
Accounting Firm Reputation and Company Valuation Practices: The 

UK Evidence 

 

 

 

Alan Gregory* and Emma Jeanes 

 

August 2000 

 

Address for correspondence: 

Department of Business and Management 

School of Business and Economics 

University of Exeter 

Exeter 

EX4 4PU 

*Corresponding author 

The authors are, respectively: Professor of Corporate Finance, 

University of Exeter; Lecturer in Business and Management, University 

of Exeter 

 



 2 

Accounting Firm Reputation and Company Valuation Practices: The UK Evidence 

Abstract 
 
 
Moizer (1997) summarises the evidence on audit firm reputation in financial communities, noting that there 
is considerable evidence that Big Six firms are differentiated from other firms.  These audit firms are the 
same group of firms we refer to as “professional accountancy firms” in the context of their more general 
role in providing a range of accountancy services.  In this paper, we argue that the “reputation effects” 
described by Moizer (1997) should be found in approaches to company valuation.  As Moizer (1997) 
argues, audit quality is unobservable, but reputation in the financial community can be inferred from market 
reaction to auditor change, the degree of IPO under-pricing, and the “Big Six” audit premium.  However, 
Sucher et al (1999) argue that reputations are built on the technical and functional quality of service 
provided, and to a degree this is observable.  For this reason, we investigate directly the degree of 
sophistication of the valuation practices of professional accountancy firms.  We use a field study approach 
centred upon the largest accountancy firms by fee income with a sample of Big Six firms and non-Big Six.  
As reputation effects can be associated with office location as well as the firm itself (Chan et al, 1993; Brinn 
et al, 1994; Moizer, 1997), we compare the valuation practices of London and provincial offices within the 
Big Six sample.  Consistent with the predictions of reputation theory, the field studies reveal that the type of 
valuation analysis used by the London offices of Big Six firms (now Big Five) is more sophisticated than 
the practices of the non-Big Six firms in general.   
 
 
This paper is based upon research which has been funded by the Institute of Chartered Accountants in 
England and Wales. 
 
We are grateful to Paul Collier, Clive Emmanuel and Simon Keane, and to Ken Peasnell and two 
anonymous referees for their helpful comments on earlier versions of this paper.  The usual disclaimers 
regarding authors’ responsibility for any errors or omissions apply. 
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Accounting Firm Reputation and Company Valuation Practices: The UK Evidence 
 

Introduction 

This research examines the valuation practices of a sample of the larger professional accountancy firms in 

the UK and explores whether differences in observed practices between firms is consistent with an 

explanation based upon firm reputation or image.  Companies and their constituent divisions are valued in 

practice by different professional groups for a variety of  reasons, including the detection of over or under 

valued companies for investment reasons, assessment of strategic alternatives, such as break-up or 

acquisition, assessment of collateral for financing, initial public offerings (including privatisations), the 

trading of majority and minority stakes in companies, management buy-outs, the resolution of legal 

disputes, and matters involving taxation. Considerable research effort has gone into investigating the 

valuation practices of investment analysts in both broking and portfolio management perspectives (in the 

UK, Arnold and Moizer [1984], Moizer and Arnold [1984], Day [1986] and in the US, Biggs [1984] and 

Bouwman et al [1987]).  

 

Perhaps it is surprising that so little attention has been paid to the role of professional accounting firms in 

valuations.  There has only been one study of this area in the UK, which concentrated on accounting firms 

in Scotland (Keane 1992) and only studies of Canadian firms in North America (Kantor and Pike, 1987; 

Pike, Sharp and Kantor, 1988).  This lack of research may be a reflection of the paucity of statistics 

indicating the importance of such work.  Until KPMG’s decision to publish its UK Annual Report for 1995 

(released in February 1996), the large accounting firms had not published figures which allow the 

identification, even approximately, of fee income for valuations.  That Report revealed that Corporate 

Finance, likely to be the major area involving valuations, had gross fees of £70.4m in 1994 (out of a total 

firm income of £551.3m) and £72.7m in 1995 (1994 (out of a total firm income of £588.8m)  The only 

other record of the possible scale of involvement of the accounting firms in this type of work is the 

AMDATA Database.  This reveals that when overseas acquisitions by UK companies are considered, the 

value of private company acquisitions exceeds the value of public acquisitions in every year from 1984 to 

1994, except 1992.  

 

Given the economically significant role of valuation work carried out by accounting firms, the aim of this 

research is to investigate the practices used by them in valuing companies or shareholdings in non-tax based 

cases1, and the importance of firm reputation in explaining those practices. 

                                                 

1 Valuations made for taxation reasons generally involve specialist tax partners and a knowledge of the relevant case 
law and Inland Revenue decisions.  The concern of this research in mainly with what may be termed ‘free market’ or 
commercial type valuations, although inevitably there are legal contexts to this type of work, arising because of the risk 
of litigation and the role of accountants as ‘expert witnesses’ in court cases. 
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Moizer (1997) summarises the evidence on audit firm reputation in financial communities, and in evaluating 

the evidence of audit firm reputation, concludes that there is considerable evidence to suggest that Big Six 

(B6) firms are differentiated from other audit firms2.   These audit firms are the same group of firms we 

refer to as “professional accountancy firms” in the context of their more general role in providing a range of 

accountancy services.  Given the brand names of the B6, it is reasonable to conclude that the reputation 

effect of audit quality is likely to have an impact on how other services are valued.  Thus rather than 

services being rated individually, they are judged as part of the brand, and those firms who are not branded 

(the non-B6) are therefore likely to be perceived as lower quality in all their services by comparison.  The 

study, therefore takes a sample of both B6 and non-B6 firms to test this assumption.  A reputation effect 

would suggest that the quality of valuation work conducted by the B6 would be perceived to be of higher 

quality than that of the non-B6, and therefore the B6 would get a higher proportion of the major valuation 

work done by accounting firms, and would be able to charge higher fees (Moizer, 1997).  A particular 

problem with valuation practices is that market reaction to most valuations cannot be measured.  

Nonetheless, as argued by Moizer (1997), research in retail marketing relating to reputation and branding 

(Jacoby and Mazursky, 1984; Rosen, 1983) suggests that reputation in one area is quite likely to affect 

reputation in another.  Furthermore, as Moizer concludes, inferring high quality from high prices may be 

reflective of perceived quality rather than high quality. 

 

Reputation itself is based on an assumption of quality which is difficult, if not impossible for the client to 

measure, although researchers can observe the sophistication of methods used in valuation by firms.  

