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Dear Mr Gadhia 
 

Audit Market Investigation 
KPMG Response to “Evidence relating to the Selection Process: Tendering, Annual 
Renegotiations and Switching” 

 
Thank you for affording us the opportunity to comment on the Competition Commission’s 
(CC’s) “Evidence relating to the Selection Process: Tendering, Annual Renegotiations and 
Switching” (the “Working Paper”) published on 25 September 2012. In our view the Working 
Paper provides further evidence of the intense competitive pressures we face, both during and 
outside of tender events, and the scrutiny our clients exercise over our statutory audit services. 
We set out our detailed comments on the Working Paper in the Appendix to this letter. In this 
response we address factual observations. We envisage setting out our broader comments on the 
competitive pressures we face outside and during tender processes in our response to the CC’s 
working paper on the “Nature and strength of competition in the supply of FTSE 350 audits”. 

 
We note that there are many instances in the Working Paper where the CC draws conclusions 
based on data1 from the parties’ responses to the CC’s Audit Data Request.  We agree with the 
CC2  that it is important to recognise the limitations of this dataset and treat the results of the 
quantitative analysis of this data with appropriate caution. In the Appendix to this letter we set 
out some specific instances where these concerns arise.  We would also like to request that the 
CC supplies us with the identities of the final list of 69 companies captured in the tender 
database. This would enable us to highlight any other tenders in which we participated that were 
not captured in our own response to the CC’s tender database request. If this list was shared 
with all audit firms it would allow the CC to gain a more reliable (though probably still not 
complete) picture of the number of competitors in each tender. Alternatively, we would like to 
suggest that the CC may want to approach the companies directly to establish the number of 
invited firms. 

 
 
 

1 For example, paragraphs 119 and 121, table 18 of the Working Paper 
2 As set out in paragraphs 15, 16 and 19 of the Working Paper 
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We trust that these comments and observations are useful in informing your consideration of the 
Working Paper.  Do not hesitate to contact me if you have any queries or wish to pursue any of 
these points further. 

 
 
 
 
 
Yours sincerely 

 
David L Gardner 
Director of Public Policy 
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Appendix 1 
Unless otherwise stated, paragraph references are to paragraphs in the Working Paper. 

 
WP 
paragraph 

KPMG comment 

2 As noted in the cover letter, we agree with the CC that given the incompleteness of the 
tender dataset, any conclusions drawn from interpreting the results from the tender database 
need to be treated with caution. 

2e) The CC states that annual reappointments are a “standardized process”. They are standard 
insofar as the vast majority of companies carry them out on an annual basis3, but as 
acknowledged in this paragraph the nature (and therefore complexity) of these processes can 
vary  significantly  from  company  to  company.  This  variation  is  due  to  each  company 
needing to conduct any benchmarking and renegotiation process that fits its characteristics 
and meets its needs. 

2e) The CC notes that when companies threaten to tender, or use other audit firms’ proposals to 
challenge an incumbent, that “this has led to a reduction in the proposed audit fee”. We 
agree with this statement, and consider that it is strong evidence of the bargaining power of 
our audit clients. We also note that in instances where a requested fee decrease may be 
commercially unattractive given the need to ensure the quality of the audit, then if any 
counter proposal we make is rejected we will walk away from the engagement or choose not 
to participate in the tender process4. 

13 We have some concerns over the methodology used by the CC to identify tenders for 
FTSE350 engagements. The CC noted that it included only companies that tendered whilst 
part of the FTSE350 index. Our concerns are specific to two companies for which KPMG 
submitted tender information, [] and [], which were not in the FTSE350 in the quarter 
when  tendering  and  thus  excluded  from  the  CC’s  analysis.  However,  both  companies 
formed part of the FTSE350 in that calendar year. Therefore if the CC conducts an annual 
analysis of the information, it will exclude these companies from the descriptive statistics on 
tenders. The omission of these companies, and the potential omission of others, may affect 
the completeness of any analysis the CC’s conducts on an annual basis. There may be other 
companies omitted from tenders that we did not participate in. 

13 As noted in the cover letter, we agree with the CC that given the incompleteness of the 
tender dataset, any conclusions drawn from interpreting the results from the tender database 
need to be treated with caution. 

14-15 As noted in the cover letter, we agree with the CC that given the incompleteness of the 
tender dataset, any conclusions drawn from interpreting the results from the tender database 
need to be treated with caution. In relation to the reasons for losses in 15c), the CC may 
want to consider asking companies themselves why they did not select a particular audit 
firm. 

