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STATUTORY AUDIT SERVICES MARKET INVESTIGATION 

Nature and strength of competition in the supply of FTSE 350 audits 

Introduction 

1. This working paper describes the nature of competition in the supply of statutory 

audits services to FTSE 350 companies and gives some initial views on the strength 

of competition within this market.1

2. We set out in our Law and regulation working paper what constitutes a statutory 

audit.
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3. In this paper, we first (a) provide a description of what appear to be the main 

elements of the product delivered by an auditor when it audits a FTSE 350 company. 

We (b) summarize the views of parties (made in response to our Law and regulation 

working paper) on the definition of audit quality. We also (c) consider the areas 

where there is scope for firms to innovate in their product and service offering, and 

(d) what of each of the elements of an audit product is visible to whom, and why this 

matters. This provides a framework for the remainder of the paper. 

 Auditors may also provide the companies they audit with ‘audit-related 

services’ and ‘non-audit-related services’. Audit-related services are additional 

services that are largely carried out by members of the audit engagement team and 

the work involved is closely related to the work performed in the carrying out of the 

statutory audit. This includes reviews of interim financial information, reporting on 

regulatory returns and reporting to a regulator on client assets. Non-audit-related 

services include the provision of services, advice or other activities which is not part 

of the normal audit duties required or expected of auditors such as tax advice, 

compliance advice and consultancy. 

 
 
1 We think that this is the relevant market: see Market definition working paper. 
2 Law and regulation. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
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4. Second, we identify the variables on which audit firms can compete in seeking to win 

and retain FTSE 350 audit engagements. To some extent what the auditor delivers is 

determined by regulatory obligations, professional standards and accepted 

accounting practices. Nevertheless audit firms have stressed that competition 

between them is not limited to the audit fee. 

5. We think that there are certain features of the audit product that are relevant to 

understanding competition in this market. In particular, each FTSE 350 audit is 

different reflecting the characteristics of the company, including its size, structure, 

and the sectors and geographic areas in which it operates. An audit displays features 

of an ‘experience’ good as some aspects of the product cannot be known with 

certainty before it is delivered. Even after the event, some individuals may not be 

able to appraise accurately certain aspects of the product. Decisions on the 

appointment or reselection of the auditor may therefore be on the basis of indicators 

or proxies for unobservable variables. 

6. Third, we consider the behaviour and bargaining position of companies in their 

relationship with their current auditor, including how this bargaining position is 

affected by companies’ behaviour and the credibility of any threat to switch. We 

consider this to be particularly important in understanding the competitive pressure 

faced by audit firms in both competition for audit engagements and in their 

relationship with existing audit clients. 

7. Fourth, we assess the strength of competition during tenders (ie the formal 

processes described in the Evidence relating to auditor selection working paper 

whereby invited firms compete for a specific audit engagement). We set out our initial 

views on the form that competition takes during the tender process and the efforts 

made prior to this by firms to put themselves in a good position when a tender is 
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announced. Prior to the tendering of an audit engagement there appear to be limited 

direct competitive interactions between the audit firms in relation to a particular 

engagement. Nevertheless, firms may research particular companies or initiate 

contact with potential new clients possibly to encourage them to tender their audit 

and/or to increase their chances of being invited to participate in tenders and of 

winning such tenders. 

8. As part of our assessment we evaluate the presence of barriers faced by firms to 

participating in tenders for FTSE 350 audit engagements. We consider whether there 

are factors that hamper the ability of certain firms to accept invitations to tender or in 

positioning themselves prior to a tender being announced. 

9. Fifth, we consider the strength of the competitive threat faced by audit firms in 

retaining their existing audit clients. We consider what firms do to retain their 

FTSE 350 audit engagements. As noted above, other than when an audit 

engagement is tendered there is limited direct rivalry between the audit firms in 

relation to a particular engagement. Nevertheless, we consider that a threat—explicit 

or implicit—that a client could put an engagement out to tender (possibly as a result 

of an approach by a rival firm) could be a source of competitive pressure. 

10. At the outset we describe our sources of data and evidence. 

Sources of data and evidence 

11. Our main sources of unmediated data and evidence are: the results of the CC 

customer survey and the case studies; the public dataset; the tender dataset; and the 

information extracted from the review of tender-related documents and firms’ strategy 

documents that the firms provided to us. We also have information provided by 

submissions made by the parties in response to the Market and Financial 
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Questionnaires (MFQs). The information provided by these sources is set out in a 

series of working papers, in particular: the CC survey results working paper; the 

Evidence relating to the selection process working paper; the Descriptive statistics 

working paper; the Competitor strategies working paper; and the Switching costs 

working paper. 

Description of an audit 

12. In this section we set out a broad description of the main elements of the service 

delivered by the auditor in auditing a FTSE 350 company and parties’ submission on 

audit quality. We then consider where there may be scope for audit firms to 

differentiate themselves through innovation given their regulatory obligations and 

other constraints. Finally, we consider the visibility to various stakeholders of the 

various elements of the audit product. 

Elements of a FTSE 350 audit 

13. While the audit report itself is typically a short, formulaic opinion signed by an 

identified audit engagement partner on the letterhead of his or her firm and which is 

published in the Company’s Annual Report, it is apparent that this is only the end 

product of a lengthy, complex and intense audit process. In this paper we propose to 

use a broad description of the audit process as a framework to capture the elements 

of an audit. Our aim is not to define an audit in a specific way, but rather to ensure 

that in conducting our analyses, we properly assess all the ways in which audit firms 

may be able to compete in providing an audit, ie to vary their offerings in order to win 

and retain engagements. 

14. The results of case studies, surveys and submissions from audit firms indicate that 

there are four broad product characteristics of a FTSE 350 audit:  

(a) the audit fee paid by the company; 
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(b) the technical quality of the audit reports and the accuracy of the audit opinion;  

(c) the provision and quality of additional commentary and insights provided by the 

audit team in the process of conducting the statutory audit; and 

(d) the quality of the service provided by the audit team to management and audit 

committees in carrying out the audit. 

15. We discuss each in turn. 

Fee 

16. The fee paid for each FTSE 350 audit must be published. In practice, however, it 

may be difficult for FTSE 350 companies to compare the audit fees they pay with 

those paid by others. The reasons are that, as noted above, each FTSE 350 audit is 

different reflecting a range of factors. The published audit fee may also include fees 

for audit-related services,3

Technical quality of audit reports and opinion 

 which need not be published. Firms said that the 

proportion of the total fee accounted for by audit-related services (as opposed to the 

audit itself) varied significantly by client and estimated a range based on hours and/or 

fees of between 0 and 30 per cent. 

17. We consider that the technical quality of the audit report encompasses the De Angelo 

definition of audit quality (ie the market-perceived joint probability that an auditor will 

both (a) discover a breach in the client’s accounts and (b) report the breach) but 

should not be limited to this definition.4

 
 
3 

 

Market definition, paragraphs 18–20. 
4 Probability (a) cannot be calculated: the unknown unknowns (ie what the audit failed to detect) necessarily mean that the 
denominator of the fraction is uncertain. Probability (b) may be somewhat clearer, since it may be more visible if an auditor 
discovered something but did not report it. There should be a paper trail that might be uncovered, but when this might happen, 
and by whom, is uncertain. The ‘market-perceived’ aspect, however, means that this definition does not amount to probability 
calculation, but rather amounts to a more general assessment of an auditor’s reputation. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
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18. It appears to us that a fuller definition of the quality of an audit also includes the 

quality of internal reporting to senior management and the audit committee that may 

assist them in audit planning and their assessment of the quality of the audit and in 

providing further disclosure of information to stakeholders. This information indirectly 

contributes to the usefulness of the audit report and opinion to the stakeholders. 

Such internal reporting might include reporting of the audit methodology such as 

sampling methods and materiality thresholds, risk assessment and areas where 

auditors were required to exercise judgement on accounting treatments. 

Additional reporting and commentary 

19. This takes two forms: additional commentary and reporting in relation to the audit 

itself that might be provided to managers, the audit committee; and the commercial 

and operational insights provided by auditors as a by-product of the process of 

carrying out an audit. Auditors in the process of carrying out an audit have contact 

with many individuals and scrutinize activities across the organization and, as a 

result, make observations and gain knowledge of the business. Auditors have been 

described to us (by some finance directors) as the ‘eyes and ears’ of senior 

managers. The management of the company may also gain from the wider 

knowledge and experience gained by auditors—for example, how the company’s 

procedures and practices compare with established best practice. 

Service 

20. This captures those aspects of the audit process which if not handled efficiently and 

effectively will impose additional non-fee costs on the company or result in delays 

and disruption. This is largely concerned with the efficiency with which an audit is 

conducted including: the amount of management time taken up with explaining the 

corporate structure, activities and accounting treatments, systems and practices to 

the audit team; how quickly and effectively the audit team responds to matters raised 
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by management and/or the audit committee; the level of disruption to the normal 

operation of the company; the timeliness in raising issues with management; and the 

ability of the audit team to establish good working relationships with staff, 

management and providing audit clearance, and audit committee. 

Parties’ submissions on definition of audit quality 

21. In response to the Law and Regulation working paper, Deloitte, EY, KPMG and PwC 

commented on the definition of audit quality. These responses are summarized in 

Annex 1 to this working paper. We consider the key points they made to be as 

follows: 

(a) The De Angelo definition of audit quality does not capture key elements of audit 

quality and a broader understanding of audit quality should also recognize the 

drivers of technical quality and importance of service quality. A quality audit is 

said to be one where the audit opinion was appropriate in the circumstances and 

the engagement was conducted in line with applicable professional standards. 

(b) Empirical studies have found that important factors in audit quality include: 

communication between the auditor and the audit committee; the quality of the 

working relationship with the audit team and partner; the reputation, integrity and 

technical competence of the firm; and the technical competence and sector 

experience of the audit partner; and the professional integrity of the audit team.  

(c) High quality requires: professional scepticism and judgement in determining the 

scope of the work required; an ability to apply accounting standards appropriately 

to complex businesses; sector expertise and experience; and the ability to 

challenge management. 

(d) Auditors are required to exercise judgement on key aspects of an audit such as: 

the risks of material misstatement of results or financial position; the procedures 

needed to respond to those risks; the adequacy of a company’s financial system 

and controls; the impact of change on the business; the reasonableness of 
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judgements and estimates made by the business; the risk of management bias; 

the sufficiency and appropriateness of audit evidence and the conclusions to be 

drawn from this; and the appropriate way to approach dealings and discussions 

with management and the board. 

(e) The quality of audit service is differentiated by factors such as the exercise of 

judgement based on knowledge and experience, building and sustaining rapport, 

engendering trust and being skilful in influencing people, and managing an audit 

team efficiently, which can be very large and spread over multiple jurisdictions.  

(f) Clients value the insights that the auditor may be able to provide as a by-product 

of carrying out an audit, such as the effectiveness of operating and financial 

management systems. Also, clients often have need for the auditor to report on a 

variety of other matters, for example in relation to client money, prudential 

returns, tax computations or other matters that are largely performed by the 

existing audit team (audit-related services). 

22. We consider that these comments are captured by the description of an audit given 

above in paragraphs 14 to 20. 

Scope for innovation 

23. The nature of statutory audits is determined to an extent by legislation, originating in 

both the UK and the EU, and professional standards issued by both UK and 

international bodies. In particular, the regulatory framework sets certain minimum 

requirements on the purpose of an audit, the duties of an auditor and the output of 

the audit, and firms are required to demonstrate compliance with the International 

Standards on Auditing (ISAs). These standards do not, however, state the method an 

auditor must use to test specific account areas, or the specific level of testing 

necessary to reach a conclusion. 
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24. We asked firms various questions relating to innovation as part of a competitive 

strategy to win or retain clients and the impact of regulation on innovation. The 

responses to these questions are summarized in Annex 2. 

Constraints on innovation 

25. The principal purpose of a statutory audit is to provide assurance that the financial 

statements of a company are accurate (true), and are presented fairly (fair). An 

auditor prepares a report for inclusion with the companies’ published financial 

statements. 

26. The requirements of an auditor’s report with respect to the financial statements and 

the duties of the auditor in reaching those conclusions under the Companies Act 

2006 can be summarized as follows:5

27. We understand that the format of the audit report is largely standardized and that the 

scope for variation from this format is limited by regulation. KPMG was the only firm 

to refer directly to regulation inhibiting it innovating and experimenting with the format 

of the audit opinion.

 an auditor must be satisfied that (a) proper 

accounting records are kept, (b) the financial statements are consistent with those 

records, (c) the financial statements are prepared on the basis of financial reporting 

standards, and (d) where any material divergence is found and not corrected, this 

should be reported in the audit report. 

6

 
 
5 Auditors are also required to report on the consistency of the annual report with the financial statements and the accuracy of 
the remuneration report. 

 We note that the demand for consistency of approach from 

management, shareholders and regulatory bodies including the London Stock 

Exchange may also be a constraint. It appears that the scope for innovation in 

reporting is most likely to take the form of additional sections to the standard audit 

report. 

