Analysis

International networks

International net work

PricewaterhouseCoopers
Deloitt e Touche Tohmatsu
Emst & Young

KPMG Irternational

BDO Irternational

Grant Thornton International
RSM Irternational

Geneva Goup International 2
Praxity3

Baker Tilly International
Horwath International 4
Moore Sephens International
HLB Irternational

Nexia

PKF Irternational

Kreston International

Leading Edge Alliance
Fducial

AGN Irternational S
ms

IGAF

IAPA

Morison International 7

DFK Irternational
CRA Associates Irternational

22

UK affiliate

Pricewaterhouse@opers
Deloitte

Emst &Young

KPMG

BDO ®y Hayward

Grant Thornton

RSM Bbson Rodes

Gitroen Wells Lavrence Gant
Moores Rwland, Mazars

Baker Tilly

Horwath Qark Whitehill

Moore Sephens

Vantis plc HLBVantis Audit
Smith &Williamson,Solomon Hae
PKF

Reeves & Nylan,James Gwper,
Bishop Feming and others
Johnston Cammichael HW ksher
None

Shipleys, Dxon Wilson
Haysmacirtyre

Buzzaott, Coper Rary and others
FW $ephens Wilkins Kenneg
and others

Tenon Ld

Chantrey \ellaoott DFK
Maclrtyre Hudson

Fee income
$m
21,986
20,000
18,400
16,880
3,911
2,800
2,700
2,491
2,400
2,300
2,188
1,544
1,516
1,497
1,480
1,341

1,330
1,300
1,200
1,020
915
848

718
717
715

Previous year
$m
20,300
18,200
16,900
15,690
3,329
2,454
2,502
2,185
n/a
2,120
2,005
1,351
1,300
1,569
1,386
1,140

1,100
1,300
1,012
904
789
764

507
651
598

t has keen a ar of gowth and change oér the
international networks and assciations. The Hg
Four networks in paticular have reported stong
growth, which is mainly diven by a stong
performance in the BRIC (Bzil,Russia/ndia and ®ina)
countries (see bx). Deloitte, for example, reported an
11.5% gowth rate in 2006 and is pdicting growth of at
least 12.5%dr the next fiscal year.

Agar o

The changing naure of networks and assoations has
been the most stiking development since Acaountancy’'s
last suwey.Liz fsherreports

The most stiking development since we carried out
this suwvey last year has len the changing n&ure of
networks and assoiations. During the year a signifiant
number of neworks and assoiations have made
changes b their legal fameworks, looking for the
structure that allows legal potection for member fims
while simultaneously ensung that the firms operate as
a team and seve the needs of multindonal clierts as

Member Offices Countries  Partners  Prof staff ~ Year end
firms
n/a 771 149 8,280 104,414  30.06.06
n/a 670+ 120+ 8,000 99,900 31.05.06
n/a 700 140 7,217 82,299 30.06.06
148 730+ 148 7,094 84,041 30.09.06
95 621 107 2,348 22,355 30.09.06
93 489 113 2,207 24,512 30.09.06
73 630 72 2,478 16,594 30.09.06
227 332 61 1,286 10,216 31.12.06
n/a n/a 65 n/a n/a n/a
126 583 93 n/a 21,900 30.06.06
107 433 88 2,040 11,664 30.09.06
335 593 93 1,871 12,227 31.12.06
157 440 106 1,756 9,320 31.12.06
151 334 93 1,435 11,813 30.09.06
211 400+ 119 1,859 10,435 30.06.06
157 543 75 1,031 11,273 31.10.06
124 350 85 1,000 7,500 31.12.06
1,800 n/a 77 n/a 15,000 30.09.06
210 480 86 1,168 6,910 31.10.06
245 286 96 1,910 6,908 30.04.07
128 324 62 951 5,995 31.05.06
215 433 48 1,141 7,882 31.03.06
168 288 68 1,008 5,598 31.12.06
187 307 81 969 5,220 30.09.06
148 292 69 840 5,040 31.12.06
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change

efficiently as pssible

It is possible tha some of the changesa the legal
framework within which a numter of networks ae
arranged were in lesponse b Gant Thornton's Rarmalat
experience, or to the EU Ikghth Directive tha allows
cross-torder awnership of acountancy firms (as well as
increased discloswe of the elationship between audit
firms and their inernational networks).