 
3 Section 2.5, our response to the CC’s “Competition Commission survey results” working paper 
4 This is evidenced in our actions relating to the audit of [] (see page 203 of our Market and Financial Questionnaire 
(MFQ) response) 
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WP 
paragraph 

KPMG comment 

18-25 As we set out in our response to questions 17 and 97 of our response to the Market and 
Financial Questionnaire (MFQ), it would be rare for us to submit unsolicited full audit 
proposal bids to FTSE 350 companies given the nature and extent of information that is 
required to prepare a meaningful audit bid. On occasion, when we do have sufficient 
information and relationships with a company to suggest a meaningful alternative audit 
approach, we may provide an informal and indicative alternative proposition to a company 
as a means of enticing an audit tender. However, we do constantly make approaches to 
clients to encourage target clients to issue a competitive tender, as set out in section 7.1 of 
our Main Submission in response to the CC’s Issue Statement. 

18 We note that the CC’s customer survey (the “CC’s Survey”) provides further evidence that 
the largest four audit firms regularly approach companies outside of the tender process 
although those outside of the largest four audit firms did not do so5. This is discussed further 
in  section  2.6  of  our  response  to  the  CC’s  “Competition  Commission  survey  results” 
working paper. 

19 We disagree with the statement that we “target a potential FTSE 350 audit client outside a 
formal tender process only if particular circumstances arise” (emphasis added). In the UK 
we  have  various  initiatives  aimed  at  targeting potential  clients,  including []  and  []. 
Details of these programmes were provided to the CC in our response to the MFQ6. 

22 We agree with the CC that these strategies may lead to a reduction in the fee paid by the 
client to the incumbent audit firm or trigger a formal tender process. These strategies are a 
crucial part of our efforts to win new clients, and similar actions by other audit firms put us 
under intense competitive pressure to retain our existing clients. 

25 As set out in our response to question 59 of the MFQ, although some other listed or 
privately held companies are less complex than their FTSE 350 counterparts, this does not 
apply to all non-FTSE 350 companies. 

29 The nine companies mentioned by the CC within this paragraph that became KPMG clients 
without a formal tender process were identified by KPMG in our response to question 98 of 
the MFQ. Please note that, similar to the other firms, eight of the nine clients gained without 
a competitive tender were as a result of merger and acquisitions or listing activity. Please 
see below the reasons behind KPMG gaining these FTSE 350 clients: 

 
 [] was acquired by []. [] 

 
 [] and [] were established in 2007 and 2008 respectively, and subsequently 

became audit clients of KPMG []. 
 

 The [] (a KPMG UK audit client) listed on the FTSE in 2008 (from AIM) by way 
of a reverse acquisition into [] (a [] audit client), which immediately changed its 
name to []. The Group entered the FTSE in Q4 2009. KPMG UK was appointed as 

 
 

5 Slides 81 and 82, the CC’s Survey presentation 
6 Paragraph 22.14, our response to the MFQ 
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WP 
paragraph 

KPMG comment 

 auditor of the enlarged group without competitive tender. 
 

 []  demerged from []  in 2010. We were the auditor of [], and were appointed 
auditors of [] without a competitive tender. 

 
 [] was acquired by []. We were the auditor for [] and the [] audit moved to 

KPMG as a result. 
 

 [] was acquired by []. We were the auditor for [] and the [] audit moved to 
KPMG as a result. 

 
 [] were previously an audit client before we lost the audit to [] in 2006. In 2009 

the company decided not to reappoint [], appointing KPMG without a formal 
tender process. 

 
 [] was acquired by []. We were the auditor for [] and the [] audit moved to 

KPMG as a result. 

32 We have two points to add on the high level timeline the CC sets out. Increasingly there are 
meetings with the Audit Committee Chair (ACC) to understand the full range of the client’s 
needs for the audit service, and any concerns they have. Further, we note that the oral 
presentations are to a panel of which there is heavy representation of Audit Committee (AC) 
members. 

34 – 39 Our awareness of tenders before their formal announcement is a result of the investment we 
make in building client relationships through informal approaches and targeting 
programmes7. This builds on the evidence noted by the CC in its “Competition Commission 
survey results” working paper8. This is something that is clearly not confined to the largest 
four firms, with BDO also having such awareness. In our view there is no reason why other 
mid  tier  audit  firms  could  not  engage  in  similar  targeting  activities  to  increase  their 
awareness of forthcoming tenders. 

43 We would point out that the audit appointment is made annually by the shareholders and 
therefore cannot, as a matter of law, simply be subject to “...satisfactory annual performance 
and approval of the Audit Committee”. 

