TOP 25 SURVEY | ANALYSISH

GLOBAL
AMBITIONS

A MODEST RISE IN FEE INCOME MARKS A YEAR OF CONSOLIDATION FOR

== he'biggest networks and associations have
+ Srecorded a return to growth for 2010, in a

year that also puts a new leader at the top of
the table.

Accountancy’s top 25 networks and associations
survey 2011 shows a combined fee income of $144.2bn
(£90.1bn) in 2010 compared to $140.2bn in 2009.

The increase of just under $4bn can best be
described as modest and only goes part of the way
towards clawing back the $7.6bn fall of the previous
year, but it represents investment on the part of
networks and associations - in quality assurance regimes
and in many cases new member firms, Networks and
associations are jockeying for position in Africa, Latin
America and Asia, aiming to recruit quality firms and
acquire new clients.

At the top of the table, PwC and Deloitte have
switched positions. The difference between their
headline figures is also modest - only $9m separates
them. Nevertheless, the downturn has cost PwC what
was once a seemingly unassailable place at the top.

FEE INCOME RISES
While lawsuits and threatened lawsuits have thrown a
shadow over the Big Four and must continue to be a
given in their risk environment, there is no doubt that
financial performance is improving.

Of the Big Four, only Ernst & Young reported a fall in
fee income, from $21.4bn to $21.25bn, compared to all
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four last year. Fee income rose at Deloitte 22 = >
by $478m, PwC by $398m and KPMG by $520m. &

Despite the income drop, E&Y global chief operating
officer, John Ferraro, says the firm is starting to reap the
benefits of investment and is seeing upturns in certain
territories and industry sectors. ‘All the firms were in
a pretty tight corridor. We did not have any major
acquisitions. We did see an improvement in revenue
in the second half of the year of more than 5% and this
improvement has continued into FY 2011. The fastest
growth is focused in the emerging markets with double
digit growth. We're also seeing recovery in financial
services sectors across the globe.’

Helen Spice, CFO of KPMG International, says KPMG is
also seeing signs of healthier business performance across
the network and certain service lines. Activity in emerging
markets as well as a greater complexity in business
operations are factors driving fee growth.

‘Geographically, we are seeing strong growth in
India and the Asia Pacific region, along with Brazil and
anumber of other markets in Latin America. Growth is
also being driven by clients in many regions having to
deal with greater complexity in running their businesses
- everything from a rapidly changing regulatory
environment to the need to better manage risk,’ she says.

INTERNATIONAL EXPANSION
Elsewhere in the table, other players have been
positioning themselves to take advantage of
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opportunities coming out of growth economies.
Praxity, which was ranked ninth in this year's

table and posted a $112m rise in fee income, has
recruited ShineWing, one of China’s largest
independent firms. Praxity chairman Jos van

Hoot considers this as a major step, given the firm’s
foothold across mainland China and Asia Pacific.

‘It's a pure Chinese firm with offices spread across the
country but also with offices in Japan, Singapore

and Melbourne.

‘More recently, we've recruited a firm in central
Europe, with offices in Vienna, Croatia, Bosnia,

Romania and Hungary. Since our inception in 2007
we've gone to a lot of effort to make ourselves known in
these parts of the world. We can now support companies
that want to diversify their activity in Europe or list

in China. There's huge potential not just in inbound
China work, but also outbound. And it helps that we are
embedded there.’

Stephen Darley, PKF International regional director for
Asia Pacific, says China is the growth story for Asia. PKF
International, which rose from 15th to 12th place on the
back of stand-out growth of 29%, has admitted six major
firms in the region, adding $900m in topline turnover
and around 1,500 staff in 14 city locations.

The opening up of China presents strong prospects
for firms with a presence there, he says. Since December
2010, the Hong Kong stock exchange has allowed firms
based in mainland China to sign off audits of Hong
Kong-listed companies. The Chinese Ministry of Finance
has granted coveted H-share licences (equivalent to
PCAOB registration) to 12 firms, including the Big Four,
two BDO member firms, as well as member firms for RSM
International, PKF International (PKF Daxin CPA), Crowe
Horwath, Grant Thornton and Praxity.

‘The expectation is that this will create a lot more work
for PKF. To a client it demonstrates a level of quality and an
indication that the firm has gone through a rigorous review.
It provides the international community with an assurance
that these firms have an elevated status,’ says Darley.

RISK AND QUALITY CONTROL

While networks and associations forge ahead with
cross-border expansion, operating in new territories
must present significant downside risk if new recruits are

not vetted properly or do not offer the consistency of
delivery required by their umbrella organisations.

Quality - at recruitment stage and thereafter - is a
focus that is echoed by networks and associations up
and down the table.

Ferraro says: 'We've been able to make the emerging
markets investments as a global organisation,
developing capabilities alongside our clients and not
playing catch-up. These are distinctions for us,” he says.

Likewise Jean Stephens, CEO of RSM International,
argues a long-term focus on quality and on the
relationship between member firms is paying off. I don’t
think we'd be successful unless we continued to focus
on quality at an international level. We start very early
in terms of recruitment of our members. We require a
common methodology that all members are mandated
to use. You can't develop a brand without a focus on
quality,’ she says.

ALTERNATIVES TO THE BIG FOUR

So is there genuine opportunity for newly

enlarged international organisations? Stephens
believes so. The window is open, she says. It's our
time to leverage that, but it's a culmination of many
years of work.'