Keane’s (1992) interview based survey of company valuation practices of  16 professional accountancy 

firms in Glasgow, including the B6,  suggested that the firms were ‘characterised by a number of 

shortcomings’ with ‘valuation practice amongst accountants [failing] in important respects to reflect current 

valuation theory’.   This study based on Scottish practice, either suggests that there is an inflated value 

placed on the quality of the B6 valuation practices, or alternatively there may be a location reputation issue 

as well as firm reputation issue.  If the majority of major clients are based in London, there would be a 

demand led incentive for quality valuation practices.  This could be supported by arguments put forward by 

Klein and Leffler (1981) and Shapiro (1983) who suggest that individual firms have an economic incentive 

to incur above average costs in order to produce a service of above average quality, because eventually 

customers will recognise the better quality and be prepared to pay a premium for it (Moizer, 1997).  

However, the economic incentive would only exist where the firms have this quality recognised, which they 

may do under the B6 brand, and where there is sufficient demand, which might be expected in London, but 

not necessarily outside of London.  Moizer’s (1997) review included evidence of a study where audit firms 
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were able to charge a premium for their specialist services.  If this assumption was to hold, one would 

expect specialist services to be centralised in one location, the obvious location in Britain being London. 

 

In this study, we investigate directly the degree of sophistication of the valuation practices of professional 

accountancy firms.  This adds to the existing investigations of reputation summarised in Moizer (1997) and 

expanded on in Sucher et al (1999) as we look directly at the practices used through a field study approach.  

Implicitly, therefore, we view greater sophistication of valuation technique as being consistent with higher 

reputations. We also investigate the organisational context in order to shed light on whether more intensive 

control procedures are followed by B6 firms, as we would expect higher quality procedures to be associated 

with firms of higher reputation, and important for maintaining that reputation (Firth, 1990).  As most of the 

major valuation work is carried out in the London headquarters of the large accountancy firms, in the main 

by the Corporate Finance groups, the research effort was concentrated in those offices, using a sample of 

Big Six firms and large firms just outside the Big Six. As reputation effects can be associated with office 

location as well as the firm itself (Chan et al, 1993; Brinn et al, 1994; Moizer, 1997), we compare the 

valuation practices of London and provincial offices within the Big Six sample.  This also helps in 

comparing the results of our study with those reported in Keane (1992).   

 

The rest of this paper is organised as follows.  In the first section, a review of the literature relating to the 

valuation practices of professionals is given.  The second section discusses the research method used in the 

study.  In the third section, the results of the field studies are presented and analysed, and in the fourth 

section the results of this study are discussed and compared with those of Keane (1992). 

 

Review of the literature 

As outlined in the introduction, the only direct investigation of the valuation practices of major accountancy 

firms in Europe is that of Keane (1992).  Keane’s study is an interview-based survey covering 16 

accounting firms in the Glasgow area including the largest six firms.  Keane concludes that ‘One of the most 

significant findings is the near universal preference for a P/E ratio approach to valuation with its inherent 

advantage of drawing on the listed market’s valuational expertise’ (p. 19).  However, the shortcomings he 

identifies in his report, include the use of ‘earnings rather than cash as the relevant income flow’ (p.19), 

either a lack of awareness or disregard of the capital asset pricing model (CAPM) in valuation (only one 

respondent, who had worked in the US, was familiar with the use of the CAPM, but did not use it in the 

UK), and a tendency to apply historic price-earnings ratios (PERs) to forecast earnings, together with 

confusion about whether these forecasts should be stated in real or nominal terms.  In addition, Keane finds 

that there is an absence of guiding principles on discounts to the valuation which allow for the lack of 

                                                                                                                                                 

2 Note that although two of the original Big Six firms have merged, this post dates our study.  To avoid unnecessary 
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marketability of unquoted companies.  Furthermore, he records the ‘common assumption that any 

theoretical shortcomings in the valuation approach employed are probably relatively unimportant, on the 

grounds that these are likely to compensate for one another and, if not, will largely be “corrected” in the 

negotiating process’ (p. 19).  On this matter, Keane argues that not only does this ignore the role of the 

accountant in providing an expert opinion on value where there are no negotiations involved, but that with 

only a few negotiators involved in the valuation of an unquoted company the assumption that their 

deliberations ‘will be sufficient to neutralise the effects of any deficiencies in the valuation method 

employed....is difficult to defend’ (p. 16)3. 

 

 

Regarding valuation practices of other UK professionals, research into the valuation methods used by 

investment analysts in the UK has been undertaken by Arnold and Moizer (1984).  Broadly, their findings 

were that analysts favoured ‘fundamental’ analysis, most commonly operationalised by the application of a 

forecast PE multiple to an estimated future earnings number.   Moizer and Arnold (1984) also investigates 

the valuation methods used by investment analysts, but is concerned with differences in these methods 

between portfolio and non-portfolio managers.  They conclude that portfolio managers undertook analysis 

in less detail than non-portfolio managers, although the methodologies they employed were broadly similar.  

Day (1986) also finds that the PE valuation method was dominant, but provides additional insights into the 

use of the annual report and accounts. 

 

Research into valuation methods seems to be relatively uncommon in the US, although investigative models 

used include a ‘laboratory’ type experiment on the use of accounting and market ratios (Mear and Firth, 

1987), content analysis of analysts’ reports (Govindarajan, 1980) and protocol analysis of analysts’ use of 

financial statements (Biggs, 1984).  A further protocol analysis which studies the use of accounting 

information together with more general information, including the Wall Street Journal  and Standard and 

Poor’s industry analysis is that of Bouwman, Frishkoff and Frishkoff (1987).  The US research literature 

appears to be more concerned with the general areas of the accuracy of analysts’ forecasts and share price 

reaction to analysts’ forecasts than with valuation methodologies (Schipper, 1991).   For Canada, Pike et al 

(1988) use regression analysis to determine the accounting variables associated with calculated values, 

whilst Kantor and Pike (1987) use a questionnaire approach to investigate determinants of value. 

