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Introduction.

Welcome to the 2012 KPMG 
Europe LLP Annual Report. 
It covers another challenging 
period for the global economy 
and describes how, in tough 
conditions, we have brought 
a new focus to how we achieve 
our core purpose: to be the best 
firm for our clients, our people 
and our communities.
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About KPMG 
Europe LLP

KPMG Europe LLP (ELLP) gives 
us tremendous scale and a unique 
perspective on the markets and 
sectors in which our clients operate.

Our challenge is to continue harnessing 
the talents and expertise of our people 
and to bring those together, efficiently 
and effectively, to serve global and 
national market clients in better ways.

Who we are 19
 Countries

32,300
Partners and staff

143
 Offices

Financial
highlights €4,997m

Revenue
Up 9% (2011: €4,589 million) 
Up 4% on a like for like basis 

€861m
Profit for the financial year before 
remuneration for current members  
Down 5% (2011: €903 million)

€824m
Total members’ interests
Down 16% (2011: €977 million) 

+8%
Average headcount increase  
to 32,300
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Our locations.

Belgium. 

CIS.

Germany. 

Gulf countries. 

Luxembourg. 

Netherlands . 

Norway . 

Spain. 

Switzerland. 

Turkey. 

UK. 

KPMG in Russia awarded 
European Tax Team of the Year

Spain awarded Tax Advisory 
Firm of the Year

KPMG in the UK named  
Top 50 Employer for Women

KPMG in Luxembourg 
awarded top ranking for 
Tax services

KPMG in the UK awarded 
Platinum Plus status in the 2012 
Corporate Responsibility Index

KPMG awarded no. 2 in 
World’s Most Attractive 
Employers 2012

c9,600
Recruits this year of partners, 
experienced hires and graduates

€19.5m
Total community investment  
this year

-5%
9,517 volunteers this year  
from 9,969 in 2011

81,722
Hours of volunteering this year 
from 77,497 in 2011 +5%

2012  
Awards
These are some of 
our award highlights; 
see our individual 
country sites for 
more accolades.
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Chairman’s statement

These are highly uncertain times 
for the global economy and our 
profession. But by focusing 
relentlessly on delivering sharper, 
more relevant services – which 
meet clients’ immediate and 
long-term needs and permit our 
talented people to excel – we are 
confident we can sustain the 
growth of KPMG Europe LLP.



5 / KPMG Europe LLP 
Annual Report 2012

Rolf Nonnenmacher
Chairman

We are living in extremely uncertain 
times. It is hard for any business to 
plan with confidence when so many 
powerful economic headwinds are 
blowing at once – not least a slowdown 
in economic growth in emerging 
markets, like China, very weak demand 
in Europe’s heavily indebted economies 
and major question marks over the 
future of economic policy in the US as it 
approaches a post-election “fiscal cliff”.

The Eurozone crisis – which continues 
to dent investor confidence the world 
over – remains finely balanced. Despite 
brave efforts by the European Central 
Bank to tackle the crisis, this has 
merely bought a bit of extra time. 
Unless Europe’s most challenged 
economies become much more 
competitive, the break up of the 
Eurozone remains a real and 
worrying threat.

In the meantime, most of the 
economies we operate in are weak 
and the consensus is that GDP growth 
will remain, at best, modest for some 
time to come. The outlook is difficult.

A growth story
But the question for KPMG Europe LLP 
is this: are we consigned merely to 
surfing this low growth environment? 
Or – by carefully targeting our services, 
effectively marshalling our own 
resources and maintaining our absolute 
commitment to quality – can we create 
a growth story for ourselves, even in 
these difficult times, which will benefit 
our clients and our people?

I strongly believe the latter is true. 
There is no reason why we cannot 
achieve growth if we focus relentlessly 
on providing our clients with the 
services they really need. 

That applies in sectors – like 
automotive and chemicals – most 
exposed to the economic cycle, and 
those, like financial services, grappling 
with deeper, structural issues. Our role, 
in both cases, is to help clients follow 
their change strategies and achieve 
sustainable growth, by bringing real 
insight to the problems they face and 
by creating propositions that add true 
value. It is a job we continue to do 
with great skill.

