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COMMENTS OF BDO LLP ON THE COMPETITION COMMISSION’S WORKING PAPER 
ON ECONOMIES OF SCALE IN OPERATING COSTS 

1 OVERVIEW 

BDO considers that if there is no readily identifiable evidence of economies of scale 
in non-staff operating costs in relation to this market, then: 

(a) there is no economic inevitability or necessity for the Big Four to have 
almost 100% of this market;  

(b) there is no cost-based reason why the Big Four could deliver to the market 
a better price/quality combination than mid-tier firms; 

(c) the profit differentials between the Big Four and other firms cannot be 
justified on the basis of economies of scale and should therefore be 
scrutinised further (see BDO’s comments on the CC’s working papers on 
profitability and on price concentration analysis); and 

(d) measures to try to open up the market would not fail on the basis that 
they would go against significant economies of scale.  

2 IT INVESTMENT 

2.1 BDO notes that the CC did not find the Big Four to have made exceptional 
investments in IT: the CC states at paragraph 16 that “the range in IT costs as a 
proportion of revenue for each firm in the period 2007 to 2011 was less than one 
percentage point”; and at paragraph 17 that “there is variation between all the 
firms, suggesting that IT expenditure is driven by the strategic directions of each 
firm”.   

2.2 This contrasts with claims by several of the Big Four firms to the effect that:  

(a) They (i.e. those Big Four firms) have made extensive investments, in 
particular in IT;  

(b) mid-tier firms have failed to make similar investments; and  

(c) if mid-tier firms made those investments, they could win more audit work 
from FTSE 350 companies.1  

3 INTANGIBLE ASSETS AND PROFITABILITY 

The CC has considered marketing and IT expenditure in this working paper.  BDO 
is therefore surprised that the CC appears not to have used that data in its work on 
profitability in order to quantify the intangible asset base of the relevant firms.    

 

                                                                                                                                       
1  See, for example: paragraph 1.30 of and footnote 262 to PwC’s response to the CC’s Issues Statement; 

paragraph 12 of EY’s response to the CC’s Issues Statement; paragraph 1.2 of Deloitte’s response to the CC’s 
Issues Statement; and paragraphs 3.19 and 3.20 of Deloitte’s response to the CC’s Framework and revised 
theories of harm. 
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4 PARAGRAPH 7  

Given the wording of paragraph 25, the words “on marketing activities” appear to 
have been omitted from the second and fourth lines of paragraph 7 (after 
“assurance partners spend less time”  and “the level of partner activity”  
respectively).  
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