 

                                                                                                                                                 

confusion, we therefore refer to the Big Six firms throughout. 
3 Although Keane’s research produced some interesting results, Keane does not take into account that the case for using 
the CAPM and ‘modern portfolio theory’ is rather less clear cut than he implies.  For example Keane (p. 20) claims that 
‘Financial economists are virtually unanimous in viewing the capital asset pricing model as the most plausible 
framework for valuing risky assets’.  The recent literature relating to tests of the cross-section of expected returns casts 
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A general theme running through many of the above analyses of practice is that somehow professional 

valuers perhaps should be valuing companies on a DCF basis.  However, recent work by Ohlson (1991a, 

1991b, 1991c) has been concerned with the role of earnings and book values, rather than cash flows, in the 

determination of value, whilst other authors such as Peasnell (1982) and Edwards, Kay and Mayer (1987) 

have explored the relationship between accounting and internal rates of return. Note, however, that there is 

little comfort in this literature for the apparently widespread professional of determining value by applying 

an historical PER multiple to current earnings.  In the first place, Ohlson’s (1991a, 1991c) analysis requires 

that earnings be expressed in ‘clean surplus’4 form, which is not found in the UK5.  Second, as O’Hanlon 

and Rees (1995) point out, Ohlson (1991c) shows the importance of considering both  balance sheet and 

income statement when considering value and ‘in general neither is more important than the other’ 

(O’Hanlon and Rees [1995, p. 232]).  Finally, Ohlson (1991b) shows that although prospective earnings 

divided by price (i.e. the inverse of the prospective PER) has a role in explaining returns, historic PERs ‘are 

of no theoretical interest’ (p. 9).  He goes on to comment that to give economic meaning to a historical PER, 

either a pre-dividend PER must be used, or the restriction must be imposed that dividends must equal 

earnings for the current year.  The equivalence of a valuation model based upon prospective PERs and one 

based on a discounted dividend model is well-known, and standard in many textbooks6.  However, this 

equivalence usually implies a reliance upon a constant rate of growth in earnings, return on new investment 

and cost of capital. 

 

Research design 

The two hypotheses that we investigate in this study can be stated (in null form) as: 

H10: Firm image or reputation has no impact on either the valuation methods used nor on the 
organisational control of the valuation process. 
H20: Office location has no impact on either the valuation methods used nor on the 
organisational control of the valuation process. 

 

Sucher et al (1999, p. 501) argue that reputation ‘is built mainly by the technical and functional quality of 

the services provided’.  Thus in investigating these hypotheses, we would expect the null of hypothesis 1 to 

be rejected if a firm reputation effect is present in the market for corporate valuations.  Similarly, the null of 

hypothesis 2 should be rejected if office location is an indication of image or reputation. 

 

                                                                                                                                                 

some doubt on the validity of the CAPM, at least in its basic form.  For a detailed discussion of these issues, see 
Gregory, Rutterford and Zaman (1999). 
4 That is, periodic income must be equal to the change in book values between successive periods, in the absence of 
capital issues or repayments. 
5 Two notable examples being that of asset revaluation and at the time of this investigation which pre-dates FRS10, the 
writing off of goodwill against reserves.  However, the FRS3 requirement to report statements of pure historical cost 
profit and movements in reserves should assist in the identification of ‘clean surplus’ earnings. 
6 For example, Brealey and Myers (1992), Rees (1995).   
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The method adopted to investigate these hypotheses was a field study.   The field studies were based around 

an interview, structured through the use of a case study protocol, with corporate finance (CF) (or 

equivalent7) partners.  Initially, a small sample of firms were contacted to see if they would agree to 

participate in an unstructured pilot interview to obtain an outline idea of the types of valuation work 

undertaken; the idea here was both to try and avoid certain areas which were not of key interest (for 

example, it was useful to establish that in general tax-based valuations are conducted by tax partners and not 

corporate finance partners) and to outline the types of valuation work undertaken, the areas of interest in 

those valuations, and the types of valuation methods that might be applied.  

 

Following these preliminary investigations, all B6 and the rest of the largest fifteen firms8 (L15) were 

contacted.  This resulted in a final sample of eight firms (four B6, four L15 firms), in which a total of a 

further 13 interviews9 were conducted between October 1994 and January 1996.  Later in the research (late 

1995 and early 1996), practices in the regional offices of the B6 firms which had participated in the study 

were investigated10.  Unfortunately, the regional offices were more reluctant to participate in the study than 

the London offices, something which necessarily limits the conclusions that can be drawn from this part of 

the sample and means that we cannot make any strong inferences on hypothesis 211.  In total, therefore, 

there are ten field studies; four London B6; four London L15 firms; and two regional B6.   Firms were also 

asked if they would be prepared to give a sight of individual valuation reports and in-house manuals relating 

to valuations.  Perhaps unsurprisingly, there was a marked reluctance to do this, but in two of the case 

studies documentation was provided, with strict terms concerning confidentiality12.  Unfortunately, the lack 

of any wider sample of this material does not allow inferences to be drawn from this material. 

 

One of the key concerns in any case study analysis is the validity and reliability of the research design.  Yin 

(1994, p33-38) outlines three types of test for validity, namely construct validity (concerned with data 

collection and composition), internal validity (concerned with the analysis stage) and external validity 

(concerned with the research design stage).  In order to achieve the first of these, all transcripts of all 

interviews (see below) and any notes relating to other information provided by the firms were sent back to 

                                                 

7 Not all firms use the description ‘Corporate Finance’. 
8 Size ranking by fee-income as given by Accountancy Age for 1994. 
9 Individual interviews ranged between two and four and a half hours in length, with the median length being around 
three hours.  In three of the ten case studies, the investigation covered two interviews rather than one.  In six cases one 
was present, in three cases two were present, and in one case three were present at the interview.  
10 These were contacted directly, in writing. 
11 It should also be recorded that it was considerably more difficult to gain access to the L15 firms than it was the B6 
firms.  This may impart a bias against finding in favour of a reputation effect if less sophisticated firms are more 
reluctant to participate in such a study. 
12 It should also be stressed that the names of clients and related parties was edited out of such documents before they 
were provided, as was any other material which would have enabled them to be identified.  The sample provided was, 
of course, selected by the firms themselves, and therefore in no way constitutes a random or necessarily representative 
sample. 
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the interviewees for checking.13  The second type of validity poses more of a problem; space precludes the 

inclusion of all interview transcripts, and so the alternative of presenting a range of possible explanations 

for observed practices is followed.  External validity is unlikely to be a major issue here, at least in respect 

of B6 London practice, given that four of the B6 are covered in the survey.  However, the reluctance of 

regional offices to participate in the research and the greater difficulty encountered in obtaining the 

participation of L15 firms raises some concerns about validity and severely limits the generalisability of the 

findings in respect of non-London practice.  Yin also stresses the importance of  ‘reliability’ in case study 

research, which he describes (p. 33) as ‘demonstrating that the operations of a study - such as the data 

collection procedures can be repeated, with the same results’.  In order to achieve this reliability, the areas 

for question were laid out in the type of case study protocol suggested by Yin (1994,p63-73).   