Companies Act 2006, Part 16, Chapter 3. 
6 KPMG response to MFQ, Q113. 

http://www.legislation.gov.uk/ukpga/2006/46/contents�
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28. Acceptable accounting treatments are determined by financial reporting standards, 

with listed companies required to use International Financial Reporting Standards 

(IFRS). However, preparers of financial statements may adopt different 

interpretations of those standards, and may adopt ‘industry norms’ for certain areas 

such as accounting estimates. However, where a presentation as indicated by IFRS 

is not considered to be a fair reflection of the economic substance of the balance or 

transaction, it is possible to adopt alternative accounting policies.7

29. Under the 2006 Audit Directive, all statutory audits in the EU must be compliant with 

International Standards on Auditing (ISAs). ISAs prescribe how an audit should be 

undertaken, albeit at a high level and state what considerations an auditor is 

expected to demonstrate in forming an audit opinion, such as when using evidence 

prepared by another auditor or management’s expert as well as broader 

requirements on documentation. 

 

Areas where innovation may be possible 

30. With regard to audit process, the firms identified the following as possible and 

previous areas of innovation (see Annex 2 for a summary of submissions): a 

standardization of the audit approach (at a firm and network level); use of industry 

specialized modules; the resource mix of staff including ‘off-shoring’; more 

sophisticated audit software providing enhanced ability for teams to work remotely 

and access for international subsidiaries; and automation including automated 

sample extraction, creation of audit files and variance analysis. We consider that 

these areas of innovation are primarily determinants of cost efficiency and not 

necessarily specific to a particular audit client. 

 
 
7 Both HSBC and National Express are examples of companies which have diverged in certain instances from IFRS. The 
Financial Reporting Review Panel has also stated that it would only challenge a company’s choice of accounting policy if it 
were clearly unreasonable. ‘True and Fair’, FRC, July 2011. 
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31. The following are identified as possible areas of innovation in output: enhanced 

reporting to shareholders (such as further gradation of the audit opinion);8 clearer 

communication in annual reports to improve the quality of discussions at the Audit 

Committee, and the quality and flow of the front end of the accounts, enhanced 

reporting to management (controls, risks and business insights) including ‘extended 

audit’; and financial reporting benchmarking9 (10,11

32. The firms also identified the following as areas for innovation outside of the audit 

process:

 and extent of disclosures of 

financial statements to other companies). The case studies provided evidence of an 

audit firm encouraging clients to prepare extended Audit Committee Chair (ACC) 

reports. 

12 benchmarking of financial performance; access to knowledge base, 

thought leadership articles and networking events; partner access for general advice; 

marketing; and audit-related services.13

Initial views 

 

33. Based on this, our initial views on the scope for firms to compete by differentiating 

themselves through innovation in the product and service offered are as follows. 

34. First, we consider that whilst strict compliance with ISAs will be the most cost-

efficient way of delivering an audit, the possibility for additional testing and reporting 

offers potential for auditors to differentiate their product. Examples of this are 

KPMG’s ‘extended audit’ and a number of other detailed reports issued by the firms. 

 
 
8 For example, by the IMA. 
9 See Annex 2—Deloitte. 
10 See Annex 2—KPMG. 
11 Company G, paragraph 115. 
12 See Annex 2. 
13 There may be some scope to innovate these, but they will be subject to their own requirements. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�


 

12 

35. Second, we note that whilst the aim of an audit has remained broadly similar14

36. Third, the firms have expressed differing views on the effect of regulation on 

innovation. There is a perception by some firms that IFRS and ISAs limit innovation 

by enforcing a checklist format to the audit, but firms have sought to innovate in a 

number of areas. For example, we note that some of the four largest firms have 

developed industry-specific audit approaches, suggesting that it is possible to tailor 

the nature of testing to specific industries. 

 over 

time, how that work is documented and the focus of auditing financial statements has 

changed. 

37. Fourth, the firms have shown some degree of innovation in IT and systems, with the 

larger firms and their networks investing heavily in audit software. The Big 4 firms 

have also started to use service centres that are accessible to all firms within their 

network to undertake audit procedures and to provide centralized back-office 

functions to differing degrees. This is discussed further in our working paper on the 

International networks. 

38. Finally, other examples of innovation include the development of detailed reports on 

financial controls such as journal postings, based on an element of automated data 

interrogation by the systems developed by the firms. As with extended audit 

arrangements, such reports exceed the requirements of ISAs (in this case ISA 260), 

as they provide greater insight into how a business is operating rather than the 

reporting of control failures. 

 
 
14 Development of statutory financial audit, paragraph 3. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
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39. We note, however, that tender proposals very rarely mention innovation, suggesting 

that firms do not compete on this dimension during tenders. Moreover, where firms 

reported that they had lost a tender, in only 1 per cent of those cases had the tender 

been lost because the winner had proposed an innovative approach.15

Visibility of elements of an audit  

 Of the 

innovations reported above most would have a bearing on the cost and efficiency of 

fulfilling audit engagements rather than necessarily changing the nature of the audit 

service perceived by the client. 

40. Using the broad aspects of the audit product in paragraph 14, we considered the 

visibility to various stakeholders of various elements of an audit. Our approach was to 

identify key inputs, outputs and activities associated with a FTSE 350 audit and 

arranged these, starting with those which appear most visible. Some of this 

information will be available prior to the appointment of the auditor or the start of the 

audit process. For example, the skills and experience of the audit firm and team will 

be information available to senior management and the audit committee in the 

selection process. 

41. Our initial views of the visibility of the various elements of the audit process is 

illustrated in Figure 1. 

 
 
15 Evidence relating to the selection process, paragraphs 74–76 & 139. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
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FIGURE 1 

Visibility of measures and indicators of various aspects of audit quality 

 

Source:  [CC]. 

42. Based primarily on the results of the case studies it appears to us that senior 

management as a group and the auditor have similar, and the greatest, access to 

information. Nevertheless the management is better informed than the auditor on the 

fundamentals and facts of a company (an auditor does not know what it has not 

found),16

91

 and the auditor knows better than the management the work undertaken in 

carrying out the audit (although the asymmetry of information will vary with the time 

available and the effort made by the management to understand what the audit team 

did, for example on the extent of substantive testing (see paragraph  for further 

discussion of the evidence)). 

 
 
16 For example: Company E, paragraph 33; Company C, paragraph 39. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
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43. We think that ACCs can, if they wish to, have access to much of the information 

available to managers. For example, one Audit Engagement Partner (AEP) said that 

the Audit Committee should have a very good understanding of the key judgements 

made and of the audit process, and that the planning document provided sufficient 

detail and had to be formally approved.17 Nevertheless other ACCs did not have such 

in-depth knowledge and understanding of the audit. One said that it was very difficult 

for an Audit Committee to examine in detail the work that the auditors had 

undertaken and that it was not part of his role to do so.18

44. Finally, for shareholders and other stakeholders

 We consider that in general 

the ACC may have to actively request information and that the ACC’s available time 

and resources may also be a constraint. ACCs have limited, part-time engagements 

and do not have the same resources available to them as a Financial Director (FD) or 

audit partner. We acknowledge, however, that this point has been challenged by the 

audit firms. Nevertheless, we consider that the case studies suggest that the depth of 

scrutiny by the ACC may depend on the individual. 

19
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 the information to which they have 

access is limited to that publically disclosed by the company, or otherwise publically 

available (albeit possibly gained over time from experience such as knowledge of the 

audit firm). The attributes of a particular FTSE 350 audit will not be visible to these 

stakeholders before the process of carrying out the audit starts. After the audit has 

been delivered, stakeholders may not be able to observe directly attributes of an 

audit in which they have an interest, or some information may not be available to 

them. For example, shareholders will not have direct access to the same information 

as management and audit committee on which to base an assessment of the 

technical quality of the report. 

Company C, paragraph 87. 
18 Company F, paragraph 48. 
19 Framework for the CC’s assessment and revised theories of harm, paragraphs 8–47. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
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45. We consider this analysis assists in understanding the dynamics of competition in the 

supply of audits to large companies. For example, it may be for the reasons given 

above that certain stakeholders may need to form expectations and make 

judgements based on observations on drivers and indicators of certain attributes, 

and/or will be aware that other stakeholders will be doing so, since they cannot 

observe directly the distinct elements of an audit. 

Variables on which firms compete 

46. While paragraph 14 listed the aspects of an audit that firms might vary as part of their 

competitive strategies, in this section we consider the evidence we have in relation to 

the variables on which firms in fact compete in gaining and retaining FTSE 350 audit 

engagements. 

47. In particular we consider evidence provided by the CC’s survey, the case studies and 

firms’ responses to our MFQ on: (a) who makes the buying decision; (b) on what is 

important to these individuals; and (c) the factors taken into account in (re)appointing 

auditors. This is the demand that firms must satisfy in order to win and retain 

engagements, and so shapes the firms’ offerings. 

48. The tender and strategy documents provide unmediated evidence on the aspects of 

their offering on which the audit firms compete. 

Who is the buyer?  

49. In the CC survey, we asked finance directors or chief finance officers (FD/CFOs) and 

audit committee chairs (ACCs) who they considered to be most influential in the 

selection of auditors. For FTSE 350 firms it appears that the key individuals are the 

FD/CFO, the ACC and AC. The AC/ACCs are most frequently identified as the most 

influential. FDs consider themselves to have more influence than they are perceived 
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to have among ACCs. Shareholders and wider management are rarely said to be the 

most influential.20

50. In the case studies, we were told that the AC and FD are key in the decision to 

recommend an audit firm for appointment but that there was also input from the 

management. 

 We have identified no instance of shareholders successfully 

opposing the (re)appointment of an auditor. 

51. Given these results we think that it is the preferences and perceptions of these 

individuals that are relevant to an assessment of the nature of competition for FTSE 

350 audits. This will include the perceptions these individuals have in relation to what 

is important to shareholders and other stakeholders, to the extent that they consider 

the views of others on the appointment of the auditor to be a relevant consideration. 

What is important to them?  

52. We asked these individuals how important they thought certain factors to be in 

assessing the quality of an audit. The intention behind this question was to explore 

how important various aspects of the product provided by auditors are to their 

clients.21

53. Over 90 per cent of ACCs said that the following were important: the ability to detect 

misstatements; a high degree of challenge by the auditor; the efficiency of the audit 

process; and the independence of the firm. 79 per cent of ACCs said that the 

reliability and usefulness of the audit reports was important.  

 

 
 
20 CC survey results, paragraphs 32 & 33. 
21 CC survey results, paragraphs 29–31. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
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54. Over 90 per cent of FDs said that the efficiency of the audit and the independence of 

the firm were important, and over 80 per cent identified the ability to detect 

misstatements and a high degree of auditor challenge as important. 

55. Among FDs and ACCs the factor least often identified as important was the ability to 

offer value added services. Only 24 per cent of FDs and ACC considered to this to be 

important. 

56. At a company level, the consistency of worldwide delivery was identified as important 

by over 90 per cent of those with more than 40 per cent of the audit fee accounted for 

by non-UK activities. 

57. Based on these findings, we consider that all the broad aspects of the audit product 

(excluding fees, which were not addressed by this question), as described above, are 

important to the majority of ACCs/FDs. In particular, the skills required to ensure the 

technical quality of the audit; the usefulness of the reporting; and the efficiency with 

which the audit is carried out. 

58. We also asked firms to provide evidence of the elements of the audit service valued 

by clients. Firms reported that their clients valued the expertise of the audit firm, their 

ability to communicate clearly, the international coverage of the firm, and the 

competitiveness of the audit fees.22

 
 
22 

 

Evidence relating to selection process, Annex I. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
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Factors taken into account in the appointment and reappointment of auditors 

59. In the CC survey we asked FDs and ACCs: how important they considered certain 

factors to be in the selection of auditors; and about the things they or others do to 

maintain quality, efficiency and value for money of their audit.  

Factors taken into account in the appointment and reappointment of the auditor 

60. The findings are set out in the CC survey results working paper.23

61. These findings were consistent with what we were told in the case studies (see 

paragraph 

 In summary, we 

found that for FDs and ACCs the most important factor is the experience and 

knowledge of the AEG, followed by good working relationships with the audit team, 

the experience and knowledge of the team, and the reputation of the audit firm with 

investors, corporate brokers, analysts and external advisers. The strength of 

international network is seen as very important for both FDs and ACCs of companies 

with international operations. Price was considered to be very important or important 

by 65 per cent of FDs and 44 per cent of ACCs. 

