitive offer was enough to provide a substantial constraint on its 

negotiations with all clients. 

167. PwC said that during audit fee renegotiations, the client might threaten to tender the 

audit or to switch auditor. The threat would usually be spoken rather than written. In 

support of these claims, PwC provided the example of [] which threatened to put 

the audit to tender if fee levels were not reduced.53 

168. PwC said that companies exerted competitive pressure on their auditors outside the 

context of a tender process. The threat of changing auditor may not be explicit, but it 

was always a possibility during the annual scope and fee negotiation, when there 

was a partner rotation, when there were changes to the board or Audit Committee, or 

following a merger or acquisition. It said that because mergers and acquisitions were 

unpredictable, this put the firms under constant pressure to perform well so as to 

maximize their chance of being selected if such an event occurred.54 

169. EY stated that the threat to change auditor could occur at a number of points in the 

process and not only during the audit fee renegotiations. 

170. Deloitte said that 20 per cent of its FTSE 350 clients had raised the possibility of a 

change in auditor in the past six years, and that in four cases the clients requested 

Deloitte to repitch for audit services covering the audit scope, team approach and the 

fee. Deloitte said that it retained the clients because it was satisfied with the 

outcome. The client avoided the inconvenience of a full competitive tender process. 
 
 
53 See PwC response to issues statement, paragraph 5.23(e). 
54 See PwC response to issues statement, paragraphs 5.14–5.29.  

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/pwc_response_to_is_non_confidential_version.pdf
http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/pwc_response_to_is_non_confidential_version.pdf
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171. BDO stated that the threat of changing auditor was rarely explicit, but implicit threats 

were not unusual. GT cited an example of an AIM company which used an existing 

relationship with [] to drive down the fees by threatening to move, and then subse-

quently changed to [] and obtained a further 25 per cent discount. It explained that 

in general the threat of a tender was triggered by a problem in the relationship with 

the auditor. Finally, Mazars stated that some companies used the threat to change 

auditor in order to have a fee discount. 

Examples of companies’ buyer power 

172. Following our analysis of annual renegotiation documents, it appears that the 

approach taken by the company to renegotiations varied significantly. In particular, in 

some circumstances fees were challenged yearly, while in others, it appears that 

companies accepted price rises without challenge. Generally, we observed that 

where companies exerted significant pressure upon the firm regarding the fee, they 

often secured reductions. 

173. For example, in 2011, after a period of integration following the acquisition of [] in 

2009, [] and [] agreed to undertake a bottom-up exercise to arrive at the audit 

fee (ie not on the basis of last year’s fee, but by assessing the work required at each 

location). Through a combination of rescoping the audit and other efficiency gains, 

planned hours were expected to be reduced by 25 per cent. The final agreed fee 

included no inflationary increase. 

174. It also appeared that there have been occasions when threats by a company to 

tender, or the company receiving an unsolicited bid, were effective in securing a fee 

reduction from the incumbent firm. For example: 

(a) In renegotiations with the incumbent [] in 2012, [] received an unsolicited 

proposal from [] offering audit for the company for £[] compared with an 
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initial incumbent [] fee proposal of £[]. [] agreed a reduced fee of £[] 

with the incumbent []. 

(b) In 2011, [] had a quote from [] of £600,000, compared with a fee of £[] 

that [] was charging. [] and [] agreed a fee of £[]. 

(c) [] threatened to tender during its 2008 renegotiation with [], which resulted in 

a base fee fixed for three years at a reduced level. 

Switching 

175. In this section we report evidence provided on: 

(a) the triggers for companies deciding to switch auditors and reasons for switching;  

(b) the switching behaviour of FTSE 350 companies in the last ten years; and 

(c) the effects of switching on audit fees.  

The circumstances that lead to switching and reasons for switching 

176. Parties identified the situations most likely to trigger a change of auditor.55 These 

were: 

(a) Mergers, acquisitions and de-mergers. When companies merged, they might 

choose to stay with one of the incumbent auditors or go for tender. The same 

could happen when companies de-merged. As a result of mergers, acquisitions 

and de-mergers, in the last five years, PwC lost eight FTSE 350 clients,  KPMG 

12, Deloitte 14 clients and EY four clients. 