 

The field studies and an analysis 

To permit comparisons to be made between practices, the ordering of the discussion is as follows: the 

organisational context; methods for each context; and a detailed analysis of each of the methods used.  

Some data was also collected on the interviewees; for example the qualifications and background, position 

in the firm and gender.  Of the B6 CF offices, the senior valuation partners were interviewed in three of the 

firms, whilst this was the case in two of the L15 firms.  Only in one of the ten field studies was a non-

partner interviewed. In total, 12 partners were interviewed in the 10 case firms; two of these 12 were 

women.  Of the 12 partners, all but one had a Chartered Accountancy background (ten ICAEW; one 

ICAS)14.  In addition, three senior managers were interviewed.  

 

Organisational context: Authorised  valuers and procedures: 

In the B6 firms, there were varying degrees of mandatory referral to the central London office. As Herbig et 

al (1994) note, reputations depend on aggregate transactions and consistency of action.  Given that 

reputations can be easily damaged, we might expect high reputation firms to move quickly in applying 

better procedures to remove any threat of litigation.   The referral procedures included: the review and 

signing off of ‘highly sensitive’ cases, and the referral of all risky cases (although in this case there was no 

formal mechanism in place for deciding what is to be referred).  In one of the B6 all cases were referred to 

the central or regional CF specialists because ‘there is a need to control quality’ and ‘to ensure that the fee 

reflects the risks involved in the valuation’.  Mandatory referrals typically included cases which required an 

expert witness in court, cases under Section 103 of the 1985 Companies Act for listed company, and cases 

involving litigation.  In addition, referrals were recommended for cases involving significant tax based 

valuations and public documents in an offer for sale. The L15 firms also had some mandatory referral to the 

                                                 

13 As some firms were not prepared to be tape recorded, detailed notes were kept and transcribed. 
14 Unfortunately, given the relatively small circle of valuers in London CF offices, to identify partners in each case 
would necessarily identify at least some of the field study firms 
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central office.  The referrals included, for examples: having all high risk (including litigious) cases involve 

at least two partners (one of whom must be senior and London based), two or more corporate finance 

partners being involved in cases with values of £0.5m or more, or referral of the case to the regional 

specialist team (all cases to be seen by a CF partner).  

 

The relationship between the provincial offices and the London office from the perspectives of the 

provincial offices seemed to confirm the view of the London office. 

 

Whilst there are variations between the firms in terms of the degree of standardisation and central control of 

the process, in all of the B6 firms, both in London and the regions, there is a very strong awareness of 

valuation being high risk and control procedures have been put in place to deal with this.  This degree of 

risk is also the perception in the majority of the L15 firms; only in one was risk not directly discussed.  It 

was clear from the interviews that recent cases featuring valuations had produced a considerable incentive 

to improve on procedures, but to some degree this tightening up may be a reflection of the more litigious 

climate affecting accounting firms in general.  Of course, it is also quite possible that this tightening up may 

be politically convenient for London offices.  It is hard to draw any conclusions from only two provincial 

case studies and the comments of London offices in general, but comments from the partner in one of the 

provincial cases demonstrate that there may be some conflict within some firms over this centralisation.  

The fact that greater tightening of procedures seems to have occurred in B6 firms lends support to the firm 

reputation hypothesis.  The tendency to centralise work in London offices is compatible with a location-

based reputation effect, although given the limited sample size we draw no strong conclusions on this.  

 

Valuation methods: general background 

In all cases, more than one valuation method would be used in the majority of valuations; as the partners of 

one B6 put it ‘the general policy is to do as many valuations as possible....at least two or three would be 

normal....IRRs would also be calculated by using an assumed exit value as a further cross check’.  This use 

of multiple valuations seemed a fairly general approach.  Taking the B6 firms variously: in one ‘usually at 

least three’ would be used, in another more than one method would normally be used ‘as cross-checks’ and 

‘more than one would be applied to get support for the final valuation...the maximum number of appropriate 

techniques would always be used’ was mentioned in a third case.  This use of multiple valuation methods 

also extends to the L15 firms; for example in two firms more than one method would always be used, and 

one partner expressed the opinion that there would be ‘some disquiet’ if only one basis were to be used. 

Similarly others indicated: ‘a secondary method [would be employed] as a cross-check’, or two or three 

methods would be used to get ‘a range of values’, the partner noting that this was done because there is ‘the 

question of robustness’.  Again, the use of multiple methods extends to the provincial offices of the B6. 
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The range of methods used by each firm are shown in Table 1. All firms use earnings-based, dividend yield 

and asset valuations, and all firms pay some attention to industry specific valuation methods.  This last 

group can be fairly diverse, but typically include measures based upon turnover or throughput.  All of our 

sample use DCF at least occasionally.  However, as is discussed in the next section, the ways in which the 

methods are applied differ radically between firms.  There are also substantial differences between firms in 

the emphasis which they give to each method.  In this context, it seems to be the case that the London CF 

departments of the B6 cover more methods and give greater weight to DCF than do the L15 firms or the 

provincial offices of the B6.  For examples, in one of the B6 DCF and earnings-based methods are ‘both 

regarded as primary’, whilst in another case although all main methods would be used ‘in some 

circumstances DCF is preferred..but with steady growth an earnings approach would be valid’.  The use of, 

and emphasis placed upon, DCF in the L15 firms is more ambiguous in some cases.  For example, in one 

firm, it was noted that the use of DCF would sometimes not be possible, because the clients would not be 

able to produce the necessary information (forecasts of future cash flows).  A partner in a different L15 firm 

stated that although DCF valuations are performed ‘the firm does not set great store by them’.  Again the 

point was made that in the case of smaller companies the information necessary to conduct a DCF analysis 

would not be available ‘with smaller unquoted companies the only data available is on earnings’; the partner 

went on to say that when looking for comparative deals, services such as AMDATA only provide 

comparisons based on earnings.  This point was echoed by an L15 senior manager, who noted that a 

problem with DCF is that ‘it is difficult to make comparisons of how this value relates to others..the 

benchmarks are difficult to pick out’.  He added that he did not think deals were ‘really done as a rule on 

this basis’.  In another L15, only occasional use would be made of DCF because normally ‘there is 

insufficient information’.  One partner was clearly not an enthusiast when it came to DCF; ‘profits are 

preferred to cash flows, partly because DCF is not particularly trusted....although to some extent valuation is 

being forced down this route’.  This interviewee went on to note that ‘there is a big drive from the US and 

the World Bank to move to DCF’, but pointed out that ‘within the firm there is a considerable wariness’ of 

the DCF approach; ‘quite often, DCF is merely shorthand for discounted profits’, and so ‘no real 

advantages are seen for this approach’.  The relative willingness to place greater emphasis on more 

sophisticated valuation techniques by B6 firms is what we would expect if firm reputation effects are 

present. 

