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Deloitte response to the Competition Commission’s w orking paper “Nature and 
strength of competition in the supply of FTSE 350 a udits” 

 
1. Introduction 

1.1 Deloitte is grateful for the opportunity to comment on the working paper published by the 
Competition Commission (the CC) on the “Nature and strength of competition in the supply of 
FTSE 350 audits” (the Working  Paper ). 

1.2 This paper adopts the following structure: 

(a) expert and committed decision-makers; 

(b) allegations of bias; 

(c) the nature of the tender process; 

(d) the nature of the reappointment process; 

(e) price sensitivity of FTSE 350 companies; and 

(f) choice of auditor. 

1.3 We have already addressed some of these issues in our response to the CC’s working paper on 
“The framework for the CC’s assessment and revised theories of harm” (the Theories of Harm 
Working Paper ) and our response to the CC’s working paper on “Restrictions on entry and 
expansion” (the Barriers to Entry Working Paper ).  

2. Expert and committed decision-makers 

Expert decision-makers 

2.1 We welcome and agree with the CC’s conclusion that FTSE 350 CFOs and Audit Committee 
Chairs (ACCs) are “highly-qualified”1 , “experienced”2 , “sophisticated” 3  and “knowledgeable” 4 
purchasers of audit services.  The CC correctly notes that: 

(a) they almost universally have an accounting – and commonly an audit – background5; 

(b) ACCs are often former audit partners or CFOs6; and 

(c) ACCs also commonly hold multiple audit committee positions7. 

2.2 Each of these characteristics means that they are both (a) knowledgeable about what factors are 
important in assessing the capabilities and performance of the current or a prospective auditor, 
and (b) well-placed to assess the evidence in relation to those factors.   

                                                   
1 Paragraph 74 of the Working Paper 
2 Ibid. 
3 Paragraph 76 of the Working Paper 
4 Paragraph 75 of the Working Paper 
5 Ibid. 
6 Ibid. 
7 Ibid. 
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2.3 The CC is right to observe that the FDs and ACCs have the professional knowledge and 
experience they require in order to monitor effectively the performance of the auditor.8  As we 
show below, all the evidence suggests that the responsible individuals, (the FDs and ACCs) (a) 
seek detailed information, (b) assess it carefully, (c) are well-placed to assess it accurately and 
(d) make decisions accordingly in their auditor selection, appraisal and retention processes. That 
certain elements of the audit function are, by their nature, ‘experience goods’ does not restrict the 
FDs and ACCs to selecting suppliers on the basis of ‘proxies’ rather than on the detailed and well 
informed assessments of quality that they are capable of, and do, undertake. 

2.4 The CC is right to observe that the nature of the tender process that is conducted by these 
decision-makers is also a sign of their sophistication: it is designed to allow bidding firms to 
understand the company and so provide high-quality and well-tailored information on their 
capabilities and their proposals for the conduct of the audit for the CFO and ACC to assess.  This 
high quality information is both expected and required in order for the CFO and ACC to make a 
proper evaluation of the respective capabilities of the tendering firms.  The CC is right to consider 
that it provides “detailed information on the capabilities of the audit firm and the team that will 
carry out the audit”9, and that the decision-makers are therefore able to “critically assess the bids 
submitted”10.  We discuss this further below11. 

2.5 That said, we see no basis for the CC’s caveat that the capabilities of FDs and ACCs is sufficient 
only for them to assess the performance of the auditor “in general terms”12.  The evidence shows 
that both FCs and ACCs have a deep understanding of the most important factors in the auditor’s 
performance, and so are able to make a highly effective appraisal of that performance.  We have 
seen no evidence in this Working Paper or in other working papers that suggests any such 
limitation on the capabilities of FDs and ACCs. 

Committed decision-makers 

2.6 In the light of the above, it is remarkable that the CC should nonetheless conclude that these 
decision-makers may not make their appraisal of an audit firm (whether in the context of a tender 
process or a reappointment decision) on the basis of concrete evidence on the auditor’s 
capabilities.  Rather, the CC has repeatedly suggested that ACCs and CFOs may do so on the 
basis of “proxies” such as reputation or experience.  The Working Paper states that: 

“Decisions on the appointment or reselection of the auditor may therefore be on the basis 
of indicators or proxies for unobservable variables.”13  

2.7 The point is yet more strongly put in the CC’s working paper “Barriers to entry: reputation and 
experience” (the Reputation and Experience Working Paper ), which states that: 

“Companies generally make [auditor] selection decisions based on proxy measures for 
quality including experience and reputation.”14 

2.8 The only possible explanation for such a view, given the CC’s conclusions on the characteristics 
of FTSE 350 ACCs and CFOs, is that these individuals are not sufficiently diligent to obtain and 
fully appraise the evidence that is available on the auditor’s capabilities.  This is manifestly 
incorrect based on our experience and is not consistent with the evidence available to the CC in 
this investigation. 

                                                   
8 See paragraph 88 of the Working Paper 
9 See paragraph 82 of the Working Paper 
10 Paragraph 83 of the Working Paper 
11 See section 4 below in relation to tender processes and section 5 in relation to reappointment/appraisal processes 
12 Paragraph 88 of the Working Paper 
13 See paragraph 5 of the Working Paper 
14 Paragraph 79 of the Reputation and Experience Working Paper 
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Audit Committee Chairs 

2.9 The Working Paper makes this point explicitly in relation to (at least some) ACCs: 

“We think that ACCs can, if they wish, have access to much of the information available 
to managers…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 an FD or audit partner…We consider that the case studies suggest that the 
depth of scrutiny by the ACC may depend on the individual.”15   

2.10 In one sense, it is a truism that the extent of scrutiny will depend on the commitment of the 
individual.  However, our experience of FTSE 350 ACCs is that they are highly committed 
individuals to whom the idea that they might fail to devote the necessary time to the proper 
performance of their duties as ACC would be an anathema.  They may regard the statements set 
out in this Working Paper and in other working papers as serious allegations as to their 
commitment and/or competence. 

2.11 Moreover, the CC’s citations in support of this view of limited commitment and visibility are not 
persuasive.  These are set out in two contexts: first, the visibility of elements of an audit, and, 
second, (re)appointment and appraisal decisions: 

(a) in the context of the visibility of elements of an audit, the CC’s cited evidence consists of the 
statements of one single ACC and there is no indication from this or any other Case Study 
that the CC sought to collate evidence on whether the ACCs (or FDs) felt they were in the 
possession of sufficient information in order to undertake the assessments of quality that 
they considered necessary to fulfil their roles and comply with their duties to shareholders16.  
Looking in more detail at the details in the Case Study cited by the CC shows that the ACC 
(and the FD) both had access to significant amount of relevant information. In particular, the 
ACC explains that: 

(i) he “received verbal feedback at each stage of the audit”17; 

(ii) he received and agreed the “planning document [which] told him about the audit 
approach, the risks, how the auditor would get comfortable with the risks, the makeup of 
the team and when certain bits of work would be done”18; 

(iii) in addition to audit committee meetings and pre-briefings, he had twice yearly meetings  
at which he would “be taken through the detail” of written audit opinions19; 

(iv) he had discussions with the audit engagement partner before every audit committee 
meeting “to understand what work had been done and what had been found”20; 

(v) prior to each audit committee meeting he would received and review “reports from the 
internal and external auditors, management issues on accounting, interim and financial 
reports, and the associated press releases and analyst presentations”21;and 

                                                   
15 Paragraph 43 of the Working Paper.  A similar point is made at paragraph 91 of the Working Paper in the context of the appraisal 

and reappointment process. 
16 See paragraph 43 of the Working Paper, citing the Company F case study 
17 Paragraph 38 of the Company F case study 
18 Ibid. 
19 Ibid. 
20 Paragraph 37 of the Company F case study 
21 Paragraph 47 of the Company F case study 
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(vi) in the annual review process, “management and the Audit Committee reviewed the 
effectiveness of the Audit Committee, internal audit and external audit. The Company 
had a set questionnaire to evaluate the auditors which looked at quality of work, 
independence, timeliness of work, effectiveness of reporting, rigour and the relationship 
with management”22 and that “He wanted assurance on the approach taken and to 
know that enough work had been done to do a good job” 23. 