Paul Hanock,though, secetary generl of Raxity,the
newly-formed asseiation of independent firms (see
box), says tha the legal stucture chosen ly the
ass@iation — which is a notdr-profit organisaion under
Belgian lav — was not seleted because it gae legal

Web addresses

1.www.pwcglobal.com
2.www.deloitte.com
3.www.ey.com

4.www.kpmg.com
5.www.bdointemational.com
6.www.gti.org

7.www.rsmi.om
8.www.genevagroup.net
9.www.praxity.com
10.www.balertillyintemational.com
11.www.horwath.com
12.www.moorestephenscom
13.www.hlbi.com
14.www.nexia.om
15.www.pkf.com
16.www.kreston.com

17 .www.fiducial.fr
18.www.leadingedgealliane.com
19.www.agn.og
20.www.msi-netvork.com
21.www.igaforg
22.www.iapa.net
23.www.morisonintemational.com
24 . www.dfk.com
25.www.cpaai.om

Notes to table

1.Income from 18 rrespondent firms excluded
2.Multidisciplinary

3.Rewenue is estiméed. Paxity is an alliane of independent acounting
firms

4.Income from 11 orrespondent firms and nine business assiate fims
excluded

5.Assciation
6.Multidisciplinary
7.Multidisciplinary

protection for the fims but was simply‘the most
appropriate arangemert for what we ae doing.

Quick pace of change

What is clear is thathe naure of irtemational networks
and assciations is deeloping and changing
extraordinarily quicky. At the end of 2006fwo of the
largest UK fims, Deloitte and KPMGnade the elatively
unusual sep of meging with European practices

In December 2006,KPMG paners in the UK and

Germany wted to memge the wwo member fims o form
KPMG Hrope LLRa single fim with revenues in excess of
£2bn.The mewger is due b be finalised in @tober this
year and bok advantage of the EU dective, which
allows cioss-lorder ownership of acountancy firms.
John Giffith-Jones joint chaiman of the new fim,
said the meger ‘marks the gowing significance of

How we compile
the survey

The lines ketween the \arious netvorks and
assaiations are becoming more blurred year by
year, particularly as moe ormganisdions expand their
selvices irto non-core sewices

The biggest issueemains multidisciplinay
practices as it is ofen impossible b strip out
revenue eaned by law practices fom the overall
figures At least thiee networks within the bp 25 —
Geneva Goup International, MSI and Mrison
International — ae multidisciplinaly in the sense
that they have member fims tha exclusively
practise law.

In the ase of MShround 138 of its memler fims
are lav firms and oer 150 ae acountancy fims. Of
Geneva Goup’s 332 memler fims, 68 offer legal
sewices onlyWe have included these acounting
and legal netvorks however,since the majoity of
their sevices ae acountancy-based This @mpares
with a network such asfor example TIAG,which
sepaates its legal and aauntancy members irto
two distina networks TIAGS acountancy network
has evenues of aound $300m (£151m) aear but if
revenues fom the legal and acounting networks
were mbined, its revenues would be over $2.5bn.
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Strong growth
in BRIC
countries

Brazil,Russiajndia and Gina
have proved to be lucrative
markets Pr the intemational
networks,with all of the lager
networks eporting strong
performances flom their member
firms in those egions
Piicewaterhouse@opers for
instance,said tha revenue
growth was stongest in
developing markets and
reported a 22%ise in evenue
from its Suth and Gntral
American fims o $449m
(E226m)a 25.4%ise in evenue
from Central and Estem Eirope
and a 10.7%ise in Aia.

KPMG eported 42% gowth in
BRIC guntries Reenue gowth
in Russia vas 48%including a
50% gowth in tax sewicesand
47% in Indiaincluding a 52%
increase in evenue fiom tax
sewvices Reenue fom Brazil
increased ly 30% duing the
year.‘Our decision ¢ invest eaty
and heavily in important new
markets in Asia,Europe and L&n
America is eaping stong
returns,’said Mke Rake, KPMG
Intemational’s chaiman.KPMG
opened three new offies in
mainland Giina during 2006
and plans b open three moe
in 2007.