 

In the provincial offices, DCF is used , although one partner noted that in general it would not be used when 

looking at the transaction from a seller’s viewpoint (unless term contracts were involved), but would when 

looked at from the buyer’s viewpoint.  However, IRR tended to be preferred to a PV basis, to serve as a 

check on other valuation methods.  In the other provincial office, DCF would always be used in the case of 

an MBO, but again ‘the implied IRR would....be evaluated for the client’.  The partner interviewed 

commented that DCF is always used when dealing with venture capitalists and added that he would always 

look at the IRR to the venture capitalist in addition to that to the client.  In terms of importance ‘the DCF 
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calculations are mainly done for presentation to venture capitalists....although they have been carried out for 

sophisticated clients who are used to DCF’. 

 

Although not central to the investigation of our hypothesis, one interesting area on which there is virtually 

unanimous agreement is the source for earnings and cash flow forecasts.  Given the pattern observed in 

studies of investment analysts in the UK (Arnold and Moizer [1984], Moizer and Arnold [1984], and Day 

[1986]), it might be assumed that valuing accountants would form estimates of expected earnings and cash 

flows themselves.  In fact, this is not generally the case - the source of the estimates is usually 

‘management’.  Quite specifically, accountancy firms generally refuse to make the forecasts.  For example, 

in one B6 ‘the firm does not take responsibility for a set of forecasts’, although in emerging markets ‘the 

firm has helped management to arrive at their forecasts’.  The interviewee in another B6 was very specific 

on this point, noting that in 90% of cases forecasts were available, but in 10% it would not be.  Here the 

valuation would be an informal one.  There is agreement that the realism of these forecasts needs to be 

investigated.  For example, in one B6 the valuing partner would carry out his/ her own research to make 

sure management’s projections look reasonable ‘in particular, the assumptions underlying the forecast 

would be questioned’, or, as in the case of another B6 firm, the forecasts ‘would be reviewed with 

management’ for realism of assumptions; for example ‘the usual hockey stick effect would be questioned’.  

This reluctance to forecast cash flows and earnings extends to the L15 firms to a large extent, although they 

tend not to be as emphatic as, for example, the interviewee in the latter B6 case.  In one L15, for example, 

‘formally, the firm never make forecasts of earnings or cash flows’ but in cases ‘where owners seem unable 

to provide them’ ‘assistance in preparation’ would be given.  The only cases where forecasts are prepared 

on behalf of the clients are in the two provincial offices, although they are technically still viewed as 

‘management’s’ forecasts.  In both of the B6 provincial offices it was noted that clients needed considerable 

assistance; for example ‘some hand holding is necessary as many clients are not sophisticated enough in 

their modelling skills’. 

 

Site visits tend to be regarded as essential by many valuers15, with partners from one B6 stating that an 

expert valuation could not be done without such a visit.  Partners in the other B6 firms (and the provincial 

offices) and one of the L15 firms also said that site visits would always be made, although it was noted that 

access may be denied in cases involving disputes.  Most of these partners commented on getting a ‘feel for’ 

or the ‘smell of’ the business, or ‘getting a handle on the numbers’.  It was also pointed out that specialists 

may be employed where necessary to look at technical equipment or processes.  By contrast, in the majority 

of the L15 firms: these visits are ‘often required’, and ‘definitely would be’ if a larger concern was being 

valued, or site visits were ‘thought to be desirable’, but often cannot be carried out due to budget 

                                                 

15 Except in the case of valuations for tax purposes. 
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constraints.  One partner noted that the majority of valuation work in the firm consisted of ‘desk top’ 

valuations.  The evidence here provides some support for the hypothesis that firm reputation will influence 

the technical and functional quality of the valuation (Sucher et al, 1999).  However, the fact that provincial 

offices of the B6 firms also regard site visits as important does not support a location-based reputation 

hypothesis. 

 

Another aspect of reputation should be that high reputation firms will respond to technical innovations more 

quickly.  We explored the issue of changes in practice with firms to investigate this.  When asked about 

changes over the past 3 years and 5 to 10 years, almost invariably the increasing use of DCF was 

mentioned, the sole exception being in one of the L15 firms where apparently there had been few changes.  

A common phrase relating to this area that occurred at least once in each interview with the B6 was that of 

‘increasing sophistication of techniques’.   

 

Finally, in all of the B6 firms, sensitivity analysis and/or scenario modelling is used to examine the impact 

of changes in assumptions relating to key variables where relevant16, whereas only half of the L15 firms did 

so. 

 

Given that earnings based and DCF based methods were identified as being the most important in our study, 

we report in more detail on these below. We do not report on the use of the other methods shown in table 1, 

but note there is little evidence of differences between the application in B6 and L15 firms. 

  

Specific valuation methods - earnings based approaches 

Keane’s (1992) finding that many firms incorrectly apply a basic earnings model motivates the investigation 

of the detailed process followed in earnings based models.  All firms in the sample used this approach, with 

some clearly favouring it as the main approach, whilst others wanted to use it as one of two or three 

methods.  As is clear from Table 1, a variety of earnings-based approaches are used, and this can be 

determined by matters such as gearing, treatment of tax in the accounts, and (in the case of BL1 where cash 

flow earnings can be used in cases where the comparative company’s depreciation policy is taken directly 

into account), differing rates of depreciation.  In some firms it was felt that EBIT was more appropriate if 

there were substantial differences in gearing between the company being valued and comparable companies, 

whereas one of the B6 partners would use EBIT if the valuation was being carried out for a US firm ‘as the 

Americans prefer this’. 