(b) in the context of auditor (re)appointment and appraisal processes, the Working Paper 
contains more citations, but they are similarly unpersuasive: 

(i) the Working Paper suggests that the fact that areas of work are communicated through 
the audit plan is a sign of lower levels of information or engagement.  It does not explain 
why this should be the case, and we suggest that the CC should familiarise itself with 
the detailed nature of an auditor’s work-plan; 

(ii) the Working Paper also suggests that the ACC’s knowledge may be limited to a “high 
level overview”24.  The evidence cited in the Working Paper in support of this, though, is 
selective25.  The Working Paper cites: 

(A) Company B , where the ACC explains that she is happy to have management 
report to her on efficiency issues.  We struggle to understand why this is 
considered problematic, but it is clear from the other evidence that the ACC keeps 
a very close eye on audit quality, including “areas of risk”26 , compliance with 
accounting standards27 and integration of new businesses28; 

(B) Company C , where the ACC details a very high level of engagement, including 
“continual dialogue between the Audit Committee, management and the auditor”, 
meaning that issues are always well-ventilated29 and “regular interaction and very 
open meetings”30;   

(C) Company E , but in fact this ACC explains that he has “regular contact with the 
AEP” including telephone conversations “every month”31; 

(D) Company F , which we address at paragraph 2.11 above; 

(E) Company H , but in fact this ACC explains that he “wanted to understand what had 
been done, what issues there were and the AEP’s strength of feeling on any of 
these”32. 

2.12 The Working Paper also correctly notes the evidence that they were “told by some ACCs that 
they received comprehensive reports and were involved in discussions of key issues and 
judgments”33.  The citations set out in the Working Paper in support of the view that ACCs may be 

                                                   
22 Paragraph 49 of the Company F case study 
23 Paragraph 50 of the Company F case study 
24 Paragraph 91 of the Working Paper 
25 See footnotes 40 to 43 of the Working Paper 
26 Paragraph 52 of the Company B case study 
27 Paragraph 54 of the Company B case study 
28 Paragraph 52 of the Company B case study 
29 Paragraph 50 of the Company C case study 
30 Paragraph 49 of the Company C case study 
31 Paragraph 39 of the Company E case study 
32 Paragraph 55 of the Company H case study 
33 Paragraph 91 of the Working Paper 
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very well-informed, while salient and correct, do not, in fact, do justice to the extent of the 
evidence.  In fact, the evidence shows extensive detailed engagement (in addition to the 
evidence set out at paragraph 2.11 above): 

(a) Company A : the ACC notes the “10 Audit Committee meetings per year”, in addition to other 
informal meetings with the audit engagement partner34.  The company’s CFO particularly 
notes the level of the ACC’s engagement: 

“The CFO met the ACC before Audit Committee papers went out.  The ACC came in for a 
day, sometimes two days, and sat with the people who had prepared the papers (auditors, 
legal, internal finance) to check that he was happy with them.”35 

(b) Company G : the ACC explains that he has: 

“very regular contact with the external auditors (PwC).  He would meet or talk with them 
monthly throughout the year to discuss any issues that they might have.”36   

The ACC also notes that he travels to overseas subsidiaries to meet with local audit teams37; 

(c) Company H : the ACC notes both his interactions with the auditor (in particular the audit 
engagement partner)38 and: 

“[the] very full report from the auditors which described discussions between 
management and the auditors on significant accounting issues.39 

(d) Company I : the ACC indicates that he has “quite a lot of detail of the auditors’ work”, based 
(inter alia) on “comprehensive reports of the extent and scope of their work”40. 

2.13 Furthermore, the diagram on the relative visibility of certain matters to various stakeholders, 
including the ACC, is wrong in relation to the three matters at the bottom of the diagram: the 
value of commercial and other insights provided by the auditor; the degree of challenge from the 
auditor and the extent of substantive testing and the inferences drawn41.  The first two are matters 
which Deloitte would uniformly expect to discuss in depth with the ACC and provide detailed 
information thereon.  Regarding the latter, Deloitte would also expect to discuss substantive 
testing with the ACC, albeit not in such detail.  The ACC can thus be expected to have visibility 
over all the matters listed in the diagram.  We have updated the CC’s diagram: included at 
Annex 1. 

CFOs 

2.14 We welcome and agree with the statements in the Working Paper indicating an appreciation that 
FTSE 350 CFOs (and other senior management) have strong visibility over all aspects of the 
auditor’s performance42.  We also agree with the comment that that visibility is reinforced through 

                                                   
34 Paragraph 50 of the Company A case study 
35 Paragraph 16 of the Company A case study 
36 Paragraph 52 of the Company G case study 
37 Paragraph 54 of the Company G case study 
38 Paragraph 55 of the Company H case study 
39 Paragraph 60 of the Company H case study 
40 Paragraph 39 of the Company I case study 
41 See Figure 1, at paragraph 41 of the Working Paper 
42 See, in particular, paragraph 42 of the Working Paper 
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the reporting lines to the CFO – that is, the CFO’s knowledge is increased by the reports he or 
she receives from company staff43.  

2.15 However, other working papers appear to attribute to the CFO the same lack of diligence that is 
attributed to the ACC, insofar as the CFO is similarly accused of relying only on proxies for 
auditor appointment and appraisal decisions44.   There is no basis for such a view in the evidence 
set out in this Working Paper (or at all).  Indeed, the evidence set out in this Working Paper and 
otherwise before the CC makes very clear that the CFO and his or her team diligently ensure that 
they are very well informed about the capabilities of tendering potential auditors at appointment 
stage, and the performance of the current auditor at appraisal and reappointment stage.  This is 
particularly evident from the Case Studies:   

(a) Company A: the CFO explains that he meets with the Audit Engagement Partner (“AEP”) 
“every three weeks all year round” in addition to the “ten Audit Committee meetings a 
year”45; 

(b) Company C : the CFO indicates that he has “monthly meetings” with the audit engagement 
partner and hence: 

“pretty good visibility of what the auditors were doing, the geographies they were looking at 
and the matters that concerned them.”46 

(c) Company G: the Global Financial Controller describes his interaction with the company’s 
auditors as:  

“…extensive throughout the year.  The interaction was most intense around the half-year 
and year-end reporting when he spoke with the auditors daily and sometimes several times 
a day.”47 

(d) Company I : the finance director observes that he has “very frequent contact with the senior 
AEP during the year, approximately every two weeks”48, with a yet closer relationship with 
the company’s finance team who are “responsible for the day to day running of the audit 
process”49; 

(e) Company J: the Fund Accounting Manager indicates that he has: 

“clear visibility of the auditor’s work as he answered many of the questions the auditor 
had.”50 

2.16 Similar levels of diligence and visibility are clearly evident from the interviews conducted by the 
CC with 3i Group and the anonymous company:  

(a) 3i Group : the company notes the “peer-to-peer engagement”51 that characterises the audit, 
as well as the more formal interactions through the audit committee52; 

                                                   
43 Paragraph 90 of the Working Paper.  We find puzzling the un-sourced comment in the same paragraph that “Nevertheless, we 

were told that senior management would not have a complete knowledge of all the work undertaken by the auditor”.  This is not 
consistent with the evidence before the CC which shows a very comprehensive knowledge. 

44 See paragraph 2.6 above 
45 Paragraph 13 of the Company A case study 
46 Paragraphs 7 and 8 of the Company C case study 
47 Paragraph 8 of the Company G case study 
48 Paragraph 5 of the Company I case study 
49 Paragraph 7 of the Company I case study 
50 Paragraph 9 of the Company J case study 
51 Paragraph 5 of the summary of the conference call with 3i Group 
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(b) Anonymous company : the summary of the discussion with the anonymous company notes 
the “weekly meetings between the auditors and management” leading to “interactive 
discussion and multiple layers of contact between the company and the auditors as the audit 
was delivered”53.  They are clear that “senior management ensured that it had a line of sight 
on all relevant issues”54.   They also note that the audit committee “worked very hard and 
was an important source of challenge”55. 