The excellent performance
from the BRICauntries is not
confined to the lagest fims.RSM
Top Audit in Russia has gwn by
305% in fie years and the
network reports that China,India
and Russia ae its fasest gowing
member fims. Kevin Mead,
presidert of IGAFsays tha the
Asia Racific egion would be an
area of onsiderable bcus br the
assaiation in the near futue.'We
added a fim in China to IGAF
and they are opening new offies
there every year e ae also
making strong membership
efforts inThailand andVietham’
See BRIC spial eport stating p27
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Praxity

The newest name in the list
is Raxity, formed by Mazars
and MRI and fimly labelled
as‘an international allian@
of independent acaounting
firms. Rarticipating firms ae
expected to report
combined annual evenues
of at least $2.4bn (£1.2bn).
The alliane is curently
collecting applications from
potential members and it
appears tha the majoiity of
member fims and
correspondent firms from
the MRI netvork have
already decided b join.

Praxity is aranged as a notdr-profit organisgion under Belgian lav but its administative
centre will be based in bndon. Paul Hanock,secetary generl of the alliane,said thee was
no patticular reason kehind the decision ¢ register Raxity under Eelgian lav.‘It is a fleible
arrangemert that seemed b be the most appopriate format for what we ale doing,which is
independent firms cmming together to allow provision for overall sewices’

Jos \an Huut Paxity’s vie-chaiman,said Paxity was‘a unique oncept’ ‘e live in an ofen
and innovative world,’he said‘The Raxity allian@ offers signifi@ant and exciting additional
opportunities for all businessesot expand their hoizons. The world is their home maket.

IGAF

‘Network’has kecome a bur-letter word for
the members of IGARvhich after a
reorganiséion of its stucture is nav operating
as a global assoation of acountancy firms.
The decisionacmrding to IGAFRS presidert
Kevin Mead, had practical implications for the
asscaiation and for its memkbers Referral fees
between fims within the assoiation, for
instance,have been olled back and thee ae
careful restiictions on the use of the IGAF
branding by firms within the assoiation. irms
joining the assaiation are carefully vetted
since one of the onsequenes of the stacture
is tha the quality control that can be camried
out on members is estricted.

The decision b operate as an asszation
rather than a netvork was diven,says Mead,
by the liability debae and the Gant
Thornton/Parmalat experience. Snce a elatively small poportion of IGAF fims business is in
transnaional audit,an assaiate stucture seemed lile the best option.Clients of IGAF will
have noticed little difference,says Mead. ‘Our clierts care that they get an outstanding serice.
How the firm achieves thd is 0 a lage extent irrelevant to them!

Most importantly, operating as an assciation means tha each fim is willing b stand
behind its avn reputation and quality control and while some fims have decided not b stay
with IGAF as aesult of the decisionthose tha remain within the assoiation have seen a
strong bond form.‘Being an assoiation does mean less lirdge ketween memters’says
Mead, but it has mear that the firms have worked to create a closer amaraderie.’

Mead, IGAEF Liabilit y debate drove decision
to operate as an
association
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It is possible that some of
the changes to the legal
framework...were in
response to Grant
Thornton’s Parmalat
experience

Griffith-J ones, KPMG Erope: Merger marks growing
signific ance of Europe’s apital markets

Europe's @apital makets and the imprtance of london
and Fankfurt as global financial entres.

At around the same timeDeloitte in the UK oted to
combine with the Sviss fim to operate as a single
practice. bhn @nnolly, the firm's UK CEGsaid tha
Deloitte firms ‘recognise the inceasing need ¢ bring
very specialist skls to sewice global clierts in all vital
territories. Gven the importance of Svitzerland as a
centre for major ®mpanies we @nsider it important to
deliver our kest specialist esources fom the lagest
Deloitte office, London, directly to the Sviss maket.

The meger of Gant Thornton and Rbson Rodes in
the UK will also hee implications for the intemational
networks although the exad effect remains b be seen.
Michael Qeary, CEO of the newly-mged UK businesses
said the meger would bolster the UKs @ntribution to
the Grant Thornton Intemnational network.

William Parrett, global CEO of Bloitte Touche
Tohmatsu, said tha more nsolidation within
professional sevices is likely as mid-sied firms
strengthen their @pacity and @pability. ‘As small ©
medium-siz2d businesses antinue to regionalise and
globalise the medium-sizd professional serices fims
will find ways t© build their apability. This means moe
consolidation, which will be good for audit quality and
the reliability of financial inbrmation.’
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