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PricewaterhouseCoopers provides
industry-focused assurance, tax and
advisory services to build public trust
and enhance value for its clients and
their stakeholders. More than 146,000
people in 150 countries across our
network share their thinking, experience
and solutions to develop fresh
perspectives and practical advice.

In this Global Annual Review we explore
key issues that affect our clients around
the world and take a close look at our

performance and our work in the global

community during FY2007.

In this Global Annual Review, the terms PricewaterhouseCoopers, PwC, our and we are used to
refer to the network of member firms of PricewaterhouseCoopers International Limited (PwCIL),
each of which is a separate and independent legal entity.




Succeeding in a connected
world: The CEO perspective

Article by Samuel A DiPiazza Jr, CEO,
PricewaterhouseCoopers International.
Sam DiPiazza has served as CEO of PwC
International Limited since 2002. Prior to
that he led the PwC US firm as Chairman
and Senior Partner. He joined PwC in
1973 and became a partner in 1979.

As CEO of PwC International, one of
the most rewarding parts of my job is
the opportunity to bring to our clients
and the wider community the ideas and
insights of my PwC colleagues around
the world. Here | would like to share
with you our current thinking on the
global economy, the accounting profes-
sion and, of course, the state of PwC.

The global economy

The quest for new markets and new
customers dominates the agenda of
global company leaders. Our latest
PwC Global CEO Survey showed
optimism in the future to be at record
levels at the end of 2006, fuelled by the
opportunities presented by globalisation
and renewed confidence in the kind of
mergers and acquisitions which gener-
ate growth and provide access to new
markets. However, that confidence has
taken a dent over the last few months
as the world’s markets have taken

valuations on a roller coaster ride,
driven by subprime credit concerns

in the United States. While this has
damaged confidence and the impact
on continued growth is not yet appar-
ent, it has also clearly reinforced the
increasingly global nature of the world
in which we live, invest and do business.

Worries about the US economy domi-
nate markets today; however the long
term trends will continue. Over the

next decade we anticipate a continu-
ing shift of capital and equity toward
the developing world, with the top
seven emerging economies (Brazil,
China, India, Indonesia, Mexico, Russia
and Turkey) having a larger collective
economy than the G7 (Canada, France,
Germany, ltaly, Japan, UK and US) by
2050. The United States and Western
Europe are hardly going to become
irrelevant—but they will no longer be the
dominant drivers of the global economy.
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a continuing shift of capital and equity toward the developing
world, with the top seven emerging economies having a larger
collective economy than the G7 by 2050.

This shift of capital will present chal-
lenges as well as opportunities and
while business risks associated with
new markets are not unexpected, they
should not be underestimated. The
emerging political risks in some of the
new economies together with other
recent issues, such as product quality,
potentially make some of these new
markets more challenging.

While the recent turmoil in world
markets and its impact on credit
markets may temporarily dampen
the appetite for deals, CEOs are now
attuned to the incessant drumbeat
of globalisation. Ultimately, this will
compel them to find a way of dealing
with concerns regarding political
instability or product quality and to
pursue deals in newer markets.

Silas SS Yang, Executive Chairman, PwC China

China is the fourth largest economy in the world, the second largest exporter and
the number one holder of foreign reserves. With a trade value of 980.9 billion USD
and foreign direct investment of 31.9 billion USD in the first six months of 2007
there is no doubt that China is one of the world’s most prominent participants in
the process of globalisation. This level of investment along with annual economic
growth rates of over 10 per cent present huge opportunities for China and its
investors. However, there are also challenges as the country and its leaders
manage such issues as energy security, gaps between urban and rural areas,
healthcare, product quality and encouraging a culture of innovation that will allow

economic growth to be sustained.
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As ever, when doing a deal, the
challenge is to fully realise its value
and CEOs tell us that cross-border
implementation is a critical element
in realising value. Equally important
is the successful stewardship of
people and knowledge and the ability
to collaborate well in the post-merger
environment, something our Global
Advisory and Tax Leader Gene Donnelly
will explore later in the Review.

Demographics is a key force for change
in the global economy. As the baby
boomer generation retires, the members
of the technology-savvy Millennial
Generation are beginning to enter the
labour market. Driven by different work/
life priorities and a seemingly ingrained
sense of social responsibility, this
generation will redefine the relationship
between employers and employees. In
response, traditional human resources
strategies will need to be replaced by
more flexible approaches. Companies
will also increasingly disperse their
people and jobs across the world in
search of greater efficiency, collabora-
tion and innovation.




TI‘U St The accounting profession has shown that it can
work effectively with regulators to build public trust, maintain
economic competitiveness and ensure the effectiveness of the
capital markets.

Changing demographics is just one

of the issues we face globally; equally
challenging are such factors as resource
depletion and climate change. These
global issues are beyond the capacity
of any individual company or govern-
ment to control. However, collaboration
between the public and private sec-
tors may begin to shrink some of these
issues to manageable proportions.

The employees of global companies
demand that business leaders show
clear engagement with these issues,
bringing innovation and productivity to
bear when dealing with the matter of
sustainable development.

The accounting profession

As accounting firms continue to evolve
from a self-regulated model toward a
regulated business, quality must con-
tinue to drive the profession—and that
includes the quality of our people, the
quality of our technical advice and the
quality of service to our clients.

The profession has shown that it can
work effectively with regulators to

build public trust, maintain economic
competitiveness and ensure the effec-
tiveness of capital markets. But for the
global accounting networks, compli-
ance has become complex and costly.
Firms are frequently subject to conflicting
or overlapping regulatory regimes which
hamper their ability to deliver consistent
quality services to clients on a global
basis. Convergence of oversight sys-
tems—including registration, inspections
and discipline—would reduce the cost
of oversight without reducing the pro-
tection to investors. Convergence would
also assure investors that all firms are
auditing to the same rigorous standards.

One of the most important lessons
learned from the corporate failures of
the beginning of this decade is that
complex business transactions cannot
be communicated through prescriptive
rules. Instead, clarity relies on adher-
ing to sound principles applied with
expert judgment. If there is to be con-
vergence to a single set of accounting
standards—or something very close to
it—those standards should encourage

professional judgment rather than stifle
it, an issue PwC’s Global Assurance
Leader Rob Ward explores on page 9.

Companies continue to invest heavily in
producing detailed corporate reporting
documents in order to comply with
increased levels of regulation. But those
documents are deemed by many to be
increasingly irrelevant and out-of-date.
That brings into sharp focus the impor-
tance of presenting a more expansive
picture of corporate performance—both
financial and nonfinancial—to a larger
number of interested stakeholders. Some
observers believe that today’s corporate
reporting model, which they consider
not “fit for purpose,” is incapable of em-
bracing change and should be replaced
altogether. Others prefer a more consid-
ered approach—one which embraces

a broader information set, while at the
same time discards some of the ill-fitting
components of the existing model.

From my perspective | am confident

that the current model can be reformed,
but the reform must be far-reaching
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PerfO FMance. wnen we look at our performance—

not just last year, but over the last few years—we can be very
proud. This is testament to our strategy and the quality of our
people and clients around the world.

and radical. It must have at its heart an
understanding of the requirements of all
stakeholders and an acknowledgment
of the compelling need for interna-
tional comparability. This is an issue
that many of my colleagues around
the world are working on, through our
thought leadership and participation

in standards setting. It is also an issue
in which | am directly involved as a
trustee of the International Accounting
Standards Committee Foundation—
the oversight body for the International
Accounting Standards Board.

Liability concerns continue to cloud the
future of the profession. We are encour-
aged by the system of proportionate
liability introduced in the United Kingdom
and the plans of the European Com-
mission to consider reforming auditor
liability. Additionally, the US Treasury has
set up an advisory committee to examine
the health of the US accounting profes-
sion including liability exposure. Across
the world we need to move toward regu-
latory and judicial systems that clearly
penalise auditors when they are at fault,
but move away from systems that inap-
propriately put entire firms at risk.
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PricewaterhouseCoopers in 2007:
revenue growth

FY2007 has been a good year for PwC
and its people. As detailed in the Facts
and Figures section, this year the PwC
network once again enjoyed solid growth,
with gross revenues up 10.5 per cent

at constant exchange rates. At variable
rates of exchange the growth in revenues
was even greater—up 14.4 per cent.

Revenues grew in all major PwC

firms and regions, with many posting
record double-digit growth. We regis-
tered particularly strong performances
in some of our key growth markets,
with revenues up 31 per cent in China,
22.4 per cent in Central and Eastern
Europe, 35.8 per cent in India and

37 per cent in the Middle East. Our
member firms in the more mature
markets of Western Europe, North
America and Australia also continue
to perform strongly.