 

                                                 

16 As some partners pointed out, it would not be relevant in cases where one definite valuation was required as, for 
example, in the case of a valuation under the company’s articles. 
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Given the evidence in Keane (1992) that firms tend to apply historical PERs to projected earnings, firms 

were questioned in some detail about the application of earnings-based methods   The detailed approaches 

are shown in Table 2.  In general, the three approaches used by the B6 firms in London are based upon 

historical earnings multiplied by historical earnings multiples (which can be EBIT or EAT multiples, 

depending upon the considerations explained above), prospective earnings multiplied by prospective 

multiples, and historical earnings multiplied by multiples derived from recent transactions prices17 (the 

usual source for these being internal records of recent deals and AMDATA / Acquisitions Monthly).  In all 

cases, the need to allow for ‘one-offs’ and exceptional items together with other factors (for example, 

unusually high or low directors’ remuneration) were clearly expressed; some firms described this as 

‘maintainable’ earnings18.  There were no cases of historical PERs being applied to projected earnings 

numbers, as found by Keane (1992).  By far the major source of prospective PERs is the use of individual 

or average brokers’ estimates for comparable companies (the bases of comparison used are described in 

column four of Table 2).  Historical PERs are also applied, and at this stage the industry PER is also 

typically taken into account.  

 

The picture on the use of earnings multiples is rather less clear in the case of the L15 firms, and the 

provincial offices of the B6.  In one L15 firm, it was clear that prospective multiples were normally used, 

and applied to a concept of maintainable earnings based upon prospective results, similar to that described 

above for the Big Six, although it appears that a historical PER could be used on these earnings as well, 

both by using comparable companies and industry PERs.  A different L15 partner indicated both 

prospective and current multiples were used, applied respectively to forecast earnings (‘where reliable’) and 

historical figures adjusted to a ‘maintainable’ level.   In another L15 firm, an average of 3 years profits 

would be used, weighted towards the forecast and most recent year, which was described as giving a result 

that was one ‘below which profits would not normally fall....a fairly conservative estimate’ (although noting 

this may not be the case if a sale was being sought).  However, the process for establishing the multiple was 

to start with historical estimates for comparable firms (from the FT) ‘but as forecast earnings are being used 

in the analysis’ prospective PERs would finally be applied.  Thus the ‘fairly conservative  estimate’ is 

regarded as a forecast, and in so doing a PPER is applied.  Instead of double counting growth, as Keane 

(1992) reports, in this firm we effectively have ‘double conservatism’.  Finally, in the remaining L15 firm 

where maintainable earnings are usually used, the multiple of pre-tax earnings would be based upon 

‘required returns’ and would generally be ‘in the order of 5-7 times’.  The partner went on to describe how, 

given typical tax rates, a PER of 5 equated to a 20% return and a PER on post-tax earnings of 7.5.  If 

maintainable earnings was not used, ‘either forecast earnings...or, if not available,...historic post-tax 

                                                 

17 One B6 firm did not specifically mention this as a method, but elsewhere in the interview did make reference to 
recent transactions. 
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earnings would form the base’.  The partner then explained that since these were post tax, ‘a PER from the 

FT would be used’, although this would ‘generally be discounted down’ until ‘a figure of roughly 7.5 was 

arrived at’19.  Perhaps this is a fairly circuitous route to finding the number 7.5, but it is clear that there are 

cases where effectively historical PERs are applied to forecast earnings.  The evidence here is to some 

degree compatible with firm reputation effects. 

 

The selection of analogues also appears more sophisticated in B6 firms.  Within the B6 London offices, the 

analogue PERs were typically matched by taking into account a variety of factors (see Table 2), but usually 

including size, gearing and growth prospects, although in one the comment was made that this matching was 

‘not too scientific’. By contrast, only one of the L15 firms include gearing and only one matches growth.  

The provincial B6 offices both match on size and gearing. 

 

Specific valuation methods - DCF based approaches 

DCF was used, at least occasionally, by all the firms in the sample.  However, it is only regularly used in the 

‘textbook’ manner in two of the L15 firms and all of the London offices of the B6.  Attitudes to the use of 

DCF vary between those firms where it is thought essential, those who appear to use it although with some 

cynicism, and those where it is only used in special circumstances.  Notably in the provincial offices, it 

tends to be used to calculate IRRs (either to management or venture capitalists). 

 

In all firms where DCF was generally employed, it would not be used if no cash flow forecasts were 

available (usually requiring 5 years, although in some cases a minimium of 3 and not more than 10 given 

the reliability).  Approaches to terminal values differ, with most firms (including all the B6) preferring a 

perpetuity-based calculation20, whilst others used an exit PER (generally when venture capital funding was 

involved). There was flexibility in these approaches; for example, if the company had licences for set 

periods, a liquidation value may be more appropriate. 

 

In all B6 firms, the CAPM was one of the approaches used to set the discount rate, with the LBS being 

universally cited as the source of betas (with firms using Value Line for US betas, whilst betas had 

sometimes been calculated for some continental European Companies).  In general, the factors used to 

establish ‘analogue’ betas are identical to those considered in setting PERs.  Perhaps because gearing is one 

of these factors it is not generally adjusted for , an exception being one case where ‘Modigliani and Miller 

                                                                                                                                                 

18 This term was very commonly used, but for the sake of clarity all firms were asked to specify what they meant by 
‘maintainable’ earnings. 
19 However, this may be an unduly harsh assessment of the process relative to that used in some other firms, as several 
other partners (including another L15 firm and a B6 provincial office) noted that a benchmark PER might be in the 
range of 6-10. 
20 Although in these cases partners did talk about the need to cross-check the value against the implied exit PER. 



 14 

formulae’ are used.  The derived rate generally appears to be used to discount what are effectively free cash 

flows (except in the case of one B6, where equity flows are discounted) with only one firm’s partners 

specifically mentioning the use of a WACC based discount rate.  The risk premium used in the CAPM 

varied between 7 and 9.3%, with references occurring in some firms to the BZW Equity-Gilt Study21; the 

highest figure was from the LBSRMS, and the interviewee noted that he ‘felt comfortable with this rate’, 

bearing in mind smaller companies were being valued.  In two firms, references were also made to the use 

of the APT, with one firm’s partners noting that the US offices were ‘seriously challenging’ the use of the 

CAPM and WACC at the moment, whilst another partner commented that although the CAPM was ‘not 

without its flaws’ it ‘generally works well’ and ‘is probably the best tool available’. In two of the B6 firms, 

a size premium was added to the discount rate, but the remaining two adjusted the DCF valuation for 

relative size at the end of the process.  Outside the B6 CF functions, there was considerably less 

sophistication.  Although in one of the L15 firms it was claimed that there were ‘some users’ of the CAPM 

in the firm, one of the interviewees’ description of  the process used suggested that there was not too much 

familiarity with the CAPM, and that the discount rate really amounted to an ad-hoc risk adjusted rate, in the 

range 16-18%.  In another, although ‘some thought’ has been given to the use of the CAPM, discount rates 

are set by reference to a premium over the long run interest rate.  In the occasional cases where DCF is used 

in another firm the discount rate is ‘formulated using an intuitive...practical approach’ taking into account 

current interest rates.  In a different firm the nominal discount rate would be set at 30-35%, with debt rates 

being bank rate plus 2 to 3%.  The CAPM has been used ‘when clients have demanded it’, in which case 

LBS betas are used.  

