
Roger Witcomb 
Chairman 
Competition Commission 
Victoria House 
Southampton Row 
London 
WC1B4AD 

Dear Mr Witcomb 

11 November 2011 

By post and email: 

STATUTORY AUDIT: MARKET INVESTIGATION REFERENCE TO THE 
COMPETITION COMMISSION OF THE SUPPLY OF STATUTORY AUDIT 
SERVICES TO LARGE COMPANIES IN THE UK 

Thank you for your letter of 27 October 2011 addressed to Steve Varley. On behalf of Ernst & Young, I 
welcome the opportunity to make a brief initial submission to help the Commission frame its Issues 
Statement. Our reply to your initial information request follows under separate cover. 

Ernst & Young LLP is a provider of audit, accounting, tax, corporate finance and other business advisory 
services to businesses of all sizes in all sectors. Our UK activities are overseen by the Institute of 
Chartered Accountants in England & Wales, with further supervision over certain parts of our business 
by the Financial Reporting Council, its Operating Bodies and the Financial Services Authority. 

Although strong competition for audits among the existing players is alive and well, we would support 
measures that both safeguard existing sources of audit supply as well as encouraging the emergence of 
other audit providers so that audit committees of large companies 1 have a wider range of audit firms 
from which to choose when seeking a high quality audit. We therefore welcome this inquiry and will 
cooperate fully with it. 

This letter briefly describes EY's activities as a provider of statutory audit services to large companies in 
the UK, encloses copies of documents which provide our views on concentration, competition and 
choice; and highlights a key issue which we believe merits close analysis by the Commission in this 
inquiry, namely how large companies currently choose and assess their auditors. 

EY's activities as a provider of statutory audit services to large companies 

As at the date of this letter Ernst & Young LLP is the statutory auditor for 16 FTSE 100 companies and 
47 FTSEMid250 companies. A full list of our public interest entity audit clients is set out in Appendix 1 of 
our Transparency Report for the financial year ended 30 June 2011 (copy enclosed). This list includes 
entities outside the FTSE350. 

j "Large companies" in this context means companies in the FTSE350, the classification used by the Office of Fair Trading in ~s reference to the Competition Comnlission 
dated October 2011 



EJJ ERNST & YOUNG 2 

Our point of view 

Our views on concentration, competition and choice in relation to the provision of statutory audit services 
to large companies, and potential remedies, are already public. 

We support a number of measures to increase choice. These include reinforcing the audit committee's 
role in auditor appointments; publication of independent inspection results for all listed company audit 
firms; removing Big Four only restrictive covenants; liberalising audit firm ownership rules; and the 
creation of a single market for audit services in Europe. Our more detailed views can be found in a 
number of public documents as follows (copies enclosed): 

1. Letter from Ernst & Young Global Limited to the European Commission dated 8 December 2010 in 
response to the Green Paper on Audit Policy. 

2. Ernst & Young Point of View dated December 2010 on the Green Paper on Audit Policy. 

3. Relevant extracts from the House of Lords Select Committee on Economic Affairs 2nd Report of 
Session 2010-11 Auditors: Market concentration and their role Volume II: Evidence ("the Report"). 
The full document, which runs to 382 pages, can be found 
(http://www.publications.parliament.uk/palld201 011l1dselectildeconaf/119/119iLpdf) 

4. Ernst & Young Overview dated April 2011 about the Report. 

In conducting its inquiry, we strongly encourage the Commission to look carefully at audit quality, and 
use it as an important benchmark against which it assesses any potential remedies. 

The role of the buyer 

In order to identify those remedies which stand the greatest chance of delivering increased choice, while 
avoiding unintended consequences (including threatening audit quality), we strongly believe that a 
market investigation into the supply of statutory audits to large companies in the UK must seek evidence 
and information from buyers. 

Buyers in large companies are senior business people with extensive commercial experience of 
purchasing different professional services, including audit services. Such companies generally have 
sophisticated procurement functions. In many cases the directors will hold board positions in several 
different companies, allowing them to benchmark different audit providers. A rich seam of information 
about the market and buyer behaviour should be available from these sources. 

It is therefore important that the Commission obtains views and evidence from as many companies as 
possible that fall within the remit of the reference. Our strong view is that, among other things, the CC 
will need to obtain evidence from individual companies about: (i) their process for buying audit services; 
(ii) their formal and informal decision criteria for selecting auditors; (iii) when they last invited auditors to 
tender; (iv) how that process was conducted; (v) how individual tenders were assessed and a decision 
was reached; and (vi) steps they have taken, in the absence of a recent tender process, to evaluate the 
performance of the incumbent auditor and the competitiveness of the audit fee. 

In order to help inform the Commission's evidence gathering on this aspect, we would welcome an 
opportunity to discuss how the process works in our experience. 
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To discuss this and any other aspect of our submission or for further information, please contact me 
using the details above. On behalf of Ernst & Young, I look forward to further conversations with you and 
your colleagues in the coming months. 

For the avoidance of doubt, nothing in this letter or its enclosures is confidential. 