Growth was also good across all our
service offerings. Global assurance rev-
enues grew by 6.7 per cent. Our global
advisory and tax service lines are both

becoming increasingly significant
components of our business, with a rev-
enue increase of 14.6 per cent from our
advisory service line, while our tax busi-
ness grew revenues by 15.1 per cent.

When we look at our performance—
not just last year but over the past
few years—we can be very proud.
This is testament to our strategy and
the quality of our people and clients
around the world.

An employer of choice

| am pleased to report that PwC has
maintained its position as the employer
of choice in our profession. Independent
research confirms that we are number
one among accounting firms, and are
among the top five employers across all
industries. Last year, our member firms
recruited about 30,000 people, both new
graduates and experienced professionals.
Interest in international experience is
high, and over 2,300 PwC people began
new international assignments this year.
We are also piloting a new international
assignment programme for staff with re-
cently obtained professional credentials.




In addition, according to our most recent
Global People Survey, 86 per cent of
our employees are “proud” to work for
PwC—a figure that places us among the
best-performing organisations globally.

But our partners and staff also tell us
that when it comes to people issues,
PwC still has work to do. While our
focus on diversity has yielded progress
throughout the PwC network, it still
falls short of expectations at the leader-
ship level. The excuse of “this takes
time” is unacceptable, and | am
personally leading a gender diversity
group to improve our performance.

Confidence to face challenges

In addition to enjoying strong revenue
growth and working together to secure
future competitive advantage, we have
faced some significant challenges in

the past year. As | reported in last year’s
review, a new PwC audit member firm in
Japan, PwC Aarata, opened formally for

business in September 2006. This firm
has quickly established itself as a high-
quality audit firm with a staff of 1,200
providing services for a cadre of both
domestic and international clients such
as Sony and Toyota. PwC Aarata sits
alongside our tax and advisory firms in
Japan which have been established for
many years. Both are growing well and
have a combined headcount of 750.

PwC'’s network audit firm in Japan,
Misuzu, did not fare so well. Despite

a significant programme of reform the
firm announced in February that it was
closing for business on 31 July, allow-
ing time for the orderly transfer of both
clients and staff to other auditing firms,
a process that has been completed
efficiently and effectively.

Although there are significant reforms
under way for the profession in Japan,
the market for audit services there
remains a challenging one, and | believe

that in the current environment our strat-
egy of targeting resources on a focused,
high-quality firm following the highest of
international standards is the right one.

There has been considerable specula-
tion about PwC Russia in the past six
months. However, our audit license in
Russia was renewed for another five
years in April, and key clients such as
Gazprom have reappointed PwC as
their auditors. | believe our Russian
firm is one of the strongest and most
strategically significant firms in the PwC
network, employing 2,000 people and
serving 1,600 corporate clients. It is
testament to the skill and strength of
the management of our firm in Russia
that despite the challenges it has faced
the firm continues to grow revenues,

to win new clients and to keep staff
motivated and committed. PwC Russia
is very well placed to capitalise on its
strong position as the leading firm in
the market.

Dennis M Nally, Chairman of the Board and CEO, PwC US

So what’s ahead for us? Undoubtedly, we can expect this year to be one of constant
change, and that’s going to come at us from three sides: our anticipation of and
reaction to changing economics on a global scale; the continuing scrutiny and study
of the sustainability of our profession by government entities; and how we want to
work as a global network of firms. We have little, if any, control over the first topic; a
vigorous and vocal seat at the table for the second; and active dialogue taking place
for the third. How we deal with these impending changes depends on the continuing
discussions we have with everyone involved. Our mission is to create an organisa-
tion whose every interaction with every client, staff person and partner demonstrates
our values and our behaviors on a consistent basis. One lever alone will not create
meaningful change; it’s all of these efforts combined that will have a lasting effect

on the experience we deliver to our people and our clients. We will know that we’ve
been successful when these interactions and overall experience are expected when
one encounters someone from PwC.
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An organisation of the size of PwC will
inevitably face challenges somewhere
around the world over the course of
any year. As we deal with these chal-
lenges, the more impressed | am with
the people we have working in our
network and the more convinced |

am that it is our pursuit of the highest
quality that gives us the confidence
to deal with these issues successfully.

A distinctive PwC experience

The PwC brand is one of our major
network assets and a source of
significant competitive advantage

for us around the world. The strength
of our brand was this year borne out
when PwC was rated as one of the
top 100 global brands in an independ-
ent research study.

At the heart of our brand, and at the
foundation of its success, is the quality
of service we provide to our clients.

As such we are continually reviewing
the effectiveness of our client service,
seeking ways to improve.
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Over the past year we have asked our
clients what they value in a professional
services provider. Here’s what they
told us: They said they want to work
with people who are willing to invest
in building strong relationships and
who will share and collaborate with
them. They also said they want to
work with people who can see issues
from their perspective and who focus
on building value. In short, they want
to work with people who bring both
their heads and their hearts to work
with them.

In response to what we learned, we
have taken a fresh look at the experi-
ence our clients and our people expect
from their interaction with PwC. At the
heart of this experience is a focus on
the values we want our people to
demonstrate—both to clients and

to one another. Our aim is to promote
behaviours that will help deliver the
distinctive client service that will set
PwC apart in the marketplace.

R{eSpOnS| b| | |ty We also have a duty to act as

responsible global citizens and take an active role in helping
to build a more sustainable world.

Responsible Leadership

Responsible corporate behaviour is an
important aspect of the PwC culture, and
across the PwC network our people give
generously of their time and resources
to their communities. Through our
Global Communities programme, which
Tony Harrington, PwC Australia’s Chief
Executive, explores later in this review,
we bring a central, collaborative focus to
the many diverse community contribu-
tions that PwC people make around the
world. We are starting to see the benefit
from such connections—new ideas, new
programmes and joint initiatives. This
year, we established the Global Commu-
nities Recognition Awards to recognise
the community initiatives being under-
taken across the PwC network. This
programme provides us with an opportu-
nity to acknowledge the ambitious scope
and imagination of these initiatives.

At PwC, we recognise our obligation to

uphold the standards of the accounting
profession and ensure the integrity

of the capital markets. But we also have
a duty to act as responsible global




citizens and take an active role in help-
ing build a more sustainable world. For
my own part, one of my responsibilities
is to serve as Vice Chairman of the
World Business Council for Sustainable
Development, a group whose work is
key to defining the role that business
will play in the future sustainability of
our society and the planet. | have the
honour of taking up the chairmanship
of the Council in November this year.

| believe we all have a responsibility
to use our talent and resources to
help others. This is what we call
“Responsible Leadership.”

A good example of responsible leader-
ship is a PwC development programme
called Project Ulysses. Ulysses sends
small executive teams out into de-
veloping countries to work with local
governments and nongovernmental
organisations that help build sustain-
able businesses and improve people’s
lives. Instead of a familiar modern
office building, our PwC colleagues
find themselves in various corners of
the globe—far from their usual comfort
zone—tackling challenging problems
which force them to look at issues from
a number of different angles.

Kieran C Poynter, Chairman, PwC UK

Looking at issues from different angles
is something that lies at the heart of our
PwC culture. Listening to our clients and
seeking imaginative solutions to their
challenges. Working together to fulfil
our responsibilities as global citizens.
And talking with our people around the
world to help them develop challenging
and satisfying careers. | believe we have
made significant progress on all of these
issues in the past year, but they remain
the focus of our energies for the year
ahead and the foreseeable future.

Sincerely,

ééw Aol

Samuel A DiPiazza Jr
Chief Executive Officer

At PwC in the UK, corporate responsibility is not just a slogan; it underscores
everything we do. We know that if we are to assume and maintain a leading and

proactive role in this area, we have to practise what we preach—for example, by
reducing our carbon and waste footprints. At the same time, we recognise that
we have taken only the first few steps of a long journey that is certain to generate
significant strategic challenges for our business, our people and our clients.

We have always prided ourselves on providing wise solutions to the issues facing
our clients and stakeholders. Today there can be no greater or more wide-ranging
challenges than those of sustainability and climate change. Here in the UK we have
been investing in building our capabilities across the firm, so that we can advise
both public- and private-sector clients on how best to manage these complex new
issues—issues that will increasingly affect every aspect of business.
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Article by Rob Ward, Global Leader,
Assurance.

Future.

The business world is going global.
Can accounting and corporate reporting
models keep up?

Every aspect of the business environ-
ment is subject to the prevailing modern
trend—globalisation. Companies are
organising themselves into global
organisations, striving to serve markets
around the world through streamlined,
coordinated operations. Investors are
looking at those companies in the
global context—more willing to invest
in foreign capital markets where the
risk and reward equation provides an
attractive incentive.

