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STATUTORY AUDIT SERVICES MARKET INVESTIGATION

RESPONSE OF BDO LLP TO COMPETITION COMMISSION NOTICE OF POSSIBLE REMEDIES

1 REMEDY 1: MANDATORY TENDERING

1.1 Issues for comment 1

Views are invited on the specification, effectiveness and proportionality of this
remedy and, in particular, on the following:

(a) What an appropriate time frame for requiring mandatory tendering might 
be, given the bounds suggested above?

(b) Whether and for what reason the measure may be subject to ‘comply or 
explain’ implementation?

(c) How a valid ‘tender’ and its constituents should be defined, including 
whether and how best to provide access to relevant information on an 
‘open book’ basis?

(d) What costs and benefits would arise as a result of this remedy?

(e) What should be the requirements for phasing in this remedy? For 
example, those companies with the longest period since last tender may 
be required to tender first within a specified period.

(f) Whether there are any other relevant considerations to be taken into 
account in evaluating and implementing this remedy?

1.2 BDO’s View

1.2.1 BDO supports this proposed remedy. BDO understands that all the investors interviewed by 
Oxera in its survey of investors supported more tendering of audits, which was widely 
expected to improve the quality of audits by providing a regular opportunity for audit 
committees to step back and reflect on the quality and independence of the incumbent 
auditor. 

1.2.2 BDO agrees with the CC that:

(a) this remedy would ensure that companies assess the quality, price and overall 
service offering (including the propensity to innovate) of their existing auditor, 
compared with other options, in a structured manner on a more frequent basis;

(b) “firms need significant amounts of information to bid accurately, and that 
information is typically provided only within the context of a tender”1;

(c) “formal tenders provide the best opportunity for a company to obtain the 
information and weigh the factors necessary to enable them to obtain the most 
competitive offerings in the relevant market … and so maximize their bargaining 
power” 2

(d) a greater frequency of tendering is required than has been proposed by the FRC 
(once every ten years on a comply or explain basis) in order to address effectively 
the AEC which the CC has correctly identified; and

1 CC Provisional Findings,  paragraph 9.144, page 190

2 CC Provisional Findings, paragraph 9.256, page 227
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(e) the optimal period of tendering will reflect a balancing of the costs of the tender 
process and the benefits to be obtained from increased frequency of tendering.

1.3 Time frame

1.3.1 BDO’s view is that seven years would be the appropriate time frame for requiring mandatory 
tendering, subject to appropriate requirements for phasing in this remedy and to AEP 
rotation being aligned with it. There should of course be no restriction on companies 
retendering more frequently, should they wish to do so, e.g. because of concerns around 
pricing and/or quality.

1.3.2 In establishing an appropriate time frame, it is important to consider how this remedy is to 
operate. BDO considers that the key element here is the length of audit tenure, rather than 
(for example) the length of time that a company has been a constituent of the FTSE 350. 
See 1.7 below regarding phasing in this remedy.

1.4 Comply or explain

1.4.1 BDO considers that this remedy should be mandatory, in order to address effectively the AEC 
which the CC has correctly identified. Any exceptions should therefore be narrowly defined. 

1.5 Defining a tender and its constituents

1.5.1 BDO encourages the CC to consult companies and their advisors which have recently 
conducted or are in the process of conducting tenders for their statutory audits, to gain 
insights into how they have conducted tenders, what has worked well in practice, what they 
would do differently next time, and therefore how best to conduct appropriate, efficient and 
effective tenders. 

1.5.2 BDO suggests that relevant companies should be required to:

(a) invite and publicise tenders for their statutory audits electronically via a dedicated 
website hosted by an independent third party, such as the FRC (rather like a 
Contract Notice under public procurement law); 

(b) select (i.e. pre-qualify) interested audit firms based only on express, objectively 
justifiable and non-exclusionary criteria, e.g. international coverage required for the 
audit, technical capability, or size of audit team. All those interested audit firms who 
pre-qualify would then be invited to tender; this should also reflect the reality that 
for the very largest companies, there are currently only a limited number of potential 
auditors;

(c) create a “data room” (which could be virtual) to which all bidders would be granted 
equal access, which would be required to contain (to the extent that the company 
then holds or has access to or control of such information) all of the information 
listed in a standardised schedule, which should be sufficient to enable bidders to 
decide whether to tender and if so on what terms; BDO considers that this should 
contain information concerning (among other things) the company’s structure, 
activities, systems, processes and records, but need not contain the incumbent 
auditor’s files or working papers, save for documentation regarding the audit plan 
and audit outcomes shared with the company’s audit committee;

(d) enter into non-disclosure agreements with each pre-qualified audit firm as a pre-
condition to their having access to the data room, under which each audit firm (and 
each relevant member of its staff) would be required to keep all information 
disclosed to it confidential and not to use or disclose any of it for any purpose other 
than the preparation of a tender submission and participation in the tender process; 

(e) treat all bidders on an equal, transparent and non-discriminatory basis throughout 
the process; 
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(f) provide all bidders with an opportunity to meet the Board and other relevant 
stakeholders, but only to the extent necessary for a proposal to be made on an 
informed basis. Such access could be in the form of combined supplier briefings; and

(g) give reasons for their decision to all bidders.