And there appears to be a growing willingness on the
part of clients to look at mid-tier and other organisations
as viable providers of cross-border services. John Lisby,
executive director of Kreston International, says his
member firms pick up work previously carried out by the
Big Four. 'It's a very slow process but when you talk to
clients, there is a sense that they are moving away from
the perception that everything has to be done by the
Big Four.’

Ferraro acknowledges that there are alternatives to
the Big Four. There are some very good organisations
and niche practices in some service lines. The question is
are we all delivering on our promise to our stakeholders?
That's the focus we have.

‘Our ability to work across countries without
negotiating with 143 partnerships is something that sets
us apart for clients. Most companies have international
considerations from day one and appreciate that
capability,’ he says.

continued page 28 »

IGAF POLARIS: NEWLY MERGED MID-TIER PLAYER
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he networks and associations scene is ripe for
| consolidation, according to Kevin Mead, president of
IGAF Polaris, the newly-merged association formed
from IGAF Worldwide, Polaris International and Fidunion.

Ranked 18th in the league table with a combined fee
income of $1.8bn, the new organisation enabled the three
players to plug gaps in their geographic coverage, says
Mead. The former IGAF had no firm in Thailand, for example,
and yet member firms had a need of a referral there several
times a year.’

While mergers solve this kind of shortfall, it's important to
get beyond that rationale and into a focus on standards of
service delivery. 'What the merger does for us is that it gets us
out of the pins in the map stage and we can now concentrate
on quality,” he says.
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NETWORKS AND ASSOCIATIONS 2010

Deloitte has leapfrogged PwC to become number one. Total member firm revenue edged up to $26.65bn. This is despite the number of member firms dipping
t0 53 from 55 and the total professional staff dropping by around 1,000. However, the number of countries where it is represented was up three to 150. Last
September the Deloitte network moved its headquarters to the UK from Switzerland, a move seen as a ‘vote of confidence’ for English corporate law.

DELOITTE $26.65bn A $478m ($26.10bn: 2009) |

PwC $26.56bn $398m ($26.17bn: 2009)
PwC has been pushed into number two position, despite increasing its fee income worldwide by nearly $400m to $26.56bn. It has also increased its number of A
offices to 766 with a presence in 154 countries. However, over the same period, professional staff numbers dipped by a few hundred to 122,967. It was only last

September that PricewaterhouseCoopers formally shortened its name to PwC, although it remains the full name of the global organisation for legal purposes.

ERNST & YOUNG $21.25bn ¥ $145m ($21.40bn: 2009)
Ernst & Young held on to its third-place position, but fee income dropped by $145m to $21.2bn. Its worldwide presence fell by four to 140 and office numbers
went up by five to 695. At the same time, partner numbers fell by 100 to 8,615, and total professional staff numbers were down by some 4,000 to 140,964.

KPMG $20.63bn A $520m ($20.11bn: 2009)
KPMG produced a rise in income to $20.6bn, $520m up on 2009, while increasing its country representation by five to 150. Worldwide, there were 7,921 partners,
down from 7,953 in 2009 and a drop in professional staff to 105,147 from 106,973 in 2009.

BDO $5.28bn A $258m ($5.02bn: 2009)

BDO has now dropped the International from its name just as it dropped the Stoy Hayward from its UK firm in a re-brand. This may have helped its rise in fee
income to $5.2bn from $5.02bn in 2009. Its country representation also went up, by nine to 119. Partner numbers edged up a bit to 4,111, while professional
numbers improved to 34,811.

GENEVA GROUP INTERNATIONAL $4.21bn A $163m ($4.05bn: 2009)
Geneva Group International is the alliance of independent firms whose UK members include Citroen Wells, Lawrence Grant and others. Its fee income stood at
$4.2bn in 2010, up from $4,05bn in 2009. It has 520 offices in 89 countries and 2,044 partners, Total professional staff are 17,620, up nearly 3,000 from 2009.

RSM INTERNATIONAL $3.87bn A $3m ($3.87bn: 2009)
RSM International, represented in the UK by RSM Tenon, had fee income in 2010 of $3.878bn, marginally ahead of 2009's $3.875bn. Ithas 92 member firmsin 714
offices in 83 countries. There are 3,113 partners, slightly down from 3,150 in 2009, though professional staff numbers rose slightly to 23,490 from 23,262.

GRANT THORNTON INTERNATIONAL $3.67bn A $81m ($3.59bn: 2009)

Grant Thornton International is ranked at eight in the global listings, although its UK flagship ranks number five. It had fee income of $3.67bn, up just a little
from $3.59bn in 2009. There are 482 offices in 105 countries. It has 2,505 partners, but total professional staff numbers fell quite significantly to 22,257 from
30,000in 2009.

PRAXITY $3.38bn A $112m ($3.27bn: 2009)
Praxity is also an alliance of independent firms and is organised as a not-for-profit entity under Belgian law, with its administrative office in London. In the UK,
it counts Mazars, Lovewell Blake, Menzies and others among members. It reported fee income of $3.38bn, up from $3.27 in 2009.

BAKER TILLY INTERNATIONAL $3.07bn ¥ $60m ($3.13bn: 2009)
Baker Tilly International saw its fee income slip to $3.07bn from $3.13bn in 2009. It has 610 offices in 100 countries, an increase of 38 from 2009. It lists 2,589
partners, up from 2,813 in 2009 and 18,400 professional staff, up around 600 from 17,728 in 2009.
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