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STATUTORY AUDIT SERVICES MARKET INVESTIGATION 

Note of meeting with Proxima held on 23 April 2013 

Background 

1. Proxima is an international provider of procurement outsourcing services. It offers: 
business solutions for procurement challenges; procurement market expertise; and 
an end-to-end procurement solution. Its clients include large corporates. 

2. Proxima would become involved in procurement decisions in non-core areas such as 
professional services, financial services, and IT. Audit services fell into this category. 

3. In Proxima’s view, there was an asymmetry of knowledge when purchasing profes-
sional services, weighted in favour of the suppliers. In its experience, audit had many 
similarities to purchasing other professional services. Proxima had been involved in 
reviewing the audit services contracts for several clients in the last 12 months. It 
noted that half of the Audit Committee Chairs (ACCs) in organizations did not have 
an audit background and was of the view that even if someone had been an expert 
supplier in a particular area, that person might not necessarily be a good purchaser 
of that service. 

4. Proxima ran workshops for FTSE 250 companies which were attended by a number 
of professional heads in a company who might not be up to date with the purchasing 
of a professional service. Proxima noted that it was not surprising that organizations 
were not up to date with purchasing knowledge, since it might not be the best use of 
a senior executive’s time, for example a legal director, to run a process for the 
purchase of legal services.  

5. When Proxima managed a procurement process on behalf of a client, it did not take 
away the decision-making process or dictate the scope of the service. It took on the 
running of the purchasing process, ensuring that a rigorous process was followed. It 
could be more efficient for Proxima to take on work that would otherwise have to be 
done by senior executives. It offered a service of purchasing audit services that 
tested the market place for cost, quality, and innovation. This allowed companies to 
demonstrate to their shareholders that they had undertaken a proper examination of 
the market. 

6. Procuring audit services was unlikely to be the first point of contact for a client for 
Proxima. Once it had a relationship with a company, then it might obtain a mandate 
to manage the audit tender process.  

7. Proxima recently managed the audit service tender for [] a FTSE 100 company. It 
had also reviewed the audit services contract for []. For this company, three of the 
Big 4 auditors had large non-audit services contracts of between £2 million and £6 
million, all of which were significantly greater than the audit fee. Proxima considered 
that none of these firms had a financial incentive to participate in an audit tender. For 
another of its clients, [], one of the Big 4 firms demonstrated no desire to win the 
audit contract and put no effort into its bid. The ‘honourable second’ strategy, by 
which firms participated without genuinely attempting to win, was familiar. In its view, 
the advisory arms of the Big 4 firms were much bigger than the audit practice and so 
firms considered very carefully whether to bid for an audit or not. One of Proxima’s 
roles was to make the market, ie to contact firms and encourage them to bid by 
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persuading them that they had a realistic chance of winning the engagement if this 
was true. 

8. Proxima indicated that many FTSE 350 companies already had some sort of financial 
relationship with the Big 4 firms, whether through tax advice or other general advice. 
Proxima noted that the ACC needed to consider the effect of the fact that non-audit 
services were consistently more profitable for the Big 4 than the audit contract.  

Audit tenders 

9. Proxima recounted its involvement in the recent tender by [], a FTSE 100 
company. Its first step was to understand the views of the audit committee, although 
the CFO also had input. The company was going through rapid expansion and 
governance and controls were high on its agenda. The company was also aware of 
the enquiries being conducted by both the Competition Commission and the EU. 
Proxima then assisted the company to understand which providers of professional 
services its competitors were using and which they were using for other internal 
services including litigation support, defence valuation and tax services. 

10. The company considered the possibility of using a joint approach for its audit but 
dismissed this as it had not been market tested. All of this was done to assist the 
company to understand when it might want to go to the market and tender for its 
audit services contract. Proxima indicated that if an audit firm did not have a pre-
existing relationship with a company, then it was unlikely to bid. This was particularly 
true outside of the Big 4. 

11. This company made its top 15 people available to speak with all the tendering firms. 
The reason why so many people become involved in an audit tender was because 
audit was about selling a relationship. An auditor would be validating judgements and 
valuations made by the company and its senior executives and the company needed 
to be confident that the auditor understood the business and the thinking internally 
that led to the judgements and valuations. 

12. The company then received submissions from each of the bidders, and Proxima 
assisted in ranking those bids. Each firm then made oral submissions after which two 
firms were shortlisted. These two firms were invited to make a second round of 
presentations, following which the selection was made.  

13. In the first round one of the bidders ‘low-balled’, or submitted a bid price significantly 
lower than the other firms. This counted against it and did not give it a better chance 
of being selected. There was a fear that the firm would try to compensate the low fee 
offered through costs overruns and clawbacks. 

14. The ACC, Finance and Proxima then conducted due diligence of the global and 
regional audit partners that would be delivering the audit. The company asked for a 
commitment from the firm that the key people would remain on the audit for a full five 
year term.  

15. In Proxima’s view, getting more people involved, providing equal information to all 
bidders via data rooms, etc led bidders to propose something different. In its 
experience, audit tenders led to a rethink of the scope and activities undertaken in 
the audit, and drove better value for the client—sometimes in terms of a lower overall 
price but also in terms of more focused delivery. The bulk of the audit would be a 
fixed price but having an effective tender challenged the audit process and identified 
efficiencies. An effective tender also educated buyers.  
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16. Proxima regularly advised clients to go to tender. It noted that for FTSE companies, 
18 per cent of revenues was profit, 13 per cent covered people costs and 69 per cent 
went to suppliers. It was important to review suppliers every few years in order to 
ensure that these costs were efficiently incurred. 

Fee benchmarking 

17. Proxima looked for a breakdown of a proposed fee to understand the level of effort 
going into each component of an audit. It also benchmarked on peer comparison. 
The previous year’s audit fee was used as a starting point. 
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