1.5.3 BDO would be happy to assist the CC with the preparation of the schedule referred to in 
1.5.2(c) above, which would set out the detail of the “open book” basis for tenders referred 
to by the CC.

1.5.4 BDO considers that this proposal would be appropriate for all FTSE 350 companies. In order 
for this remedy to be effective, it would be necessary to ensure that criteria specified by 
companies did not amount to a de facto “Big Four only” requirement. The process should 
therefore be subject to review by an independent assessor, arbitrator or judge if (for 
example) an audit firm challenges the criteria on the basis that any aspect of the criteria is 
exclusionary. In such circumstances, the incumbent would stay on until the matter is 
resolved. BDO considers that:

(a) in practice auditors would self-select whether or not to bid for tenders; and 

(b) this would be a fairer and more open process than (for example) requiring 
companies to invite:

(i) not less than a prescribed number of firms to tender; or

(ii) at least one mid-tier firm to tender.

1.6 Costs and benefits

1.6.1 The costs of this remedy would be:

(a) the tender costs for companies – though these would be incurred only once every 
seven years, and once a few companies have run the process, aspects of it (such as 
documentation inviting expressions of interest and invitations to tender) could be 
relatively standardised, particularly if companies used specialised procurement 
consultants to help them run the process;

(b) bid costs for audit firms – though they would self-select whether to bid and could 
choose not to incur these (mostly internal) costs if they considered that their 
prospects of success were insufficient to justify incurring them; and

(c) the switching costs for a company if following a tender process it decided to change 
its auditor, including the management time involved in the education of a new 
auditor – though the CC has correctly noted that: “There is a general view that 
companies’ actual experience of switching shows these costs to be surmountable for 
many companies”3. If the tender process is operated appropriately, less 
management time should be required to educate a new auditor.

1.6.2 BDO considers that the actual costs of this remedy are likely to be exaggerated as a result of 
widespread misapprehensions about the difficulties and costs of tendering. Although FTSE 
350 companies are generally used to conducting tenders for other professional services, such 
as legal services, they tend to have less experience of tendering for their statutory audit. 
They are often discouraged by their existing auditors from going out to tender, because the 
existing auditors wish to protect their position and preserve the status quo.

1.6.3 The benefits of this remedy would include:

3 CC Provisional Findings, paragraph 9.175, pages 200-201.



Legal.29050224.15/ACM/9539.00171 4 18.03.13

(a) increasing the ability for companies (particularly audit committees as representatives 
of shareholders) to make an informed choice of auditor, thereby overriding current 
barriers to more frequent tendering by companies and increasing the possibility of 
switching, which would increase companies’ bargaining power and the incentives for 
auditors to compete; 

(b) provided that tenders were not restricted to the Big Four in practice, providing 
greater opportunities for audit firms outside the Big Four to tender for FTSE 350 
audits and reducing the current barriers to expansion and selection correctly 
identified by the CC; 

(c) reducing the incentives of auditors to compete to satisfy management (rather than 
shareholder) demand, by limiting the influence of management on re-tendering by 
providing, other than in unusual situations, a settled period of auditor appointment. 
This would enhance the independence of auditors from executive management;

(d) increased competition in the statutory audit market, which should encourage lower 
prices, better service, more innovation and greater choice; in particular, it would:

(i) encourage greater differentiation between audit firms, as firms seek to 
distinguish themselves by their audit service, approach and philosophy, not 
just on price; and

(ii) facilitate increased awareness among FTSE 350 companies of the 
capabilities, experience and approach of mid-tier firms, which would make 
companies more aware of their options;

(e) a reduction in the unit cost of a tender exercise by establishing a relatively 
standardised approach and frequency for tenders; and

(f) enabling more companies to achieve the benefits of switching.

1.7 Phasing in the remedy

1.7.1 Given the average auditor tenure across the FTSE 350, it would be appropriate to phase in 
this remedy, or a great many companies could be going out to tender for their statutory 
audit as soon as this remedy is introduced. 