(b) Mandatory rotation. Companies might reassess the relationship with the auditor 

as a whole when there was a partner rotation and decide to tender if the new pro-

posed partner was not acceptable to the client. 

(c) The appointment of a new Chief Executive Officer, Finance Director, Financial 

Controller, Internal Audit Head or Audit Committee Chair. When one of the above 

 
 
55 See also http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-
services/survey_results_wp.pdf. 
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figures changed, s/he might want to change auditor as well because of their 

preference for a particular auditor given their experience in the past, or because 

the chemistry did not work effectively with the incumbent auditor.56 

(d) A breakdown in the relationships within the company. 

177. We asked firms to explain the reasons why clients had changed auditor. In particular, 

we asked them to focus on FTSE 350 clients they had lost in the last five years. They 

gave the following reasons: 

(a) insufficient responsiveness to clients’ concerns: companies perceived that a 

problem had not been tackled promptly; 

(b) concerns regarding the location of the audit team in the local territory, for 

example a company may want to be audited by a local audit team rather than one 

based elsewhere in the UK; 

(c) concerns regarding the audit partner, or a view that a competitor’s partner was 

stronger: partners were central to audit discussions; 

(d) conflicts within the company; 

(e) lack of timely resolution of technical issues: timing was a critical factor to com-

panies and was an importance factor in companies’ evaluation of the quality of 

the service provided by the audit firms; 

(f) a too rigid stance on compliance with Sarbanes Oxley implementation; 

(g) an audit that is not consistent with the company’s expectation; 

(h) there were weak controls in the firm’s international network in one or more 

country: a perceived weakness in just one country may be sufficient to trigger 

switching; 

 
 
56 See also http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-
services/survey_results_wp.pdf. 
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(i) the new CEO and/or ACC had strong relationships with a different auditor: the 

CEO or ACC might have previously worked for a competitor auditor, or for some 

other reason had a strong relationship with them; 

(j) a competitor might have presented proposals for achieving efficiencies; 

(k) the tax services provided were not in line with the company’s expectations; 

(l) competitor had better expertise; 

(m) the fees proposed were too high: if a company perceived an audit fee to be too 

high, it might request that the auditor review them and if the auditor did not 

manage to meet the client expectations, they might go to tender or decide to 

switch auditor; 

(n) poor communication: in the tender proposals and in the responses provided, 

firms explained that companies attached considerable weight to good communi-

cation; 

(o) the company wanted a fresh approach to its audit; 

(p) independence issues; 

(q) perceived need for a bigger firm: BDO and GT reported that companies might 

want an auditor that was bigger in size. For this reason, companies that grew, or 

entered the FTSE 350, might decide to dismiss a mid-tier auditor in favour of one 

of the largest auditors. Examples were given of [], audited by Mazars, and [], 

audited by GT; 

(r) not having enough FTSE clients: a company that entered the FTSE 350 (or was 

expecting to do so) might be concerned that a mid-tier firm did not have enough 

FTSE clients. Examples were given if [], audited by GT, and [], audited by 

Mazars; 

(s) small technical team that would have not been able to cope with a big client; and 

(t) EY identified six elements that might lead to the end of an audit relationship: the 

wrong team; arrogance regarding fees; significant surprises; a broken 

consultation process; no insights; and a lack of business understanding. 
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178. EY also explained that in its view companies decided to change auditor when a 

minimum of two of the six elements fell below a certain benchmark that the company 

considered acceptable and generally where the incumbent had been given at least 

one opportunity to address the issue. 

179. Finally an audit engagement may also end following the initiative of a firm: in the 

case of [], PwC did not seek reappointment since it saw the risk/reward ratio in 

acting as the company’s auditor to be unsatisfactory. 

Switching behaviour 

180. We have calculated statistics on switching by FTSE 350 companies using the public 

database which covers the period 2001 to 2011.57 We report below key results. For 

further explanation of these results, see the descriptive statistics working paper.  

181. In Table 10 we report results on average annual switching rates by FTSE 350 and 

other listed companies (ie the percentage of companies that switched auditor in each 

year averaged over the ten-year period). 

TABLE 10   Average annual switching rates over the period 2000 to 2011 

    per cent 
     
 FTSE 350 FTSE 250 FTSE 100 Other listed 
     

Average switching rate per year 2.5 2.8 1.8 4.7 
Switching rates between Big 4 2.1 2.2 1.8 3 
Switching rates from Big 4 to non-Big-4 0.1 0.1 0 0.8 
Switching rates from non-Big-4 to Big 4 0.3 0.4 0 0.8 

Source:  Public data set. 
 