A new focus
KPMG’s global growth plan – focusing 
on the six priority sectors where we see 
highest demand for our expertise and 
services – continues to drive this work, 
globally, across Europe and at individual 
country level. The six priorities are 
described in greater detail on page 11.

Clients expect us to operate efficiently 
across borders to bring the very best 
people and offerings to them. This has 
always been the central rationale for 
KPMG Europe LLP, and we continually 
search for better ways to harness our 
collective skills.

After five years as a combined firm, 
we took stock of our own organisation 
in 2012 to make sure we were delivering 
the very best of ELLP firms to our 
clients, in the most cost-effective way. 

In future we will reduce both our 
administrative costs and complexity 
by slimming down our management 
structure. This will allow us to focus 
more on what we actually deliver in 
terms of skills and services.
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We are also enhancing cross-border 
co-operation around specific and sharply 
focused projects and programmes, 
key global accounts, market and sector 
initiatives and our all important people 
development agenda. Outside these, 
individual firms within ELLP now take a 
stronger lead in driving our programmes 
forward, day-to-day.

This change of focus, introduced without 
any disruption to the business during 
the year, means we can significantly 
reduce the cost of running ELLP firms. 
We are now led by a much slimmer and 
more agile European executive team, 
described on page 33, and have 
bolstered governance structures at the 
member firm level to reflect the new 
priorities.

I have no doubt this solution provides 
a much better basis on which ELLP 
firms can work together and win in 
a very competitive market. It also 
opens the door for KPMG member 
firms from the wider Europe, Middle 
East and Africa (EMA) region to opt 
into relevant initiatives, without the 
need to join ELLP, widening the pool 
of skills and talent we can put at 
clients’ disposal. 

The future of Audit
The debate over the future of Audit 
continues to rage in the wake of the 
financial crisis. The direction of that 
debate, particularly in Europe, is a 
cause of major concern. Some of the 
proposed reforms, in our view, pose 
a real risk to the quality of Audit and 
financial reporting, will undermine 
audit committee responsibilities and, 
therefore, threaten the integrity and 
efficiency of the capital markets.

We are not against change, nor are 
we interested in special pleading. 
Indeed, over the years we have played 
a very prominent role in suggesting 
reforms that will make the Audit – 
so important to preserving public 
confidence and trust in the capital 
markets – more robust. We support 
some of the European Commission’s 
(EC) suggested changes, not least 
the removal of artificial barriers, like 
restrictive banking covenants that 
prescribe the use of certain Audit 
firms, and the adoption of International 
Standards on Auditing.

But many of the EC proposals focus 
on competition and the perceived 
market dominance of the Big 4 
Accountancy firms. As the EC has 
previously recognised, and as recently 
confirmed by the UK Competition 
Commission, audit markets are 
essentially national in nature. If there 
are any issues, therefore, these have 
to be addressed by the relevant 
national authorities.

Our worry is that the EC reforms 
pay too little attention to the central 
question of how to improve the quality 
of the Audit. They could end up having 
the unintended consequence of 
weakening, rather than strengthening, 
standards and that is the last thing we 
need at a time when investor sentiment 
is so volatile. 

This debate has huge public policy 
significance. We will continue to press 
our case with determination that the 
Audit is of vital public interest and any 
reform to it must be done with the very 
greatest of care.

Extraordinary talent
I have made no secret of the fact that 
these are testing times for ELLP firms. 
Yet we continue to look to the future 
with confidence and continue, day in 
and day out, to achieve remarkable 
success for our clients.

That, above all, is down to the people 
who work for KPMG Europe LLP. They 
are our greatest asset and absolutely 
key to creating that growth story I 
mentioned earlier. I am constantly 
reminded, through their exceptional 
client work, that we have an 
extraordinary depth of talent within this 
firm. I would like to offer my sincere 
thanks to them for their determination 
and tremendous hard work during the 
year. We are determined to offer them 
an environment in which they can 
achieve their full potential and pursue 
rewarding and inspiring careers – our 
future depends on it.