1.7.2 BDO considers that companies with the longest audit tenure should be required to tender 
first within a specified period. For example (and subject to the comments below regarding 
audit partner rotation), those FTSE 350 companies (or their predecessors) that:

(a) have not changed audit firm within the last 30 years could be required to conduct 
and complete a tender process within 30 months after a specified date;

(b) last changed audit firm between 20 and 30 years ago could be required to conduct 
and complete a tender process within three years after a specified date; 

(c) last changed audit firm between ten and 20 years ago could be required to conduct 
and complete a tender process within four years after a specified date; 

(d) last changed audit firm between five and ten years ago could be required to conduct 
and complete a tender process within four years and six months after a specified 
date; 

(e) last changed audit firm less than five years ago could be required to conduct and 
complete a tender process within six years after a specified date; and

(f) have never changed audit firm would be deemed to have last done so on the date 
when they or any of their predecessor companies first became admitted to the full 
list on the London Stock Exchange.
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For this purpose, a change from Andersen to Deloitte following the collapse of Andersen 
should not constitute a “change” of auditor; nor would any merger of audit firms. It would 
be necessary to manage the phased implementation of each of these stages so that one did 
not get, for example, all the companies within a specific category tendering within the last 
eight weeks of the deadline.

1.7.3 This proposal would mean that within four years and six months of a specified date (e.g. 1 
April 2014) all companies who have not changed audit firm within the last five years would 
have had to have conducted a tender for their statutory audit. This would be a considerable 
increase on present levels of tendering activity, but should be manageable.

1.7.4 If a company has not tendered for its audit within the last nine years, none of its audit 
committee members will have experience of conducting an audit tender for that company, 
because the UK Corporate Governance Code provides that non-executive directors will lose 
their status as independent non-executives once they have served for more than nine years 
on the board, and audit committees have to comprise at least three independent non-
executives. 

1.8 Other relevant considerations

1.8.1 Choice of auditor: companies need more choice in relation to their auditors. Confining their 
options to the Big Four firms only is not enough. For many FTSE 350 companies, particularly 
the larger ones, one Big Four firm will be the present auditor, while another Big Four firm 
provides non-audit services and a third Big Four firm provides tax advice and/or conducts
due diligence reviews for the company. The second and third firms may prefer to continue to 
provide their present services rather than tender for the audit; or the company may not wish 
them to change roles. The effectiveness of a mandatory tendering requirement would be 
limited if in practice companies invited only the Big Four firms to tender for their audit.

1.8.2 Interaction with audit partner rotation: BDO considers that AEP rotation and 
mandatory tendering must be aligned, so that if tendering is to take place every seven years, 
so should AEP rotation. This would relax the impact of regulation in one area in return for 
increasing it in another. It would also increase the likely beneficial effect of tendering, as 
companies would approach a tender in a more open minded manner if they knew that their 
incumbent auditor would have to rotate its AEP even if it retained the work. If AEP rotation 
remains on a five yearly cycle, companies may well be more reluctant to switch auditor 
relatively recently after they have switched AEP. When phasing in the remedy, it would 
therefore be desirable to align when companies are required to conduct tenders with the
time when their auditors will be required to rotate their AEPs. This could mean, for example, 
that companies which have not recently rotated their AEP and are due to do so shortly 
should be among the first to tender for their audits.

1.8.3 Changes of auditor: if for any reason (other than a merger, takeover or restructuring of 
audit firms) a company changed its auditor, the “clock” would be reset to zero for the 
purposes of calculating when the company was next obliged to conduct a tender for its audit.

1.8.4 Changes in composition of the FTSE 350: since the key issue here is audit tenure, not 
membership of the FTSE 350, movements out of the FTSE 350 should not affect an 
obligation on a company to tender its statutory audit. However, the obligation to conduct a 
tender for its statutory audit should apply to all companies which become part of the FTSE 
350, based upon the date when the company last changed auditors.  

2 REMEDY 2: MANDATORY ROTATION OF AUDIT FIRM

2.1 Issues for comment 2

Views are invited on the specification, effectiveness and proportionality of this
remedy and, in particular, on the following:
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(a) What an appropriate time frame for requiring mandatory rotation might 
be, given the bounds suggested above and how this might relate to 
mandatory tendering periods if this were also to be pursued?

(b) Should any such measure be subject to a waiver from the regulator (FRC) 
if a company’s choice of auditor was substantially constrained and how 
would such a waiver operate?

(c) How a valid ‘tender’ and its constituents should be defined as a prelude to 
rotation, including whether and how best to provide access to relevant 
information on an ‘open book’ basis?

(d) What costs and benefits would arise as a result of this remedy?

(e) What should be the requirements for phasing in this remedy? For 
example; those companies with the longest period since last rotation may 
be required to rotate first within a specified period.

(f) Whether there are any other relevant considerations to be taken into 
account in evaluating and implementing this remedy?