47, 67 The CC notes that firms are often asked to state the proposed audit fee, and for KPMG at 
least [] of the proposals submitted for the CC’s consideration proposed that fees are agreed 
for periods of between [] and [] years9. We comment on the relationship between auditor 
tenure and fees further under Figure 6 of our response to the CC’s “Descriptive statistics” 
working paper. 

 
7 Paragraph 22.14, our response to the MFQ and line 25 on page 31 to line 15 of page 33 of the “Notes of a hearing 
with KPMG” transcript 
8 Paragraph 59-61 of the CC’s “Competition Commission survey results” working paper 
9 [] 
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WP 
paragraph 

KPMG comment 

50 We provide further information on the transition process in section 3.6 of our response to 
the CC’s working paper “Evidence on switching costs (and implications for barriers to 
entry)”. [] 

56 We would also note that this description of a tender process only talks about the process 
after receiving an ITT. As we have noted elsewhere and as the CC has recognised10, a large 
part of the process of trying to win new clients is by targeting them before a tender has been 
announced to gain experience of the client and seek to demonstrate what a KPMG audit can 
offer them. While we agree with the description at a high level, in practice the process may 
be more iterative with feedback and meetings occurring between successive individuals. In 
relation to d) we would make it clear that the meetings phase of the process is critical for 
both ourselves to learn about the company and for the company to form an impression of 
our senior audit team members. Further, it would be seldom under point e) that KPMG 
would go through the meetings process and withdraw before the oral presentations. 

56g) The CC notes that Grant Thornton “starts preparing to audit the client” after it wins the 
tender. In order to make the transition for a new client as smooth as possible. []. 

57 We note that it is extremely rare for KPMG to be invited to a tender and not participate. As 
we  stated  at  the  Hearing11    and  in  the  Additional  Information  Request12,  a  lack  of 
participation may harm both the present and any future relationship with the company 
issuing the tender. 

60 [], we do ask for feedback as part of our continual effort to improve quality. 

62 - 63 We note that although internally we have guidance documents which we use at the start of 
the  tender  processes,  resulting  in  proposals  having  similar  formats,  all  of  our  tender 
proposals are created individually and the content is tailored to the client’s precise needs. 

63-79 These paragraphs illustrate a number of different variables which may be requested by a 
company’s procurement team and supplied by audit firms during a tender process. These 
paragraphs  are  a  further  indication  of  companies  being  sophisticated  buyers  of  audit 
services, and support the evidence already noted in our responses to “The framework for the 
CC’s assessment and revised theories of harm13” and “Competition Commission survey 
results14” working papers in relation to this issue. 

 
10 Paragraphs 59-61 of the CC’s “Competition Commission survey results” working paper, paragraphs 155-157 of the 
CC’s “Nature and strength of competition in the supply of FTSE 350 audits” working paper 
11 Lines 4-8, page 37 of the “Notes of a hearing with KPMG” transcript 
12 Paragraph 9.8 of our Additional Information Request submission 
13  Section 3.3, KPMG’s response to the “The framework for the CC’s assessment and revised theories of harm” 
working paper 
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WP 
paragraph 

KPMG comment 

67 As noted in the cover letter, we agree with the CC that given the incompleteness of the 
tender dataset, any conclusions drawn from interpreting the results from the tender database 
need to be treated with caution. 

67 The CC notes that “fees were always mentioned, but they were not always broken down”. 
[] 

70 We would point out that these are isolated examples under specific circumstances. It is clear 
from previous evidence that customers of audit services are sophisticated buyers who are 
able to achieve competitive fees without going through full tender processes as we have set 
out before15. 

72 The CC notes that “the risk assessments of non Big 4 firms tended to be less detailed than 
those of the Big 4 firms”. Whilst we do not have access to the specific examples, we would 
suggest that this may be an example of quality differentials which are visible to clients. 

74 The CC notes that “firms did not seem to give particular weight to the role of innovation in 
their proposal documents”. In our audit function, we are innovating around the areas of 
efficiency and quality, which is vital to our overall audit proposition. Although it is not 
explicitly labelled as “innovation” in proposals, innovation in these areas is a requirement 
for us as a business in order to differentiate our audit offering from other audit firms, in 
order to win new clients and retain existing ones. 

77, 78 The extra work we do to ease the transition process for new clients shows the efforts we go 
to in trying to minimize switching costs for audit clients. The CC notes that the “Big 4 
tended to have more detailed transition plans, and appeared to be able to point to a broader 
range of experience in managing such transitions”. We have previously noted that the 
transition process is already being thought about when targeting clients16. It further adds to 
our arguments made in section 3.6 of our response to the CC’s “Evidence on switching costs 
(and implications for barriers to entry)” working paper, and as discussed in relation to 
paragraph 50 of this Working Paper, that we seek to minimise switching costs for clients by 
incurring these transition costs internally. 