Conclusion on ACCs and CFOs of FTSE 350 companies 

2.17 To conclude, the Working Paper sets out no substantive evidence that CFOs or ACCs are not 
highly diligent in the performance of their duties in the appointment and appraisal of auditors, and 
there is extensive evidence to the contrary.  This supplements the acknowledged expertise of 
these officers.  There is hence no basis for any suggestion in this Working Paper or in other 
working papers that the auditor appointment and appraisal decisions are based on “proxy factors” 
rather than observed capabilities. 

3. Allegations of bias 

3.1 One further feature of the auditor appointment decision is highlighted in this Working Paper as in 
others: that FTSE 350 CFOs and ACCs may be biased against non-top tier firms in their auditor 
appointment decisions.  Specifically, the Working Paper states that: 

“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 a 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.”56 

3.2 There is no basis for these allegations of bias, and such bias certainly cannot be inferred from the 
mere fact of previous employment57.  Given that the Big 4 are the major recruiters and trainers of 
chartered accountants in the UK, the fact that many of these people have a Big 4 background is 
nothing more than a truism.  No further evidence is cited in this Working Paper or in other working 
papers that this leads to bias of the type implied in this Working Paper and other working papers.  

3.3 We do not agree with these allegations which seem to us to be a direct criticism of the integrity of 
some of the UK’s leading business people.  FTSE 350 CFOs and ACCs will not and do not take 
important commercial decisions on the basis of loyalty to a previous employer. 

3.4 We find these allegations particularly remarkable given the detailed evidence that is in front of the 
CC about the concrete factors – squarely related to quality and value – that are taken into 
account in auditor appointment and appraisal decisions, which we discuss further below58. 

                                                                                                                                                                    
52 Paragraph 4 of the summary of the conference call with 3i Group 
53 Paragraph 7 of the summary of the conference call with the anonymous company 
54 Ibid. 
55 Paragraph 9 of the summary of the conference call with the anonymous company 
56 Paragraph 120 of the Working Paper 
57 We note, as did PwC in its Response to Third Party Submissions (at footnote 104), that most of our alumni spent only a few years 

of their career with Deloitte, and in particular this was usually at the very beginning of their career.  Whilst we dismiss the ‘loyalty to 
a previous employer’ argument completely, we also find it incomprehensible that a period of previous employment at one of the 
top tier firms could result in loyalty to the ‘Big 4’ as a whole. 

58 See sections 4 and 5 below 
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4. The detailed nature of the tender process 

4.1 The conclusion that auditor appointment decisions are taken on the basis of a properly informed 
and expert analysis of quality and value is bolstered by the evidence that the CC has gathered on 
the detailed nature of the tender process.  Three important conclusions may be drawn from this 
evidence: 

(a) first, the process provides opportunities for non-incumbents  to get familiar with the 
company, its key characteristics and its key personnel; 

(b) second, it allows tendering firms to provide a detailed description in their pitch on how they 
would propose to conduct the audit, where they see key risk areas and what efficiencies and 
additional value they have identified; and 

(c) third, accordingly it gives CFOs and ACCs the opportunity to appraise the relative 
capabilities in a detailed way.  

4.2 Thus for those companies who choose to adopt a tender process, the evidence shows that they 
are able to devise and run a process that is robust and allows them to procure the right 
outcomes. 

The opportunities in the tendering process 

4.3 The CC notes the following features of the tender process, each of which provides opportunities 
for non-incumbents to make a more effective bid: 

(a) the tender letters “set out clear procedures for giving bidders access to further information 
required on the company”59 – that is, there is no ‘insider advantage’ from knowing who to talk 
to; 

(b) the processes provide for “repeated interaction”60 with the business; 

(c) in particular, there is “extensive access to key individuals at the companies, including the FD 
and ACC”61.  In this way, firms can begin to showcase their abilities to the key decision-
makers early in the process. 

4.4 The Case Studies which the Working Paper cites (Company C, whose process involved 25 
meetings with the audit engagement partner; and Company E, with multiple engagements over a 
six week period)62 are typical.  The CC is thus right to conclude that “companies build into the 
process the opportunities to ensure that bidders have access to the information and people they 
need”63.  

                                                   
59 Paragraph 77 of the Working Paper 
60 Paragraph 78 of the Working Paper  
61 Ibid. 
62 Paragraph 78 of the Working Paper.  The Working Paper’s characterisation of the period over which tenders are held (correctly 

noted as generally between six weeks to three months) as “relatively short” is surprising, and we do not see evidence that 
supports this characterisation. 

63 Ibid. 
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A detailed pitch 

4.5 The consequence of the above is that bidding firms are well-placed to provide a detailed 
description in their pitch of how they would propose to conduct the audit, where they see key risk 
areas and what efficiencies and additional value they have identified.  The CC notes that tender 
documents include information on (inter alia) the following64: 

(a) the proposed fee; 

(b) the proposed approach to the audit;  

(c) the approach to risk; 

(d) the approach to quality assurance;  

(e) international capabilities; 

(f) the proposed team. 

4.6 In other working papers, the CC correctly notes that these documents will also generally contain a 
“risk matrix” or other assessment of the main areas of audit risk for the client65 – which gives the 
company a very good indication of the firm’s understanding of the business and ability to discern 
its key audit issues.  The CC also notes in this Working Paper that it is common to provide further 
detail on cost breakdowns66; this is consistent with Deloitte’s experience. 

4.7 The Working Paper correctly concludes that this “provides FD/CFOs and ACCs with detailed 
information on the capabilities of the audit firm, the team that will carry out the audit and the 
fee”67. As noted in the Working Paper, these are among the key dimensions on which firms 
compete68 . However, the Working Paper is mistaken in its suggestion that there is limited 
information on how the engagement will be carried out in practice69: this is inherent in the analysis 
of key risk areas (noted in the CC’s working paper “Evidence relating to the selection process 
tendering, annual renegotiations and switching” (the Selection Process Working Paper 70) and 
analysis of the proposed approach to the audit (noted in this Working Paper71).  

4.8 In any case, the conclusion that the CC draws here – that the information provided in the tender 
process on the “capabilities of the firm and audit team” are “an indicator of the quality they [the 
company] can expect”72 – is not one we disagree with.  We note that this comment is quite 
different to the statement in this and other working papers that the decision-makers have little 
information on capabilities and therefore have to rely on the “proxies” such as reputation73.   

The opportunity to appraise capabilities in a detai led way 

4.9 We believe that the CC is correct to conclude that this detailed process permits (indeed, is 
structured to enable) ACCs and CFOs “to critically assess the bids submitted”74.  The information 

                                                   
64 Paragraph 79 of the Working Paper 
65 See paragraph 72 of the Selection Process Working Paper 
66 Paragraph 81 of the Working Paper 
67 Paragraph 82 of the Working Paper 
68 Paragraph 67 of the Working Paper 
69 Paragraph 82 of the Working Paper 
70 See paragraph 72 of the Selection Process Working Paper 
71 See paragraph 79 of the Working Paper 
72 Paragraph 82 of the Working Paper 
73 See paragraph 2.6 above 
74 Paragraph 83 of the Working Paper 
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supplied gives detail on both quality and value, and in a way that allows decision-makers to 
differentiate between the offerings of different potential providers, and make their choice 
accordingly.  It is in this context that allegations that decision-makers must rely on “proxies” such 
as reputation make little sense.  Furthermore, we should note that it is common for companies to 
request additional clarifications and details where they consider that these are necessary to fully 
understand the quality and value proposition being offered by tendering firms, and it is common 
for proposals to be refined in the course of the tender process. 

Conclusion on tender processes 

4.10 A tender process is one way in which companies – most commonly those who are not satisfied by 
the quality and value they are getting from their current auditor – can ensure that they are getting 
optimal performance.  The evidence shows that companies are able to structure processes that 
are highly competitive and give decision-makers the information they need to make robust 
decisions on auditor appointment. 