2.2 BDO’s view

2.2.1 BDO is opposed in principle to mandatory rotation. BDO understands that academic studies 
have concluded that mandatory rotation is detrimental to audit quality and increases 
concentration in the audit market (as clients of mid-tier firms rotate away from them to the 
Big Four, while clients of the Big Four rotate between the Big Four firms), but switching 
auditors voluntarily (i.e. after tendering rather than mandatory rotation) produces
enhancements in service and audit quality. Mandatory rotation could therefore produce 
unintended adverse consequences in terms of increasing concentration and reinforcing 
barriers to expansion and selection. Mandatory rotation also denies companies the right to 
make an informed choice to retain their present auditor if after careful consideration they 
conclude that this is the best available option.

2.2.2 Mandatory rotation could mean that a company is forced to change auditor despite having 
little choice of auditor. If a company cannot re-appoint its present auditor, its choice of 
auditors may in practice be limited if it also uses other audit firms for non-audit services, tax 
advice and/or due diligence advice.

2.2.3 BDO recognises, however, that there is pressure for rotation from some investors, and that 
mandatory rotation may be required under potential European legislation. If therefore the CC 
considers that it must pursue this option, BDO urges the CC to do so only as a last resort, to 
avoid being disproportionate.  Mandatory tendering, in which the existing incumbent has a 
genuine opportunity to compete on equal terms with other potential auditors, is a preferable 
option.

2.3 Time frame

2.3.1 BDO considers that any mandatory rotation should apply only after 20 years, once three 
tenders have been conducted by the company which have all resulted in the appointment or 
re-appointment of the same firm. This would mean that no firm could win more than three 
tenders in a row. This would provide a “long stop” to audit tenure. This 20 year period 
should commence either on the date:

(a) when the auditor’s appointment takes effect following the first tender conducted by 
the company under the proposed mandatory tendering regime; or 

(b) (if earlier) when the auditor’s appointment took effect following a tender previously 
conducted by the company, if that tender qualified for the purposes of determining 
when the mandatory tendering regime would apply to that company (see 1 above).
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2.4 Regulatory waiver

2.4.1 BDO considers that if mandatory rotation is to take place only every 20 years in the 
circumstances described above, there are unlikely to be many circumstances in which a 
company’s choice of auditor is so restricted that it should not be subjected to mandatory 
rotation. Any exceptions should therefore be narrowly defined. 

2.4.2 Those exceptions could however include:

(a) an opportunity for a company to delay the appointment of a successor firm for up to 
a year (with FRC consent) in the event of significant corporate activity, such as 
being the subject of a hostile takeover bid; and

(b) if the audit committee of a company genuinely believes that it has no option but to 
reappoint its incumbent auditor, e.g. because of the irresolvable conflicts of interest 
of the only other audit firm or firms it might otherwise be willing to appoint, it 
should be permitted to reappoint its incumbent auditor for one additional term, but
only with the prior written approval of the FRC and a special resolution of 
shareholders in general meeting approving that reappointment.

2.5 Tender definition and conduct

2.5.1 BDO considers that tenders should be defined and conducted as set out in 1 above.

2.6 Costs and benefits

2.6.1 BDO considers that the costs of mandatory rotation every 20 years as a back stop (over and 
above those of conducting a tender process, as considered in 1 above) would be:

(a) switching costs, including the management time involved in the education of a new
auditor; and

(b) the loss to a company of continuing the relationship with its existing auditors even 
where that firm was considered by the company to be the best available choice of 
auditor.

2.6.2 BDO considers that the benefits of mandatory rotation do not outweigh the costs and that 
there is less to be gained from mandatory rotation than from mandatory tendering. However, 
the benefits would include ensuring that auditors could not become entrenched indefinitely 
and that fresh eyes and fresh thinking would be brought in, which should help to reinforce 
auditor independence from executive management.

2.7 Phasing in this remedy

BDO considers that this remedy should be phased in together with the introduction of 
mandatory tendering, but on the basis that it would apply only after an auditor had been 
appointed and reappointed in three competitive tenders. It would therefore be a long term 
back stop.

2.8 Other relevant considerations

2.8.1 Changes in composition of the FTSE 350: as with mandatory tendering, since the key 
issue is audit tenure, not membership of the FTSE 350, movements out of the FTSE 350 
should not affect an obligation on a company to rotate its auditors, if it is subject to the 
requirement to conduct mandatory tendering for its statutory audit and despite conducting 
several tenders its auditor will have remained in place for 20 years or more.  
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3 REMEDY 3: EXPANDED REMIT AND/OR FREQUENCY OF AQRT REPORTING

3.1 Issues for comment 3

Views are invited on the specification, effectiveness and proportionality of this
remedy and, in particular, on the following:

(a) How the AQRT’s remit should be designed in terms of enhanced scope and 
frequency. For example:

(i) How frequently should FTSE 350 company audits be reviewed (and 
whether this should differ between FTSE 100 and FTSE 250 
companies)?

