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Proxima has reviewed the Competition Commission’s Evidence on Trends in Audit Fees document 
and would like to comment on this as follows: 

1. We do not dispute any of the empirical evidence within the analysis of fees or the 
methodology used by the Commission in carrying out its comparison of both hourly fees 
and total audit costs. This is an impressive dataset of the trends in fees across the Big 4 
firms and their FTSE350 clients. 
 

2. Proxima would, however, like to pass comment upon the Big 4 firms’ statements on the 
relative competitiveness of the audit market and to put forward suggestions as to the causes 
of the underlying trends that are noted in this document. 
 

3. In paragraphs 3 to 5 of the Evidence the implication is that where a supplier’s cost 
reductions are passed on to customers this will be an indication of a competitive 
marketplace and that “such cost reductions might be driven by a reduction in the cost per 
hour… and /or a reduction in total hours”.  Proxima believes that, whilst in absolute terms 
such statements may be correct, this does not paint the full picture of the degree of 
competition that is operating in the market. 
 

4. The Evidence notes in paragraph 9 that hourly rates have fallen in real terms over the 2006 
to 2011 period and that the average amount of engagement hours has fallen over the period 
studied (whilst noting that “we cannot explain with certainty what is driving this decrease”) 
and that there is a suggestion that efficiency gains “may have benefited companies”.  Again, 
such statements could benefit from contextual analysis of the comparative competition 
within other market sectors. 
 

5. From Proxima’s experience in working with its current client base, it is clear that 
companies’ audit costs have indeed fallen in real terms (and in many cases in absolute 
terms) over the period considered by the Evidence. Both anecdotal and practical experience 
suggests that these cost reductions have been driven by several factors: 

a. Increased use of technology to support the audit process which has driven both a 
reduction in the volume of hours required to conduct the transactional components 
of audit and a de-scoping of the level of seniority of staff required; 

b. Reductions in the hourly rates used by auditors to calculate their pricing; 
c. Greater clarity on the scope of the audit requirements and a more focused and 

proactive approach to identifying key risks by the companies themselves in their 
initial instructions to auditors; 

d. Engaging auditors on a fixed fee basis, with only exceptional areas being billed on a 
time and materials basis, and consequently tighter management of the cost of the 
audit itself; and, to a lesser extent at present, 

e. The ability to move some transactional audit components to lower cost sources 
offshore. 

In many instances companies have been able to drive cost reductions by discussion and/or 
negotiation with their incumbent provider without having to conduct tender exercises. 
 

6. In and of itself, however, the ability of a firm to negotiate a cost reduction with an 
incumbent provider is not necessarily an indication of a fully open and competitive 
marketplace, nor does it indicate the degree of leverage that the company is able to exert. 



The median total audit fee (in real terms) has fallen by approximately 9% over the period 
2006 – 2011, the average hours by 4.3% and the average fee per hour by 18.6%, which at 
first glance would appear to demonstrate market competition in operation. However, when 
compared with similar professional services markets which have been heavily impacted by 
the financial crash such as financial advisory services or legal services Proxima and other 
market commentators such as Source for Consulting (www.sourceforconsulting.com) have 
noted fee rate reductions in absolute terms of 15-20% (25-30% in real terms) over a similar 
period. Such markets are characterised by a greater diversity of potential sources, which 
drives more aggressive competition, but benefit to a far lesser degree from the potential to 
commoditise/automate elements of the service. 
Proxima would therefore suggest that a truly competitive market for audit services would 
have seen cost reductions of a far greater scale than the Evidence indicates. 
 

7. Furthermore, the Evidence indicates that, other than in comments from Deloitte, the 
profitability of audit services for the Big 4 has remained relatively stable over the last 5 
years. Again, this may be contrasted with similar professional services markets which have 
seen a considerable “squeeze” on margins and, as a consequence, several high profile 
casualties in the legal services market in the UK. Proxima suggests that this may indicate 
that whilst FTSE350 companies may have been able to negotiate improvements in their 
audit costs, the knock-on effect may have been for Big 4 firms to protect, or grow, their 
margins more efficiently with their smaller clients. Further analysis would be required to 
gather evidence on this point, however. 
 

8. In summary, therefore, Proxima believes that: 
a. There is some limited evidence that competition, or at least the threat of 

competition, has helped reduce audit costs and pricing for larger companies; 
however,  

b. The total audit cost reductions are not nearly as significant as would have been 
expected in the current economic climate for a truly competitive market; and 

c. That these reductions are mainly driven by companies managing their 
requirements more effectively and by the Big 4 firms’ greater efficiency in the use 
of technology than by genuine price changes; 

d. The Evidence indicates that competition within the audit market does not operate 
efficiently and protects the long term interests of the incumbent providers. 
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