90-134 As noted in the cover letter, we agree with the CC that given the incompleteness of the 
tender dataset, any conclusions drawn from interpreting the results from the tender database 
need to be treated with caution. 

98 Given the incompleteness of the data, and that there are tenders present in the database for 
which KPMG participated but were unable to provide information, we would envisage that 
the CC’s estimate of three firms being invited per tender might be an underestimate. 

 
 
 
 
 

14 Section 2.3, KPMG’s response to the “Competition Commission survey results” working paper 
15 Section 4.2.1 of our Main Submission 
16 Paragraph 96.3 of our response to the MFQ 
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WP 
paragraph 

KPMG comment 

109 The CC notes that in most cases “non Big 4 firms spent fewer hours than Big 4 firms in 
preparing tenders”. The cost and effort the largest four audit firms go to in order to win 
tenders is likely to be one factor that explains their success rate relative to firms outside of 
the largest four. [] 

114 The CC is attempting to understand firms’ costs in preparing a tender, considering “whether 
this is of a size that could potentially discourage entry”. The tendering process is a pre- 
requisite for purchasers of audit services to judge potential auditors, and as a result it is no 
surprise that this can be a complex process. Audit firms are willing to bear the costs17 

associated with providing this information comprehensively in a bid to demonstrate their 
capabilities,  learn  as  much  about  the  company  as  possible  in  order  to  be  a  credible 
alternative to the incumbent audit firm and ultimately encourage companies to switch. We 
do not see how any audit firm would view the cost of the process as a barrier to participating 
in a tender. Indeed, the CC noted in its working paper on the “Nature and Strength of 
Competition in the supply of FTSE350 audits” that audit firms outside the largest four did 
not see the costs of tendering as a barrier to participating18. 

 
In our response to the CC’s “Barriers to entry: reputation and experience” working paper19, 
and at the Hearing20we also discussed as an example a strategy mid-tier firms could use to 
grow market share, namely targeting certain clients and tenders in particular which might 
offer the best fit to their particular skills and experience. 

125 This data is consistent with conclusions drawn by the CC in its “Competition Commission 
survey results” working paper which found that 21 per cent of tenders were retained by the 
incumbent auditor21. 

126 We note that although the CC was unable to identify the winner of 19 tender processes, this 
is due to the known gaps in the tender database. The Public dataset should contain the 
necessary details to identify the winners of all the tender processes, by looking at the 
identity of the auditor contained in the Public dataset before and after the tender process. 

127 The CC finds that in around 50 per cent of the cases the winning firm didn’t bid the lowest 
fee, and concludes that the “fee is not decisive to companies when choosing their auditor”. 
We would suggest that rather than the fee not being decisive, this shows that it is not the 
most  significant  variable  that  a  company  considers  when  choosing  its  audit  firm.  For 
example, the experience of the engagement partner or sector specific expertise is seen as 
very important by FDs and ACCs22. 

 
 
 
 
 

17 Paragraph 115 of the Working Paper 
18 Paragraph 116 of the CC’s “Nature and Strength of Competition in the supply of FTSE350 audit services” working 
paper 
19 Paragraphs 8-11 of our response to the CC’s “Barriers to entry: reputation and experience” working paper 
20 Lines 16-23 of page 56 and lines 4-17 of page 57, “Notes of a hearing with KPMG” transcript 
21 Paragraph 49 of the CC’s “Competition Commission survey results” working paper 
22 Slides 33, 34, 38, 39 of the CC’s Survey presentation 



 
KPMG LLP 

KPMG Response to “Evidence relating to the Selection Process: Tendering, Annual Renegotiations 
and Switching” 

12 October 2012 

 9 

 

 

 
WP 
paragraph 

KPMG comment 

134 Relationships and experience are key factors in appointing any audit firm, as shown by the 
CC’s Survey23. These factors are therefore important for the largest four firms as well as the 
mid tier. Indeed, if we lose a tender, it may well be because another firm has a greater level 
of experience. We previously discussed in our response to paragraph 18 above the efforts 
we go to in order to build relationships, and thus experience. We have discussed our views 
on experience further in our response to the CC’s “Barriers to entry: reputation and 
experience” working paper24, and in our hearing with the CC25, where we also discussed the 
strategies available to mid-tier firms to build reputation and experience. 