85) and firms’ responses to the MFQ. In particular, we were told that 

companies wanted: their auditor to have relevant sector experience and experience 

of auditing FTSE 350 companies; the partner to have experience of FTSE 350 audits 

(particularly important for the larger clients); the audit firm to have a strong and 

consistent international network; and high quality staff on the audit team.24

 
 
23 

 

CC survey results, paragraph 35. 
24 Evidence relating to the selection process, paragraphs 41–53. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
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62. The Big 4 firms provided results of their client satisfaction surveys. The results 

suggested that the companies valued in particular the international coverage of these 

firms and their communication skills (keeping the client informed, ie no surprises).25

Variables on which firms compete in tenders 

 

63. Our assessment of the tender proposals indicated that, in practice, the key factors on 

which audit firms compete when tendering for engagements are: the team that will 

perform the audit and the experience of each member of the team; the audit fees; the 

international coverage of the firms’ network; the firm’s relevant sector experience and 

the firm’s experience of FTSE 350 clients; previous working relationship with the 

client; the risk assessment; and the firm’s ability to deliver a smooth transition. The 

tender documents submitted by the firms do not focus on the potential for innovation. 

We note, however, that firms have contested this finding.26

Factors considered in the renegotiation of engagements 

 

64. A company must formally appoint an auditor each year and may reappoint its existing 

auditor or appoint another. 

65. Our assessment suggests that when an auditor is reappointed, the scope of the audit 

and fees in the previous year is the starting point for the vast majority of discussions. 

The company may ask for a total reassessment of the audit work in exceptional 

circumstances.27

 
 
25 

 When companies ask firms to reduce fees, it appears that fee 

Evidence relating to the selection process, Annex 1. 
26 For example, see the following responses to the Framework of the CC’s assessment and revised theories of harm: Deloitte, 
paragraph 6.16–6.21; PWC footnote 59. See Evidence relating to the selection process, paragraph 74. 
27 Evidence relating to the selection process, paragraph 181. 
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reductions are often secured.28

66. We found that most companies regularly carry out reviews (internal or with their 

auditors) of audit quality and service, and the CC survey results indicate that most re-

negotiate the audit fee every year and nearly all at least every five years.

 Typically fees are adjusted for wage inflation at 

industry or firm level, and exchange rate changes. 

29

94

 These 

results are consistent with the findings of the case studies (see paragraph ). We 

were told that review generally covered a range of aspects of the auditor’s 

performance. Customer satisfaction surveys carried out by firms cover the technical 

capabilities and performance of the auditor, service quality and the audit fee (see 

Evidence relating to the selection process working paper, Annex 1). 

Initial views on the variables of competition 

67. Based on this evidence our initial view is that the following are the main variables 

across which audit firms compete for FTSE 350 engagements: 

(a) experience and knowledge of the engagement partner and engagement team; 

(b) the audit team’s working relationships with senior management and the ACC; 

(c) reputation of the audit firm with investors, corporate brokers, analysts and 

external advisers; 

(d) the strength of international network in competition for audits of companies with 

international operations; and 

(e) audit fee. 

68. When trying to win new clients, firms compete predominantly on their experience and 

the quality of their team, while when renegotiating existing engagements, discussions 

are rather on the fees and the scope of the engagement. If the company is discontent 

 
 
28 See annual renegotiations documents as described in Evidence relating to the selection process, paragraph 180. 
29 CC survey results, paragraph 38. 
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with the engagement partner, firms can also have discussions regarding partners’ 

experience and qualifications, but this is unusual.30

The behaviour and bargaining power of companies 

 

69. For the reasons given in the Framework for our assessment working paper,31

70. First we consider the evidence relevant to the assessment of the bargaining position 

of FTSE 350 companies in conducting competitive tenders. 

 we 

consider the behaviour of FTSE 350 companies and in particular those involved in 

appointing and managing the audit engagements to be important to the assessment 

of the competition in the market: they are the ones making the ‘purchasing’ decisions. 

Our assessment is mainly qualitative. It is, however, informed by quantitative 

evidence provided by the public dataset, the survey results, and the tender dataset. 

71. Second, we set out the evidence we consider key to understanding the strength of 

the bargaining position of FSTE 350 audit clients in their relationship with their 

current auditor. In particular:  

(a) how well informed clients are in relation to how the audit product delivered 

(including the fee) to them might compare with that rival firms could provide; and 

(b) the credibility of a threat that a client would initiate a tender and the potential 

consequences for the incumbent. Evidence on the credibility of a threat to tender 

an engagement and/or switch auditors is provided by information on the 

frequency of tendering and switching, the circumstances that might trigger a 

decision to tender an audit engagement, and the reasons given for switching 

auditors. 

 
 
30 See annual renegotiations evidence as reported in Evidence relating to the selection process, paragraph 184(b). 
31 See paragraph 77. 
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Bargaining position of FTSE 350 companies in the context of tenders 

72. We consider below the evidence on (a) the knowledge and experience of individuals 

involved in the appointment of auditors, (b) how companies conduct tenders and 

(c) the information available to companies during the tender process. 

Knowledge and experience of those involved in the appointment of auditors 

73. We think that the most influential people in the appointment of the auditor are the 

FD/CFO and ACC (see paragraphs 49 to 51). 

74. It appears that FDs/CFOs and ACCs for FTSE 350 companies are highly qualified 

and experienced individuals. The results of the CC’s survey and case studies also 

suggest that the majority of FDs/CFOs and ACCs for FTSE 350 clients have worked 

for one of the Big 4 firms, and that ACCs tend to be former audit partners and/or 

current or former finance directors and to hold more than one AC position.32

75. This suggests to us that FDs, CFOs and ACCs are experienced and knowledgeable 

purchasers of the audit services, and that they are particularly familiar with what the 

Big 4 firms can offer. 

 

How companies conduct tenders 

76. We consider that the tender process is further evidence that FDs and ACCs are 

sophisticated purchasers of audit services, for the following reasons. 

77. The invitation to tender letters are usually detailed, setting out what the company 

requires a bid to cover. Typically the invitation to tender letters request details of: 

proposed audit fees, the audit team, the firm’s service approach and how the firm 

 
 
32 CC survey results, paragraph 23; Company A, paragraph 49; Company E, paragraph 37; Company F, paragraphs 35 & 36; 
Company H, paragraph 51. 
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would manage the switching process.33

78. Tenders are held over a relatively short period of time, typically six weeks to three 

months,

 The letters generally include information on 

the company and usually set out clear procedures for giving bidders access to further 

information required on the company. 

34 in which time companies often have repeated interaction with audit firms in 

which information is exchanged, audit firms were given extensive access to key 

individuals at the companies, including the FD and ACC.35

Information available to companies in tenders 

 For example, the AEP 

attended 25 meetings with Company C during a tender and at Company E, the 

company held three or four meetings and a site visit with each audit firm during a six-

week period. We consider that companies build into the process the opportunities 

that ensure that bidders have access to the information and people they need. 

79. Our analysis of the tender process suggests that the proposal documents submitted 

and firms’ presentations provide the information on the following: the proposed fee; 

the proposed approach to the audit; the qualifications and experience of the audit 

team and the partner who will conduct the audit; and the relevant audit experience of 

the firm including sector experience; and the use of UK offices and, where 

necessary, the international network. All submissions also describe the firms’ 

approach to quality assurance and risk assessment.36

 
 
33 

 

Evidence relating to the selection process, paragraphs 41–46. 
34 Evidence relating to the selection process, paragraph 55. 
35 www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies and Evidence relating to the 
selection process, paragraph 54. 
36 Evidence relating to selection process, paragraphs 63–78. 
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80. In some circumstances the client and the firm can discuss the firm’s proposal to 

reduce switching disruption. Transitions plans include discussion regarding how the 

firm proposes to familiarize themselves with the company organization.37

81. Firms may or may not provide a breakdown of staff hours by grade, and international 

and local offices. In the submissions we received, a minority provided details on fees 

by grades, type of work and location. Some set out the number of meetings that will 

occur along the year, while usually firms only provided a high level timeline. Some 

provided details of their IT systems and the software used to conduct the audit, but 

did not generally give further details on the methodology proposed.

 

38

82. Based on this evidence, it appears to us that the tender process generally provides 

FD/CFOs and ACCs with detailed information on the capabilities of the audit firm and 

the team that will carry out the audit, and the fee. Less detailed is the information on 

how a particular engagement will be conducted. We consider that companies may 

use information on the capabilities of the firm and audit team as an indicator of the 

quality they can expect. The information provided by submissions will also be 

supplemented by the knowledge and experience those involved in the appointment 

process have gained working with or for the firms participating in the tender. 

 

Initial views on the bargaining position of FTSE 350 companies in the context of 
tenders 

83. Our initial view is that tenders are structured and thorough processes. In particular: 

bidders are required to provide detailed information on the experience and 

capabilities of the audit firm and team and audit fee; and the process provides 

opportunities for bidders to have access to the information and people needed to 

 
 
37 Evidence relating to selection process, paragraphs 63–78. 
38 Evidence relating to selection process, paragraphs 63–78. 
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submit informed proposal. The process is managed by the FD and the ACC, ie 

individuals with the knowledge and experience required to critically assess the bids 

submitted. 

84. We note that innovation does not usually appear to be a key consideration in the 

tender process. We also consider that a company’s bargaining position depends on 

the strength of its outside option, in particular the number of competent alternative 

audit firms that could conduct the audit. Companies that decide to put their 

engagement out to tender are more likely to be those that expect there be gains to be 

had from doing so: those that do not may not think that they have good alternatives 

(and so have limited bargaining power). This is considered further below (see 

paragraphs 113 to 128). 

Bargaining position of FTSE 350 companies in the context of their relationship 
with existing auditor  

85. We consider below the evidence on (a) how well informed FTSE 350 companies are 

in relation to both the product and service provided by their existing auditor and also 

the alternatives that may be available to them; and (b) the credibility of the threat 

(whether implicit or explicit) to switch auditor. Both considerations are important to 

our assessment as, for example, a well-informed company may be in a weak position 

if its options are limited and/or the costs of switching are high. 

86. In this section we rely on the analysis set out in the Switching costs working paper.39

 
 
39 

 

To avoid duplication we report below our initial views it contains in relation to the 

nature and scale of switching costs. 

Evidence on switching costs. 
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How well informed are FTSE 350 companies 

87. In this section we consider the knowledge, experience and information available to 

those involved in the management of the audit engagement. We consider the 

evidence on the information acquired by individuals involved in the management of 

audit engagements from working with the incumbent and other audit firms in both 

current and previous professional positions. 

88. As noted above, it appears that the most influential people in the reappointment of 

auditors are the FD/CFO and ACC. We have set out above (see paragraph 75) 

evidence on the relevant backgrounds of these individuals. Given these 

backgrounds, we consider that FDs and ACCs can be expected to have the 

professional knowledge and experience they require to monitor effectively in general 

terms the performance of the auditor. In addition, that ACCs tend to hold more than 

one AC position will give them the opportunity to compare the service provided to 

different FTSE 350 companies.40

Information available to FDs and ACCs 

 It appears that ACCs may be able to use this 

knowledge of other companies to negotiate better terms of engagements. 

89. Accounting standards require auditors to provide certain information to those charged 

with governance (generally the audit committee and FD/CFO). The two main 

standards are: ISA 260—communication with those charged with governance and 

ISA 265—communicating deficiencies in internal control to those charged with 

governance and management. These standards are not prescriptive, but state the 

areas that need to be covered including: 

(a) an engagement letter which sets out the responsibilities of auditors and directors 

may be reissued each year; 

 
 
40 Evidence relating to the selection process, paragraph 171. 
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(b)  a planning report which sets out the strategy the audit team will use, timings, 

identifies key controls to be tested and those risks which may have a material 

impact on the financial statements and need special attention outside of standard 

testing; and 

(c) interim and final management letters which list the issues encountered, a 

schedule of non-trivial errors including value corrected, total level of error in the 

accounts, and any control weaknesses identified. These may also cover any 

significant difficulties experienced such as lack of evidence or issues over 

cooperation. 

90. Whilst carrying out the audit, the auditors meet regularly with management. The 

FD/CFOs we spoke to in case studies generally thought that they had a good idea of 

the work the auditors undertook.41 In larger companies, the day-to-day relationship 

with the auditors was with senior finance staff, and the CFO would be involved at and 

before the Audit Committee meetings. The CFOs’ visibility of the extent and quality of 

the testing that the auditors undertook was therefore also informed by company staff 

working alongside the auditors.42 We were also told that the auditors and CFOs 

discussed and aimed to agree how to resolve audit issues.43

91. The case studies also suggested that the information available to ACCs tended to be 

more of a high level overview and the areas of work would be communicated through 

the audit plan.

 Nevertheless, we were 

told that senior management would not have a complete knowledge of all the work 

undertaken by the auditors. 