5. The detailed nature of the reappointment process  

5.1 The conclusion that auditor appraisal and reappointment decisions are taken on the basis of a 
properly informed and expert analysis of quality is similarly bolstered by the evidence that the CC 
has gathered on the detailed nature of these processes. 

5.2 Three important conclusions may be drawn from this evidence: 

(a) first, there is a detailed, bottom-up process involving significant numbers of personnel who 
have interacted with the auditor, so permitting a detailed appraisal of the existing auditor’s 
performance; 

(b) second, this permits and leads to decisions on the existing auditor’s performance on the 
basis of observed quality, not proxy factors; and 

(c) third, companies are able to assess the relative, as well as the absolute, level of 
performance of the existing auditor (i.e. how well they compare to alternatives) through the 
use of a range of tools. 

A detailed appraisal process 

5.3 The primary evidence cited in this Working Paper in relation to the scope of the auditor appraisal 
process is derived from the Selection Process Working Paper75.  Given the inadequacy of the 
evidence considered in the Selection Process Working Paper – that is, only the evidence 
provided by firms in response to the CC’s Market Questionnaire, and not the Case Studies, CC 
Survey or any other company evidence76 – it is not surprising that the current Working Paper fails 
at times to reflect the detailed nature of the appraisal process undertaken by companies 
considering whether to reappoint their existing auditor or to go out to tender. 

5.4 In fact, the evidence before the CC shows that the appraisal process is detailed and gives 
company decision-makers a very good understanding of the quality and value delivered.  It is 
notable that the CC Survey indicates that 91% of FTSE 350 companies undertake such an 
appraisal every year, with 97% doing so at least every three years77.  This is supported by other 
surveys of audit committee behaviour78. 

                                                   
75 See paragraph 171 of the Working Paper.  The CC Survey and Case Study evidence is briefly cited at paragraphs 66 and 93 of 

the Working Paper. 
76 See paragraphs 9 and 10 of the Selection Process Working Paper 
77 Page 46 of the CC Survey 
78 See, for example, the KPMG survey of audit committee members at http://www.audit-committee-

institute.be/dbfetch/52616e646f6d4956837c649d722e3cc59976a839ccbbef6b/aci_survey_june2010_1_.pdf.   
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5.5 The Case Studies show the in-depth nature of that appraisal process: 

(a) Company A : the ACC states that the auditor is appraised annually against a long and 
detailed list of criteria, under the following top-level headings: 

(i) robustness of the audit process (including professional scepticism); 

(ii) quality of delivery; and 

(iii) quality of people and service79; 

(b) Company C : the CFO explains: 

“[the] annual appraisal of the  auditor’s effectiveness through a formal 
questionnaire completed by members of the Audit Committee, the Chief Auditor, 
General Counsel and regional senior management”80.   

He notes the areas reviewed: 

(i) independence and objectivity; 

(ii) financial stability and risk profile of the firm; 

(iii) audit strategy;  

(iv) communication of adverse or unexpected findings; 

(v) finalisation of the audit; and 

(vi) concluding matters81; 

(c) Company D : the finance director explains that: 

“most years, the company sent a survey to its subsidiaries to rate the quality of 
the audit…The survey covered topics such as meeting deadlines, understanding 
the local businesses, the audit team continuity and performance, insights 
provided by the audit team.”82 

(d) Company E : the finance director notes that there is an annual “discussion at all levels of the 
business”83 on the auditor’s performance, conducted by management and also involving the 
audit committee84; 

(e) Company F : the ACC notes the “annual review process” based on the following criteria:  

(i) quality of work; 

(ii) independence;  

(iii) timeliness of work;  

                                                   
79 Paragraph 60 of the Company A case study 
80 Paragraph 25 of the Company C case study 
81 Paragraph 26 of the Company C case study 
82 Paragraph 39 of the Company D case study 
83 Paragraph 19 of the Company E case study 
84 Paragraph 50 of the Company E case study 
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(iv) effectiveness of reporting;  

(v) rigour; and 

(vi) relationship with management85; 

(f) Company G : the Global Financial Controller explains a detailed process for assessing the 
performance of the auditor, by means of a “thorough questionnaire…sent each year to 
around 40 or 50 people around the company who had the main contact with the auditors”86.  
The relevant criteria are noted as follows: 

(i) independence; 

(ii) knowledge of the business and risks; 

(iii) effective liaison with internal auditor; 

(iv) quality of delivery, including timely resolution of issues, communication and presentation 
and working relationship with management; 

(v) quality of people and service; 

(vi) transition of lead audit engagement partners; and 

(vii) value87; 

(g) Company H : the FD explains that the company “produced a full written report on the auditor 
every year”, based in part on best practice guidelines produced by ICAS.  The 
comprehensive criteria include: 

(i) relationship; 

(ii) independence; 

(iii) competence; 

(iv) communication; 

(v) objectivity; 

(vi) financial stability and risk profile; 

(vii) audit strategy; 

(viii) communication of adverse or unexpected findings; and 

(ix) finalisation of the audit88; 

(h) Company I : the company runs an annual appraisal process, assessing the auditor against 
criteria including: 

(i) independence and objectivity; 
                                                   
85 Paragraph 49 of the Company F case study 
86 Paragraph 17 of the Company G case study 
87 Paragraph 18 of the Company G case study 
88 Paragraph 30 of the Company H case study 
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(ii) the members of the audit team; 

(iii) technical skills; and 

(iv) service level and fees89. 

5.6 Thus, the degree of evidence in front of ACCs and CFOs when they consider the performance 
and value provided by the company’s existing auditor, is detailed and comprehensive.  

A decision based on real performance and value 

5.7 The evidence set out above on the nature of the appraisal process indicates that companies test 
– from the bottom up – the value and quality they are receiving.  It is difficult to understand why, 
having gathered all this detailed evidence on the auditor’s performance, company decision-
makers would make decisions on reappointment based on proxies such as reputation, as the 
Working Paper suggests90.  This allegation is not supported by the evidence on how this process 
operates. 

5.8 Furthermore, it is not correct to say that bottom-up reconsideration of the audit only occurs in 
“exceptional circumstances” 91  – it is normal for companies, having undertaken a bottom-up 
appraisal of the auditor’s performance, to ask the auditor to do the same in re-scoping the next 
year’s audit.   

Comparative value and quality 

5.9 Companies are also well-placed to ensure that they are getting value and quality relative to that 
which could be obtained by switching or tendering. 

5.10 The first of these is benchmarking.  The Working Paper’s conclusions on the benchmarking 
process are surprising: “[The evidence] suggests to us that the information provided by 
benchmarking and other comparable exercises is limited.  In particular, these exercises are 
generally limited to a comparison of audit fees and the expertise, experience and reputation of the 
audit firms and teams”92.  The Working Paper goes on to refer to the process as “fairly crude” with 
respect to audit fees and likely to provide only “a broad indication as to the competitiveness of 
fees”93. 

5.11 It is hard to understand what evidence has been relied upon in coming to this conclusion.  The 
large majority of CC Survey participants (79%) explain that they benchmark on fees by comparing 
with similar companies.   This is not a crude task: it can be (and is) performed on the basis of 
detailed analysis of the factors that will inform the audit fees of different companies, taking 
account of, for example, industry sector, turnover, market capitalisation and the extent of 
international activities.  The comments we made in response to the Theories of Harm Working 
Paper warrant repetition here:  

(a) the CC Survey shows that benchmarking is widespread and regular: 

(i) a quarter of FTSE 350 companies (a proportion much higher than outside the reference 
market) benchmark audit fees every single year; 

(ii) more than half benchmark at least every three years; and 

                                                   
89 Paragraph 17 of the Company I case study 
90 Paragraph 5 of the Working Paper 
91 Paragraph 65 of the Working Paper 
92 Paragraph 97 of the Working Paper 
93 Ibid. 
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(iii) more than two thirds benchmark at least every five years94.  