Regulation and standards are increas-
ingly framed with a global perspective.
International Financial Reporting
Standards (IFRS) are currently used

in 102 countries, with the International
Accounting Standards Board (IASB)
anticipating this total to increase to
150 by 2011. It’s not just the account-
ing profession that is subject to this
trend: insurance companies are subject
to global regulation in the form of
Solvency Il, and the banking sector

is similarly addressed by Basel II.

If change is happening on a global level
and within industrial sectors, so too is

it apparent within countries. One jurisdic-
tion where change is now happening fast
is the US. As the world’s largest capital
market, new developments in the US will
have widespread repercussions around
the globe. This is an exciting time. If the
US takes IFRS on board, the relevance
of IFRS and the momentum behind it
will increase further.
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Opportunity.
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So what’s so exciting about recent US
developments? US accounting standards
have been on a convergence path with
IFRS for some years. This has involved
the US Financial Accounting Standards
Board (FASB) working closely with the
IASB and building relationships, un-
derstanding and mutual respect. Much
recent effort has focused on working
toward the removal of the US Securities
and Exchange Commission’s requirement
for foreign private issuers (non-US cor-
porations that have registered securities
with the SEC) to reconcile financial state-
ments prepared under IFRS (as issued
by the IASB) with US GAAP. Following
an agreement signed between leaders
of the US and the European Union in
April, the target date for dropping this
reconciliation requirement has been set
for 2009—or earlier if possible.

Subsequently, the SEC presented a
bolder idea—allowing US domestic
registrants to be given the option of
using IFRS instead of US GAAP. If the
outcome of this consultation ultimately
goes in favour of the IFRS option, a
major milestone in the history of
accounting and financial reporting

will have been achieved.

Some might wonder why the US would
contemplate embracing IFRS at home.
The US is, as noted, the world’s largest
capital market. This surely gives it the
power to stand by its own GAAP if it
pleases, albeit a version somewhat
more converged with IFRS.

Business drivers are behind US interest
in IFRS. The convergence of financial
reporting and accounting standards is




not simply a technical issue of interest to
accountants but, rather, a matter of vital
importance to the future of the global
capital markets. High-quality informa-
tion is essential to high-quality markets.
And convergence toward a unified set of
high-quality standards offers important
benefits to all market participants.

For investors, convergence improves
their ability to compare companies

on a global basis and thus contributes
to the free flow of global investment.
Accounting differences no longer impede
assessments of corporate investment
potential. For companies with global
operations, convergence facilitates
efficient and cost-effective accounting
and reporting. There are advantages
for accounting firms too. Convergence
reduces their operational challenges
and focuses their value and expertise
on increasingly unified standards. It also

has the potential to create a new level
of accountability and greater transpar-
ency, characteristics which are valued
by all capital market stakeholders,
particularly regulators. What’s more,
convergence creates an unprecedented
opportunity for standard setters and
other stakeholders to improve the cor-
porate reporting model, which today falls
short of meeting the information needs
of the capital markets in the 21st century.

Whether or not the US remains wedded
to its familiar GAAP, there is sound logic
behind moving toward IFRS adoption—
even an economic imperative. Investors
have been demanding a single set of
global standards for years, and IFRS is
becoming the de facto global standard.
Can the US afford to go it alone and
leave its home-grown corporations
outside the increasingly harmonised
reporting environment developing in

the rest of the world? If US compa-
nies remain outside IFRS, the ability
of global investors to assess their
performance with international peers
will be impaired.

There have already been signs that the
US capital markets are losing some of
their attractiveness for foreign private
issuers and that too many barriers to
market entry are blunting their competi-
tive edge. Sarbanes-Oxley compliance
has added to the costs of reporting
obligations in the US and on foreign US
registrants. Added to the litigious legal
environment, US markets are looking
less appealing to some potential entrants
despite the deep capital pools available.
In fact, a number of foreign registrants
are delisting from US stock exchanges—
many, no doubt, because of regulatory
and legal concerns; they are not being
replaced in equal numbers.
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Among those countries that have
already adopted IFRS, the transition
has so far been successful. Adopting
IFRS in the US offers the prospect of
a simpler accounting framework, one
which is more principles-based and
with somewhat fewer rules—a further
incentive for leaving US GAAP behind.

The warming of the US toward IFRS

is a sign of the international standards’
strength. As such it is a reason for some

Chris Clark, CEO, PwC Canada
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celebration. As Bertrand Collomb, Vice
Chairman of the International Accounting
Standards Committee Foundation, told
the European Parliament: “This is a sign
that the momentum is behind IFRS ...
and not—as some fear—a movement
towards exporting US GAAP to the
international system.”

Nevertheless, there are pre-existing
concerns about the potential for more
rules-based standards under the weight

of US influence. Assuming widespread
take-up of IFRS by US domestics,

the US would be the biggest single
capital market to use the international
standards. Might this not give it even
more influence over their future direc-
tion and development?

It might be worth asking, How much
influence should the US rightfully have?
Some might argue it would be wrong

if the US—assuming it did start using
international accounting standards—was
denied a fair share of influence in their
future development. Others would say
that the US has always been significantly
involved in shaping the future direction
of standards. In any case, ongoing par-
ticipation would be more easily justified
should the US wholeheartedly embrace
IFRS for use at home.

Bringing FASB's resources to bear on
the further development of IFRS could
actually be a benefit to the IASB. The US
standard setter has significant resources,
including a talent pool of experienced
personnel. The addition of these resources




under the oversight of the IASB, with
the focus on creating high-quality prin-
ciples-based standards, could enhance
the IASB’s efforts. Sir David Tweedie,
IASB chairman, has alluded to this pos-
sibility, declaring that future IFRS will be
based on the best answers—wherever
they come from. The IASB will seek to
bring in the best people, regardless of
nationality, to help progress its work.

Those still anxious about US influence
will look to the IASB’s governance
procedures. Although the international
standard setter is well established and
well respected, there are concerns
about the weight of resources and influ-
ence that the US will bring to bear on
standards setting. This is a particular
issue at the moment in Europe, where
some suspect the heavy hand of the US
in the development of the Management
Approach to Segment Reporting and
Business Combinations standards. Go-
ing forward, the IASB must ensure that
its due diligence processes are always
followed in the development of new
standards. All stakeholders must take
responsibility for the direction in which
the IASB moves, fully participating in

Steward of the public trust

The Appointment of PwC’s Global CEO as a trustee of the International Accounting
Standards Committee Foundation, the parent entity of the International Accounting

Standards Board.

The ongoing participation of current and former PwC partners in standards setting
and policy making bodies throughout the world.

PwC’s participation in a collaborative project involving the six largest international
accounting networks to propose improvements to financial reporting.

Within PwC, the creation of a global team of dedicated IFRS consultants who
advise on complex IFRS accounting matters.

the standards’ development process to
make sure that the goal of a high-quality
set of principles-based standards is
achieved that benefit all stakeholders

in the global capital markets.

So in some future world, where IFRS has
replaced US GAAP for both foreign and
domestic registrants, what would the role
of the SEC be? The SEC will naturally
continue to have an important role in
accounting regulation. Its influence in the
US market and the FPI (foreign private
issuer) space is significant. However,

it is worth noting that the SEC and

the Committee of European Securities

Regulators (CESR) have adopted a
joint plan to promote the consistent
application and enforcement of IFRS.

Meanwhile, the role of international
interpreter is already filled—by the
IASB’s own interpretative body, IFRIC,
whose ranks have been strengthened
by the recent addition of several expe-
rienced preparers. National regulators,
including the SEC, will not be needed to
generate GAAP themselves. The UK’s
Financial Reporting Council continues to
thrive even after the adoption of IFRS for
UK-listed companies, as do the national
standard setters of France and Germany.

2007 Global Annual Review 13




US alignment with the drive to generate
high-quality global standards will create
huge momentum behind the emergence
of a single worldwide GAAP. This is good
news. The promulgation of international
accounting standards—applied uniformly
around the world—is a key requirement
for the free flow of capital across mar-
kets. Indeed, as financial and product
markets increasingly go global, the case
for establishing a global set of account-
ing standards has become undeniable.

Consequently, it would not be surprising
if US regulators come under mounting
pressure from both investors and com-
panies around the world to move faster
in welcoming IFRS to American shores.

The real goal should be something more
ambitious still—corporate reporting
that is easy to understand and straight-
forward to apply and which conveys
the fundamental reality of a company’s
performance. While the widespread

Markus Neuhaus, Senior Partner, PwC Eurofirms

14 PricewaterhouseCoopers

adoption of IFRS is a very positive devel-
opment, even its most ardent supporters
would not claim that IFRS meets those
high goals. The challenge ahead is to
create a clear and logical blueprint which
will deliver on the promise of reporting
transparency and simplification yet is
sufficiently robust to address the breadth
of information required by internal and
external stakeholders and an increas-
ingly engaged public.