44

 
 
41 For example: 

 Although ACCs did not have direct visibility of the audit work we 

were told by some that they received comprehensive reports and were involved in 

Company C, paragraph 8; Company E, paragraph 5. 
42 For example: Company G, paragraph 37; Company B, paragraph 8; Company I, paragraph 6. 
43 See Company B, paragraph 13; Company C, paragraph 16; Company H, paragraph 61. 
44 See Company E, paragraph 46; Company H, paragraph 55; Company B, paragraph 52. 
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discussions of key issues and judgments.45 Others said that it was difficult for an 

Audit Committee to examine in detail the work that the auditors had undertaken and 

that it was not the ACC’s role to do so,46 and that the ACC could not know if the 

auditors were doing a poor job unless management raised an issue or something 

came to light after the event.47

92. We acknowledge the submissions parties made in response to the working paper on 

the Framework for the CC’s assessment and revised theories of harm that: there is 

strong evidence in the case studies and CC’s survey that ACs take their duties very 

seriously in recommending the appointment of the audit firm to shareholders and in 

the resolution of audit issues;

 

48 that ACCs and FDs are engaged with the audit 

process and act in accordance with their duties to the company and the 

shareholders;49 and that auditors take their responsibility to the shareholders 

seriously given their legal duties, unlimited liability status and the risk to their 

reputation should they fail to do so.50

Market testing by the company (excluding tendering) 

 

93. We asked respondents to the CC’s survey about the things they or others do to 

maintain quality, efficiency and value for money of their audit engagement. We found 

that most FTSE 350 companies regularly carry out reviews (internal or with their 

auditors) of audit quality and service, and most re-negotiate the audit fee every year 

and nearly all at least every five years. These results are consistent with the findings 

 
 
45 See Company I, paragraph 39; Company H, paragraphs 60 & 61; Company D, paragraphs 53 & 54. 
46 See Company F, paragraph 48; Company B, paragraph 54. 
47 See Company C, paragraph 73; Company H, paragraph 82. 
48 KPMG response to the Framework for the CC’s assessment and revised theories of harm, 4 May 2012, paragraph 3.2.7. 
49 PwC response to the Framework for the CC’s assessment and revised theories of harm, Annex, Theory of Harm 2, 
paragraph (a)(ii). 
50 PwC response to the Framework for the CC’s assessment and revised theories of harm. Annex, Theory of Harm 2, 
paragraph (a)(iii). 
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of the case studies. We were told that such reviews generally covered a range of 

aspects of the auditor’s performance.51

94. The survey indicated that the majority of FTSE 350 companies carry out 

benchmarking or other formal comparison exercises at least every five years and/or 

require auditors to make formal proposals or presentations before reappointment. 

Around two-thirds undertook at least one of these and half did both. We also asked 

about other activities not specified. These included informal contact with their peer 

group, drawing on in-house experience and expertise, and informal benchmarking 

and comparisons.

 

52

95. Nevertheless the survey found that about one-third of FTSE 350 companies did not 

carry out such benchmarking or other formal comparisons or request a formal 

proposal or presentation from the auditor before reappointment.

 

53

96. We also asked respondents from companies that carry out benchmarking or other 

formal comparisons for further details. About three-quarters of the FTSE 350 

companies in this category said that they compared audit fees with those paid by 

other companies in the same sector and/or of a similar size and complexity. Nearly 

half said that they looked at the expertise, experience and reputation of the audit 

firms and the audit team. Only 5 per cent of respondents in this category did not 

mention these factors and fewer than 15 per cent mentioned other factors.

 

54

97. This suggests to us that the information provided by benchmarking and other 

comparable exercises is limited. In particular, these exercises are generally limited to 

 

 
 
51 CC survey results, paragraphs 35–39. See also Company A, paragraph 60; Company C, paragraphs 25–28; Company G, 
paragraphs 17, 18 & 30; Company H, paragraphs 30 & 38. 
52 CC survey results, paragraphs 35–39. 
53 CC survey results, paragraphs 38. 
54 CC survey results, paragraphs 41 & 42. 
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a comparison of audit fees and the expertise, experience and reputation of the audit 

firms and teams. Moreover, given the need to control for factors that may explain 

variation in fees, the comparison of fees is with companies in the same sector and/or 

which are otherwise considered to be comparable. The number of comparators may 

therefore be small. We also consider that this is a fairly crude way of controlling for 

parameters that may determine the level of the audit fee and is likely to give only a 

broad indication as to the competitiveness of audit fees. We note that if the 

comparator fees are themselves not competitive for any reason, then the value of 

such comparison is reduced. 

98. The Big 4 firms seemed to have recognized the difficulties in comparing audit fees in 

the context of discussion on the transparency of fees. In particular, they argued that 

audit fees are not fully transparent as, among other reasons, the level of fees paid 

will vary from company to company reflecting its size, the nature of its business, the 

particular issues encountered in the audit and the nature of the audit carried out.55

99. We are aware from the survey that FD/CFOs and ACCs are in regular contact, 

formally and informally, with rival audit firms.

 

56 We were also told that firms may 

discuss with a company proposals for changing the way the audit of the company is 

carried out, but that they did not submit unsolicited full audit proposal bids to FTSE 

350 companies, given the nature and the extent of information that is required to 

prepare a meaningful bid.57

Credibility of a threat to switch auditors 

 

100. In the context of renegotiation, there is some evidence that companies can and do 

threaten to switch, and that such a strategy can to be effective in obtaining a lower 
 
 
55 Evidence of tacit coordination, Annex 1. 
56 CC survey results, paragraphs 58–60. 
57 Evidence relating to the selection process, paragraph 23. 
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price. For example, [] said that [] per cent of its FTSE 350 clients had threatened 

to tender in the last six years and that in four cases the clients requested [] to re-

pitch for audit services covering the audit scope, team approach and the fee. [] 

said that they retained the clients because they were satisfied with the outcome.58

101. It appears, however, that companies do not make this threat often. We also found 

that many FTSE 350 companies had not switched auditor for a long time. On 

average around nine FTSE 350 companies switched auditor each year over the 

period 2000 to 2011,

  

59

102. Evidence from the survey suggests that for some companies this may be because 

they are satisfied that the audit fee is competitive and with the service they receive. 

However, for the reasons given above (see paragraph 

 but one-third of current FTSE 350 companies have an audit 

tenure of 15 years or more (these have companies have a higher average turnover). 

94 to 100), we think that such 

expectations may be based on limited information on the outside options.  

103. We also consider that the credibility of a threat, implicit or explicit, to switch depends 

on the perceptions of the incumbent firm and the company concerned of the costs 

and benefits to the company of switching. In particular, if the management think that 

the costs and benefits to the company are finely balanced (or the costs clearly 

outweigh the benefits) then: it is less likely that the company would take the decision 

to tender its audit; and if the auditor recognized this to be the case, any threat to do 

so would be less credible.  

104. We consider the factors relevant to the credibility of the threat to switch: 

(a) the costs of switching; 
 
 
58 Evidence relating to the selection process, paragraph 178. 
59 Eleven years is a lower bound since, in our sample, some starting dates of engagements are missing and preceding 2000. 
When this is the case, we adopted a conservative strategy and assumed that the engagement started in 2000.  
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(b) the benefits of switching; 

(c) the choice that companies have; 

(d) the incentives of those involved in the (re)appointment decision; and 

(e) The potential costs to the incumbent audit firm of a tender. 

Costs of switching 

105. From the analysis of case studies we identified a series of costs associated with 

switching that may limit the ability of a company to switch, these include: 

(a) management and audit committee time required to select a new auditor and to 

familiarize the new auditor with the company; 

(b) the logistical difficulties of appointing an auditor; 

(c) the opportunity cost of management time since at certain times management time 

is particularly scarce, and so its cost heightened; 

(d) reputational costs since at certain times, there may be a risk to a company’s 

reputation from switching auditor; 

(e) the perceived higher risk of a new auditor making mistakes before it is fully 

familiar with a company, compared with the risk of mistakes by an incumbent 

auditor; 

(f) the loss of other advantages of long-term relationships; and 

(g) the loss of a new auditor as an existing provider of non-audit services.60

In summary it is our initial view that in aggregate there are substantial search and 

switching costs, but these are not seen as an insurmountable barrier to switching.

 

61

106. With regard to (f), we are investigating econometrically the extent of tenure or 

learning-by-doing effects, but as yet results are not available. 

 

 
 
60 See Company B, paragraph 20; Company C, paragraph 29; Company H, paragraphs 34 & 35; Company C, paragraph 29; 
Company F, paragraph 53; Company G, paragraph 67. 
61 Evidence on switching costs, paragraph 68. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�


 

34 

107. EY told us that, although there are costs to clients associated with switching auditors, 

those costs are not so high as to prohibit switching. Equally, BDO said that customer 

switching costs can be overstated.62,63 Moreover our analysis of tender documents 

suggests that firms are very aware of the disruption companies face when changing 

auditor and as a result have strategies, usually described in their tender proposals, to 

mitigate them.64

Benefits of switching 

 

108. We consider that the benefits of switching may not always be as evident to 

companies as the potential costs. We have discussed the difficulties companies face 

in comparing audit fees (see paragraph 98). We also consider that it may be difficult 

for companies to compare certain aspects of audit quality which are not readily 

observable from the outside. Moreover, a company may not know which, or how 

many, firms would be in a position to submit a competitive bid for the engagement. 

This may be because the audit is particularly complex or due to potential conflicts of 

interest.65

109. In the survey we asked respondents about the effect of switching. For many 

companies (75 per cent) switching was said to have resulted in lower fees and/or 

improvements in quality.

 

66

 
 
62 See 

 However here we are seeking the views of companies on 

the effect of switching after the event; a group which we would expect to include 

those companies that had a good reason for going out to tender such as 

dissatisfaction with their existing audit. For the purpose of considering the bargaining 

E&Y response to Issues Statement, p13; BDO response to Issues Statement, p15. 
63 Firms define switching costs depending on their position—the incumbent auditor in a tender will state that the risks 
associated with switching are much higher than the expected benefits, but when pitching for a new client an auditor will state 
that its transition process would minimize any risk associated with switching. 
64 Evidence relating to the selection process, paragraph 77. 
65 For example, Company G. 
66 CC survey results, paragraph 52. 
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position of FTSE 350 companies in negotiating with their existing auditor, of more 

interest is the expectations of all companies on the potential gains from switching.  

110. We did not specifically ask this question. We did, however, ask companies that had 

not tendered their audit in the last five years why this was the case. Around one-half 

of the FTSE 350 companies in this group said that the quality of service had been 

good, around one-quarter said that the audit fee was competitive and 57 per cent 

mentioned one or both of these. 

111. This evidence suggests that many of the companies that have not tendered or 

switched auditor may not have done so because they did not expect that there was 

much to be gained from doing so. Again, however, for the reasons given above (see 

paragraphs 94 to 100), we consider that such expectations would have been based 

on limited information on the outside options. We also note that nearly 40 per cent of 

surveyed FTSE 350 companies said that they had not tendered because of the costs 

involved in tendering and switching including the disruption and the loss of the 

benefits of continuity. 

How much choice do FTSE 350 companies have? 

112. We consider that choice is not just a matter of the number of firms that might submit 

competitive bids, but also whether the rival firms might be expected to offer the 

company some choice on how they would conduct the audit and whether the 

underlying quality of the audit would be affected by switching. In particular, if all firms 

are expected to adopt the same approach to a given audit, this could limit 

expectations on the gains to be had from switching. 



 

36 

113. We consider below the evidence we have on the choice available to FTSE 350 

companies. In particular: the capability of Big 4 and other firms; companies’ 

preferences in relation to firms; and the influence of external stakeholders. 

• Firms’ capabilities 

114. Each of the Big 4 firms told us that they had the experience and capacity to audit any 

company in the FTSE 350. This seems to be confirmed by the information provided 

by the public dataset. In particular, it appears that, with a few exceptions, each of the 

Big 4 firms has over the last ten years had a reasonable presence in the audit of 

FTSE 350 companies by industry sector and company size (measured by 

turnover).67

115. Some non-Big-4 firms told us that they had the capability to audit companies across 

a range of sectors but would be unable to audit the largest FTSE350 companies in 

certain sectors, for example financial institutions, insurance, pharmaceuticals and oil 

and gas on a sole audit basis. We observe that generally non-Big-4 firms have over 

the last ten years had a very small share of FTSE 350 audit engagements (less than 

5 per cent in total), and that there are also several sectors where non-Big-4 firms 

have had no (or a limited) presence in auditing FTSE 350 companies in the last ten 

years: health care, telecommunications, utilities and technology.

 

68

116. The analysis of the tender material suggests that Big 4 firms usually accept an 

invitation to FTSE 350 tenders, unless they are conflicted and would prefer to 

 

 
 
67 See Descriptive statistics, market shares. 
68 Market definition. 
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continue to do the non-audit work.69

• Companies’ preferences 

 Non-Big-4 firms also stated that the costs of 

tenders or a lack of financial or personnel resources were not a barrier to tendering. 

117. We investigated both (a) which audit firms FTSE 350 companies would seriously 

consider if tendering their audit engagement and (b) the extent to which choice within 

Big 4 firms may be limited. We consider these in turn below. 

118. The survey results suggest that: all FTSE 350 companies would consider Big 4 firms; 

about three-quarters would consider only Big 4 firms; and one-quarter would consider 

both Big 4 and Mid Tier firms (more specifically, BDO and Grant Thornton).70 The 

percentage of firms that would consider only Big 4 firms was higher for: FTSE 100 

companies (84 per cent); and companies where more than 40 per cent of the audit 

fee was accounted for by non-UK activities (72 per cent). In the case studies seven 

of the ten case study companies would only consider Big 4 audit firms.71

119. We asked survey respondents who stated that their company would formally 

consider only Big 4 firms what the reasons for this would be. For FTSE 350 

companies the most frequently mentioned reason, by both FDs and ACCs, was the 

size and geographic coverage of the Big 4 audit firms, sector knowledge and 

experience.