This strongly suggests that companies see benchmarking as a meaningful and effective tool to 
generate value for money.  Our experience is that clients internally benchmark our audit work (for 
example across divisions of the same client) as well as externally; 

(b) this is supported by the bulk of the evidence gathered in the Case Studies.  The expert 
buyers in FTSE 350 companies are well able to discern within the various parameters that 
mark out one FTSE 350 company from another what level of audit fee would be appropriate: 

(i) Company A : the ACC states that: 

“The fee was negotiated annually and was benchmarked against other 
companies in the sector, for example [redacted].”95 

(ii) Company D : the finance director notes that the company “periodically benchmarked 
audit fees against other companies”96; the finance director and ACC also describe the 
informal retender which the company’s existing auditor was required to undertake, 
which involved a benchmarking exercise97; 

(iii) Company E : the ACC states that he “used benchmarking to assess whether the audit 
fee was fair”98.  Although the unusual nature of the company is widely noted throughout 
this case study99, the ACC explains that even though the company was a “unique 
business”,  

“this did not hinder the effectiveness of benchmarking as there were similar 
companies in terms of size and complexity to which to compare the audit fee”100 

(iv) Company G:  the global financial controller observes that he is “able to benchmark the 
fees the company paid against other banks’ audit fees”101.  He also explains that he 
cross checks against “other global FTSE 100 companies such as BP and Aviva”102; 

(v) Company H : the ACC explains that the Audit Committee asked the finance function in 
the company to undertake a benchmarking exercise103.  The finance director explains 
that “the company did some benchmarking against other companies in extractive 
industries and companies with overseas requirements”104;  

(vi) Company I : the finance director explains that the company has an annual 
benchmarking process: 

                                                   
94 See page 46 of the CC Survey 
95 Paragraph 70 of the Company A case study 
96 Paragraph 37 of the Company D case study 
97 See paragraph 91 of the Company D case study 
98 Paragraph 60 of the Company E case study 
99 See paragraph 38 of the Company E case study 
100 Paragraph 60 of the Company E case study 
101 Paragraph 30 of the Company G case study 
102 Ibid. 
103 Paragraph 77 of the Company H case study 
104 Paragraph 39 of the Company H case study 
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“The company benchmarked against similar companies, mainly in the same 
sector, which formed part of the regular Audit Committee papers when reviewing 
the fee every year”105.   

The ACC gives further detail:  

“Benchmarking included a combination of experience, looking at the charge-out 
rates and the number of hours, and making comparisons against other 
companies based on the publicly available information on audit fees, taking 
account of market capitalization and perceived complexity.”106 

(vii) Company J : the fund accounting manager states that: 

“the [audit] fee was reviewed against the audit fees of other similar investment 
trusts to ensure that it was competitive.”107 

Moreover, internal or external procurement teams are increasingly used in the process108 – a 
point noted by 3i Group  in its evidence to the CC: 

“The Company instructed their Buying Team to assist in negotiating fees at the last 
review and would typically engage someone outside the direct audit engagement.  The 
Buying Team was an external procurement consultancy that would not be swayed by any 
relationship issues and which had experience across the largest four auditors to identify 
best practice, time estimates and differing rates.”109 

5.12 The characteristics of those involved in making this assessment must also be borne in mind: they 
are highly expert not just in the context of the value of audit, but also in the context of the 
characteristics of other major companies in the same sector or with similar characteristics.  Those 
involved in a benchmarking process will commonly test the reasons why another company might 
or might not be considered an appropriate comparator.  We have seen no evidence which would 
explain why these otherwise highly committed people would take a minimalist approach to this 
task, as the Working Paper seems to suggest. 

5.13 Furthermore, insight gained across roles in various companies will also be brought to bear by 
ACCs and CFOs.  As the CC is aware, the evidence shows that two thirds of ACCs sit on three or 
more audit committees.  CFOs quite commonly have non-executive roles elsewhere.  This also 
gives decision-makers a comparative perspective on the value and quality they receive.   

5.14 Comparative quality can also be assessed by means of the approach of other firms to non-audit 
work they are undertaking for the company, audit or non-audit work they are undertaking for other 
companies with which the other directors have a relationship, and from the directors’ own 
accounting and audit backgrounds.  The Working Paper notes the evidence that CFOs and ACCs 
are in regular contact with other firms110, who will use these opportunities to impress on those 
CFOs and ACCs the quality and value of their own proposition; the CC Survey shows that fully 
78% of FTSE companies have these contacts every year111.  This contact does not appear to 
have been adequately factored into the Working Paper’s conclusions, but is inappropriately 

                                                   
105 Paragraph 26 of the Company I case study 
106 Paragraph 55 of the Company I case study 
107 Paragraph 16 of the Company J case study 
108 This point is also noted in Cerniawska and Smith , Buying Professional Services: How to get value for money from consultants 

and other professional services¸ 2010 (see page 35 et seq, where Stuart Diack of Deloitte explains the challenges that are 
sometimes faced when dealing with internal or external procurement teams). 

109 Paragraph 12 of the summary of the conference call with 3i Group 
110 Paragraph 99 of the Working Paper 
111 Page 46 of the CC Survey 
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demeaned with the truism that informal contact does not involve submission of full audit 
proposals. 

5.15 Bringing all of this together, the evidence does not support the Working Paper’s conclusion that 
benchmarking is an exercise of limited value.  Rather, it is commonly an in-depth exercise, 
supplemented by the other tools at the disposal of company decision-makers, which allows for an 
effective appraisal of the company’s “outside options” and hence of the relative value and quality 
which the company is obtaining.  Any suggestion that that FTSE 350 CFOs and ACCs would 
settle for anything less seems to us, again, to suggest that they are not committed to their roles in 
a way that we consider does not reflect reality. 

Effect on likelihood of switching 

5.16 The Working Paper takes the position that the alleged failings in the auditor appraisal process 
that it discusses may mean that it is unclear to companies whether they could obtain better value 
and/or quality by switching, and that this may inhibit companies from switching112.    

5.17 This appears to be based on conjecture.  The CC did not test with companies whether they were 
confident of the benefits of switching.  We have seen no evidence in this Working Paper or 
otherwise to support the notion that any lack of information, expertise or diligence on the part of 
FTSE 350 CFOs and ACCs is a factor in the decision not to go out to tender.  On the contrary, 
the evidence shows that they are very aware of the tendering option, and consider carefully 
whether it is the most appropriate113.  The point is well made by the ACC in the Company G case 
study, who explains that: 

“If there was a situation where he said that he felt it was necessary to go out to tender, then this 
would happen.”114 

5.18 Further conjecture is apparent in the Working Paper’s reasoning why companies have not gone 
out to tender (those companies “may not think that they have good alternatives”)115. However, the 
CC Survey, in which this issue was explored, showed that companies that have not tendered 
have most commonly done so because they are happy with the quality of service and value for 
money that they are receiving from their current auditor. In particular, FTSE 350 companies did 
not tender because they116: 

(a) currently receive high quality service: 51%; 

(b) currently receive good value for money: 25%; 

(c) are happy as things are: 21%. 

5.19 70% of companies gave at least one of the above reasons. None said they had not done so 
because there were no better alternatives. The Working Paper’s suggestion that companies have 
not tendered because they do not consider that there are ‘good alternatives’ represents pure 
supposition and a disregard of the evidence that the CC has collected.  A proper assessment of 
that evidence would show that the CC’s supposition is entirely without merit. 

6. The price sensitivity of FTSE 350 companies 

6.1 The Working Paper appears to imply that FTSE 350 companies are relatively price insensitive 
with respect to audit fees and/or that price does not generally play a significant part in auditor 

                                                   
112 Paragraph 109 of the Working Paper 
113 See further paragraph 4.17 of Deloitte’s response to the Theories of Harm Working Paper. 
114 Paragraph 68 of the Company G case study 
115 Paragraph 84 of the Working Paper 
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appointment or appraisal decisions.  This is wrong.  No such conclusion can be drawn from the 
evidence that has been put to the CC.   

