Philipson column for 5 September 2000 

An amusing corporate battle that has been going on for some years reached a very important stage last month. An independent arbitrator in the USA, in a ruling binding on both parties, determined the terms of the divorce between computer services company Andersen Consulting and its former parent Arthur Andersen.

To say that this battle has been acrimonious is to understate the case significantly. Andersen Consulting emerged in the 1980s from the accounting giant, assuming a separate identity as Arthur Andersen concentrated on its core business of accountancy and auditing.

The partners at Arthur Andersen thought it best that the upstart consulting division be kept at arm’s length from the supposedly independent business of auditing, so it hived it off into a separate firm. Great idea, except the tail started wagging the dog as Andersen Consulting grew larger and more successful than its parent. In a massive restructuring, both companies became subsidiaries of holding company Andersen worldwide.

This allowed the egos and bank balances of partners on both sides to be stroked. As in law firms, the big deal in consultancies is to become a partner, at which stage you share in the profits as well as making your fees.

The split between Andersen and Andersen seemed successful, but not so much so that its competitors followed. Indeed, they went in the opposite direction, merging with each other. An incredible round of mergers in the 1990s between consultancy groups saw Peat Marwick join with some Germans and Deloittes and Touche Ross with some Japanese to form KPMG and Deloittes Touche Tomatsu. Arthur Young and Ernst & Whinney became Ernst & Young. All the rest merged to form the snappily named PricewaterhouseCoopers, challenging us all to put the capital in the proper place.

Each of these “big five” firms has been very successful. They are all enormous, but the two Andersens between them were the biggest of the lot. KPMG even today is considering following their lead and spinning off its consultancy arm.

Problem was, the more separate they became, the more the two Andersens competed against each other. They accused each other of trading off the Andersen name (a difficult charge to refute), and of deliberately confusing their identities. Again, this is a difficult charge to refute. What on earth did they think would happen? As happens so often, self interest won out over common sense.

Part of the deal was that Andersen Consulting would pay Arthur Andersen contract fees for the said use of the Andersen name. Understandably, when Andersen Consulting became bigger and better known than its erstwhile parent, it baulked at doing so. Some thought that Arthur Andersen should be the one paying money for use of the name. After much acrimony, the two sides (or two halves of the one side) went to arbitration in December 1997.

Now arbitrator Guillermo Gamba has handed down his ruling. Andersen Consulting must pay Arthur Andersen $US1 billion in contract fees, much less than the $US14.5 billion that was been sought, but Andersen Consulting must stop using the Andersen name from the end of this year.

It would appear that Andersen Consulting comes out on top. It can afford the billion dollars, and it gets totally away from Arthur Andersen, which was so pleased with the outcome that managing partner Jim Wadia resigned immediately. The most amusing thing to come out of this little tale of corporate stupidity is that Arthur Andersen has indicated it may start using the moniker Andersen Consulting once the company formerly known by that name changes its name to something else.

What that something else might be we do not know. But be prepared for another of these made up corporate words that the industry abounds in. Companies merge and relaunch all the time, and a whole “rebranding” industry has grown up, specialising in “appropriate” names and logos and corporate identities.

Personally, I think this stuff is real white man’s magic. Corporate repackagers charge a million dollars or more to convince management that a computer generated name and a new logo will somehow give a company a new lease of life. At the very least, it gives the appearance of action. We saw it with Telstra in Australia. We have seen it with Lucent and Agilent and a dozen other names.

The wrangle has highlighted the extent to which consultancy firms give independent advice. One of the best kept secrets in the industry is that they do not. All of the Big Five, and most of the hundreds of smaller firms around the world, sell their expertise and their abilities, but they also sell products. When they implement solutions, they naturally favour those products they sell.

This practice has been going on for years. It will most likely continue, though the US Securities and Exchange Commission has recently announced that it may seek to change the rules to prevent companies that undertake audits from also performing consultancy work. If this happens, we may see the hapless Arthur Andersen organisation being forced to spin off its consultancy group, which it may or may not call Andersen Consulting, into a separate organisation.

At least it will have had practice in doing so.
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