(ii) Should the AQRT be required to published FTSE 350 results 
separately from other Public Interest Entity results?

(iii) Should the AQRT be required to change the scope of its review and 
if so, how? For example; should the AQRT be required to revisit key 
audit judgements based on the information then available?

(iv) How could AQRT reporting be expanded to allow better 
comparison of Big 4 and non-Big-4 firms?

(b) How should any expanded remit of the AQRT be funded?

(c) What costs and benefits would arise as a result of this remedy?

(d) Whether there are any other relevant considerations to be taken into 
account in evaluating and implementing this remedy?

3.2 BDO’s View

3.2.1 BDO considers that AQRT reviews are the best current independent assessment of audit 
quality, but they are by no means perfect. This is because those reviews have been 
established to examine audit documentation from a relatively narrow perspective of audit 
quality, rather than from a more holistic sense in which aspects of service (such as 
innovation, timeliness and communication) are also taken into account. They measure 
whether there has been strict adherence to the letter of international auditing standards, but 
not much more.

3.2.2 BDO agrees that companies need more information on audit quality to help them make 
informed choices. However, in order for this to happen, companies need to have the right 
information, not simply more of the information which is currently produced. 

3.2.3 BDO considers that:

(a) a simple five year cycle for reviews of all companies within the reference market 
would be appropriate;

(b) reporting and publishing should be primarily by company rather than by audit firm, 
increasing transparency of results and making both auditors and companies more 
sensitive to the broader sense of audit quality referred to above;

(c) as regards the scope of the AQRT review, given the reluctance to increase 
regulatory costs in this area, there should be a “rebalancing” of AQRT effort. This 
would reflect greater emphasis in issues where investors’ concerns may be greater
(such as assessing the quality of major audit judgments), and less emphasis on 
others where investors’ interests may be more peripheral (such as examining the 
audit work relating to impairment of intangible assets such as goodwill, or examining 
the minutiae of the audit process);
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(d) the AQRT might also usefully consider environmental factors which impact on audit, 
such as a company’s governance environment or accounting resource levels, in 
order to give more context to results which otherwise reflect only bald scoring; and

(e) as regards 3.1(a)(iii) above, revisiting audit judgements on the basis of later 
information is not a course of action which should generally be taken, unless 
systemic risks emerge which require a more general response from auditing 
standard setters.

3.2.4 BDO believes that these developments would give AQRT reports greater relevance, 
transparency, consistency and completeness.

3.2.5 BDO considers that its proposed changes to AQRT reviews, in particular the rebalancing of 
the nature of the work carried out by the AQRT, should be broadly cost neutral. Should there 
be a modest increase in the AQRT’s workload, this should be funded by increasing its current 
levies on a proportionate basis.

3.3 Costs and benefits

3.3.1 The costs of these changes should be neutral or at worst relatively modest.

3.3.2 The benefits would include increased transparency and improved AQRT reports (see above). 
In particular, the ability to observe the quality rating of each company’s audit in a 
transparent way would inform the market and drive up audit quality, just as “scores on the 
doors” for food hygiene drive up standards in food outlets.

4 REMEDY 4: PROHIBITION OF CONTRACTUAL CLAUSES IN TEMPLATE DOCUMENTS 
LIMITING CHOICE TO THE BIG 4 FIRMS

4.1 Issues for comment 4

Views are invited on the specification, effectiveness and proportionality of this
remedy and, in particular, on the following:

(a) The range of documents to which this prohibition should be imposed and 
how the prohibition could be best implemented. For example: are there 
documents in addition to Loan Management Association lending 
agreements that this prohibition should cover?

(b) What costs and benefits would arise as a result of this remedy?

(c) Whether there are any other relevant considerations to be taken into 
account in evaluating and implementing this remedy?

4.2 BDO’s View

BDO has long opposed the inclusion and use of contractual terms which restrict companies’ 
choice of auditor to the Big Four. These are however only one part of a wider problem in 
terms of barriers to expansion and selection, so they should be prohibited as part of a 
package of remedies. BDO understands that Oxera found almost unanimous support among 
investors for the removal of “Big Four only” clauses in financing arrangements.

4.3 Range of documents and implementation

4.3.1 Contractual terms which restrict companies’ choice of auditor to the Big Four (or which 
require mid-tier firms, but not Big Four firms, to be approved in advance by the lender(s)),
should be prohibited wherever they appear, not simply in certain types of Loan Management 
Association lending agreements, such as syndicated loan agreements. Bilateral loan 
agreements, for example, can be equally or more important in practice. 
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4.3.2 The clearest way to implement this prohibition would be to define and prohibit relevant 
terms by an appropriate Order, as has been done in relation to restrictive covenants and 
exclusivity arrangements for large grocery retailers under the Groceries Market Investigation 
(Controlled Land) Order 2010.