 

 
 
57 In the descriptive statistics working paper, we explain the methodology used to compute this figure. The switches presented 
in these tables are likely to be a lower bound since they do not include switches from Arthur Andersen. Also in our sample, the 
longest tenure is equal to ten years, ie the length of our sample. The length of engagements before 2001 has not been 
considered.  
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182. The average annual switching rate for FTSE 350 companies is 2.5 per cent, meaning 

that on average, in the period 2001 to 2011, each year roughly nine companies 

switched auditor.58 The majority of switches occurred between Big 4 firms. 

183. The average number of switches for other listed companies is higher at 4.7 per cent. 

Since the number of other listed companies is lower (on average 169), this implies 

that on average roughly eight companies switched every year. 

184. FTSE 100 companies have the lowest rate of switching and all companies switched 

within the Big 4. 

185. Switching rates by sector are reported in Table 11. 

TABLE 11   Average switching rates divided by sector 

 
FTSE350: 5-year rolling % of companies switching 

        
 

2001–05 2002–06 2003–07 2004–08 2005–09 2006–10 2007–11 
        
Oil & gas 1.9 3.2 2.8 2.4 1.1 3.1 2.2 
Basic materials 0.0 0.0 1.3 1.2 2.2 1.9 2.0 
Industrials 2.6 3.1 3.1 1.7 2.0 2.0 1.3 
Consumer goods 0.0 0.6 2.4 2.6 3.4 3.6 3.5 
Health care 6.0 2.2 0.0 0.0 0.0 0.0 0.0 
Consumer services 3.6 2.9 2.7 2.6 1.8 2.5 3.6 
Telecommunications 2.9 3.0 3.0 3.0 3.2 3.3 0.0 
Utilities 3.2 3.3 3.4 3.4 3.6 2.0 2.5 
Financials 1.3 2.4 2.9 3.0 3.6 3.1 2.6 
Technology 3.1 3.4 3.3 3.2 3.0 2.8 3.0 

Source:  Public data set. 
 

 

186. In all sectors, switching rates are fairly stable over time and only a minority of 

companies switch each year. An exception is the health care sector where there was 

some switching between 2001 to 2006, but none in the later years. In the consumer 

goods sector the switching is higher in the later years. 

 
 
58 The sample includes an average of 354 companies for the relevant period. 
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187. We calculated the length of the relationship between auditor and clients in the FTSE 

groups. The results are reported in Table 12. 

TABLE 12   Average auditor tenure 

Market Mean Median 
Standard 
deviation Min Max 

      
FTSE 11.1 8 10.3 0 81 
FTSE 100 12.8 11 10.5 0 75 
FTSE 250 10.5 8 9.9 0 81 

Source:  Public data set. 
 

 

188. The average length of the relationship between auditor and client in the FTSE 350 

group is equal to roughly 11 years, with the longest relationship in our data set being 

81 years.59 

189. We calculated the tenure of FTSE 350 company audits by industry sector. The 

results are reported in Table 13. 

TABLE 13   Number and percentage of companies with audit tenures <15 years and > 15 years by sectors 

 <15 yrs 15+ yrs <15 yrs 15+ yrs 
   % % 
     
Basic materials 20 5 80 20 
Consumer goods 15 12 56 44 
Consumer services 45 16 74 26 
Financials 72 32 69 31 
Health care 6 2 75 25 
Industrials 36 25 59 41 
Oil & gas 19 2 90 10 
Technology 12 5 71 29 
Telecommunications 4 3 57 43 
Utilities 6 3 67 33 

Source:  Public data set (2010 data). 
 

 

190. In the third and fourth columns, the number of companies is reported as percentage 

of the total companies in the sector. For FTSE 350 companies two-thirds have a 

tenure of less than 15 years, while a third have tenure of 15 years or more. The 

sector with the highest percentage of companies with tenure of 15 years of more is 

consumer goods.  