What characteristics should such
a corporate reporting model have?

Experience shows
that when standard setters and regu-
lators become highly prescriptive,
companies focus on compliance, inves-
tors perceive little value in participating
in the standards setting process and
reporting becomes much less relevant.
So while standard setters and regulators
must be responsible for developing a
reporting framework and monitoring its
effectiveness, the actual development
of the information set should be driven
by a robust, ongoing dialogue between
companies and their stakeholders.
Users—primarily investors—must




Promise.

recognise the importance of their par-
ticipation in moving corporate reporting
toward a usercentric focus. It cannot
be properly done without them.

High-
quality principles can be applied to a
variety of complex issues and produce
reporting that reflects economic, envi-
ronmental and social substance. A critical
component of a principles-based model
is a sound conceptual framework defining
the goals and objectives of corporate
reporting. However, the principles-based
model also requires a conducive business
and regulatory environment. This means
that all interested parties must under-
stand the role of judgment. Professionals
need to take responsibility for advising
companies, while companies must be
prepared to stop asking the question,
“Where does it say | can’t do this?”

External reporting should
flow from internal management informa-
tion, with a minimum of reconfiguration.
Consistency of formats should develop
naturally within industries. Subject to
minimal rules and exceptions, reporting

principles should be relatively simple to
apply and disclosures written in plain
language. In an ideal world, ordinary in-
vestors should be able to understand the
entity’s financial performance and posi-
tion without undue difficulty. However,
this goal cannot always be achieved.
Often, complex business transactions
cannot be explained in simple terms. It
remains important to try to capture the
economic essence of these transactions.

While financial information is critically
important, it has a built-in bias toward
short-term results and too little emphasis
on longer-term processes that drive value
creation. Information about strategy,
markets, innovation, people and other
nonfinancial matters should be integrated
into the information set, preferably with
quantified measures. The goal should
be a narrative that provides a through-
the-eyes-of-management perspective
combining analysis of key performance
measures—the same ones used by
management to run the business—with
a broader discussion of corporate goals,
risks and core capabilities.

Corporate reporting’s future is still
unwritten. But the past year has seen a
noticeable movement toward the view
that a more efficient and nimble model
is sorely needed. There are signs that
the pieces of a new model are beginning
to fall into place, such as the greater
disclosure of nonfinancial information
generally and increased granularity in
some financial reporting.

Achieving further progress calls for a
coordinated effort, involving preparers
of accounts, their advisers, regulators
and users. Current momentum must be
maintained. The end goal is not simply
more or different disclosures, nor just
greater consistency and comparability.

The ultimate aim of all current efforts
in developing both IFRS and corporate
reporting is to ensure that investors
have the information they need—

in the form they need it—to assess
management’s performance. Only

in this way can capital be allocated
efficiently across borders to support
the creation of a truly global market.
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Article by Gene Donnelly, Global
Managing Partner, Advisory and Tax.

Success.

The deals market in the past three years
has been escalating with great fervour.
In 2007, it continues to outpace expec-
tations. As of 1 July, total worldwide
merger and acquisition (M&A) volume
reached 2.18 trillion USD, according

to Thomson Financial, a 77 per cent
increase over the volume for 2006 at
the same point in time.

Measuring success by number of

deals completed or dollar value of the
transactions merely provides a rating for
the deal makers. They are not indica-
tors of a successful deal. The success
of a deal for the companies involved
can be found only in the value captured
over time. By that measure, deals often
struggle to realise their promise. Indeed,
multiple studies have indicated that as
many as 70 per cent of deals do not
capture the value expected.

Why? Because successful deals

don’t just happen. They are not born

of strategic calculation, a strong hand-
shake and a set of prescribed steps.
No, successful deals come from intense
preplanning, long-term continuity and,
perhaps most importantly, a bold yet
flexible direction of post-deal change-
management initiatives.

The emphasis here is on global. Every
region is expanding, reflecting increased
movement toward a fully globalised
economy. In PwC’s most recent Global
CEO Survey of 1,100 chief executives,
we found attention being paid to the
predominant emerging economies of
Brazil, Russia, India and China. But
also attracting interest were such newly
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appealing countries as Turkey, Mexico,
Indonesia and Vietnam as well as fast-
developing regions like the Middle East,
Eastern Europe and Latin America.

There is extraordinary opportunity in
the global marketplace. When our
survey asked CEOs what was a “major
opportunity to grow your business in the
next 12 months,” 57 per cent respond-
ed that the growth was most likely to
come from entering new markets and
new businesses through M&A. The
most powerful motivator was enlarging
a company’s global footprint to gain
access to new customers. Data from

Corporate balance sheets are so strong
that 79% of CEOs we surveyed intend
to fund their prospective deals with cash.

18 PricewaterhouseCoopers

Thomson Financial indicates there were
11,640 deals in 2006 involving foreign
direct investment, up nearly 18 per cent
over the previous year.

When we polled our global cadre of PwC
transaction specialists, they pointed to
five critical factors driving continued
expansion in the deals marketplace:

The strength of the “Goldilocks
economy” The idea of an economy that
was “not too hot, not too cold” originat-
ed in the US. But the increasingly global
scope of the phenomenon is indicative
of the mitigating influence of an increas-
ingly globalised economy.

w




Avail-
able capital is coming from burgeoning
corporate profits, rapidly expanding
private equity funds and an accommo-
dating banking community. Corporate
balance sheets are so strong that 79 per
cent of the CEOs we surveyed intend to
fund their prospective deals with cash.

Thomson Financial reports that
the volume of global announced private
equity deals to 1 July was 447 billion
USD, more than double the volume from
the same period in 2006.

Balance.

Another impact of globalisation:
consolidating to compete. For instance,
in several regions financial services com-
panies are doing deals in order to create
a national champion who can withstand
the invasion of the global giants.

When polled, 47 per cent of the CEOs
in our survey had either completed a
cross-border M&A transaction in the
past 12 months or were planning to
do so in the next year.

With such a hyperactive deals market,
the question on many minds is: “When’s
it going to burst?” Problems of subprime
lending have impacted the private
equity world and created an overhang
of unsyndicated debt on deals. While
this is still working its way through the
market, private equity activity will slow.

But the fundamentals that drove the
market still apply—strong economic
growth, especially in developing mar-
kets, high levels of liquidity and an
appetite to complete transactions as a
means of creating value for shareholders
and individual companies. As a result,
our experts view the current blip in the
deal market as only temporary.
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We believe most of these failures occur
during post-deal execution. Of the deals
that materially fail to capture their antici-
pated value, 7 out of 10 were undone
either by the lack of a sufficient post-
deal strategy or by a failure to implement
that strategy effectively.

A deal is not a stand-alone transac-
tion but a series of many activities that
are embedded in the very fabric of a
company. It spans people, processes,

systems and tax and external reporting
issues—and it could span years, begin-
ning many months before the papers are
signed and not concluding until after
intensive, comprehensive post-deal
integration.

While every deal has its own unique
scope and nuances, the rapidly chang-
ing environment of globalisation has
added another layer of complexity.
Thus, in a growing number of cases,
the process and timeline for realising
deal value have become longer and
more elaborate.

Luis E Frisoni Jr, Senior Partner, South and Central America

B4 O O trillion
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Companies will continue to fail to realise
the promise of their deals until they fully
appreciate that making a deal work en-

compasses far more than due diligence,

savvy negotiations and a basic imple-
mentation plan.

Based on our experience, there are four
areas of focus that can be the difference
between success and failure.

A deal has a pulse,
a heartbeat that fluctuates over the
course of pre-deal planning, taking
control and post-deal integration. The
pulse rate during these periods is often
quite different from business as usual.
Deal teams need to be sensitive to the
intricacies of this pulse and take in the
complete strategic landscape for each
stage of the deal.

Insight and analysis
PwC’s M&A Industry Insights

European M&A: How do deals affect
shareholder value?

For example, PwC once worked with

a European telecom client who noted,
“Part of the nature of any integration or
any transformation initiative is that, when
you’re initially planning those activities,
especially if you plan them before the
transaction takes place, you’re planning
them with a group of people who may
not be with you during the execution
phase. If you can’t retain a lot of the
planning knowledge in the execution
phase ... you spend quite a lot of time
having to go back and try to remember
why you thought you were able to do
something in a certain time period.”