 

72

 
 
69 

 In the case studies, a requirement for consistency and quality across 

all global locations was given as a reason why companies felt limited to using a Big 4 

firm. 

Evidence relating to the selection process, paragraphs 57 & 58. 
70 CC survey results, paragraphs 62–66. 
71 See Company A, paragraph 37; Company B, paragraph 21; Company C, paragraph 21; Company D, paragraphs 28 & 29; 
Company F, paragraph 26; Company G, paragraphs 25 & 28; Company H, paragraph 22. 
72 CC survey results, paragraph 68. 
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120. We consider that this preference for Big 4 firms might also reflect the backgrounds of 

those involved in the appointment of auditors. In particular, we found that the majority 

of ACCs and FDs have previously worked for a Big 4 firm and will therefore be more 

familiar with the approach, experience and work conducted by Big 4 firms. It is 

possible that this familiarity will make them more favourably disposed to the 

appointment of a Big 4 rather than a non-Big-4 firm (if their experience was positive), 

on the other hand it could make them less aware of the quality and experience of 

non-Big-4 firms. 

121. Non-Big-4 firms stated that companies might feel they could not switch from a Big 4 

firm to a non-Big-4 firm because of the signal it would send to the market. They also 

said that, clients had told them that if they were to grow, they would need to switch to 

a Big 4 firm.73

122. We note that there is some evidence to suggest that companies think that their 

choice of audit firm might be restricted by pressure from lenders or shareholders. In 

the survey the reputation of the audit firm with external stakeholders was very 

important to both FDs and ACCs, and pressure from external stakeholders was 

identified as likely to trigger a switch. Approximately 15 per cent of FTSE 350 

companies that would only consider Big 4 firms gave ‘shareholders/investors/banks 

expect certain standards’ as a reason. 

 

123. The Cardiff Business School report on auditor clauses in loan agreements found that 

LMA documentation for leveraged loans included a clause defining ‘auditors’ as one 

of the Big4 firms.74

 
 
73 

 Documentation for investment grade loans had no such clause. 

From the evidence collected for the report it was not clear the extent to which this 

Evidence relating to the selection process, Annex 1, paragraph 11. 
74 See Cardiff Business School Report on Auditor clauses in loan agreements. www.competition-
commission.org.uk/assets/competitioncommission/docs/2011/statutory-audit-services/cbs_auditor_clauses_report.pdf. 
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affected FTSE350 companies. Banks’ responses indicated that it was rare for a 

lender to require a borrower to change auditor because of a contractual clause. Case 

study Company I was an example of a company with such a clause in its lending 

arrangements.75

124. BlackRock, an investor that we spoke to as part of our case studies, thought audit 

quality depended on the quality of the audit partner rather than the identity of the firm. 

It did not think there would be any issues using one of the top four to top six audit 

firms—it wanted to see an audit firm with an established reputation. The only concern 

would be if the proportion of revenue earned from one client was too high.

 

76

125. We consider that these preferences are reflected in recent behaviour. The public 

dataset suggests that over the period 2000 to 2011 there are only three examples of 

companies switching (roughly 0.1 per cent) from Big 4 to non-Big-4 firms.

 

77

126. In the survey we asked about factors that limited company choice between Big 4 

firms. 60 per cent of FDs and 65 per cent of ACCs stated there were no factors that 

limited choice between the Big 4 firms. The most frequently mentioned factors related 

to the independence of the audit firm and the provision of non-audit services. Other 

factors mentioned include the fact that certain auditors provide audit services and/or 

non-audit services to competitors and a lack of sector expertise. These are 

mentioned by fewer than 10 per cent of respondents. Nevertheless we note that 

 In the 

survey, we found that of the 30 FTSE 350 companies that switched auditor in the last 

five years, none had switched from a Big 4 firm to a non-Big-4 firm. 

 
 
75 Company I, paragraph 24. 
76 BlackRock, paragraphs 14 & 15. 
77 Evidence relating to the selection process, Table 10. 
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there are possibly a large minority of FTSE 350 companies for whom choice within 

the Big 4 may be limited for a variety of reasons.78

127. In the case studies two of the ten case study companies (companies C and G) 

perceived one of the Big 4 firms [] to be weaker than the others and Company G 

also used this firm extensively for non-audit services (meaning that it might be less 

keen to undertake the audit). 

 

Incentives faced by individuals involved in the appointment of auditors 

128. We consider the incentives of the individuals involved in the appointment of an 

auditor, separately from those of the company as an organization. 

129. As explained above, the survey results suggest that the ACC and FD/CFO are the 

most influential individuals in the appointment of the auditor and the management of 

the engagement.79 In the case studies we were told that a decision to tender was 

often driven by management but that the agreement of the AC was required.80

• ACCs 

 

130. The evidence suggests that the ACCs are principally concerned with the technical 

quality of the audit output. In particular, we asked respondents how important they 

thought certain factors to be in assessing the quality of an audit. The intention behind 

this question was to explore how important various aspects of the product provided 

by auditors are to the customers. For ACCs the factors most frequently identified as 

important are the ability to detect misstatements, the independence of the firm and a 

high degree of challenge by the auditor.81

 
 
78 

 Also, of the potential triggers for switching, 

CC survey results, paragraphs 71–73. 
79 CC survey results, paragraphs 31 & 32. 
80 See Company A, paragraph 35; Company E, paragraph 18. 
81 CC survey results, paragraphs 29–31. 
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among FTSE 350, ACCs’ complacency of the audit firm was by far the most 

frequently mentioned.82

131. In the case studies, ACCs said that the technical competence of the auditor was 

important and used the quality of the reports they received as a means of assessing 

the quality of the audit. They would also want warning of any issues early in the audit 

process and to have the opportunity to discuss these. They would want to see that 

the auditors had thoroughly investigated the accounts and the company controls, and 

sufficient coverage of key risk areas and areas where there had been changes.

 

83

• FD/CFOs 

 

132. It appears from the case studies that the FD/CFO is the key individual in managing 

the relationship with auditors and takes the lead in the annual renegotiation of the 

engagement with the auditor and, in particular, on matters related to the audit fee. 

The audit fee, quality of service provided by the auditor, the efficiency with which the 

audit is carried out and the disruption caused to the day-to-day business of the 

company are therefore all matters for which the FD/CFO will be directly accountable. 

133. The audit fee is typically only a very small percentage of the turnover of the company 

and any fee reductions that may be achieved from switching auditor can only be a 

percentage of that. As discussed above, the reduction in fee that may be gained from 

tendering the audit may also be uncertain. For these reasons, we consider that an 

FD is unlikely to have strong incentives to initiate a tender to achieve a reduction in 

price alone, unless this is expected to be substantial, given the demands that 

tendering and possibly switching auditor would place on the FD and the potential 

risks for the FD. In particular, preparing invitations to tender, meetings with potential 
 
 
82 CC survey results, paragraphs 55 & 56. 
83 See Company B, paragraphs 52 & 53; Company E, paragraph 62; Company F, paragraphs 59 & 60; Company H, paragraphs 
54 & 81; Company I, paragraph 57; Company J, paragraph 55. 
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bidders, reviewing proposals and presentations would require a substantial time 

commitment by the FD and senior management.84 If the company were to decide to 

switch auditor, the evidence suggests that there may also be substantial switching 

costs that will directly affect the FD including the management time required with the 

new auditor and the increased risk of getting the audit opinion wrong in the early 

years of appointment.85

134. We consider that the CC survey results on the potential triggers and reasons for 

switching provide direct evidence on this point. In particular, the potential trigger most 

frequently identified by FDs as likely to prompt a company to seriously consider 

switching was the complacency of the audit firm and/or a poor quality audit, followed 

by a substantial increase in the audit fee. 

 

135. For those FTSE 350 companies that had switched auditor, the most frequently 

mentioned reasons by the FDs for doing so were: to get a better quality of service in 

the delivery of the audit (30 per cent); to get a better price (26 per cent); to use a firm 

with better sector experience (26 per cent). 30 per cent of FDs also said that the 

company had a policy to switch regularly and/or to avoid complacency. 

136. We were also told in the case studies that triggers to tender broadly fell into one of 

three categories: (i) high fee level or increase, (ii) poor audit quality, and (iii) reasons 

of good corporate governance. Quality issues or good governance were the most 

common reasons given for a tender.86 In only one case was fee cited as a trigger of a 

tender.87

 
 
84 

 

Evidence relating to the selection process, paragraphs 30–60. 
85 Evidence on switching costs, paragraph 72. 
86 See Company J, paragraph 43; Company F, paragraph 17; Company H, paragraph 29; Company E, paragraph 82. 
87 See Company D, paragraph 16. 
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137. Based on this evidence it appears to us that (a) FDs and ACCs are sensitive to 

concerns, internal or external, that may adversely affect the technical quality of the 

audit, and (b) particularly FDs may be sensitive to certain aspects of the quality of 

service provided by the auditor. Both the FD and ACC identified these as factors 

likely to trigger a tender in the CC’s survey and case studies. The responses 

suggested that generally price would be a factor only if substantial increases arose 

(or for other reasons it was clear that the fee was high). 

The potential costs to the incumbent audit firm of a tender 

138. We consider that if the costs to the incumbent of a client’s decision to tender its audit 

are high, this will strengthen the negotiating position of management. We consider 

the relevant costs for incumbents to be: the cost of participating in a tender; in the 

event that they win the tender, the risk that the audit fee will be reduced or other 

terms are less favourable; and if they do not retain the client, the cost to the firm of 

losing a FTSE 350 client. We consider that the costs of losing a FTSE 350 client may 

not be limited to the lost profit on the engagement (see paragraphs 163 to165). 

139. The evidence suggests that the costs of participating in tenders are substantial when 

compared with the first year audit fee, but would probably appear less so if we were 

able to compare these with the expected profits to the firm over the life of the 

engagement.88

140. Data provided by firms show that in nearly 20 per cent of the cases, the winner of the 

tender was the incumbent firm.

 

89

 
 
88 

 We consider that although incumbents may have 

some first mover advantages, the evidence suggests that in practice when faced with 

a tender any such advantages do not translate into a higher probability of winning. 

Evidence relating to the selection process, paragraphs 101–123. 
89 Out of the 97 tenders firms reported in the period 2007 to 2011, 67 are the tenders in which we were able to identify a winner. 
In 13 cases out of the 67, the incumbent was also the winner. 
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This may be because in the majority of case companies have preliminary 

conversations with the incumbent auditor before tendering, and only if these 

conversations fail does the company proceed to tender.90

Initial views on the bargaining position of companies with existing auditors 

 If the conversation fails, it 

would then seem less likely that the incumbent would win in the tender, as the 

company has decided that it is worthwhile going ahead with the exercise. 

141. Our initial view is that whilst FDs and ACCs are experienced and knowledgeable 

individuals and the potential costs to the incumbent firm of losing an engagement are 

high, in practice their bargaining position with respect to their incumbent auditor, 

outside of a tender process, is weakened by the limited effectiveness of 

benchmarking, the costs to a company of tendering and switching auditor, and the 

costs and risks to the individuals involved. In particular: 

(a) Whilst clients have certain expectations based on experience in relation to the 

various aspects of the audit product, other than going to tender there appears to 

be limited opportunity for audit clients to make comparisons with rival firms. In 

particular, we found that benchmarking exercises were the only source of such 

information. These exercises are often limited in scope to the comparison of fees 

and general considerations regarding the expertise of the audit firm and teams. 

(b) We consider that such comparisons are not straightforward, as account would 

need to be taken of the wide range of factors that will affect audit fees including 

the need for specific sector experience; the complexity of the organisations; the 

scope of the audit; and the geographical interests of the company. We note that 

respondents said that comparisons are made with companies in the same sector, 

of a similar size and judged to be of similar complexity etc. We consider that this 

 
 
90 Companies may not discuss their intention to tender if they follow a policy of regular auditor rotation.  
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will limit the number of comparators and will only go some way to controlling for 

differences between companies. 

(c) Whilst CC survey results suggest the majority of FTSE 350 companies do carry 

out regular benchmarking or other formal comparisons and/or require auditors to 

submit formal proposals, around one-third of companies have not done so. We 

have not identified other market testing activities that would be substitutes for 

such activities. Moreover, an audit is a bespoke product and therefore it is not 

straightforward to draw conclusions across different companies. We consider that 

only by going out to tender are companies in a much better position to assess the 

competitiveness of all aspect of the audit product provided by the incumbent.  

(d) Audit firms will be aware that FTSE 350 companies tender their engagements 

and switch auditor infrequently (particularly for reasons unrelated to structural 

changes). 