 
 
59 See descriptive statistics paper for the details on the methodology used to derive these results. 
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191. We also calculated the audit fees mean by tenure companies in the FTSE 350 in 

2010. The results are reported in Table 14.  

TABLE 14   Tenure and mean audit fee (£,000) for FTSE 350 companies in 2010 

 Audit fee 
Tenure Mean 

  
0–5 1,245 
6–10 2,019 

11–15 2,028 
16–20 2,320 
20+ 2,870 

Source:  Public data set. 
 

 

192. It appears that the longer the relationship with the auditor, the higher the fee paid. 

This can be due, for example, to the fact that more complex companies, which pay 

higher fees, tend to stay with the same auditor for longer. Using as a proxy of 

complexity, companies’ turnover, this hypothesis can be supported by the fact that 

companies that stay with the same auditor for more than 15 years have on average 

higher turnover than companies that had the same auditor for less than 15 years. 

TABLE 15   Turnover of FTSE 350 companies in 2010 divided by tenure 

Tenure Mean Min Max 
    Less than 15 yrs 4,006,603 263,000 207,000,000 

15 yrs or more 5,539,583 30,991,000 51,700,000 
Total 4,485,659 263,000 207,000,000 

Source:  Public data set. 
 

 

Analysis of the effects of switching on audit fees 

193. We consider in this section evidence on the effect of switching on audit fees. We are 

aware that switching can occur at times when there are also changes in the structure 

of the company and therefore in the scope of the audit. We seek to control for this by 

considering the effect of switching on fees as a percentage of turnover, using turn-

over as an indicator of the complexity of an audit. This information is calculated from 

the public and engagement databases which covers the period 2000 to 2011. 
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194. In Table 16 we give results for all audit engagements where the company switched 

auditor at some point in this period. We found that in the first year after switching, 

audit fees declined for all the relevant groups analysed, except for other listed 

companies and private companies. It appears that the biggest decline in fees is 

observed for FTSE 100 companies. 

TABLE 16   Percentage change of audit fee after switching 

Companies 
% change in total audit 
fee per £1m turnover 

  
All companies –16 
All FTSE350 companies –18 
All FTSE100 companies –29 
All FTSE250 companies –19 
All other listed companies 8 
 Large private companies 0 

Source:  Public data set . 
 

 

195. We considered how fees change in the years following the switch, beyond the first 

year, and found the following: 

TABLE 17   Percentage change of audit fee after switching—five years variation in real terms 

   % change in total audit fee per £1m turnover 
    

 
1 year after 
switching 

2 years after 
switching 

3 years after 
switching 

4 years after 
switching 

5 years after 
switching 

      
All companies –16 –10 –12 –8 –2 
All FTSE350 companies –18 –10 –1 –7 11 
All FTSE100 companies –29 –8 –3 –20 20 
All FTSE250 companies –19 –28 –19 4 15 
All other listed companies 8 –12 –27 –18 11 
Large private companies 0 –7 –15 2 –4 

Source:  Public data set . 
 

 

196. The statistics above represent fee variations in real terms some years after switching. 

We observe that the reduction in fees is consistent for the first three years. We inter-

pret this result with caution since the group of companies in the sample varies from 

year to year (see descriptive statistics working paper for details of the methodology 

used for the derivation of these statistics). Moreover, as explained above, companies’ 
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turnover is a proxy of audit complexity and other factors may affect the changes in 

fees observed.60  

197. We also considered whether, in the group of FTSE 350 companies, switching in 

favour of a Big 4 or non-Big-4 firm has an effect on fees. We found that fees always 

reduce when switching auditor regardless of whether this change is in favour of a Big 

4 or non-Big-4 firm. We do not put much weight on the fee variation when companies 

switch from Big 4 to non-Big-4 firms since it is based on two observations only.  

198. There is an increment in fees when companies switch from non-Big-4 to Big 4 firms, 

which suggests that companies may be willing to pay a premium when switching to a 

Big 4 auditor. However, there may be other factors that explain this observation as, 

for example, that company switching to a Big 4 firm because of a change in the 

complexity of the audit or because it is receiving a change in the quality of service.  

TABLE 18   Percentage change of audit fee after switching  

Switches 
% change in total audit 
fee per £1m turnover 

  
Big 4 to Big 4* –19 
Big 4 to non-Big-4† –83 
Non-Big-4 to Big 4‡ 8 

Source:  Public data set. 
 