The aftermath of a deal can be fraught
with political tension, uncertainty and
misinformation. The CEO may hand

off post-deal integration management
to executives who weren’t fully in the
loop or perhaps didn’t support the deal

Financial Services M&A: Going for
growth in Asia

2007 US M&A Insights: Entertainment
& Media

in the first place but who now must
make critical decisions aligned with the
new strategic realities. And then there
is the melding of disparate corporate
cultures and the feelings of resentment
or arrogance that may accompany it: in
answer to a question in our Global CEO
Survey on the obstacles encountered
or anticipated by CEOs participating in
deals, cultural issues topped the list.

At these times, a neutral third party
helps anticipate and manage people
issues, bridge the cultural gap between
companies and drive the process for-
ward. When PwC assisted a US-based
speciality pharmaceutical firm in its
acquisition of an overseas company,
our expertise in understanding the
emotional issues and personal drivers
was a critical benefit: “The level of strain
in our organisation was really very dif-
ficult to anticipate, and the PwC people
had a unique ability to understand that
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Mike Kubena, CEO, PwC Central and Eastern Europe

the strain was coming and to help work
through it...[Their] ability to deal with
the stressful environment helped our
people sort of relax, calm down and
get the job done.”

Integrating cultures
requires more than deciding which
processes to adopt. And integrating
people is more than a matter of crunch-
ing head count numbers. You're dealing
with people’s lives and egos—and they
don’t easily fit into spreadsheets. This
may be business, but people don’t
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necessarily act rationally or consistently.
They’re thinking about their aspirations,
their values and their future.

A telecom client explains: “It’s been dif-
ficult dealing with people and the cultural
issues in our own company and making

sure that the people who work extremely
well in a smaller environment are able to
deal with the challenges that they now
face. And so | think that truly speaking,
had we spent more time thinking about
the cultural issues, we might have been
a little bit more prepared.”

It is vital to
create the new working environment as
quickly as possible. Customers must
continue to be served, and this requires
that process, systems and supply
chains all operate effectively. In addition,
regulatory, reporting and tax require-
ments must be met and risks must be
managed. An organisation-wide trans-
formation is often called for because you
are essentially creating a new company.
But it must be done quickly and with
extreme attention to detail.

For instance, if a US-based parent
moves people or products between
companies, it can have draconian tax
implications; it constitutes “moving
value” between legal entities. When
PwC worked on a deal for a global
consumer goods company, some

1,000 legal entities needed to be moved
in just seven months: “We had as many
as 20 legal entities in a single country;
40 countries required major merging.
And it was sensitive. We had to elimi-
nate legal entities without eliminating
operational entities. We had 350 legal
and tax people—all over the world—
hooked into one database. But it all got
done with no associated tax liability.”




What you need to succeed

Just about every deal looks good on
paper. That’s what gets the deal makers
and the markets so excited about their
prospects. But paper can be deceptive.
Deals aren’t successful because they
make so much sense on paper. Imple-
mentation plans don’t automatically
work, no matter how comprehensively
written they may be. Successful deals
aren’t born of prospects and plans.

Successful deals have to be made. Made
by people who are part of the deal team
from the earliest stages of planning,
who are able to recognise and effectively
address the emotional forces in play,
who combine a profound strategic
sensibility with tactical agility, allowing
for course correction as events unfold.

This is why PwC can make a difference
for our clients: we bring hard-earned
expertise to the full spectrum of
elements involved and are accomplished
at addressing both the left-brain and
right-brain aspects with an integrated
approach. This is why PwC is the partner
helping many of the top deal makers and
giving them the confidence to succeed.

0%

Numerous studies indicate
that 7 out of 10 deals fail to
capture the value expected.

%0

is the percentage of CEOs in
PwC’s most recent survey of
1,100 chief executives who
had either completed a cross-
border M&A transaction in the
past 12 months or were plan-
ning to do so in the next year.

11,640

is the number of deals involving
foreign direct investment, up
nearly 18% over the previous
year.
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Tony Harrington is Chief Executive,
PricewaterhouseCoopers Australia and
a member of the PwC Global Leadership
Team. Since taking up these appoint-
ments on 1 July 2000, he has played

a wider industry role in encouraging
informed public discussion of corporate
governance and other public policy
business issues. He is also chairman
of the Australian Charities Fund,

the PwC Foundation and the Global
Communities programme.

Collaboration.

As an influential business organisa-

tion and member of global society,
PricewaterhouseCoopers has a long-
held commitment to making a positive
difference to the world in which we
operate. We are acutely aware that we
need to think seriously about the impact
we are having on our future and work
hard to gain a greater understanding of
the social and environmental issues that
face our leaders of tomorrow. This is our
commitment to responsible leadership.
It is—and must continue to be—at the
core of what PwC does. One example
of this is that our global CEO Sam
DiPiazza will take up the chair of the
World Business Council for Sustainable
Development in November 2007.

Just under two years ago we estab-
lished Global Communities to harness
the collective energy and passion of
our people across the globe—building
on the fact that many of our people
have developed strong relationships
and connections with their local com-
munities. Global Communities brings
a central and collaborative focus to the
many diverse contributions our people
make in their communities—whether
it is giving time, resources, skills or
money. Not only do we celebrate the
impact of such contributions; we also
share the story and inspire others to
get involved. One year on, we have

a great story to tell.
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Our people are focusing on
developing strong and sustainable communities and are
working together to develop communities that are aware

of and respond to social issues.

Global Communities is made up of four
pillars: providing professional services,
volunteering in our communities, devel-
oping corporate community leadership
and giving. Our people work together
across all four pillars, using their skills
and expertise to maximum impact. Most
importantly, our people are focusing

on developing strong and sustainable
communities, are working together to
develop communities that are aware of
and respond to social issues and are
recognising that each community is
made up of a diverse range of individuals,
organisations and forums.
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At the same time, we recognise that
responsible business and success

go hand in hand. Far from being an
impediment to business performance,
integrity and generosity very often
underpin it. There is growing evidence
that organisations that embrace
responsible business as a core,
strategic priority are also those that
innovate, develop new products and
services, access new markets, recruit
and retain a more diverse and talented
workforce and are better placed to
minimise risk.

Our communities across the network are
already having a considerable impact.

In FY2007, the network firms contributed
globally an estimated 217,600 hours

of volunteer time and dontated more
than 33 million USD to the not-for-profit
sector. In addition, we provided 150,000
hours of free or heavily discounted
professional services.

Our focus is on working with our local
communities to identify ways in which
we can impact issues that are relevant




to the communities in which we live and
work. Some examples include giving
career support to disadvantaged young
people, fulfilling the requests of seriously
ill children and helping people reclaim
their lives from depression.

We are proud of being able to give our
people the opportunity to explore their
interest in wanting to work in partnership
with their local communities. Becoming

more deeply involved with diverse com-
munities also helps us broaden our own
perspectives, deliver innovation, access
fresh markets, manage risk better and
recruit from a wider pool of talent.

Research shows that consumers in-
creasingly want to feel associated with
organisations and brands that share their
values and social aspirations. Protecting
the environment is a particular concern,
as growing numbers of people become

aware of the potential dangers of climate
change. We are pleased to say that a
number of our firms across the net-
work—including PwC in Australia, South
Africa and the United Kingdom—have
already made plans to go carbon neutral.

All of these are long-term commitments
that we will continue to pursue with
rigour and dedication. In short, we are
determined to leave behind a lasting,
positive legacy for the world we all share.

Climate change has been forcing its way up the agenda all around the world. At

PwC we are committed to sustainability, and we are investigating how we should

respond to our own carbon footprint in a globally coordinated fashion, sharing the
knowledge and experience gathered in our firms throughout the world and estab-
lishing best-practice benchmarks.

Many of our firms have made significant efforts to help tackle climate change which
could be leveraged by others. Actions by the UK firm, for example, have led to a
reduction in its carbon emissions by more than 45 per cent over the past four years,
and the firm has committed to becoming carbon neutral. Meanwhile, the Australian
firm announced its intention to become carbon neutral by 1 July 2008 through the
development of a comprehensive carbon management plan.

To help make progress on this key issue, we have established the Climate Change
Response Group—a new body comprising representatives from each of the eight larg-
est PwC firms, which started work in August 2007 and will report in the coming year.

Action.
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217,600

In Peru, PwC staff work alongside

a local charity, Caminando Juntos
(which means Walking Side by Side),
to help repair homes in poor neighbour-
hoods. Every Christmas, youngsters
from these areas are also invited to take
part in a day of games and activities,
while the children of PwC workers
design greetings cards that are sold

to raise funds.
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In Uzbekistan, our people work closely
with Tashkent School 52, a school for
children with mental disabilities. We
co-sponsor repairs to the school’s
buildings and support some larger
construction work.