(e) We consider that these rates of switching may be a reflection of the perceived 

cost to the company of switching combined with difficulty assessing the potential 

gains to be had from doing so. 

(f) The CC’s survey suggested that a substantial proportion of companies would not 

consider switching in response to a problematic working relationship between the 

auditor and management. 

(g) Whilst the majority of FTSE 350 companies surveyed did not consider their 

choice to be limited between the Big 4 firms, there was a substantial minority 

(around 40 per cent) for which this was the case. The main reasons given were 

related to conflict of interest and independence issues. We consider that the 

number of potential bidders could adversely affect perceptions on the potential 

benefits to be had from going through a tender process. 

(h) ACCs and FDs have a limited incentive to initiate a tender process to achieve 

reduction in fees alone unless these are expected to be substantial. 
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Strength of competition during tenders 

142. We have found that generally FTSE 350 engagements are won by participating in 

competitive tenders.91

(a) the identity and number of participants in tenders; 

 In this section we consider the evidence on the strength of 

competition between audit firms to gain FTSE 350 audits through participation in 

tenders, in particular: 

(b) the closeness of competition between participants; 

(c) incumbency advantages; 

(d) audit firm strategies to win tenders; and  

(e) the incentives faced by firms.  

Identity and number of participants 

143. The evidence suggests that tender lists for FTSE 350 audits are frequently limited to 

Big 4 firms. In particular of the 69 tenders for which we have information, we found 

that for around 75 per cent only the Big 4 firms were invited.92 Further information is 

provided by the CC survey: for 44 FTSE 350 audits tendered in the last five years, 40 

provided tender lists, all these included at least one Big 4 firm and the tender lists for 

27 (or two-thirds) included only Big 4 audit firms.93

144. Our analysis indicates that the Big 4 firms generally accept invitations to participate in 

competitive tenders for audit engagements unless they are conflicted from doing so 

by non-audit work for the client which they would prefer to retain.

 In our assessment we therefore 

focus on the intensity of competition between Big 4 firms.  

94

 
 
91 

 

Evidence relating to the selection process, paragraphs 26–29. 
92 Evidence relating to the selection process, paragraph 132. 
93 Note that 40 out of the 44 companies in this group provided the tender lists. 
94 For example, Evidence relating to the selection process, paragraph 57. 
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145. In the survey, for the 44 FTSE 350 audits tendered in the last five years, five 

companies invited two firms, ten companies invited three firms, 20 companies invited 

four firms and five companies invited five or more firms. The average number of firms 

invited to tender was 3.7 for FTSE 350 companies.95

Closeness of competition between Big 4 firms 

 Within this sample, there is no 

apparent relationship between the number of firms invited to tender and the 

characteristics of the company. Among FTSE 350 companies that only invited Big 4 

firms to tender, 22 out of 27 companies invited three or four Big 4 firms to tender. 

146. The survey asked companies that only considered Big 4 firms whether there were 

factors that would limit choice within Big 4 firms. Around 40 per cent said there were 

and identified a variety of factors. The most frequently mentioned related to conflict of 

interest and independence issues (see paragraph 127). 

147. The descriptive statistics provide some indication that some FTSE 350 companies in 

certain sectors might be limited in their choice of Big 4 firm on the basis of relevant 

experience. Considering market shares by audit fees in 2010, a number of sectors 

had one or two Big 4 firms with small market shares (less than 5 per cent). For oil & 

gas companies, KPMG and Deloitte; industrial companies, EY; consumer goods, 

Deloitte and EY; utilities, EY; technology, KPMG; and telecommunications, EY.  

148. The majority of the low market shares described in the previous paragraph have 

remained consistently low over the ten-year period the data covers. The exceptions 

are EY which has had a low share of industrial sector audit fees since 2007; 

 
 
95 We note the discrepancy between the average number of participants as suggested by the Survey and by the tender data 
submitted by firms. This could be due to the fact that firms did not submit data for all the tenders they participated in and/or the 
submitted data was incomplete. Moreover, when we exclude tenders reported only by one firm, the average number of 
participants is equal to 3. 
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Deloitte’s share of consumer goods audit fees became low only in 2010; and KPMG 

has had a low share of oil & gas sector audit fees since 2004. 

149. Further evidence on this point may be provided by the feedback firms obtain if not 

successful. The most frequently mentioned reason for losing in a tender is a lack of 

experience, or competition from a firm with more experience. The second most 

frequently mentioned reason is a rival firm having a stronger relationship with the 

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

also said to be important factors for success. International strength, lack of chemistry 

and the level of fees were also cited more often than other reasons.96

Incumbency advantage 

 

150. We think that incumbents may have an advantage over other firms, since they have 

more detailed knowledge of the company, proven sector experience and other firms 

would be likely to take time getting up to speed in the first years of an audit. Whilst 

firms may absorb the additional costs to themselves of doing so, there is some 

evidence of perceived increased risk of audit error after switching.97

151. We also consider that any such incumbency advantage would affect the 

competitiveness of tenders only if, as a result, other firms would decline to participate 

(we have not identified evidence that this is the case), or the incumbent was as a 

result better placed in the preparation of a bid. On the latter point, we note that 

companies build into the tender process steps to ensure that all participants have the 

information they need to prepare bids (see paragraph 

 Nevertheless, if 

a company has taken the decision to tender its audit, this would suggest that this 

concern is outweighed by the perceived benefit of switching. 

79). 

 
 
96 Evidence relating to the selection process, paragraphs 139–142. 
97 See Barrier to switching working paper, paragraph 68. 
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152. If a company decides to tender because it is dissatisfied with the incumbent or for 

governance reasons, all else being equal, we might expect a rival firm to win. These 

reasons were the most common reasons for a tender at the case study companies. 

Company H had introduced a policy of tendering every ten years98 and when 

questioned at the AGM the Chairman of Company E said that the auditors had been 

switched in line with best practice corporate governance.99 A number of case study 

companies initiated a tender due to quality concerns.100

153. We estimate from the survey results that 21 per cent of FTSE 350 tenders were 

retained by the incumbent auditor

 

101

Firm strategies for winning tenders 

 compared with roughly a 30 per cent chance of 

winning based on average tender lists of 3.7 if all firms were equally well placed. 

154. Big 4 firms engage in strategies which appear to be aimed at building reputation and 

relationships with potential audit clients with the expectation that this will increase the 

chances of the firm being invited to participate in a tender and increasing its chances 

of winning the engagement.102

155. The information we have is summarized in the working paper on competitive 

strategies.

 

103

 
 
98 

 We consider that the evidence suggests that all the Big 4 firms invest 

heavily in attributes that underlie reputation and strategies aimed at building 

relationships with potential FTSE 350 audit clients. This investment includes high 

level marketing activities that are not sector specific, recruitment and training, IT 

systems, knowledge and methodologies, and the provision of technical briefs, and 

company specific strategies. There is evidence that all the Big 4 firms actively target 

Company H, paragraph 29. 
99 Company E, paragraph 17. 
100 Companies F, G and J. 
101 CC survey results, paragraph [48]. 
102 Evidence relating to the selection process, paragraphs 18–25. 
103 Firms’ stated competitive strategies. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/evidence/case-studies�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�
http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�


 

50 

companies that are currently audit clients of rival firms, for example approaching the 

company specifically to discuss their proposed approach to the audit engagement 

together with an alternative fee schedule. 

156. In the survey, we asked whether respondents had been approached by audit firms. 

Among FTSE 350 companies, 88 per cent of FDs and 55 per cent of ACCs had been 

approached, formally or informally. Approaches were predominantly by Big 4 firms: 

each Big 4 firm was mentioned by at least 45 per cent of respondents. The next most 

frequently mentioned firms are BDO and Grant Thornton. Around 10 per cent of 

FTSE 350 FDs had been approached by one of these firms and less than 10 per cent 

of ACCs.104

157. The case studies provide further evidence that building relationships, either informally 

or through other work, with potential audit clients is an important element of the firms’ 

strategies: the ACC at Company D received regular marketing material from the Big 

4 firms,

 

105 the ACC at Company E had accepted non-executive forum invitations from 

Big 4 firms106 and the AEP of Company J had run training courses for companies in 

the sector which he thought was why his firm was invited to tender.107

158. We found that the Big 4 firms usually knew about tenders before they were officially 

launched, and that they are more likely to be aware of prospective tenders than non-

Big-4 firms.

 

108

 
 
104 

 We consider that given the short deadlines for submitting proposals, 

such advance knowledge of a tender can be an advantage in planning and preparing 

a bid. Moreover, in addition to advanced knowledge of a tender, personal contacts 

CC survey results, paragraph 61. 
105 Company D, paragraph 68. 
106 Company E, paragraph 55. 
107 Company J, paragraph 70. 
108 Evidence relating to the selection process, paragraphs 36–39. 
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may also give the firms better knowledge of the companies, allowing them to submit 

better informed proposals. 

159. Having been invited to tender, our analysis suggests that the process is detailed. 

Firms must make a written and oral presentation to the selection committee typically 

composed of the ACCs, FD, AC and other senior management team (see 

paragraphs 78 and 79). Before submission of written tender proposals, firms may be 

invited by the company to discuss the structure and the specific circumstances of the 

company, and acquire information regarding the amount and type of work that the 

audit engagement may require. 

160. The scope of the tender process includes: fees, possibly also including fees for non-

audit services (we have examples of firms offering discounts on non-audit work fees 

in tendering for audit engagements109

161. From the analysis of the tender proposals submitted it appears that all firms 

participating in tenders submit proposals that contain the information requested and 

describe at length the reasons why the tendering firm is a good match for the 

company. The number of participants does not appear to affect the characteristics of 

the proposals submitted.

); the quality and experience of the teams; and 

the company’s previous experience of working with the audit firm. 

110

The incentives faced by the firms in this competition for audit engagements 

 

162. The observed rates of tendering and switching among FTSE 350 companies,111

 
 
109 

 

suggests that the opportunities for firms to gain an audit client arise infrequently, and 

that firms may expect to retain an engagement for a number of years if they succeed 

Evidence relating to the selection process, paragraph 69. 
110 Evidence relating to the selection process, paragraph 79. 
111 Evidence relating to the selection process, paragraphs 90–100 & 188–200. 
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in winning it. For these reasons, we think that firms have a strong incentive to 

compete aggressively for these opportunities when they arise. This is a point made 

by the parties in relations to the incentives for coordination.112

163. The evidence available appears to support this view. In particular: it appears that 

Big 4 firms generally accept invitations to tender: many hours may be allocated to bid 

preparation; and a substantial proportion of the hours allocated to tender preparation 

are from partners.

 

113

164. There is also evidence that winning or losing an engagement may affect the 

reputation of the firms and the likelihood of their winning other tenders. For example, 

their experience and capability in the sector may be an important factor in future 

tenders in that sector.

 

114

Initial views on the strength of competition in winning new engagements 

 

165. Our initial view is that competition in tenders for FTSE 350 engagements is strong in 

relation to the factors on which selection is based, namely the capabilities and 

experience of the firms and the audit team, the reputation of the firm and the audit 

fee (see paragraphs 60 and 61). In particular: 

(a) Given that the demand for statutory audits by FTSE 350 companies is fixed in 

terms of numbers of available engagements, to expand their FTSE 350 client 

base, firms must displace competitors and tenders are the only means to do 

that.115

 
 
112 

 Firms may increase market share when an existing client enters the FTSE 

Evidence of tacit coordination, Annex 1. 
113 Evidence relating to the selection process, paragraphs 97–115. 
114 CC survey results, paragraph 34; Auditor selection working paper, paragraph 73. 
115 There are virtually no clients acquired without a formal tender—see Evidence relating to the selection process, paragraphs 
26–29. 
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350, or outside tenders but this is not as frequent.116

(b) If invited to tender, Big 4 firms participate unless they are conflicted from doing so 

by non-audit work which they wish to retain. Tender lists typically include at least 

three firms. 

 Therefore we consider that 

audit firms have the incentive to compete intensely during tender processes. 

(c) The tender process is a detailed one in which firms make detailed submissions 

responding to company specifications. Typically proposal teams are made up of 

senior individuals with a considerable proportion of the time allocated accounted 

for by partners. 

(d) The tender selection process is led by FDs, CFOs, and ACCs who are usually 

experienced individuals and many have trained with or worked for one of the Big 

4 firms. Most ACCs hold more than one AC position. 

(e) For the company, there is an opportunity cost in senior management time of 

launching and running a tender (which may vary given other issues that may call 

for management attention). Accordingly, having taken the decision to tender the 

audit, we would expect management and the AC to take the process seriously. 

For example, we know that the process allows firms to have access to the 

individuals and information they need to prepare tenders. This includes contact 

with the FD and ACC. 

(f) For the audit firms, participating in a tender is a time-consuming and costly 

process and potentially damaging to their reputation with the potential client if 

they do not perform well. For this reason, firms are unlikely to participate unless 

they intend to take the process seriously. 