*This figure is calculated on a sample of 62 switches. 
†This figure is calculated on a sample of 2 switches. 
‡This figure is calculated on a sample of 11 switches. 
  

 
 
60 See also survey results working paper. 

http://www.competition-commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/survey_results_wp.pdf
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ANNEX 1 

Audit firms’ view on customers’ preferences 

Introduction 

1. This annex summarizes audit firms’ responses to the MFQ regarding (a) the feed-

back provided by their FTSE 350 audit clients and (b) the firms’ views on the value 

that their audit clients attribute to the firms also providing non-audit services.  

2. In summary, the audit firms said that overall their FTSE 350 audit clients were satis-

fied with the audit service provided, and that their clients valued the expertise of the 

audit firms, their ability to communicate, the international coverage of the firms, and 

the competitiveness of the audit fees. They also stated that their FTSE 350 clients 

valued the supply of non-audit services by their auditors. 

Preferences of audit clients as described by firms’ feedback  

BDO 

3. BDO reported the results of a client review which was used to measure client satis-

faction levels. Clients placed weight on value for money, clarity on fees, a direct 

relationship and straightforward advices. Recently two of its clients scored it ‘very 

good, everything lived up to my expectations’ and ‘good, almost everything lived up 

to my expectations’. 

Deloitte 

4. Deloitte reported the results of its audit clients’ reviews, finding that clients valued: 

(a) a firm that communicated clearly; 

(b) being able to trust in the firm; 

(c) a ‘no-surprise’ audit with early escalation of issues; 

(d) a firm which kept clients up to date on regulatory and market developments; 

(e) a firm that produced value added; 
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(f) a firm which delivered consistently; 

(g) a firm’s honesty and integrity; 

(h) a firm that focused on outcome; 

(i) the ability to build affinity with the firm; 

(j) a firm that engaged with the client proactively and brought challenges; 

(k) a firm that ensured high-quality people; and 

(l) a firm that delivered market-leading capability on a global basis. 

EY 

5. EY does not appear to have provided any documents reporting information on audit 

client preferences related to the attributes of the audit services received. 

GT 

6. In its response to the MFQ, GT reported on the evaluation of six of its FTSE 350 

clients. Five of these clients were classed as being extremely or very satisfied and 

one was fairly satisfied. 

KPMG 

7. KPMG reported the results of surveys conducted with UK Finance Directors in 

relation to their statutory audits. It found that the attributes of an audit that Finance 

Directors valued most were: 

(a) application of industry knowledge;  

(b) competitive fees; 

(c) speed of response when accounting guidance was needed; 

(d) insight into different areas of the business; and 

(e) frequency and quality of interaction. 
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8. KPMG also reported the results of an Audit Committee Institute Survey 2006–2011 in 

which Audit Committees were asked what they would most like to improve in relation 

to their audit and/or their auditors. The results show that the most frequent answers 

were: 

(a) insights into emerging risks; 

(b) competitive fees; 

(c) insights into different areas of the business; 

(d) post-audit feedback; and 

(e) application of industry knowledge.  

Mazars 

9. Mazars stated that it had not recently conducted a systematic audit client survey, but 

it performed client care interviews with most significant clients on a regular basis. 

Client care interviews were meant to test clients’ satisfaction and were structured. 

The questions asked referred to the ability of the firm to communicate, to deliver 

value for money, understanding of the business sector, and technical capabilities. 

PKF 

10. PKF stated that specific client feedback had identified three key auditor selection 

criteria: price, value added and a good working relationship. Clients valued auditors 

on the basis of good value for money, a good relationship and on whether the auditor 

did what had been asked. The feedback stated that PKF showed good relationships 

and competitive pricing and that PKF did a good job in what it was asked for.  

11. Specific client feedback on what was regarded as being high-level quality service 

included responsiveness and proactivity, having the necessary staff available to meet 

deadlines and providing solutions to business issues identified at competitive prices. 

The client stated that pressure to change audit supplier could come either from the 
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growth of the quality of shareholders base, or from a good governance perspective. 

The client also stated that there could be pressure to change in favour of a Big 4 firm. 

