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First, we revisit the list of criticisms of the Big Four which we compiled at the beginning of 
Chapter 5 and expand our summary of the current debate about the why they should be split. 

1) Too little competition – there are effectively only four effective firms available for
PIE audits. As they have to rotate (for large PIEs with European connections probably
every 7 years), this may limit the degree of competition on price or scope/depth of audit.

a) The lack of competition leads to lower quality audits.
b) There is a lack of choice which limits freedom in choosing an auditor in the

rotation process.
Split: this reasoning argues for splitting up the Big Four and especially the audit units 
into something like the Big Eight.. 

2) The total workload for a PIE has to be spread among several of the Big Four
Before the EU Audit Reform Directive (ARD), the large clients could use the firm’s
auditor and place all their consultancy and other work with the consultancy division of
the same auditing firm. For example, as auditor, PwC could also undertake all these
activities and more: provide advice on tax, valuation, internal controls, the development
of online business, acquisitions of new companies, cost control, assess financing
alternatives and help in the preparation of the annual report, and other transactional or
advisory areas.

With the Audit Reform Directive our hypothetical client (call it Bank X) now has to 
make more complex arrangements. It appoints a Big Four auditor - say PwC. For tax 
work Bank X chooses EY to advise on this service.  However, EY is also providing 
consultancy services to Bank Y, a competitor of Bank X that is being audited, and EY 
is also preparing data for Bank Y to sue Bank X.  So EY has a conflict of interest. So 
Bank X has to go to Deloitte’s for its other consultancy and advisory services. So far 
so good. But Deloitte works for Bank  Z on valuation work. So Deloitte cannot do 
valuation work for Bank X because it would have a conflict of interest. So Bank X has 
to go to KPMG for valuation services. 

So you can see how after ARD, a PIE almost certainly has to use at least two of the Big 
Four, and may be more in order to get their external audit, internal controls, tax 
planning, systems, cost controls, new IT and transactions (merger or funding) 
completed. (In the case of Carillion, all four were employed.).  The ARD development 
has actually spread the workload across several of the Big Four, and hence, in some 
cases, produced even less freedom of choice. A potential incoming auditor may have to 
commit to giving up some consultancy work in order to be a candidate in the tendering 
process. 
Split: to meet this criticism, the split into audit only and separate consultancy divisions 
would work.   

3) Bias The more profitable consultancy side can sway the options for, and integrity of
the audit, and hence threaten the ability to be truly independent. The elimination of
work through the 70% cap on non-audit work and the also the blacklist (See Chapter 2)
has reduced this complaint. Of course in the US, where ARD isn’t a factor, the more
profitable consultancy business might still sway the lower margin audit business.
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Split: as above in 2) 
4) Conflicts of interest. As the SC reported (pages 81-85)1 

“The lack of meaningful competition creates conflicts of interest at every turn. In the 
case of Carillion, KPMG were external auditors, Deloitte were internal auditors and EY 
were tasked with turning the company around. EY may had a conflict of interest as it 
was also working for HS2 Ltd on the state of Carillion finance to both Carillion and 
HS2 Ltd. Though PwC had variously advised the company, its pension schemes and 
the Government on Carillion contracts, it was the least conflicted of the Four. As the 
Official Receiver searched for a company to take on the job of Special Manager in the 
insolvency, the oligopoly had become a monopoly and PwC could name its price. The 
economy needs a competitive market for audit and professional services which 
engenders trust. Carillion portrayed the market’s current state as a cosy club incapable 
of providing the degree of independent challenge needed.” 2 
A split of audit and consultancy might help, but ARD has already had an impact, so we 
need more radical solutions identified in Chapter 9. 

5) Lack of independence between the audit firm and the company being audited.  
a) Relationship between management and the auditor is often cosily close. 
b) The company being audited pays the auditor’s fee.   
c) A less than perfect audit opinion may lead to a share price collapse that could 

threatens the reappointment of the auditor.  
In this chapter we consider the hypothesis that greater independence leads to higher 
quality audits. The corollary is that less independence leads to lower quality audits. 
Split: Again we need more radical solutions identified in Chapter 9. 
 

6) Lack of competition 
a) Too few firms to service all the work. ARD has exacerbated the situation.  
b) Decreased competition can lead to lower quality audits (see Chapter 5) 

especially in turbulent times. 
Only a split of the audit from the Big Four to the Big Eight might help here. 

7) Too large. We saw in Chapter 3, that the entity being audited generally wants size, 
global reach and experience. We also saw some evidence that the larger the size equates 
with high quality audits.  
Split: Audit only might help but this would require a more fundamental split of the Big 
Four. 

Of course, many of these factors are related and overlap.  
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