6.2 First, the Working Paper suggests that the evidence shows that “generally price would be a factor 
only if substantial increases [in the audit fee] arose”117.  The CC is correct to note that the CC 
Survey indicates that 71% of FTSE 350 CFOs consider that a “substantial increase in audit fees” 
would lead them to seriously consider changing their auditor118.  However, the CC Survey did not 
ask respondents to quantify what they meant by this, nor whether a non-substantial increase in 
audit fees would lead companies to consider switching.  There is therefore no basis for the 
Working Paper’s assertion that “only” a “substantial” increase would cause companies to consider 
switching: the point has not been tested. 

6.3 Second, the CC suggests that companies may not be inclined to switch on cost grounds because 
“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”119. 

6.4 This statement would suggest that companies are price-sensitive only with respect to those very 
few purchases that make up a large proportion of their turnover.  This intuitively seems wrong, as 
it suggests that companies are price-insensitive with respect to the large majority of their 
purchases.  Few companies would recognise this picture. 

6.5 It is also mistaken in that it ignores the fact that the audit fee will in fact be a large proportion of 
the controllable costs of the CFO/finance department.  With most costs attributable to operating 
departments, CFOs commonly have less scope for cost management than with those within their 
own department’s budget, which makes CFOs particularly sensitive to those areas where savings 
can be made.  The audit is just such a cost item. 

6.6 Third, the suggestion that companies are price-insensitive does not stack up with the wider 
evidence.  In particular: 

(a) it is not consistent with the evidence on the fee pressure which companies exert on auditors 
(and potential auditors in a tender situation). The CC will no doubt have noted the FRC’s 
recent comments on pricing pressure in the audit market and the warnings they have given 
about the potential for a risk to audit quality if that pressure is maintained.  In its 2011/2012 
Audit Inspection Unit Annual Report, the FRC stated that: 

“Audit efficiency is becoming progressively more important to firms as audited entities 
seek to reduce fees.  Firms should establish central safeguards to ensure that total audit 
hours, the determination of materiality and the extent of work performed are maintained 
at an appropriate level to protect overall audit quality, particularly where significant fee 
reductions have been agreed.”120 

“Firms face significant pressures in the current economic environment and the level of 
tendering activity has increased. Substantial reductions in audit fees have occurred in a 
number of recent audit tenders for large listed entities.”121 

“While acknowledging that fee pressures are a commercial reality that cannot be ignored, 
we remain concerned that audit efficiency is becoming progressively more important to 
firms as audited entities seek to reduce fees. Firms should ensure that they maintain 
appropriate controls centrally to ensure audit efficiencies are not achieved at the expense 

                                                   
117 Paragraph 137 of the Working Paper.  See also paragraph 134 of the Working Paper 
118 See page 68 of the CC Survey 
119 Paragraph 133 of the Working Paper 
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121 Paragraph 2.3.2 of FRC, Audit Quality Inspections Annual Report 2011-12 
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of audit quality, particularly where the extent of audit procedures performed are 
dependent on judgments relating to materiality, scoping or sample sizes.”122 

(b) second, while Deloitte agrees that the evidence shows (consistent with Deloitte’s 
experience) that quality is probably the central feature in auditor appointment decisions, the 
evidence shows that stakeholders have a strong appreciation of value and price in their 
decisions as well: 

(i) the CC Survey gives strong support to cost issues as key factors: 

(A) “efficiency of the audit process” is amongst the most important features identified in 
assessing the quality of the audit – particularly for CFOs123; 

(B) only 8% of CFOs of FTSE 350 companies say that price is “not important” in 
making auditor appointment decisions124; 

(C) the overwhelming majority of FTSE 350 companies (93%) renegotiate the audit fee 
annually, and 100% of them do so at least every three years125; and 

(D) value for money offered by the existing auditor is the second most important 
reason cited for not going out to tender126, and price is amongst the most important 
reasons for a company’s decision that it should go out to tender127; 

(ii) the Case Studies also show that companies consider price and value very carefully: 

(A) Company A : the CFO explains that: 

“Fees were negotiated by the CFO and signed off by the Audit 
Committee, led by the ACC.  The ACC’s recent experience as an auditor 
was helpful as he knew what firms charged…The company did not want 
to over pay.”128 

(B) Company B : the finance director indicates that he wants to switch auditor: 

“as he felt [the current auditor] was a bit expensive.  He would like to 
reduce the audit fee by 10 to 15 per cent.”129 

(C) Company C : the CFO explains that “audit time and fees” is one of six criteria 
against which bidding audit firms were appraised130 and notes that “pressure on 
fees [is] increasing.”131 

(D) Company D : the finance director explains that price was the primary reason for its 
most recent tender process: 

                                                   
122 Ibid. 
123 See page 26 of the CC Survey 
124 See page 34 of the CC Survey. The equivalent figure for ACCs in the FTSE 350 is 13%. 
125 See page 46 of the CC Survey 
126 See page 60 of the CC Survey 
127 See page 63 of the CC Survey 
128 Paragraphs 40 and 42 of the Company A case study 
129 Paragraph 17 of the Company B case study 
130 Paragraph 23(c) of the Company C case study 
131 Paragraph 36 of the Company C case study 
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“The main driver of the decision to tender was the previous auditor 
seeking a substantial (60 to 70 per cent) increase in the audit fee.”132 

(E) Company F : the finance director explains that fees were “reviewed as an 
underlying factor” in the company’s most recent tender process133; he also notes 
that “not receiving value for money” is one of two cited triggers for contemplating 
switching134; 

(F) Company G : the Global Financial Controller indicates that “a slip in…value” is one 
of three factors (the other two being quality-related) that would trigger a tender135; 
while the ACC acknowledges that quality is paramount, he notes that “there [is] 
more pressure on fees today than there was two years ago”136; 

(G) Company H : the ACC notes that, having been concerned that the “[audit] fee 
looked high” he asked the auditors to “rebase” it and provide a “bottom-up fee 
proposal”.   He observes that “tendering exert[s] pressure on the auditor not to be 
seen as overcharging”137; 

(H) Company I : the finance director notes that fees are one of the items on which the 
auditor is appraised every year138. 

6.7 In summary, the evidence shows that price is an important factor in audit appointment and 
appraisal/reappointment decisions.  There is no basis for the contentions in the Working Paper 
that companies may be relatively price-insensitive with regard to the audit fee. 

7. Choice of auditor 

7.1 The CC sets out certain thoughts on the extent of companies’ choice of auditor139, concluding that 
this choice may be limited for certain companies, and that this may “adversely affect perceptions 
on the potential benefits to be had from going through a tender process”140.   

Choice and incentives to tender 

7.2 As a preliminary point, it is not clear how the CC reaches its conclusion that any perceived lack of 
choice could affect perceived incentives to tender.  The CC does not appear to have asked 
companies whether they have not gone out to tender because they consider that their choice may 
be limited.   

7.3 Moreover, such a view among companies would be more likely if the evidence showed that 
companies who tendered did not find the choice of firms sufficient to generate the outcomes they 
sought.  In fact, the CC Survey also shows that the level of choice that companies were able to 
generate in the tender process was enough to produce good outcomes (consistent with this being 
a well-functioning market): 52% of FTSE 350 respondents indicated that the audit fee was lower 
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after the tender process (with only 15% reporting that it was higher), and 64% indicated that audit 
quality improved (with only 3% reporting that it was lower)141.   

7.4 This evidence is critical: it shows that the level of choice that is available in this market is 
sufficient to generate good outcomes for companies and their shareholders.  This is also 
consistent with the extensive evidence before the CC that quality is high and pricing is 
competitive142. 

Degree of choice of auditor 

7.5 The Working Paper sets out a number of parameters that it considers may affect firms’ degree of 
choice.  We address each in turn below. 

Firms’ capabilities 

7.6 The CC notes that, in general, “each of the Big 4 firms has over the past 10 years had a 
reasonable presence in the audit of FTSE 350 companies by industry sector and company size 
(measured by turnover)”143.   This is correct, and it is consistent with Deloitte’s evidence to the CC 
that there is no industry sector in which it could not credibly participate in a tender144.   