PwC 

12. PwC said that clients demanded: 

(a) innovative solutions; 

(b) a quick and responsive audit service; 

(c) seamless global service and world class capabilities; 

(d) local presence; 

(e) strong implementation capability; 

(f) appropriately skilled people, in terms of intellect, technical skills, experience and 

number; 

(g) specialist expertise and industry knowledge: many different types of specialists 

were required to provide a high-quality audit to large companies and it was only 

PwC and, to different degrees, the other three largest audit firms that had 

invested to develop these specialist teams to audit all large companies. These 

included control assurance and IT specialists, accounting technical specialists, 

tax, treasury, valuations, actuarial, insolvency and economists. Large companies 

typically required their audit firm (including throughout the global network) to have 

knowledge of their industry sector, particularly if the sector was itself highly 

complex, specialized or regulated, such as financial services; 

(h) appropriate geographical coverage: international coverage was required to match 

the geographic expansion of large companies. Large companies chose to use a 

single network with common standards, methodologies and systems for their 

group audit rather than rely on local audit firms in different countries. Companies 

believed that using a single coherent network reduced the risks of an inapprop-

riate audit strategy being adopted which might fail to detect misstatements (the 

adverse effect of which could be very substantial), ensured that a more 
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consistent methodology was applied throughout the corporate group, and should 

also result in a more efficient and therefore cost-effective service; 

(i) a consistent audit methodology, and systems to ensure the consistent application 

of the methodology across the network; and 

(j) the required compliance systems covering quality standards, auditor indepen-

dence, money laundering, client acceptance, ethical standards for professional 

accountants and other aspects of business ethics. 

Value audit clients attach to the supply of audit-related and other services  

13. We asked the audit firms to provide information in their possession on the value that 

their audit clients attach to their auditor providing other audit-related services and 

non-audit services. We include in audit-related services reports on internal financial 

controls and the commercial and business insight provided by the audit team to 

senior management. 

Deloitte 

14. Deloitte stated that clients significantly valued the ability to receive non-audit services 

from their auditor. It also explained that clients were strongly against additional 

restrictions to audit firms’ ability to offer non-audit services to their audit clients, 

referring to its clients’ response to the EC Green Paper Audit Policy: Lessons from 

the crisis. 

EY 

15. EY stated that many of its audit clients valued its ability to provide them with non-

audit services. This value was said to be derived from the client’s knowledge of the 

audit firm in question, and the team and the relationships which helped to reduce the 

level of uncertainty and anxiety associated with any complex buying decision. 
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16. EY said that the knowledge and experience of the teams could help to create 

efficiencies and there were often synergies that could be gained from dealing with the 

same individuals and teams, due in part to the extensive networks they had within 

the organization. 

17. EY also recognized that in evaluating whether to obtain non-audit services from their 

auditor, clients took into account value for money. 

KPMG 

18. KPMG said that its audit clients valued KPMG’s ability to provide non-audit services. 

KPMG also said that whether the audit firm was used to provide these services 

depended on the needs of the clients, its policy regarding the provision of non-audit 

services from the auditor and its evaluation of the ability of the audit firm in 

comparison with competitors. 

19. KPMG reported that several of its audit clients expressed a desire for KPMG to 

increase or maintain its proactivity in suggesting other non-audit services that it could 

provide. KPMG interpreted this claim as evidence that, at least in these instances, 

the audit clients valued the other non-audit services KPMG provided and the ability to 

talk about other work that KPMG might provide. 

PwC 

20. PwC stated that different efficiencies emerged when supplying non-audit services to 

audit clients. The efficiencies gained when it provided non-audit services to its audit 

clients generally arose from the knowledge that it already had of the company, or 

because an element of the work was ordinarily covered in the audit and the other 

service was an incremental ‘top-up’. 
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21. The efficiencies in supplying non-audit services to audit clients were said to emerge 

from: 

(a) time and cost savings because of the working relationships that already existed 

between personnel at PwC and the company; 

(b) knowledge of existing systems and business processes in place at the company 

or from the financial information that had already been audited. This prior 

knowledge saved time required to the firm to ‘get up to speed’ when providing 

such non-audit services to the client; and 

(c) knowledge of an audit client and the industry within which it operated. This could 

allow delivery of more targeted and insightful non-audit services which were of 

greater value to the client. 

22. PwC said that it believed that the market as it was currently configured (and the way 

in which both companies and auditors invested in long-term relationships) resulted in 

audits being delivered at higher quality and lower prices than would otherwise be the 

case. 
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