PwC in Spain sponsors Spanish TV’s
12-hour annual telethon designed

to raise money for medical research
and health education projects. In
2006, the event raised 1.2 million USD.
Some 50 members of our Barcelona
team were on hand throughout the
programme to provide auditing services.
Six hundred PwC staff volunteered
their help last year to stage the Special
Olympics, a sports event designed for
people with mental health difficulties.

Our offices in Belgium provide 1,000
hours per year of pro bono advisory,

tax and legal support for Médecins
Sans Frontiéres/Artsen Zonder Grenzen
(MSF/AZG), an organisation that supplies
emergency international humanitarian
assistance to more than 70 countries.

Care4Kids was set up by a group of
PwC marketing staff in the Netherlands
who were moved by the plight of
children orphaned in war and as a
result of natural disasters. The charity
works alongside others—such as SOS
Children’s Villages—to help rebuild
family networks and a stable environ-
ment for these children. Staff at our
Dutch office leverage contacts within
the country’s business and finance
communities to help kick-start such
projects, as well as provide advice on
insurance, purchase contracts, risk
assessment and legal issues.




After nominating education and poverty
as priorities, our staff in Canada

have assisted with numerous volunteer
programmes. In the latest project,
Leadership Grants were dispensed

to around 100 leaders of small and
medium-sized charities.

Our Kenya team has chosen to focus
on the elderly. Since 2005, our staff
have assisted in renovating the Mji wa
Huruma—a “home of mercy” for the
aged in one of Nairobi’s poorest dis-
tricts. It provides the needy with shelter,
food, clothes and medicine. With PwC’s
hands-on support, the home has now
been revitalised with a new kitchen, a
restored boiler system and a fresh lick
of paint.

In South Korea, hundreds of PwC staff
have committed to donating a fixed part
of their salaries to charitable organisa-
tions. In 2007, the number of individual

donors to the scheme grew by nearly
60 per cent, raising some 170,000 USD.
The money has gone toward projects
such as the building of libraries for chil-
dren on remote islands and the funding
of surgery for burn-unit patients.

PwC staff in China, meanwhile, have
gone to extraordinary lengths to raise
funds for charities supporting social
services, people with disabilities and
disadvantaged youth and children. Our
Hong Kong team, for instance, last year
helped raise 255,000 USD for mental
health charity MINDSET by participating
in the “Rat Race”—a business-themed
obstacle course spanning several
blocks within Hong Kong’s central
business district. Others took part in
the Oxfam Trailwalker, navigating the
rugged 100-kilometre MacLehose Trail
in two days and raising 2.5 million USD
in the process.

Our focus is on working
with our local communities to identify
ways in which we can impact issues that
are relevant to the communities in which
we live and work.
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Our Uruguay team helps inspire entre-
preneurship among young people in
conjunction with charitable organisa-
tion DESEM. PwC has a hands-on role
mentoring students toward creating

their own businesses while also offering
financial support and lending office
space to would-be entrepreneurs in
which to hold their meetings.
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and business success
go hand in hand. Far from being an impediment to business
performance, integrity and generosity underpin it.

In Georgia, PwC staff volunteered last
year to go on the search for a list of
schoolbooks, as requested by the direc-
tor of the local Heart Project orphanage.
After finding the books, our staff brought
them back to the PwC office, where
colleagues were invited to help pack
them neatly into bags for each of the
children. The books were then formally
presented to the children, with the
emphasis on encouraging them to
pursue their professional dreams.

The New Zealand PwC Foundation’s
Aspire scholarship programme was
created with a view toward inspiring
and supporting students from diverse,
and especially disadvantaged, back-
grounds. Each year, four grants are
awarded to students in secondary
schools selected from a pool of 50
across Auckland, Christchurch, Dunedin
and Wellington. The winners receive
study assistance valued at 6,000 NZD
to help them through university.

In the UK, too, our teams have placed
the emphasis on boosting opportunities
for children. A lot of their work involves
knowledge sharing, volunteering to
teach literacy and numeracy skills and
helping students build confidence as
well as hone their presentation talents.
In 2006, some 3,000 of PwC’s UK staff
devoted 30,000 hours of their working
time to voluntary activities.

Our US team recently launched Project
New Orleans in partnership with the
Hands on Network charity. The idea
was to get 85 colleges and universities
nationwide to donate a student for two
days to help PwC staff and partners
renovate a high school in New Orleans
damaged by Hurricane Katrina.

PwC in the Philippines has joined forces
with the Management Association of the
Philippines, TOWNS Foundation and
Gawad Kalinga Community Develop-
ment Foundation to help push forward
an outreach project aimed at improving
the opportunities for indigenous Aeta
people. Our staff have taken part in pro-
viding basic maths and literacy skills for
Aeta children, as well as in distributing
food, medicine, clothes, stationery and
toys to them.




Our commitment to a clean environment is perhaps best demonstrated by the
activities of our staff in South Africa, who work closely with the country’s national
greening organisation, Food and Trees for Africa (FTFA). FTFA develops, manages
and promotes sustainable resource management and food security programmes. Its
work famously contributes to poverty alleviation, capacity building, skills develop-
ment, AIDS eradication and a richer environment generally. In 2005, PwC approached
FTFA for help in offsetting the carbon emissions from our 24 offices in South Africa.
After calculating PwC'’s effect on the environment, we moved to offset this by partici-
pating in FTFA’s National Tree Distribution and Trees for Homes programmes.

Commitment.

In Indonesia, PwC people have
established a foundation called People
Who Care (PwCare) and is focusing

on boosting children’s education. The
programme includes efforts to improve
school facilities, conduct workshops
for teachers and offer scholarships to
students. PwC'’s local partner is Nurani
Dunia, a nongovernmental organisation
that works to improve the conditions
of school buildings in Indonesia, many
of which do not meet minimum safety
standards. PwCare has already provided
35,000 USD toward its first project in
South Jakarta.

PwC in Australia has a long, proud
record of assisting local communi-
ties. A key initiative was launched

in 2006 in partnership with Social
Ventures Australia and the nation’s
largest local council, Brisbane City.

It focuses on providing advice and
networking support for community
organisations dedicated to helping
people marginalised from the country’s
mainstream workforce. The Brisbane
Social Enterprise Hub helps such
organisations become more commer-
cially viable. A national rollout of the
programme is now envisaged. By the
end of its latest financial year, the PwC
Foundation in Australia had donated
7.5 million USD to more than 20 com-
munity organisations; and staff had
contributed over 50,000 volunteer
hours across 900 activities.
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U p PwC posted record results in FY2007,
with global revenues growing by 10.5% to
25.2 billion USD.

Across the world our member firms
enjoyed very good results in the

12 months to 30 June 2007, with
global revenues growing, at constant
exchange rates, by 10.5 per cent to
25.2 billion USD. At variable rates of
exchange, growth of revenues was
higher, at 14.4 per cent, boosted by
the relative weakness of the US dollar
against a number of other currencies.

While PwC’s results were buoyed by
continued strong economic conditions
across the world, they also reflect our
strategic focus on key growth markets
such as China and India, the increasing
scale and scope of our tax and advisory
business and the early results of our
distinctive client experience strategy.
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Revenues

Revenue figures were strong across

all three of our main service offerings.
Growth from our advisory business
increased by 14.6 per cent to 5.7 billion
USD, driven by a more integrated mar-
ket strategy, a focus on performance
improvement consulting and a
particularly strong performance by

our transactions business on the back
of the strong flow of M&A-related work.
Our tax operations also performed
exceptionally well across the world, with
revenues up 15.1 per cent to 6.3 billion
USD, again boosted by work related

to M&A activities. As a consequence
of our strategy to increase our focus
on these businesses, they accounted
for 48 per cent of our global revenues
in FY2007 compared with 44 per cent
three years ago.

Assurance continues to be the linchpin
of our business and the service that
we are best known for throughout the
world. Representing 52 per cent of

global revenues, our assurance practice

posted revenues of 13.1 billion USD,
up 6.7 per cent, reflecting the tail off
in IFRS and Sarbanes-Oxley related
business and the more mature nature
of this market for PwC in developed
economies.
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Figure 1: Aggregated revenues of PricewaterhouseCoopers firms by service line (USD millions)

FY07

at FYO7
ex. rates
13,112
5,745
6,293

25,150

Assurance
Advisory
Tax

Total gross revenues

FY06

at FY06
ex. rates
11,897
4,819
5,270

21,986

% change

10.2%
19.2%
19.4%
14.4%

% change
at constant
ex. rate
6.7%
14.6%
15.1%

10.5%

FYO7 revenues are expressed in US dollars at average FY07 exchange rates. FY06 revenues are shown at average FY06

exchange rates. Gross revenues are inclusive of expenses billed to clients.
Fiscal year ends 30 June.