7.7 The CC goes on to state that non-top tier firms have had “a very small share of FTSE 350 audit 
engagements…and 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: healthcare, 
telecommunications, utilities and technology”145.  This comment ignores the evidence that has 
been put to the CC by the leading mid tier firms on the extent of their capabilities – based on their 
investments in sectoral expertise and the work they do for non-FTSE 350 clients which they 
explain are of comparable scale and complexity: 

(a) BDO: 

(i) “BDO said that it audited companies across the marketplace which were equivalent to 
companies in the FTSE 350.”146 

(ii) “BDO said that its core UK market included businesses that were turning over many 
hundreds of millions of pounds and included businesses that might be owner managed 
or private equity backed.”147 

(iii) “BDO provided services other than statutory audits for 57 FTSE 350 companies in 
2010/11 (including 23 FTSE 100 companies). BDO currently audits one company in the 
FTSE 100 and five companies in the FTSE 250. BDO believes that it has acted (in a 
non-audit capacity) for more than [redacted] of companies in the Reference Market over 
the last three years.”148 
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(b) Grant Thornton : 

(i) “Grant Thornton currently acts for a number of companies that, while they are not FTSE 
350 companies themselves, have similar features (e.g. substantial international 
operations, complex activities or significant scale).”149 

(ii) “Grant Thornton has experience of auditing FTSE 350 companies (it currently audits 5 
FTSE 350 companies plus 150 subsidiaries across 27 countries of one of the largest 
FTSE 100 companies).”150 

(iii) “GT also explained that it already audited some very complex organizations (eg in the 
public sector) which were larger than some of the FTSE 350 companies.”151 

(iv) “In the year ended December 2011, Grant Thornton provided non-audit services to 36 
FTSE 100 clients and 66 FTE 350 companies, with a varying degree of fee level and 
complexity, mostly in providing various ad-hoc advisory work, demonstrating our 
credentials in providing a range of services to large corporate firms.”152 

(c) Mazars :  

(i) “Mazars considered that it had very significant expertise and capability in auditing large 
companies, as demonstrated by its French client base and the number of mandates it 
held in the CAC 40 market. This client base provided Mazars with a very deep and wide 
sector of expertise, covering three of the key sectors with distinguishing features: 
banking, insurance and energy.”153 

(ii) “Mazars also acted in 35 countries for a large global bank [redacted] and its work for 
this client had enabled it to invest in its banking capability in the UK market.”154 

(iii) Mazars “has a substantial portfolio of major international clients for its regulated 
activities, performing audits for more than 500 listed companies worldwide.”155 

7.8 The CC may also note that some of the sectors that it mentions are precisely those in which mid 
tier firms have indicated that they have particular expertise: 

(a) Grant Thornton : “We continue to develop our expertise in a wide range of industry sectors 
but with particular focus on the health, property and construction, media, technology, not for 
profit, financial services and retail sectors in which we can demonstrate a real depth of 
industry knowledge.”156 

(b) BDO: BDO International lists the following sectors as ones in which it has “global expertise” 
– charitable/not for profit, construction and real estate, consumer business, financial 
services, manufacturing, natural resources, professional services, public sector, and 
technology, media and telecoms157. 
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Companies “preferences” 
 
7.9 We have noted above our concern that the Working Paper (and other working papers) seem to 

indicate bias on the part of company decision-makers158.  The same appears to be implied in this 
part of the Working Paper.  There is simply no evidence that companies limit their choice of 
auditor by virtue of any bias against non-top tier firms. 

Pressure from third parties 

7.10 The Working Paper sets out certain considerations relating to whether pressure from third parties 
may limit companies’ effective choice of auditor159.  None of these points is well-evidenced or 
persuasive. 

7.11 First, the Working Paper repeats certain statements from mid tier firms.  The first of these is that 
“companies might feel they could not switch from a Big 4 firm to a non-Big 4 firm because of the 
signal that it would send to the market”160.  No evidence is given in the Working Paper (and no 
evidence has been given by firms) to support this.  In fact, it directly contradicts the public (and 
well-known) position of major investors, who made it clear several years ago that they did not 
oppose the use of (at least certain) mid tier firms by FTSE 250 companies (a position they have 
since reiterated)161. 

7.12 The Working Paper goes on to cite the CC Survey, but notes only part of that evidence, and 
appears to draw the wrong conclusion.  It notes (correctly) that “approximately 15% of FTSE 350 
companies that would only consider Big 4 firms gave ‘shareholders/investors/banks expect 
certain standards’ as a reason”162 for not considering top-tier firms. There are two important 
points in relation to this statistic: 

(a) first, it shows that, for the overwhelming majority of FTSE 350 companies, alleged concern 
about external pressure is not a factor impeding choice.  This is consistent with other CC 
Survey evidence – in particular, the fact that only 2% of FTSE 350 companies who restricted 
their tender exercise to certain firms said that they did so because of “investor perceptions or 
[the fact that] financial institutions expect a Big 4 auditor”163.  This is not surprising: the Case 
Studies similarly indicate no pressure from these constituencies164: 

(i) Company F : the finance director explains that: 

“There was no external pressure to change the previous [mid tier] auditor.”165 
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159 Paragraph 121 et seq of the Working Paper 

160 Paragraph 121 of the Working Paper 
161 See the summary of the CC’s investors hearing 
162 Page 85 of the CC Survey 
163 Page 56 of the CC Survey 
164 In addition to the examples cited below which specifically demonstrate no pressure on the auditor to switch to choose only a top 

tier firm, the finance director of Company I  (which uses a top tier firm) also notes that he has experienced no pressure to change 
auditor from advisors or otherwise.  We note that a small number of respondents indicate a generalised view that banks may 
“prefer” a top tier auditor, but there are no indications in any of the Case Studies of actual pressure being exerted: the only explicit 
statements are those cited in this paragraph that no pressure has been exerted. 

165 Paragraph 18 of the Company F case study 



 

24 

  

(ii) Company H : the ACC states that he: 

“had not faced pressure from outside the company to continue using a Big 4 
firm.”166 

(iii) Company J : the auditor of this company is a mid tier firm, but the fund accounting 
manager states that: 

“The FAM had experienced no external pressure to switch to a Big 4 auditor.”167 

(b) even the 15% figure does not show how important this factor was in the decision to limit the 
number of tender participants.  The CC did not inquire about the relative importance of the 
many factors it put to CC Survey participants and which they reported led to the decision to 
limit the number of participants.  In terms of the number of participants citing this factor, 
though, it featured behind numerous factors based on actual quality and capabilities, 
including “geographic coverage”, “sector-specific knowledge” and “better calibre of and 
higher trained staff”168. 

7.13 In summary, there is no evidence that pressure from third parties plays any material role in 
constraining the choices of companies with respect to their auditor. 

Switching by growing companies 

7.14 The Working Paper also cites a comment from mid tier firms that “clients had told them that if they 
were to grow, they would need to move to a Big 4 firm”.  The relevant citation, though, is to one 
statement by one firm (PKF), which is in turn referring to feedback from one client169.  This is an 
insufficient evidential basis upon which to make any finding of fact.  Indeed, we are not aware that 
the CC has solicited information from growing companies directly on this issue. 

7.15 In fact, retention of growing clients should be seen as an opportunity for mid tier firms, since the 
companies will have an excellent insight into the actual quality delivered by the firm in question.  
Given the characteristics of the decision-makers that the CC (correctly) notes, it would seem 
surprising that the assumption should be made that such switching was driven by (inaccurate) 
perceptions of external pressure rather than observed capabilities170. 

Clauses in loan agreements 

7.16 The evidence shows that clauses in loan agreements are unlikely to provide for any limitation in 
the reference market on companies’ choice of auditor171, but we would, in any event, welcome 
their removal172. 