138 The renegotiation process on scope and fees for the majority of companies typically happens 
following  post-audit  reviews  of  quality  and  the  value  of  services  provided. 
Acknowledgement of these reviews appears to be absent from the CC’s analysis. We note 
that in the CC’s Survey 91 per cent of FTSE350 companies were seen to conduct these 
reviews on an annual basis26. 

142 As noted in our response to the MFQ, [] 

143d), 150 The CC notes that inflationary increases are passed on to clients and that in some cases 
these can vary year on year. This is fully consistent with fierce competition to retain clients. 
Also see our response to the CC’s working paper on “Descriptive Statistics”. 

145 We note that the CC has not discussed negotiations of audit scope in this section. [] 

153 We note that the CC doesn’t define a “trigger point” in the Working Paper. For us, a “trigger 
point” occurs whenever we have any concerns around clients thinking we are not giving 
them the best quality service at the best possible price. The CC’s survey reflects this view, 
with complacency of the audit firm being the most cited reason for a company to switch its 
auditor for both Finance Directors (FDs) and ACCs of FTSE 350 companies27. The CC 
recognises that complacency was “by far the most frequently mentioned (reason)” as a 
trigger for switching in its “Nature and strength of competition in the supply of FTSE 350 
audits” working paper28. To the extent that we feel our offer may be less than competitive 
than the potential offering of our competitors, we would look to take immediate steps to 
resolve the situation, regardless of any exogenous factors in play. 

 
 
 
 
 

23 Slides 33, 38 of the CC’s Survey presentation. The primary reasons provided by FDs and ACCs of FTSE350 
companies gave when asked how firms (re)appoint their auditor include experience of the partner, engagement team 
and sector, alongside relationships with the audit team 
24 Paragraphs 8-11 of our response to the CC’s “Barriers to entry: reputation and experience” working paper 
25 Transcript lines 6-14 of page 29 
26 Slide 46 of the CC’s Survey presentation 
27 Slides 68 and 74 of the CC’s Survey presentation 
28 Paragraph 130 of the CC’s “Nature and strength of competition in the supply of FTSE 350 audits” working paper 
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WP 
paragraph 

KPMG comment 

158 We would like to reiterate that companies are sophisticated purchasers of statutory audit 
services who exert a great deal of pressure outside tender processes. Evidence of this is 
discussed in a number of KPMG submissions29, including our response to the CC’s 
“Competition Commission survey results” working paper. 

162 This corresponds to the results reported by the CC in the “Competition Commission survey 
results” working paper30. 

166 We welcome the CC’s recognition of the “implicit threats” to switch that we often face from 
audit clients, and the importance of these in the context of the market dynamics. We would 
argue that the evidence presented by our competitors in paragraphs 165, 167-171 of the 
Working Paper supports this view. 

176b) Would the CC please confirm that this should read “Mandatory partner rotation” (emphasis 
added)? 

177q) We would contest that this is not a “perceived” need for a bigger firm, but a requirement 
based on the needs of the client. There is evidence throughout this investigation of more 
complex clients requiring a large geographic reach and strength of bench of the audit firm. 
Further, some investors do not feel comfortable in using an audit firm where the revenue 
earned from one client is “too high”31, as might be the case as a company gets larger. 

177r) This supports the evidence seen in the CC’s Survey that clients value experience of both the 
engagement partner and engagement team when selecting their auditor32. 

192 We would like to reiterate the CC’s observation that there are various factors which impact 
on the level of fees observed over time. 

193 In  our  view  turnover  is  an  inadequate  proxy  for  complexity  in  the  audit  market.  We 
previously explained our viewpoint on this in our Main Submission33  and discuss it further 
in our response to the CC’s “Descriptive statistics” working paper34. 

Table 17 We have not been able to replicate these figures. Please can the CC clarify its methodology 
for calculating these rates? 

 
 
 
 
 

29 Sections 2.3 and 2.5 of our response to the CC’s “Competition Commission survey results” working paper, Section 
5.1 of our Main Submission 
30 Paragraph 24, CC’s “Competition Commission survey results” working paper 
31 Paragraph 124, the CC’s “Nature and strength of competition in the supply of FTSE350 audits” working paper 
32 Slides 34 and 38, CC’s Survey presentation 
33 Annex 3 of our Main Submission 
34 The discussion of Figure 4of our response to the CC’s “Descriptive statistics” working paper 
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paragraph 

KPMG comment 

198 We agree with the CC’s observation that the increment in fees when companies switch from 
a non-Big 4 to Big 4 auditor, may be down to other factors such as an increase in the 
complexity of the audit which is not adequately captured by only considering the company’s 
turnover. 

 