 

In their use of DCF techniques, and in particular in their use of asset pricing models to set the discount rate, 

the B6 firms clearly exhibit greater technical sophistication than L15 firms.  If greater sophistication is a 

proxy of higher quality, then these findings can be viewed as support for the claim of Sucher et al (1999, 

p.501) that firm image or reputation is ‘built up mainly be the technical...quality of the services provided’. 

   

Discussion and conclusions 

This study suggests that the B6 are differentiated from the non-B6 firms in company valuation practice.  

The AMDATA database also shows that the B6 firms have a significantly larger share of the company 

valuation market than the non-B6.  As Sucher et al (1999) have identified technical and functional quality as 

being the main way by which reputation or image is built up, this research suggests that the perceived 

reputation of good quality amongst B6 firms is supported by evidence of actual practice.  This stands in 

contrast to Keane’s (1992) study of Scottish practice which suggested that the practices in B6 and non-B6 

firms were similar.  We show that the B6 are in fact more sophisticated in their practice, although mostly in 

                                                 

21 Now the Barclays Capital Equity-Gilt Study, published annually. 
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their London offices, in specialist corporate finance units.  From this we can conclude that there could be 

more than just a B6 reputation effect.  There may also be a  location-reputation effect, but the sample used 

in this study is too small to allow firm conclusions being drawn on this.  Keane’s study focused on company 

valuation practice in the equivalent of a provincial office, thereby failing to control for any location effect.  

Given the demand for more sophisticated company valuation practice in the provincial offices may be more 

limited it makes economic sense to have specialist teams for company valuations, the logical location being 

London. 

 

As we have shown, it is particularly the case that B6 firms are more sophisticated in their use of DCF 

models and in their application  and their knowledge of the CAPM or alternative multi-factor models to 

determine the cost of capital.   This differentiation in the application of more recently developed techniques 

is exactly what would be expected if there was a “reputation effect” in terms of practice. This evidence in 

addition to Moizer’s (1997) finding of the B6 being differentiated from the non-B6 in audit practice would 

support the notion of the B6 being seen as brand names, with the associated reputation of quality.  Of 

particular importance is the fact that this reputation effect, in the case of valuation practices is derived at 

least in part from a difference in technical quality, although we acknowledge there may be other methods of 

influencing image (Sucker et al, 1999; Gronroos, 1984).  We also provided some evidence that there are 

somewhat tighter controls of the valuation process in B6 firms, which is compatible with greater functional 

quality being associated with firm reputation (Sucher et al, 1999). 

 

It is clear from the above that one of the central findings of Keane (1992), that there is a general disregard 

or lack of awareness of the principles of the current theory of finance (p 19) amongst Scottish valuation 

practitioners does not hold in the rest of the UK. An interesting question that arises is why this study yields 

different results from those of Keane.  The first explanatory factor is one of location-based reputation.  

Although, as we note, the sample here is insufficient to draw any strong conclusions, there is some evidence 

that practice in London specialist CF departments can be different from provincial offices.  In part, this may 

be due to a second factor, client size.  Respondents in B6 London offices noted the problems of small 

clients not having the necessary internal control systems to generate long term plans and cash flows, thereby 

making DCF impossible.  

 

There is a third possible explanation here.  As the majority of accountants interviewed in Keane’s study 

were members of ICAS, one explanation could be the different professional training received by these 

accountants22.  As Keane (p 16) notes, ‘It appears that, unless the theoretical foundation acquired at the pre- 

[Scottish] Institute level is subsequently “validated” in ICAS courses and confirmed as having relevance in 

                                                 

22 I am grateful to Simon Keane for drawing the importance of this point to my attention. 
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practice, there is a tendency for practitioners not to accept the theory as relevant to practice’.  This is a 

particularly important issue given the decision of some of the largest accountancy firms to switch to trainees 

from the ICAEW and ICAS. 

 

The fourth reason is that there may have been changes in valuation practices since Keane’s study.  For 

example, as is noted above, many of the firms commented on the recent trends towards the increasing use of  

DCF.  In addition, recent litigation has starkly  illustrated the risks involved in valuation work and this 

seems to have had an impact in terms of tightening up procedures and in giving rise to greater central 

control over valuations.  It is also possible that Keane’s study itself may have had some influence on 

practice23. 

 

In light of the Pike et al (1988, p. 254) finding that a simple model can be employed for a majority of 

unlisted firms, perhaps the other factor that needs to be addressed is the reason why individuals employ 

firms of accountants to conduct commercial valuations. Clearly there are cases where an independent expert 

valuation is necessary, and other cases where there may be a legal requirement to have an accountant’s 

valuation (for example, a pre-emptive rights sale under the company’s articles).  Yet with regard to a purely 

commercial transaction, it may be thought that since management typically supply the required forecasts, 

the only professional skill necessary is an ability to multiply. The role of the accountancy firms may be best 

seen here in a principal-agent setting.  The principal can be either a buyer or seller of a company, who 

employs the accountancy firm as agent to value the firm.  An obvious role for the agent is the carrying out 

of the ‘due diligence’  process; a second is effectively acting as broker by finding a willing buyer/ seller and 

negotiating the deal.  However, to do this requires the information set of recent transactions and as we have 

observed above, there are no completely reliable publicly available databases of recent private 

transactions24.  Thus the accountancy firms (or at least the largest firms) have a private data bank of ‘market 

prices’ for unquoted company deals.  This begs the question as to why prices cannot be inferred.  If the 

process is a purely mechanical one25 involving the selection of a PPER from a quoted comparative company 

and applying an appropriate discount, this would not be impossible.  Yet since we know that the size 

premium is time-varying, it is also possible that the ‘marketability’ premium is as well.  Seen in this context, 

the accountancy firms are agents with superior information to the principal; as such, the agent’s fee should 

reflect the value of this superior information.  A further aspect of this relationship is the ability of the 

accountancy firms to ‘audit’ the valuation.  The credibility  that this adds over and above a ‘private’ 

valuation seems to play an important role when financing for the deal is involved, for example as in an 