4.3.3 The prohibition should not be confined to companies which are in the FTSE 350, but should 
apply in relation to all companies. 

4.4 Costs and benefits

4.4.1 Implementation costs should be relatively low. A prohibition on relevant clauses would 
render existing clauses void and prohibit new clauses. This should not make a significant 
difference to transaction costs.

4.4.2 The benefits would include:

(a) enabling companies to make their own independent choices of auditors, with less 
external pressure; 

(b) removing one of the obstacles to the successful implementation of other remedies, 
such as mandatory tendering and/or rotation; 

(c) a clear public message that the authorities do not regard it as legitimate or 
necessary to restrict a company’s choice of auditor to the Big Four audit firms, which 
may enable or help persuade more companies to consider using mid-tier firms and in 
turn help those firms to offer companies more choice, more innovation, lower prices 
and better service; and

(d) since the cumulative impact of these clauses reinforces the reputational advantage 
of the Big Four, prohibiting them will end that reinforcement and thereby help to 
reduce barriers to entry, expansion and selection.

4.4.3 The benefits will be much greater if the prohibition is part of a package of remedies.

4.5 Other relevant considerations

4.5.1 Prohibiting the use of Big Four only clauses will not in and of itself prevent intermediaries, 
such as banks, brokers or private equity houses, from continuing to act in a manner which 
excludes auditors other than the Big Four: for example, by refusing to approve auditors 
other than Big Four firms, or requiring a company to change to a Big Four auditor before 
entering into a transaction with the company.

4.5.2 Similarly, clauses may be worded in a less overtly restrictive way, but have the same effect 
in practice, for example if they require the borrower to use an audit firm approved by the 
lender and in practice the lender will only approve a Big Four firm. Any prohibition should 
therefore extend to clauses and/or conduct which might reasonably be taken to have the 
same effect as Big Four only clauses.

5 REMEDY 5: STRENGTHEN ACCOUNTABILITY OF THE EXTERNAL AUDITOR TO THE
AC

5.1 Issues for comment 5

Views are invited on the specification, effectiveness and proportionality of this
remedy and, in particular, on the following:

(a) How this remedy could be practically specified and implemented? For 
example, what change to ACC availability and remuneration would be
necessary for ACCs to take on an enhanced role effectively? How should 
this measure be specified to avoid circumvention?
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(b) Whether this remedy could be implemented as an extension to the current 
guidance on the role of the AC? How this could be implemented without 
affecting the current collective legal obligations of the directors of a 
company?

(c) What costs and benefits would arise as a result of this remedy?

(d) Whether there are any other relevant considerations to be taken into 
account in evaluating and implementing this remedy?

5.2 BDO’s View

BDO welcomes this proposal. In practice, the price and scope of an audit is generally 
negotiated with the company’s Finance Director, but ought to be negotiated with the Audit 
Committee. Moreover, in line with existing FRC guidance, the choice of auditor should be a 
matter for the Audit Committee, not the Finance Director and/or Chief Executive. BDO notes 
that the CC’s survey: “found that among FDs for FTSE 350 companies 88 per cent have been 
approached in the last five years by a rival firm offering to audit the company. The figure for 
ACCs is 53 per cent. These approaches are predominantly by Big 4 firms.”4  This strongly 
indicates that Finance Directors are believed to play the leading role in the choice of auditor.

5.3 Implementation

This could be specified and implemented by way of some form of enhanced FRC guidance 
for audit committees. This should encourage the use of professional procurement principles.

5.4 Costs and Benefits

5.4.1 BDO agrees that an increased role for the audit committee would require an appropriate 
adjustment to the remuneration of these individuals and an appropriate increase in the 
resources (budget and staff) allocated to audit committee activities. BDO understands that 
the average Audit Committee Chairman currently devotes around two days per month on 
that role, so there should be scope for this to be expanded.

5.4.2 The major benefit of this remedy would be to enhance auditor independence from executive 
management, in recognition of the identity of the auditor’s true customer and the potential 
for conflicts of interests and/or incentives between shareholders and management. 

6 REMEDY 6: ENHANCED SHAREHOLDER-AUDITOR ENGAGEMENT

6.1 Issues for comment 6

Views are invited on the specification, effectiveness and proportionality of this
remedy and, in particular, on the following:

(a) What are considered to be the most effective means of enhancing 
shareholder engagement on audit and financial reporting issues?

(b) Suggestions as to how such means could be achieved.

(c) What costs and benefits would arise as a result of this remedy?

(d) Whether there are any other relevant considerations to be taken into 
account in evaluating and implementing this remedy?