 
 
116 Evidence relating to the selection process, paragraphs 26–29. 
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166. Nevertheless, we have some evidence that there are factors that limit choice 

between Big 4 firms, around 40 per cent of surveyed FTSE 350 companies said that 

this was the case for a variety of reasons. 

167. We also intend to consider further (a) the extent of competition on innovation (we 

have noted the recent submissions on this point), and (b) how much choice Big 4 

firms offer FTSE companies. We consider these two factors to be related. In 

particular, competition on innovation would encourage firms to invest in, for example, 

new audit approaches thereby giving companies the choice of new ways of doing 

things. 

Strength of competition in the retention of engagements 

168. Auditors are formally appointed to carry out an audit for one year and must be 

reappointed by the company if they are to carry out the audit in the following year (ie 

there is no security on long-term tenure). In this section we consider the evidence on 

the strength of competitive pressure faced by firms in the retention of FTSE 350 

engagements. In particular, the risk that a firm will lose a client if they do not provide 

a competitive product on price and quality. 

169. Given the information on the frequency of tenders and length of tenures, we consider 

this assessment to be key to our overall position on the strength of competition in the 

market. In particular, we found that for FTSE 350 companies the average tenure was 

about 11 years, over 30 per cent had not switched auditor for 15 years or longer, and 

in the consumer goods, health and telecommunications sectors this figure was over 

40 per cent.117

 
 
117 

 Of the FTSE 350 companies we surveyed, 40 per cent had not 

Evidence relating to the selection process, paragraphs 184–187. 
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tendered their engagement for more than ten years or had never tendered the 

audit.118

170. As explained above, we consider the bargaining position of audit clients to be key to 

this assessment. We set out the evidence on this point above. We also consider 

below the evidence available regarding the following: 

 

(a) the reappointment process; 

(b) efforts made by firms to retain clients; 

(c) incentives created by the threat to incumbent firms of losing a client; 

(d) the gains to be had from switching as indication of the competitive pressure to 

retain clients; and 

(e) triggers for switching. 

Reappointment process 

171. The reappointment process is described in the Evidence relating to the selection 

process working paper119

88

 including the scope of the discussions, the people involved 

and the approach taken. We set out above (see paragraphs  to 100), the 

information available to companies during the process. 

172. We found that the negotiation process is annual and discussions are mainly 

concerned with the scope of the work and the fees for the following year 

(occasionally fixed for two or three years). Changes in the scope of the audit are 

determined by the activities and structure of the company and not audit market 

conditions. 

 
 
118 CC survey results, paragraph 44. 
119 Evidence relating to the selection process, paragraphs 136–155. 
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173. These negotiations are conducted at a senior level. From the firm side, by the 

engagement partner and on the company-side, typically by the financial controller 

and finance director. 

174. Firms said that the following factors are taken into account: the previous year’s audit 

fee; external factors such as regulatory changes; factors such as the economic 

climate, inflation and exchange rates; and strategic factors relating to the relationship 

with the client.120

175. Our analysis of annual renegotiation documents suggests that the approach taken by 

the company to renegotiations varied. In particular, it appears that some consistently 

challenged proposed fees, while others accepted price rises without challenge. For 

example, we found that while inflationary increases are applied in most cases, and it 

appears that they are rarely discussed at significant length or challenged. We were 

told that when inflationary adjustments are challenged, sometimes inflationary 

increases are waived as a result of broad pressure to decrease the price.

 

121

176. Sometimes competing firms may persuade companies to challenge the incumbent 

auditor on the ground of fees (with the hope of triggering a tender), scope and 

efficiencies of the audit. In these cases we observe that incumbent auditors face 

indirect competitive pressure from competitors trying to win new clients.

 

122

Evidence on the efforts made by firms to retain clients 

 

177. We consider that the effort made by firms to retain FTSE 350 clients may be 

evidence of the competitive pressure faced by firms. We found that firms seek 

feedback from companies by conducting surveys and reviews of their 
 
 
120 Evidence relating to the selection process, paragraphs 156–166. 
121 Evidence relating to the selection process, paragraph 159. 
122 Evidence relating to the selection process, paragraph 22. 
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performance.123 Most of the FTSE 350 companies we surveyed said that they 

regularly carry out reviews—which could be with their auditors. We were told by firms 

that such reviews may lead firms to change their behaviour according to clients’ 

requests, change partner or team, seek efficiencies, and/or reduce their fees.124

Incentive created by the threat of losing a client 

 

178. As explained above (see paragraph 104), we might expect a firm to factor into its 

dealings with an existing client the risks that the client might decide to go out to 

tender. Such an assessment may be informed by the past behaviour of the client in 

question, including frequency of tendering and switching, as well as the costs a client 

would face in going out to tender or switching auditor and the alternatives available to 

a client. 

179. As set out above, there are many engagements where the incumbent firm has 

retained the client for many years, particularly in some sectors. We consider that the 

conclusions that can be drawn from this depend on the reasons why the client has 

not tendered its engagement or switched auditor. This may indicate, as the firms 

argue,125

180. Our initial view, however, as discussed above (see paragraph 

 that the companies are content that the product and service provided by 

their auditor is competitive. In which case the long tenure would not be an indicator of 

a low risk to the incumbent that the client if satisfied would switch. 

142), is that without a 

tender an assessment of the potential gains from tendering and/or switching will be 

based on incomplete information. We recognize that for some companies with less 

complex audits this assessment may be easier. We note, however, the points made 

 
 
123 Evidence relating to the selection process, Annex 1. 
124 Evidence relating to the selection process, paragraphs 167–183. 
125 For example, see following responses to the Framework for the CC’s assessment and revised theories of harm: Deloitte, 
paragraph 4.22; PwC, Annex, paragraph (b)(ii). 
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by the Big 4 firms in response to the risks of tacit coordination. In particular, they 

variously argued:126

(a) audits are not homogenous products but bespoke services tailored to the specific 

needs and complexities of large companies and those needs commonly change 

from year to year; and 

 

(b) there is not full transparency on fees as audit fees are individually negotiated with 

each company management and approved by its audit committees and the level 

of fees paid will vary from company to company reflecting its size, the nature of 

its business, the particular issues encountered in the audit, the nature of the audit 

carried out etc. 

181. We also consider that long tenures may be a reflection of the perceived balance 

between the costs of switching and potential gains to be had from doing so, for the 

company and the individuals involved. We will be considering further evidence on the 

characteristics of the companies with longer audit tenures. 

182. We also considered whether the effect of long tenures and infrequent tendering of 

engagements could by limiting the opportunities for clients to regain or replace a lost 

client (or raising the costs of losing a client) make incumbent firms keener to retain 

engagements. The costs of losing a client may be greater than the lost profit on the 

engagement, for example, if it affects a firm’s capacity or reputation in a sector. 

Evidence on the gains from switching 

183. We consider that evidence on the actual and perceived gains from switching may be 

an indicator of the competitive pressure to retain clients. If actual switching is typically 

 
 
126 Evidence of tacit coordination, paragraph 13. 
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associated with substantial gains for companies, this could suggest that the threat of 

switching by itself is not sufficient to ensure a competitive outcome. 

184. The public engagement data provides some evidence of the effect of switching on 

fees.127

185. Of the 33 FTSE 350 companies surveyed that had switched in the last five years: 17 

said the result had been lower fees and/or improvements in quality, and 10 both a 

reduction in the audit fee and the improvement in audit quality. Of the 22 companies 

that said switching had resulted in a change in quality, 20 said the change was 

positive. The most frequently mentioned changes were: better audit processes and 

planning; higher quality and better skilled staff; better sector experience and 

understanding of the client’s business; more thorough approach; and better quality 

reporting and feedback.

 Controlling for differences in turnover, we observed a real reduction in fees in 

the first three years. However, we interpret this result with caution since the group of 

companies in the sample varies from year to year, and using a company’s turnover 

as a proxy for audit complexity would not capture other factors that may affect the 

changes in fees observed. 

128

186. We will consider further evidence on the effect of switching particularly in relation to 

the technical and service quality. Nevertheless, we recognize that these results may 

suffer from a selection bias in that those companies most likely to gain from switching 

are more likely to be those that decide to do so, and they may do so only if they are 

dissatisfied with the price or quality of their current auditor. 

 

 
 
127 Evidence relating to the selection process, paragraphs 202–207. 
128 See published tabulations of survey results, Table C4a. 

http://www.competition-commission.org.uk/our-work/statutory-audit-services/analysis/working-papers�


 

60 

187. As set out above (see paragraph 111), we found that over half of the surveyed 

companies that had not tendered their audit in the last five years were content with 

the quality and price provided by their existing auditor. This suggests that these 

respondents would not have expected much gain to be had from going through the 

process of tendering. However, for the reasons given above we consider that 

companies that have not recently been through a competitive tender will not be in a 

position to take as informed an assessment of the potential gains as those who have 

the more recent direct information from a tender process. 

Evidence on triggers for switching 

188. We were told by one Big 4 firm that a factor that it would take into account in fee 

negotiations was the risk of so called ‘trigger points’, which could cause the company 

to switch auditor. The firm said that in these circumstances, the result could be a 

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

audit team.129

189. We asked surveyed companies what might trigger a switch in auditor. The responses 

suggests that for many FTSE 350 companies (with the exception of those companies 

that have a policy of doing so regularly) price would be a factor only if there were a 

substantial increase in fee. Events most likely to trigger a switch were complacency 

of the audit firm (which was identified by the vast majority of FD/CFOs and ACCs); a 

problematic working relationship between auditor and management; and pressure 

from shareholders, bankers, lawyers or analysts.

 

130

190. We also asked the companies that had not tendered their audit in the last five years 

why this was the case. Whilst over half of this group said that the quality of service 

 

 
 
129 Evidence relating to the selection process, paragraph 162. 
130 CC survey results, paragraphs 55–58. 
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had been good and/or the audit fee was competitive, over one-third mentioned the 

disruption and the costs involved in tendering audits and changing auditors and the 

benefits of continuity.131

191. This evidence suggests that for many FTSE 350 audit engagements if the client is 

content with the quality of the work being carried out by the auditor, unless the firm 

were to seek to raise fees substantially, the firm can be fairly confident that a small 

increase in fees is unlikely to risk the loss of a client. Moreover, if a client were to 

challenge a proposed fee increase, at that point the firm may offer a reduction. 

 

Initial views on the competitive pressure faced by firms in the retention of 
FTSE 350 client 

192. It is our initial view that FTSE 350 companies are experienced and knowledgeable 

buyers that have a degree of bargaining power when renegotiating engagements. As 

discussed above, the majority of FTSE 350 companies engage in regular reviews—

internal and with the auditor, and benchmarking exercises. The auditors may also be 

required to submit detailed proposals. FTSE 350 FDs and ACCs are experienced 

individuals who can use the threat of switching to obtain better terms. Nevertheless, 

we note that these negotiations appear to be largely limited to consideration of the 

audit fee. Further, for the reasons given above, we consider that there are factors 

that weaken the bargaining position of the companies. 

193. We also note that there are some FTSE 350 companies that are not so active in the 

management of their audit relationship. In particular: 

(a) of the FTSE 350 audit clients we contacted in the survey 40 per cent had either 

tendered the audit more than ten years ago or never tendered the audit; 

 
 
131 CC survey results, paragraph 48. 
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(b) we have evidence of automatic adjustments for wage inflation and exchange rate 

movements being applied to fee rates; and 

(c) survey results suggest that around one-third of FTSE 350 companies do not 

regularly carry out benchmarking exercises or other formal activities that would 

inform renegotiations. 

194. Moreover, we consider in detail above the information available to companies on the 

alternatives available to them. Our initial view is that as the time since an audit 

engagement was last tendered increases, companies may not have the information 

to assess effectively the competitiveness of the audit product and service provided by 

their existing audit. In the Switching costs working paper we set our initial 

assessment of the costs to companies of switching audits which we consider may in 

aggregate be substantial. 

195. Our initial view is that, as set out above, infrequent tendering encourages stronger 

competition for tenders when these do happen. We also consider that there are 

substantial costs to a firm associated with losing a client and that these may not be 

limited to the lost profits on the relevant engagement. Nevertheless, we consider that 

firms will be under greater competitive pressure the better informed a client is and the 

more credible is the risk of a competitive tender. Where companies are well informed 

as to the alternatives available to them, switching costs are low (relative to the 

potential gains), and they have a choice of audit firms, then low switching rates may 

be consistent with firms facing strong competitive pressure to retain clients. We will 

consider further evidence on characteristics of FTSE 350 companies which tender 

and/or switch their audit business infrequently in an attempt to understand better 

what underpins this behaviour. 
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196. We also consider that the negotiating position of the company will change over time. 

In particular, because it appears that it can take up to three years for a firm to 

become fully familiar with a new company, it seems unlikely that a company would 

want to change its auditor before three years have elapsed. Indeed, we do not 

observe such frequent switches. Knowing this, firms could (at least in theory) raise 

their prices after the first year. However, we observe that in several tender proposals 

proposed fees are fixed for three years or more, limiting the ability of firms to exploit 

this feature of the market. We also observe that fees decline after the first years of 

engagement, which could suggest that firms do not take advantage of the learning by 

doing curve of the contract.  



