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ABSTRACT

In 2005, Eugene O’Kelly, CEO of KPMG, was in the process of developing a strategy that would distinguish KPMG's services from the services offered by his main competitors, PriceWaterhouseCoopers, Ernst & Young, and Deloitte & Touche. Overall, the firm was doing quite well; sales in the audit, tax, and advisory practices had grown, 15.9%, 5.8%, and 20.7% respectively. Mr. O’Kelly had to decide whether to implement a new service or utilize the expertise of professionals that traditionally were not employed by the firm.  The main question to be resolved was how to differentiate KPMG from its competition and so achieve a winning edge within intensely competitive, rapidly changing immediate, intermediate, and long-term time frames.
CASE SUMMARY
In mid 2005, Eugene O’Kelly, Chief Executive Officer of KPMG LLP, was in the process of developing a strategy that would distinguish the services provided by his firm from the services offered by his main competitors, PriceWaterhouseCoopers LLP, Ernst & Young LLP, and Deloitte & Touche LLP.  During the past ten years, the accounting industry had gone through several changes that affected the way accountants and their clients conducted business.  One major change in the industry was that it had gone from a self-regulated practice to a heavily government-regulated business, where accountants and their clients were under constant scrutiny.  In order to help clients cope with the changes and to ensure that the firm maintained its prestigious reputation, Mr. O’Kelly had to develop a strategy that would have a positive impact on the operations of the firm.  Mr. O’Kelly’s decision had to ensure that this plan would allow him to continue to provide quality services to new and existing clients.  Mr. O’Kelly’s task then was to develop an effective differentiating enterprise wide strategy, a better and different strategic vision, if KPMG LLP was to survive and prosper against aggressive competition over the intermediate and long-term future.   

Many of the laws passed had affected clients in such a way that they had to consider several factors when making every day decisions.  Clients had to examine the relationship of their business associates with their auditors, the impact that a possible merger or sale could have on their business, and the internal control processes of vendors that provided outsourcing services.  The Sarbanes-Oxley Act of 2002 required public companies to assess their own internal control processes and provide a report to the SEC that described their responsibility in testing internal controls.  The act also required the executive officers of the corporation to sign a statement declaring that internal controls were operating effectively and that they were aware of all conclusions made during the testing phase.  One of the many affects of the new regulations was the increase in the demand for professionals with public accounting experience.  To comply with the new laws, public companies began actively recruiting professionals with public accounting experience to work within their internal audit department.  Also, both private and public companies were seeking the advice of financial advisors to help them develop management and operating strategies that would mitigate risks associated with non-compliance and the presentation of fraudulent or misleading financial statements.  

The Sarbanes-Oxley Act of 2002 was the most significant legislation of that time; not only had the Act affected the operations of clients, it also affected the business of public accountants.  Public accounting firms had to change many of the ways they conducted business. For example, under the Act, auditors were prohibited from performing book keeping or other services related to the accounting records of their audit client.  The accounting firms were also prohibited from performing financial information system design or implementation as well as legal services or other expert services for the audit clients.  In an effort to maintain independence, several public accounting firms dropped clients or limited the services that they provided during an engagement.  As a result, this presented an opportunity for other public accounting firms to address the needs of clients that were not being met by the preceding accounting firm.  At the time, it was very common to see a public company obtain various services from different accounting firms.

KPMG International was a global accounting firm that provided services to global corporations and organizations in over 148 countries and 717 cities throughout the world.  After experiencing a 14.7% growth in revenues during 2004, the firm was considered one of the fastest growing accounting firms in the world.  KPMG, as well as its three main competitors collectively known as the “Big Four,” provided audit, tax, and advisory services to hundreds of clients in different industries, as shown in Figure 1.  

Figure 1

“BIG FOUR” ORGANIZATION STRUCTURE
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*This chart was created based on the organizational structure of each of the Big Four accounting firms of KPMG, PricewaterhouseCoopers, Deloitte & Touché, and Ernst & Young.

The Big Four firms provided services to clients within the financial service sector, which was comprised of real estate, insurance, banking and securities organizations.  All other clients were in the non-financial service sector, which included health care, retail, government, communication, entertainment, technology, and non-for-profit organizations.  The services provided by the Big Four accounting firms are shown in Figure 1.  Please note that the audit, tax, and advisory practices were also referred to as assurance and attestation, tax planning and preparation, and the consulting practices respectively.
POSSIBLE ALTERNATIVE STRATEGIES
With the SEC and other regulatory agencies cracking down on fraudulent activity, many corporations and organizations wanted to avoid damaging publicity and uncover their vulnerabilities to fraud and misconduct.  They began contacting their lawyers, accountants, and other global accounting firms seeking to obtain forensic services.  In order to avoid penalties, which ranged from lawsuits to business closings, organizations hired forensic accountants to help them improve upon their internal control processes and comply with the new laws.  For that were already involved in legal disputes, they required the services of forensic accountants to examine their systems and documents and compile evidence that would support the claims of their legal counsel.

The first alternative considered by Mr. O’Kelly, was to improve upon the audit and tax practices, which provided the firm with the most revenue, in an effort to avoid potential risks and to ensure profits.  The audit and tax practices were the largest and most lucrative areas of the firm, yet these practices were notorious for having high-employee turnover rates. Under this strategy the firm would improve these practices by focusing on employee retention and hiring only a sufficient amount of new employees to meet the needs of the client.  The firm would not focus on expansion; however, it would concentrate on improving the services in areas where the firm already had a large presence.  The firm would also provide its current employees and new employees with more incentives in order to reduce the high-turnover rate normally associated with the practices.

Richard Girgenti, national partner in charge of KPMG Forensics, disagreed with Mr. O’Kelly’s initial suggestion.  He understood that while this may seem to be a great strategic plan in the short term, long-term sales might suffer due to the firm’s failure to evolve with economical changes.  If KPMG could not meet these services, clients may find it more cost efficient to obtain most of their services from one firm, where they would only have to pay one large fee. While the audit and tax areas generated the majority of the revenue, sales in the Advisory practice grew 20% within the last year.  Simply ignoring this area to focus on the larger ones could be a serious mistake, which may later result in the loss of significant revenues.

Richard Girgenti advised that a great alternative would be to continue to provide the audit and tax service, but focus efforts on expanding and improving the Advisory Practice by re-establishing the firms litigation and support unit within the United States, forming new alliances between the firm, software companies, and prestigious law firms.  The firm could globally differentiate themselves by hiring employees, such as forensic sociologists and behavioral scientists, who are not traditionally involved in the forensic accounting practice.

Both of these proposed as well as other alternatives needed to be considered and analyzed in more detail before a decision could be made.
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