4 CC Provisional Findings, paragraph 9.43, page 159.
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6.2 BDO’s View

6.2.1 BDO welcomes this proposal. BDO understands that Oxera found that most larger investors 
would like more transparency and disclosure, potentially including the opportunity for 
periodic dialogue between a company’s auditor and its shareholders.

6.2.2 BDO is in favour of:

(a) requiring a shareholder vote in relation to the audit committee report (as is already 
the case for the directors’ remuneration report under section 439 of the Companies 
Act 2006);

(b) resolutions to reappoint the audit firm requiring an enhanced level of support (i.e. as 
a special resolution) if they propose retaining the incumbent auditor after a tender;

(c) requiring the AEP to present directly to shareholders at AGMs (or other open 
shareholder forums) on the conduct and outcome of the audit; and

(d) requiring the ACC to have a dedicated Question and Answer agenda item at AGMs 
(or other open shareholder forums) in which he/she answered questions directly on 
audit or financial reporting.

6.3 Costs and benefits

BDO agrees with the CC that this remedy would address the AEC by incentivizing external 
auditors to compete to satisfy shareholder demand, as the influence of shareholders in the 
auditor selection decision would be increased through:

(a) providing shareholders with enhanced opportunities to influence auditor 
reappointment decisions through voting at AGMs;

(b) providing shareholders with more information on the audit process and judgements, 
so they are better able to assess audit quality and, therefore, better able to vote on 
auditor reappointment decisions; and

(c) as a result of increasing the influence of shareholders, this would decrease the 
influence of management in the auditor selection decision.

The costs of this remedy would be confined to the costs of the extra work for ACCs and 
auditors, particularly AEPs. These should not be extensive or disproportionate.

7 REMEDY 7: EXTENDED REPORTING REQUIREMENTS—IN EITHER THE AC’S OR 
AUDITOR’S REPORT

7.1 Issues for comment 7

Views are invited on the specification, effectiveness and proportionality of this
remedy and, in particular, on the following:

(a) How the CC may best support the FRC in establishing enhanced reporting 
and whether there are other avenues, including direct measures by the 
CC, that should also be pursued?

(b) What should be the scope and form of enhanced reporting proposals? For 
example:

(i) whether further disclosure should be made via the AC’s report or 
the auditor’s report;

(ii) what the content of the additional disclosure should be. For 
example, should this be some form of commentary as to how the 
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company’s interpretation of the accounting standards compares 
with the norm; or commentary on the main topics of debate 
between auditor and management; or something else; and

(iii) what guidance as to the form of the disclosure should be required.

(c) What costs and benefits would arise as a result of this remedy?

(d) Whether there are any other relevant considerations to be taken into 
account in evaluating and implementing this remedy?

7.2 BDO’s View

7.3 BDO welcomes this proposal. BDO understands that Oxera found that most larger investors 
would like more transparency and disclosure. BDO notes the proposals of the FRC and IAASB 
in this area. BDO suggests that the effectiveness of these proposals should be reviewed by 
the CMA or BIS after an appropriate period, such as three years after implementation in the 
UK. At this stage BDO believes the FRC’s proposals regarding audit committee reporting, 
taken together with its proposals on enhanced audit reporting, appear broadly appropriate.

7.4 Costs and Benefits

BDO agrees with the CC that this proposed remedy would:

7.4.1 address the AEC by overcoming the reluctance of management to permit further disclosure 
of information about the audit process, which adversely effects competition by restricting the 
ability of companies and shareholders to judge audit quality; 

7.4.2 give shareholders more information about audit quality to better exercise their rights at 
AGMs and otherwise to influence the auditor appointment decision; and

7.4.3 increase the visibility of audit quality, thus giving companies an opportunity to appraise the 
quality of audit firms that are not the incumbent auditor, thereby reducing the barriers to 
switching (by reducing the risks and/or increasing the benefits of switching).

8 REMEDIES THAT THE CC ARE NOT CURRENTLY MINDED TO CONSIDER FURTHER

(a) Constraining non-audit service provision by the auditor

(b) Joint or component audit

(c) Shareholder group responsible for auditor reappointment

(d) FRC responsible for auditor appointment

(e) Independently resourced Risk and Audit Committee

8.2 Issues for comment 8

The CC invites views on all these possible remedies which we are not minded to 
consider further and on any other possible remedies that we have not included in 
this Notice which interested respondents consider may be effective in addressing 
the AEC we have provisionally found. Where respondents are of the view that 
these remedies could be effective, they are asked to submit evidence to support 
their views and in particular provide views of the costs and benefits of the 
measures and any other relevant factors that they consider significant to the 
evaluation of the measures in addressing the AEC we have provisionally 
identified.
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8.3 BDO’s View