Figure 2: Growth of PwC’s service lines (2004-2007)
at constant exchange rates
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There were good performances by our
member firms right across the world,
with nearly all of our major regions
boasting double-digit growth rates.
There were particularly good results
from Central and Eastern Europe, which
saw revenues increase by 22.4 per cent,
while South and Central America en-
joyed revenue growth of 19.1 per cent.

Our Asian firms also recorded strong
growth of 18.8 per cent driven by
particularly good results from China,
while Western Europe and North
America continued to demonstrate
strong growth, with revenues up 9.4 per
cent and 7.8 per cent, respectively.

Figure 3: Aggregated revenues of PricewaterhouseCoopers firms by region (USD millions)

FY07

at FY07
ex. rates
2,492
1,086
659
10,710
596
9,029
578
25,150

Asia

Australasia and Pacific Islands
Central and Eastern Europe
Western Europe

Middle East and Africa

North America and the Caribbean
South and Central America

Total gross revenues

FY06

at FY06
ex. rates
2,078
940
511
9,090
526
8,356
485

21,986

% change

19.9%
15.6%
29.0%
17.8%
13.3%

8.0%
19.1%
14.4%

% change
at constant
ex. rate
18.8%
10.3%
22.4%
9.4%
20.8%
7.8%
19.1%

10.5%

FYO7 revenues are expressed in US dollars at average FY07 exchange rates. FY06 revenues are shown at average FY06

exchange rates. Gross revenues are inclusive of expenses billed to clients.
Fiscal year ends 30 June.

We saw good performances by all of our major member firms
around the world.
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Revenues continued

All of our major member firms around
the world performed well, with many
firms achieving over 10 per cent
revenue growth in the past 12 months.
As expected, there were particularly
strong results from some key growth
markets, with China, Central and
Eastern Europe, India, and the Middle
East posting strong revenue growth.

We deliver our services around industry
sectors to leverage the latest research,
expertise and emerging trends from
around the world. The depth of our
industry knowledge is an attribute that
is highly valued by our clients. Revenue
growth was strong across many indus-
try sectors, with markedly good results
from colleagues working with clients

in the automotive, investment manage-
ment, pharmaceutical, banking and
capital markets industries.

Figure 4: Revenue growth rate of selected PwC member firms (percentage Figure 5: Aggregated revenues by industry sector (percentage of revenue)

growth rate FY2006-FY2007 in USD at constant exchange rates) Indust
ndustry

Australia  INEEEG—13.6 e T 2

Brazil | 14.6 Banking & ot e — 11.0

Investment
[ 1. 1.
Canada 1.2 management 108
Central &

Retail &
Eastern Europe I 22.4 consumer I 10.5

China I 31.0 E"efgsglg;ii';}iigg 75

Germany NN 0.7 Technology NN 73

India I 35.8 Insurance NN 54

Italy Bt — 5.
Middle East ! Pharmaceuticals [N 3.8
Netherlands Professional services M 3.8
South Africa Government [N 3.5
Sweden Automotive I 34
UK InfoComm I 3.3

us Healthcare 1M 24

Estimate based on market data representing more than
95% of aggregated revenues of all PwC firms in FY07.
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Clients

The clients of PricewaterhouseCoopers’
firms range from the world’s largest and
most complex organisations to some

of its more innovative entrepreneurs.
Clients include public and private com-
panies, governments, banks and private
equity houses, and not-for-profit organi-
sations. In FY2007, PwC firms provided
services for 368 of the companies in the
Fortune 500 and 422 of the companies
in the FT Global 500. PwC firms served
significantly more than half of the largest
companies in each of our regional mar-
kets during the year.

Figure 6: Global and regional client bases

FT Global 500 S&P Asia 50 FT Europe 500

(32% audit clients) (38% audit clients) (33% audit clients)

Fortune 500 (US) S&P Latin America 40

@ PwC client companies in index/list

(29% audit clients) (40% audit clients) @ All other companies in index/list

Audit clients include both sole and joint audit appointments. Other clients disclosed as companies where PwC revenues
exceeded 500,000 USD in FY07.
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Clients continued

The share of smaller clients, private
entities, not-for-profit organisations
and the public sector in our member
firms’ revenues was 45 per cent in
FY2007 compared with 30 per cent
for mid-sized companies and 25 per
cent for large companies.

Figure 7: PwC aggregated revenues by size of client

@ Client company revenues greater
than or equal to 10 billion USD

Client company revenues less
than USD10 billion and greater
than or equal to 250 million USD

Client revenues less than
250 million USD, including
not-for-profit, government
and public sectors

Estimates based on market data representing 92 per cent of aggregated revenues
of PwC firms in FYO7. Client revenues as reported by public record.
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Figure 8: PwC clients as a percentage of the Fortune Global 500

Automotive

Banking & capital mkts
& investment mgmt
& real estate

Energy, utilities
& mining

Entertainment
& media

Healthcare and
professional services

Industrial
products

InfoComm

Insurance

Retail &
consumer

Technology

[ 32

I 33

— 31

— 38

I— 46

[ 30

I 26

I— 42

o

— 31

B Audit clients Total clients

Audit clients include both sole and joint audits. Other clients defined
as companies where PwC revenues exceeded 500,000 USD in FY07.




Our people form the bedrock of PwC, and
we invest significant resources in making
PwC a great place to work. We illustrate
here just some of our people initiatives.

The combined head count of PwC firms
is more than 146,000, an increase of
3 per cent during FY2007 (Figure 9).
PwC firms have a total of 766 offices
in 150 countries.

We continue to be the most attractive
employer in our profession, as evidenced

by recent student surveys (Figure 11).

Average partner and staff turnover
rates in our larger member firms have
improved again this year (Figure 12).
However, retention rates are still lower
than we would like, partly reflecting
the intense competition for experienced
specialists in many markets. We are
continuing to work on improving
retention rates, particularly among
high performers.

Figure 9: PwC people, June 2007

PWC people 2007 2006 2005
Partners 8,578 8,280 8,019
Client service staff 108,926 104,414 94,877
Practice support staff 29,263 29,468 27,307
Total 146,767 142,162 130,203

Partner head count reflects withdrawals and retirements as of 30 June and new partner
admissions as of 1 July.

Figure 10: PwC people by region, June 2007

@ Europe

North America
and the Caribbean

Asia
@ Middle East and Africa
South and Central America

@ Australasia and Pacific Islands

Figure 11: PwC ranking in student surveys
Rank in Big Four Rank among
all employers
FYO07 FY06 FYO7 FY06
China 1 1 36 26
Czech Republic 2 4
Denmark 19
France 13
Germany
Spain
Sweden
Switzerland
United Kingdom
United States 1 1 1
Pan-European 1 1 7
Sources: China (ChinaHR.com), Czech Republic (AIESEC Survey), Denmark (Universum
Graduate Survey), France (Universum Graduate Survey), Germany (Trendence Survey),
Spain (Fundacién para el Desarrollo Directivo), Sweden (Universum Graduate Survey),
Switzerland (Universum Graduate Survey), United Kingdom (The Times Student Survey

of Top Graduate Employers), United States (Universum Undergraduate Survey—business
majors), Pan-European (Universum Graduate Survey).
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People continued Figure 12: Average turnover rates of PwC people in major firms

Client service Practice support Partners
Service line FYO07 FY06 FYO07 FY06 FYO07

Assurance 17% 18% 11% 10% 3%
Advisory 16% 17% 10% 10% 2%

W half of obal Tax 14%  18%  10% 13% 3%
‘'omen represent half of our globa

workforceF;t the recruitment Igevel, but Total 16%  18% 10% 1% 8%
onIy 13 per cent of the Partnership (Figure :sﬁ?:gigﬁsc;gg?qtjﬁlf;ects withdrawals and retirements as of 30 June and new partner
13). Because of this, the PwC network Major firms represent 93% of global head count.

has made gender diversity a primary

goal. We have formed the Global Gender

Advisory Council to advise on ways to Figure 13: PwC people by gender, June 2007

improve the situation because gender
diversity is a significant business issue
that effectively enhances the bottom line. Client service and practice support staff
New partners

Gender diversity

Percentage women

PwC is a sponsor and supporter of the
annual Women’s Forum for the Economy
and Society and works closely with
other organisations such as Catalyst
and GlobeWomen to learn how to best
support, develop and retain our people. FYO7 %change  FY06 %change  FY05
Around our network, we continue to in- Long-term assignments 961 13% 836 17% 694

All partners

Figure 14: Global mobility programme—number of new assignments

vest in mentoring schemes, networking

programmes, flexible working models Short-term assignments
and innovative developments such as Total 2,322 12% 2,047 9% 1,856
reverse mentoring, bias awareness

training and coaching schemes.