 

64 

ANNEX 1 

Summary of comments on definition of audit quality 

1. In response a draft of the working paper on Law and regulation, Deloitte,132 EY,133 

KPMG,134 and PwC135

Deloitte 

 commented on the definition of audit quality. These responses 

are summarized below. 

2. Deloitte said that the DeAngelo definition of audit quality failed to capture key 

elements of audit quality. Deloitte said that the academic literature supported a 

broader understanding of audit quality which recognized that the elements of audit 

quality include technical quality (such as expertise) and service quality (such as 

responsiveness and client service). 

3. Empirical studies are said to have found that important factors in audit quality 

include: communication between the auditor and the audit committee; the quality of 

the working relationship with the audit team and partner; the reputation, integrity and 

technical competence of the firm; and the technical competence and sector 

experience of the audit partner; and the professional integrity of the audit team. 

EY 

4. EY said that a quality audit was one where the audit opinion was appropriate in the 

circumstances and the engagement was conducted in line with applicable 

professional standards. EY considered that a range of factors are drivers of audit 

quality, including: auditor independence, professional scepticism, auditing standards, 

 
 
132 Deloitte response to the Law and regulation working paper, 8 May 2012, section A. 
133 EY response to the Law and regulation working paper, letter of 4 May 2012, section 2 
134 KPMG response to the Law and regulation working paper, letter of 4 May 2012. 
135 PwC response to the Law and regulation working paper, letter 4 May 2012, section 4. 
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and those factors outlined in the FRC’s Audit Quality Framework. EY also said that 

the De Angelo article did not fully capture the scope of the audit in 2012. 

KPMG 

5. KPMG said that audit quality was not just about the right opinion but about how an 

auditor reached an opinion. This was said to require: professional scepticism and 

judgement in determining the scope of the work required; an ability to apply 

accounting standards appropriately to complex businesses; and sector expertise and 

experience.  

6. KPMG said that the market expected the auditor to be able to challenge 

management and to present the salient challenges and subsequent actions to the 

Audit Committee, especially on judgements about accounting treatments and 

policies. 

7. Clients were also said to have high expectations as to the insights that the external 

auditor might be able to provide as a by-product of the discharge of its duty to issue 

an opinion. Further, clients are said often to have need for the auditor to report on a 

variety of other reports, for example in relation to client money, prudential returns, tax 

computations or other matters that are largely performed by the existing audit team 

(audit-related services). 

8. Another key aspect of audit quality was said to be the ability to anticipate where 

problems might lie and thereby the ability to identify potential misstatements in the 

financial statements prior to the issuance of an audit opinion. Different sectors and 

different businesses often had different commercial risk. Experience of the risk and 

how to deal with them was therefore crucial. 
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PwC 

9. PwC said that quality audit service was in part differentiated by factors such as the 

exercise of judgement based on knowledge and experience, building and sustaining 

rapport, engendering trust and being skilful in influencing people, and managing an 

audit team efficiently, which could be very large and spread over multiple 

jurisdictions. 

10. PwC said that auditors were required to exercise judgement on key aspects of an 

audit such as: the risks of material misstatement of results or financial position; the 

procedures needed to respond to those risks; the adequacy of a company’s financial 

system and controls; the impact of change on the business; the reasonableness of 

judgements and estimates made by the business; the risk of management bias; the 

sufficiency and appropriateness of audit evidence and the conclusions to be drawn 

from this; and the appropriate way to approach dealings and discussions with 

management and the board. 

11. PwC said that the insight and understanding that the auditor acquired on matters 

such as the effectiveness of operating and financial management systems during the 

course of an audit could be of great value to the company and its owners. 
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ANNEX 2 

Firm-specific examples of innovation 

1. The following responses have been drawn from each firm’s response to the MFQ and 

any referenced material on questions relating to innovation as part of competitive 

strategy, the impact of regulation on innovation and responses to other questions 

which reference innovation. 

BDO 

Views on innovation 

2. BDO stated that in general there was a lack of innovation in the accountancy market 

and that it had been primarily driven by the desire to increase efficiency and that 

audit had not changed substantially. 

IT and methodology 

3. The BDO network has spent [] on a new audit software system. The new system 

increases the level of automation in the administration of an audit. Other IT-based 

examples include the increasing use of Computer Aided Audit Techniques (CAATs) 

for testing controls, standardized tests for different sectors and the use of software 

for reviewing the integrity and consistency of spreadsheets that support the financial 

statements. 

4. BDO has also introduced []. 

Outputs 

5. BDO have created templates for standard communications for clients in different 

industries. 
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Management of the firm 

6. BDO have introduced new software for allocating staff more efficiently at a cost of 

£[]. 

Deloitte 

Views on innovation 

7. Deloitte did not include any statement that IFRS or ISAs impede innovation in audit: 

Auditing standards and professional guidance provide the framework 

and principles for auditing but do not mandate the way in which they are 

achieved. It is the tailored application of these standards, rooted in an 

understanding of the company’s business and operations, that enables 

us to provide a risk focused audit, ensure we meet the objectives of an 

audit and deliver deep and insightful findings. 

8. Deloitte places some focus on innovation in its audit product in its competitive 

strategy: in terms of audit and audit-related services specifically, [Deloitte stated its 

competitive strategy is to] grow business and be the market leader in quality, 

innovation and efficiency of the core audit product.’ 

IT and methodology 

9. Deloitte stated that innovation in audit was based on being flexible and tailoring the 

audit approach. To this end, the Deloitte network has spent $[] on its new audit 

software platform ‘Deloitte Audit’. Prior to the roll-out of the new software, Deloitte 

had tailored audit approaches for 15 industries and this will increase to 22 with the 

new software. 

Outputs 

10. Innovation in the outputs provided by Deloitte include producing detailed reports on: 
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[] 

 

11. Examples of innovation in standard outputs include charts showing where []. 

Management of the firm 

12. Some specific innovations in its operating model: 

(a) shorter decision chains; 

(b) increase partner leverage and ‘innovate client service model’ where client and 

competitive pressures make this necessary; and 

(c) use of offshore centres for performing some audit procedures. 

13. Tailored, or profiled, sampling focusing on []. 

14. The firm actively encourages innovation through the promotion of a suite of 

programmes and tools: 

 [] 

EY 

Views on innovation 

15. EY stated that regulations and the audit regulatory regime might restrict innovation, 

as any change in approach must be certain of being accepted by a regulator. One 

example that EY gave of where regulation may limit innovation is the requirement 

that registered auditors are required to ‘undertake or oversee certain aspects of the 

audit process’ which other specialists who are not auditors would be more suited to 

undertake. 

16. EY did state that it tried to ‘improve the form of the deliverable we provide to audit 

committee[s]’. 
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IT and methodology 

17. The ‘Ernst & Young Global Audit Methodology’ is updated regularly based on new 

standards and quality assurance findings. 

18. []. 

19. []. 

Outputs 

20. EY considers there to be little ground for innovation in audit outputs because of 

requirements of ISAs, but that they ‘continuously try to improve the form of the 

deliverables we provide to audit committee via best practice sharing among audit 

teams’. 

Management of the firm 

21. The firm is operated as part of EY’s European network . 

22. The network has introduced off-shoring centres for audit processes, which EY UK 

uses.136

GT 

 

IT and Methodology 

23. GT states it has increased its use of data interrogation tools. The firm has ‘enhanced’ 

IDEA, an off-the-shelf package to focus on ‘specific applications’. 

 
 
136 See International Networks paper. 
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24. The firm has run workshops to encourage audit teams to re-engineer their audits to 

focus on significant risks and to improve client relationships. 

Management of the firm 

25. The firm uses ‘Centra’ to deliver training updates to individuals through their laptops. 

KPMG 

Views on innovation 

26. KPMG did not believe that the regulatory environment had generally limited 

innovation though noted two examples where this was the case. The firm stated, 

however, that innovation in the audit process was driven by changes in clients’ 

businesses and client requirements, though changes in the regulatory environment 

may expand the scope of audits - for example in their communications with those 

charged with governance and in their approach to other information issued with or 

derived from audited financial statements. 

27. The firm identified the introduction of its ‘extended audit’ for Rentokil Initial (see 

below) as being an example of innovation being inhibited (albeit temporarily) until the 

standard setter had the opportunity to consider the independence issues raised by 

that specific service. 

28. KPMG were keen to see a greater variety of audit reports including short-format 

reports, but this was an area effectively restricted by regulation and lack of 

standards. 

IT and methodology 

29. KPMG updated their audit methodology and audit software to include industry 

standard practices and background information. When new approaches were 
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introduced they were generally seen as a ‘variation on a theme’. However, over the 

years this competitive strategy has resulted in considerable changes in the way audit 

findings are articulated to clients both with regard to issues which need to be decided 

by those charged with governance and on the weaknesses in systems identified 

during the course of an audit. The development of the audit methodology also 

provides the ability to improve audit quality, efficiency and the level of insight and 

comment that can be provided by the audit team. 

30. The firms had introduced software (eAudIT), in order, inter alia, to assist with 

managing audits and integrated the firm’s methodology and technical manuals to 

assist teams plan and execute audits. Data mining tools including ‘real-time’ analysis 

had also been developed. 

Outputs 

31. The firm was one of the first to offer ‘extended audit’, where the firm undertakes 

greater levels of testing as part of its audit to allow it to provide more detailed 

reporting on its clients reporting and processes. KPMG were required to wait for a 

year for the APB to consider the regulations in this area when it proposed to provide 

this to Rentokil Initial. The APBs independence standards ultimately permitted such 

services for audit clients, if approved by those charged with governance. 

32. The firm provides a number of additional reports such as: 

(a) benchmarking and reviews of other performance indicators including 

improvement over time; and 

(b) benchmarking of the clarity and content of financial statements. 

Management of the firm 

33. The firm has established an offshore processing centre for some audit procedures. 
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34. The firm has introduced online training programmes for its staff. 

Mazars 

Views on innovation 

35. Mazars considered one element of ensuring a high quality audit to be ‘[a]ctively 

seeking to foster innovation both on individual audits and at a profession-wide level’. 

36. The firm believed that ISAs made it challenging to innovate with respect of ‘audit 

inputs and audit methodology’ and that as a result ‘audit methodology is now 

relatively standardized and translated into a set of semi-automated processes in an 

IT software’. 

37. Mazars stated that where innovation existed, it was quickly copied across the 

industry. 

Outputs 

38. Mazars gives the example of its ‘Human Rights Audit’ as an example of innovation of 

output. 

PKF 

Views on innovation 

39. In their response PKF stated that: 

The audit process has become highly prescribed, first through the 

adoption of the original International Standards on Auditing (UK and 

Ireland) in 2005 and then the adoption of the clarified suite of standards 

in 2010. Over this period our effort has been concentrated on improving 

our in-house audit software which is used by the audit teams. We 
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believe that the prescriptive nature of auditing is not helpful to firms in 

driving innovation. 

PwC 

Views on innovation 

40. PwC do not see regulations as impeding innovation: 

Although the current regulations and standards provide a framework 

within which the audit service must be provided, they do not adversely 

affect our scope to innovate in the provision of an audit. In particular, 

they do not restrict the scope for innovation: in the manner in which the 

audit service is provided; in efficiencies that may be generated; and in 

the sophistication of the actual service offered. 

IT and methodology 

41. The PwC network has spent approximately $400 million on developing its audit 

software, Aura.137

42. Other software includes []  

 

43. The firm has developed algorithms and automated valuation models to automatically 

generate accounting estimates to compare to those included in a client’s financial 

statements. 

44. PwC provided an example of redesigning an audit approach when its client’s 

operations changed. In the example provided, the client, an international company, 

centralized its transactional processing. The revised approach required one team to 

 
 
137 See International Networks paper. 
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test these controls to an appropriate level and share the conclusions to all 

components auditors, which in turn led to a reduction in audit hours. 

Outputs 

45. In addition to reports generated from its analysis of data mining exercises, PwC also 

provided benchmarking information on the nature and quality of a client’s financial 

controls, providing a client with a report which benchmarked key client functions, 

cross referenced these to potential client business issues, and used the results of the 

audit to suggest a business issues agenda so as to tell a client the likely impact on 

the level of audit work if controls were improved. 

46. PwC provided examples of its outputs and the use of simple easy to understand 

graphics. 

Management of the firm 

47. PwC focuses on increasing innovation generally, and has innovation as one of its  

growth priorities for FY12.138

48. Through PwC’s Global Assurance Delivery Model, the firm has established off-shore 

processing centres to undertake some administrative and common audit procedures. 

 

49. One of the three essential elements of PwC’s Audit Transformation Programme 

includes changing the working practices of the firm by focusing on behaviour. The 

firm recognizes innovation in its audit function through its annual award for ‘Audit 

team of the year’ that includes consideration of innovation in delivering an audit. 

 
 
138 PwC Response to Issues Statement, paragraph 4.24. 
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