8.3.1 BDO is surprised that the CC has not considered further restrictions on the provision of non-
audit services by the auditor. BDO encourages the CC to explore the effects of the 
provision of such services on audit quality and concentration, which BDO consider may be 
substantial. The CC has found that “there appear to be companies whose choice of auditor 
may be restricted to two or three suppliers”5; it has also found that between 2006 and 2011, 
25.4% of FTSE 350 companies paid as much or more to their auditor for non-audit services 
as they did for their UK audit6, while FTSE 350 companies in consumer services spent an 
average of 248 per cent of their UK audit fee on buying non-audit services from their 
auditors.7 However, the CC does not appear to have investigated whether the Big Four firms 
receive higher fees from some clients for non-audit services than they do (or could do) for 
the audit, and hence whether it would be rational for them to bid in an audit tender. The CC 
has noted that: “in 2011 the six largest audit firms reported NAS revenue  from the FTSE 350 
(both audit and non-audit clients) of £1.3 billion of which 99 per cent was received by the 
Big 4 firms.” 8

8.3.2 BDO is sceptical of the suggestion that non-audit services represent a significant way in to 
large company audits, given the differences in the people making purchasing decisions in the 
companies concerned and the different criteria on which they do so for different services.

8.3.3 BDO considers that joint audit would have been a route to achieve genuine change to the 
structure of the relevant market, but acknowledges the market reception to this concept. 
BDO considers that the concerns which have been expressed in relation to the impact of joint 
audit on risk and quality to have been highly inflated. BDO therefore encourages the CC to 
adopt remedies which would encourage the use of joint audit, such as longer periods 
between tenders for companies which appoint joint auditors.

8.3.4 BDO notes that the CC has not referred in its Notice of Possible Remedies to liberalising rules 
on the ownership and control of audit firms, which could allow new or smaller audit 
firms to grow more rapidly with the benefit of external capital.

8.3.5 BDO would therefore welcome additional remedies, such as increased use of joint audit. 
However, if the CC has decided not to consider further such remedies, it is all the more 
important that an appropriate package of those remedies which the CC is considering be 
implemented as soon as possible.

9 PACKAGES OF REMEDIES

9.1 Issues for comment 9

Views are invited as to whether any particular combinations of remedy options
would be likely to be effective in addressing the AEC we have provisionally found. 
Views are also sought as to whether there are any particular combinations of 
remedies which are likely to interact adversely in reducing effectiveness or 
otherwise lead to undesirable outcomes.

9.2 BDO’s View

9.2.1 BDO has consistently called for a combination of remedies, as there is no single remedy for 
the AECs which the CC has correctly identified. This combination should include:

 mandatory tendering (remedy 1);

5 CC Provisional Findings, paragraph 9.27, page 154

6 CC Provisional Findings, Appendix 20, paragraph 25, page A20-8 and Annex 1, Table 2, page A20-18.

7 CC Provisional Findings, Appendix 20, Annex 1, paragraph 6, page A20-20.

8 CC Provisional Findings, paragraph 9.110, page 179.
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 rebalanced AQRT reporting (see remedy 3);

 a ban on restrictions on choice of auditor (remedy 4); 

 strengthened accountability of the auditor to the audit committee (remedy 5);

 enhanced shareholder-auditor engagement (remedy 6); and

 extended reporting requirements (remedy 7)

together with measures which would block further concentration if one of the Big Four firms 
fails, for example by ensuring that the operations of the relevant firm cannot simply be 
absorbed by any or all of the remaining three largest firms.

9.2.2 These proposals are not necessarily exhaustive. Further suggestions may emerge from 
engagement with the CC in relation to remedies.

9.2.3 In introducing a package, care should be taken to ensure that the various elements work 
together as effectively as possible. For example, rebalanced AQRT reviews could usefully 
begin with those companies which would be first in line to conduct audit tenders if 
mandatory tendering were to be introduced, as this would increase transparency in relation 
to those companies.

9.2.4 An appropriate package of remedies should lead to a more competitive audit market, which 
would provide greater stability to the capital markets and allow investors and other 
stakeholders to make informed decisions about risk. Such a market would feature more 
choice; more innovation; more frequent tendering; more switching; greater independence; 
better service for shareholders; competition on price, quality and service; and less risk of 
systemic damage from one firm’s failure or exit.

10 RELEVANT CUSTOMER BENEFITS

10.1 Issues for comment 10

Views are invited on the nature, scale and likelihood of any relevant customer
benefits within the meaning of the Act and on the impact of any possible 
remedies on any such benefits.

10.2 BDO’s View

There are no relevant customer benefits arising from a feature or features of the market 
giving rise to the AEC within the meaning of Section 134(8) of the Act, given that the true 
customer is the shareholders and they are not benefiting in any way from the features that 
the CC has correctly identified. No question of the impact of any such benefit therefore 
arises.