1,361 11% 1,211 4% 1,162

Global mobility Influencing tomorrow’s leaders: AIESEC

PwC’s Global Mobility Programme For more than 30 years, PwC has been making a contribution to the global
matches high-performing people inter- community through AIESEC—the world’s largest student-run organisation. This
ested in international assignments with international, not-for-profit group provides young people from around the world with
PwC member firms in need of additional  a platform to discover and develop their potential and have a positive impact on
professional support. In FY2007, the society. Each year, we place AIESEC interns in client service and operational roles
number of short- and long-term assign- in more than 50 PwC member firms, where they gain valuable insight into the busi-
ments continued to grow at double-digit ness world and the professional services industry. Through this relationship, PwC
levels. Participants provide specialist is able to play a positive role in helping guide and develop future business leaders.
expertise in fast-growing markets or

business segments where they serve

clients, develop new service offerings or

strengthen quality and risk management.

International assignments such as these

have been found to accelerate career

development and personal growth while

enhancing the service provided to clients.

40 PricewaterhouseCoopers




Figure 15: Global People Survey results (per cent agreeing)

Global People Survey

The views of our people around the world are important to us;
therefore it is encouraging that our Global People Survey contin-
ues to achieve an impressive response rate. The results of the
survey are also good, showing we have consolidated the steady
progress achieved over the past few years. A very large majority
of our workforce, for example, is proud to be associated with
PwC, considers it a good place to work and believes there is
ample opportunity for growth.

| would recommend PwC I 76

as a good place to work 76

I am proud to be NI 86
associated with PwC 85

T e e I 60

seriously considering leavin
PwC (per cent disagreeing 61

I believe | Nave the opp oty - 77
for personal growth and 77 Nevertheless there is always more we can do, particularly in the

development in PwC . . L ) .
H P o L work f area of work/life balance which was highlighted in this year’s
€ people | Work tor 1 i i
are ans%erate of my NN 58 survey. Durlng the course of FY2008 we will be Iooklng.at some
life outside of worl 58 of the innovative and far-reaching approaches to ensuring work/
life balance around the world and seeing how we can share and

PwC operates with integrity I . . .
in its internal deallgngs (?78 learn from best practices in this area.

(i.e., with employees)

The Management style In - — 66

PwC encourages people
to give their best

M Fyo7

61

Leadership development programmes

Genesis Park In June, PwC opened

a second branch of its Genesis

Park global leadership development
programme in Berlin. Launched in 2001
in Washington, DC, Genesis Park is an
intense five-month, full-time residential
learning experience that prepares high-
potential performers to work with clients
and colleagues in ways that drive PwC’s
commercial objectives as well as its
long-term strategies. Upon completion of
the programme, participants return home
to take on leadership roles in dealing
with clients, managing PwC teams and
developing new business opportunities.

Ulysses In May, our Ulysses partner
development programme received the
Global HR News Corporate Citizenship
Award. The Awards recognise corporate
programmes that foster exemplary
goodwill in the international communities
in which the company does business.
Since its launch in 2000, Ulysses has
sent nearly 100 participants to develop-
ing countries around the world to work
in small teams on social improvement
projects sponsored by nongovernmental
and international organisations.

Oasis PwC’s Oasis programme brings
together PwC people who have been
identified as having outstanding
leadership potential for nine days of
self-discovery and network building in
Nairobi, Kenya. The locale was chosen
deliberately: Kenya provides the Oasis
programme with an environment that
manages to take people out of their
cultural comfort zones while free-

ing them from everyday distractions.
Moreover, the country’s natural beauty
offers an inspiring backdrop for explor-
ing the larger meanings of leadership,
responsibility and community.
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Our key network assets

The most important things that link PwC
member firms together across the world
are the strength of our people and their
commitment to deliver a distinctive
experience for our clients. At the same
time, our people are connected across
the globe through a handful of vital
intangible assets that embody the very
essence of the PwC global culture: the
strength of our brand, the capabilities
of our global network, our unrelenting
commitment to quality and the power
of our thinking.

The connected power of our people and
these intangible assets are what make
PwC the distinctive leading organisation
in the professional services industry.
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PwC network

With 766 offices in 150 countries and a
combined head count of over 146,000,
the PwC network provides our clients
with unique access to a global span

of expertise, knowledge and capabili-
ties. We constantly strive to improve

the effective operation of this network,
investing in technology and training and
establishing best-practice centres of
technical and risk management advice.
The investment we have made in our
network enables us to collaborate across
the world by sharing ideas, knowledge,
methodologies and approaches. It also
enables us to provide our people with
the capabilities necessary to deliver dis-
tinctive services to our clients wherever
they may need our help.

Quality across the PwC network

PwC is the strongest brand and

the leading network in its industry.
That strength is supported globally
by a robust risk management and
compliance programme that includes
effective regional and global support
and oversight.

Underlying PwC'’s risk management
and compliance programme is the
fundamental principle that each and
every PwC firm is fully responsible for its
risk and quality performance and, where
necessary, for driving improvements.

A firm’s membership in the PwC network
is dependent on its ability to comply with
stringent risk and quality standards.

Every PwC firm is fully accountable and
responsible to the entire PwC network
of firms for the quality of its performance.
In 2007, the Territory Senior Partners
for each PwC member firm signed the
first of what will be an annual confir-
mation of compliance with a set of risk
management standards, covering inde-
pendence, ethics & business conduct,
Assurance risk & quality, and Advisory
and Tax risk & quality.




The PwC brand is among the most highly rated brands in the world.

1 BrandFinance250: Annual report on the world’s
most valuable brands, January 2007.

PwC brand
The PwC brand is the major unifying

force for our network across the world.

Consequently, we invest a great deal
of time and energy to both strengthen
and protect it. A clear indication of
the value and reputation of the global
PwC brand is provided by the results
of a recent report on the world’s most
valuable brands. According to the
BrandFinance250 annual report, the
PwC brand was one of only 12 global
brands to receive a top rating of AAA+
and the only professional services
organisation to be included among the
most highly rated brands in the world.

However, we continue to develop and
differentiate our brand in order for it to
contribute to PwC’s ongoing success.
We are working to make it more relevant
to our clients’ and people’s evolving
needs and to deliver it with greater
consistency. This effort applies not

only to our communications and visual
identity but also to our culture—in how
we build our capabilities and, most
importantly, in the distinctive experience
we deliver to our clients and people
around the globe.
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Thought leadership

Our thought leadership—the means

by which we articulate our distinctive
insights on key business topics and
emerging trends—focuses largely on how
companies can succeed in an increas-
ingly “connected” world. In the coming
year, we will explore this theme further

in global initiatives and across our net-
work—emphasising actionable insights

that can help our clients succeed.

Pharma 2020: The vision
Which path will you take?

Highlighted are four examples of recent
PwC publications which explore some
of these issues.

Banking in 2050:
How big will the
emerging markets get?*
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10th Annual Global CEO Survey An authoritative guide

to the concerns of today’s business leaders, this survey
examines the developments that CEOs see shaping their
industries. The results of the most recent survey confirm

our view of the effects of the “connected” world: globalisation
and advances in technology are enabling and necessitating
a new business model—one that puts collaboration with
critical stakeholders at its heart.

Pharma 2020: The vision—which path will you take?

As the world’s population ages and new medical needs
emerge, the demand for new, effective medicines will con-
sequently rise. Obviously, the pharmaceutical sector must
respond. But as this new report makes clear, the current phar-
maceutical industry business model is unsound and unable to
act quickly enough to produce the types of innovative treat-
ments demanded by global markets. In fact, the industry must
fundamentally change the way it operates if it is to survive.

Banking in 2050: How big will the emerging markets get?
Because we see a shift in the economic balance of power
away from the established G7 economies to the emerging
countries—the so-called E7 of Brazil, China, India, Indonesia,
Mexico, Russia and Turkey—we have developed a series of
reports on how the global economic picture might look in the
years to 2050. Readers can view the reports at www.pwc.
com/world2050, where the latest piece of thought leadership
examines how the pace of change will alter the face of banking.

Breaking down walls: How an open business model is
now the convergence imperative Technology, content and
distribution are converging at light speed and are fuelling a
power shift toward consumers that verges on social revolu-
tion. This report reflects our view that today’s management
tendencies are impeding value creation in this rapidly chang-
ing marketplace and that a new and open business model is
the way to manage convergence and realise its potential.
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