MBO.  These additional considerations may help to explain why the accountancy firms place considerable 

                                                 

23 Several practitioners were aware of the report. 
24 Note that the Pike et al model was the result of a cross-sectional investigation of 85 “recent” valuations  at the time 
of the study, and so their research does not address the issue of inter-temporal stability of the model’s parameters. 
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emphasis the ‘negotiating’ aspects of valuation work.  To the extent that the B6 have a superior information 

set of prices, they may be able to exploit this by charging higher fees.  No studies exist on pricing for such 

specialised work that are the equivalent to those in the audit fee modelling  literature.  As Moizer (1997, 

p.72) notes, there is a need to establish why firms charge the fees they do, and whether there is a link 

between the fee charged and the amount or type of work carried out. 

  

The above discussion should not be taken as implying there are no problems with B6 valuation practice as it 

stands in the UK; it is clear from a detailed reading of the above that flaws can be found in some of the 

approaches used in the firms investigated.  Nonetheless, it is obvious that there is widespread awareness of 

the theoretical techniques available to deal with company valuations.  It is also the case that the theoretical 

answers are nothing like as clear cut as is implied in Keane (1992).  Under certain circumstances, the ‘basic’ 

NPV rule cannot be used without modification because of the presence of real options (e.g. Dixit and 

Pindyck, 1994).  There is also considerable dispute about the appropriate form of the return generating 

process (for example, CAPM or APT, and in a CAPM world, a global or local model) and the market risk 

premium (historical or projected, and arithmetic or geometric averages). Given these problems on the 

theoretical front, it is perhaps no surprise that the accountancy firms have not whole-heartedly embraced the 

‘modern portfolio theory’ framework advocated by Keane, and even less surprising that they prefer to use a 

number of different approaches in any valuation.  

 

Whilst we find evidence to support a firm reputation effect, we are unable to draw strong conclusions on 

whether office location may also be associated with reputation effects.  Future research might also usefully 

address whether valuation sophistication is predicted by client sophistication and by counter-party 

sophistication.  Finally, a longitudinal study of valuation practices in professional firms could give insights 

into the evolution of valuation practices, and provide further evidence of reputation effects by investigating 

whether B6 firms adopt theoretical advances into their valuation practices more quickly than non-B6 firms. 

 

                                                                                                                                                 

25 For an example, see Pike et al (1988). 
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Firm EBIT multiple EAT multiple Cash earnings 

multiple 
DCF Dividend yield Dividend 

growth 
Asset based Industry 

specific rules 
         
BL 1 ! ! ! ! !  ! ! 
BL 2 ! !  ! !  ! ! 
BL 3 ! !  ! ! ! ! ! 
BL 4 ! !  ! ! Occasionally ! ! 
LL 1 ! !  ! !  ! ! 
LL 2 ! !  ! !  ! ! 
LL 3  !  Occasionally !  ! ! 
LL 4 ! !  Occasionally ! ! ! ! 
BP 1 ! !  ! ! ! ! ! 
BP 2 ! !  ! !  ! ! 
         
 
 
TABLE 1: Valuation methods used by accountancy firms 
 

Note: The 10 field study companies are referred to by a code, the first letter of which indicates whether the firm is a B6 firm (B), or an L15 firm (L).  The second 
letter is ‘L’ if the case study is the London head office of the firm, and ‘P’ if it is a provincial office.  Finally, there is a code number for the case category; thus 
LL1 is L15 firm number 1 (London office), whilst BP1 is a B6 firm (provincial office). 
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Firm Earnings basis (in general) Basis for establishing multiple Analogue characteristics matched 
    
BL 1 1. 2 years projected 

2. Historical 
1. Comparative co. prospective (BR) 
2. (a) Comparative co. historical 
    (b) Recent transactions multiples 

Size, gearing, age, location, track record, 
markets, regulation 

BL 2 1. 1 year projected, ‘maintainable’ 
2. Historical 

1. Comparative co. prospective (BR, ED) 
2. (a) Comparative co. historical 
    (b) Recent transactions multiples 

Size, gearing, profit trend, activities 

BL 3 Number of years projected, adjusted to be 
‘maintainable’ 

Comparative co. prospective (BR) 
Historic for markets and industries 

Five year growth prospects, gearing, activities 

BL 4 1. 1 year projected 
2. Historical 

1. Comparative co. prospective (BR, Extel) 
2. (a) Comparative co. historical and industry 
    (b) Recent transactions multiples 

Product and process; possibly gearing 

LL 1 1 year projected, adjusted to be ‘maintainable’ 1. Comparative co. prospective (BR) 
2. Comparative co. historical and industry 
 

Profits growth, size, activities 

LL 2 1. 1 year projected, ‘if reliable’ 
2. Historical, adjusted for trends 

1. Comparative co. prospective 
2. (a) Comparative co. historical 
    (b) Recent transactions multiples 

Size, gearing, location, track record, industry 
characteristics and ‘other accounting and 
operating characteristics’ 

LL 3 Maintainable - ‘average of 3 yrs profits...in 
light of next year’s forecast’ 

Historical, comparative cos; prospective for 
comparative cos (ED) 

Industry, turnover and diversity 

LL 4 Average of past two years; possibly including 
forecast earnings 

Based on required returns 5-7x engs 
Historic, discounted down to around 7.5 
Prospective, comparative cos (BR) 

Product 

BP 1 1. 1 year projected, ‘maintainable’ 
2. Historical 

1. Comparative co. prospective (BR) 
2. (a) Comparative co. historical 
    (b) Recent transactions multiples 

Size, gearing, and ‘other factors producing the 
PER’ 

BP 2 1 year projected, ‘maintainable’; ‘tempered in 
relation to current year’ 

Comparative co. historical 
Affordability/ return for MBOs 
Recent transactions multiples 
Acquirer’s PER if listed 

Industry and ideally size and gearing 

 
TABLE 2: Methods by which earnings based methods are applied in accountancy firms: The earnings basis used is described (although for whether this is 
before tax or after tax see Table 1). In the column describing how the earnings multiple is established, ‘BR’ = brokers’ reports, and ‘ED’ = Estimates Directory.  
Please see note on table 1 for explanation of firm codes. 
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