Independence and conflicts of interest 
 
7.17 The Working Paper also suggests that independence issues – mainly due to provision of non-

audit services – may limit companies’ choice.  The Working Paper cites in particular the evidence 
set out at page 86 of the CC Survey.  Companies were asked the following question “Are there 
any factors which restrict your choice of firm within the Big 4, that is, factors which mean that you 
feel that you are not able to engage certain Big 4 firms?”  By far the most common response is 

                                                   
166 Paragraph 75 of the Company H case study 
167 Paragraph 30 of the Company J case study 
168 Page 85 of the CC Survey 
169 See paragraph 11 of Annex 1 to the Selection Process Working Paper 
170 See further paragraph 3.12 of Deloitte’s response to the Barriers to Entry Working Paper 
171 See paragraph 123 of the Working Paper and the report from Cardiff Business School 
172 See further paragraph 8.1 of Deloitte’s response to the Barriers to Entry Working Paper 



 

25 

  

that “certain auditors provide the company with other, non-audit services” (21%), to which may be 
added the 4% citing “conflicts of interest/independence”.  The other factors are cited by 
immaterial percentages of companies. 

7.18 The CC Survey failed to ask whether any such restrictions could, though, be addressed in order 
to ensure that the company had a full choice of firms within the top tier (and, of course, non-top 
tier firms).   

7.19 It is, of course, correct that the provision of non-audit services leads to a short-term restriction on 
a firm’s ability to audit the company in question.  However, as Deloitte has explained173, its 
universal experience is that such short-term conflicts can be managed – entirely consistently with 
the rules on independence – to ensure that it can participate in all tenders.  Companies 
(especially FTSE 350 companies) are aware of this, and structure their tender process 
accordingly, so as to allow sufficient time for any conflicts to cease to be relevant (i.e. so that the 
auditor will not in practice be auditing its own work).  In practice, conflict concerns do not limit 
auditor choice: there is not, as the CC suggests, “a large minority of FTSE 350 companies for 
whom choice within the Big 4 may be limited”174. 

7.20 The CC makes a related suggestion that “Big 4 firms usually accept an invitation to FTSE 350 
tenders unless they are conflicted and would prefer to continue to do the non-audit work”175.  This 
statement contains multiple inaccuracies: 

(a) the evidence which the Working Paper cites does not support this point.  It references certain 
evidence cited in the Selection Process Working Paper176.  However, that evidence consists 
of: 

(i) a Grant Thornton example, where it decided not to participate for the unrelated reason 
that it thought the probability of winning was low; 

(ii) a Deloitte example, clearly relating to [�], which explains that Deloitte’s non-
participation was with management’s consent – i.e. management decided that it would 
prefer Deloitte to undertake non-audit work than audit work. Had it wished Deloitte to 
undertake audit work, arrangements could have been made to make sure that this was 
possible within [�]’s proposed timescale;  

(iii) an anonymous example relating to a contingent fee arrangement in relation to VAT 
advice.  Such an example would, in Deloitte’s experience be exceedingly rare and 
Deloitte urges the CC to test the point with other market participants if it continues to 
have concerns; and  

(iv) certain general comments from E&Y which do not bear out the suggestion that 
preferring non-audit work led it to decline to participate in a tender. 

The CC cannot sustain this comment on the basis of the evidence in front of it; 

(b) as explained above, those conflicts of interest can be managed to ensure that the company 
has a full slate of firms from which to choose; and 

(c) Deloitte is not in a position where it can pick and choose whether it should have an audit or 
non-audit role for a company.  [�].  It is companies which decide the nature of the role 
Deloitte should play for them – not Deloitte. 

                                                   
173See Deloitte’s summary of its response to the CC’s Market Questionnaire 
174 Paragraph 126 of the Working Paper 
175 Paragraph 116 of the Working Paper.  This allegation is repeated at paragraph 144 of the Working Paper. 
176 See paragraphs 67 and 68 of the Selection Process Working Paper 
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Choice and innovation 

7.21 We note that the CC posits a definition of choice as follows: 

“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.”177 

7.22 Deloitte does not disagree with this wider concept of choice, and notes that it is clear that there 
are extensive opportunities for firms to differentiate their offering to the company and show 
innovation within the audit process.  Firms may propose different innovations in the conduct of the 
audit.  For example, they may have particular data mining capabilities that allow them to 
approach testing and materiality in a different way (if the company wishes) or sector-specific 
models (like those developed by Deloitte) to allow for a more tailored audit process. 

7.23 This comment on innovation and choice may be considered within the context of the commentary 
elsewhere in the Working Paper on the relevance of innovation in this market178.  We agree with 
the Working Paper’s conclusion that there are multiple areas of the audit process in which the 
auditor may innovate (and will be expected by clients to innovate)179.  We have provided details of 
Deloitte’s innovations in our response to the Theories of Harm Working Paper180. 

7.24 Surprisingly, though, the Working Paper appears to conclude that innovation is not an important 
feature of tender processes181.  This is not correct.  Innovation is crucial to the tendering process.  

7.25 First, without innovation, Deloitte would not expect to be successful in any tender process.  FTSE 
350 companies have changed markedly in the past 10 years, and Deloitte has had to reflect (and 
anticipate) those changes by developing its audit service.  Its competitors have done the same.   

7.26 Second, companies will universally expect to see how a tendering firm will innovate in the 
performance of the company’s audit, and they will expect this both from the incumbent and from 
the challenger firms.  We have both won and lost tenders on the basis of the different levels of 
innovation that bidding firms were able to propose.  

7.27 It is important to note in this context that companies’ expectations as to demonstrating innovation 
do not arise only in the context of tenders: even when they decide to reappoint their existing 
auditor, they will do so in the expectation that the firm will innovate in undertaking the next year’s 
audit. Companies’ demands in this respect are continuous, and we have to respond to them by 
innovating on a continuous basis. 

8. Conclusion 

8.1 The evidence shows that competition in the market for FTSE 350 audits is strong.  This is 
facilitated first and foremost by the expert and committed nature of the buyers.  In the Working 
Paper, the CC correctly notes their expert and sophisticated nature.  It remains surprising that this 
and other working papers continue to posit that these buyers should – in abrogation of their 
fiduciary duties and in contradiction to the reputation they have built as stewards of major public 
companies – nonetheless make decisions which are not properly informed by the real capabilities 
and value provided by audit firms.  Suggestions to that effect are not supported by the evidence, 
and we urge the Panel to engage with FTSE 350 ACCs and CFOs if it remains un-persuaded on 
this point.  

                                                   
177 Paragraph 112 of the Working Paper 
178 Paragraph 23 et seq of the Working Paper 
179 Paragraph 34 et seq of the Working Paper 
180 See paragraph 6.17 et seq of Deloitte’s response to the Theories of Harm Working Paper 

181 Paragraph 39 of the Working Paper 
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8.2 Furthermore, the evidence shows that the processes for auditor appointment, appraisal and 
reappointment (where appropriate) are robust and sophisticated: they enable these decision-
makers to get a full picture of the best options for the audit of their company. 

8.3 Finally, the notion that companies are inhibited from tendering – whether due to uncertainty as to 
the benefits, or lack of choice, or otherwise – seem to have little evidential basis.  The evidence 
shows that the most important reasons why the clearly well-informed decision-makers within 
companies choose not to tender is that they are satisfied with the quality and value that is being 
provided182.  This seems to us to be good evidence of a market operating effectively, to the 
benefit of its customers. 

                                                   
182 See page 60 of the CC’s Survey 
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Annex 1 

Visibility of measure and indicators of various asp ects of audit quality: an update to the diagram use d in paragraph 41 of the Working Paper 

 

Key 

Costs 

Outputs

Inputs

Relationships
high visibility

partial visibility

Auditor Shareholders 

Lenders

Suppliers

Customers

Audit fee 

Audit report to 

shareholders

Audit opinion qualifications 

/matters of interest 

Size, technical and sector 

expertise of the audit firm

Expertise and quality in the audit team

Depth and quality of reports to management

and AC on the audit

Hours charged by grade (if provided)

Observations on the compliance of auditors to management views

(issues should be reported to ACC)

Efficiency of the audit process

Audit methodology

Value of commercial and other insights provided by auditor (may not be interest to others)

Experience on the degree of challenge by auditor 

Extent of substantive testing and inferences drawn

Details on resources allocated to scrutiny of different 

business units, assumptions, accounting treatments etc.

Senior 

Management 

(CEO, MD, FD,

etc.)

ACC  (and 

possibly AC)