Chairman’s 
statement 
continued
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I would also like to thank the members 
of our Public Interest Committee, 
who continued to provide challenging 
and objective advice to the Board 
throughout the year. Their support 
and insight is greatly appreciated.

On behalf of KPMG Europe LLP, 
I would like to pay tribute to 
John Griffith-Jones, my former fellow 
Joint Chairman, and Richard Bennison, 
our former Chief Operating Officer, 
who both stood down this year. 
We wish them well.

It is in large part thanks to the 
tremendous vision and leadership 
brought to the firm over the last five 
years that we remain confident about 
our prospects in the months and years 
ahead and convinced that we can 
continue to be the best firm for 
our clients, our people and our 
communities. 

Rolf Nonnenmacher
Chairman

We help clients follow 
their change strategies 
and achieve sustainable 
growth, by bringing real 
insight to the problems 
they face and by creating 
propositions that add 
true value. It is a job 
we continue to do 
with great skill.

I WOULD LIKE TO THANK

In addition to John Griffith-Jones and 
Richard Bennison, my thanks go to 
11 board members who also stepped 
down in 2012 – Hubert Achermann, 
Guy Bainbridge, Andrew Cranston, 
Herman Dijkhuizen, Ernst Gröbl, 
Harald von Heynitz, Mathieu Meyer, 
Iain Moffatt, Johann Pastor, Karin Riehl 
and Stefan Zwicker – for all their hard 
work and dedication over the last 
few years.
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Jaap van Everdingen
Chief Operating Officer

The reasons we formed KPMG 
Europe LLP five years ago remain  
as relevant today as ever. But in a 
long and lingering downturn, it is 
essential we execute our strategy 
with increasing innovation, energy 
and skill. The priorities we set 
ourselves this year will help us 
to do precisely that.

Business 
review

2012 saw the firms in the 19 countries 
that make up KPMG Europe LLP 
take some important steps forward 
in fine-tuning the priorities of our 
combined firm. 

But as we evolve, our central purpose 
remains identical – to be the best 
firm for our clients, our people and 
our communities. 

We remain passionate in our belief 
that we are, and will continue to be, 
“better together” – better at meeting 
the fast-changing needs of our clients, 
better at developing our superbly 
talented people and better able to 
play a leading role in society and 
the communities we work in.

Over the last five years we have also 
learned important lessons about 
working together and are now seeing 
the huge benefits it can bring when 
we get it right. Collaboration and 
knowledge sharing have become 
increasingly second nature to people 
across ELLP firms and are helping 
us to win new work. 

Why? Because working together 
means our individual operating firms 
can respond much faster and with 
far greater depth of knowledge, 
whether that be to develop innovative 
client services, build better people 
development programmes or share 
cost reduction initiatives to optimise 
our own business. 

The scale we have achieved to date 
is important too. 

It means we have the power to 
invest together to create high value 
propositions to help our clients in a 
world where complexity and constant 
change have become the new norm.

Our expertise
From day one we have always been 
clear that we need to keep challenging 
ourselves to be more efficient in how 
we bring our expertise to the market so 
that we remain relevant to our clients’ 
needs and to our people’s aspirations. 

In 2012 we took stock not just of 
our own organisation, but also of 
the immensely challenging market 
conditions that confront clients. 

The governance changes we have 
introduced are all about executing our 
services more effectively both across 
borders for large multinational clients 
and within respective countries for 
mid-market clients. 

With recession or slow growth likely to 
prevail for some time to come in many 
of our markets, our change of emphasis 
means we can now focus more sharply 
on reacting with maximum speed and 
agility to meet clients’ needs. Our future 
success rests on our ability to create 
solutions that add real value and meet 
the exceptionally high standards of 
quality demanded by ourselves, 
society, business and regulators.
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Our organisation
Trading conditions during the year 
were difficult for both individual 
operating firms and clients. Against 
that background, the fact that we 
saw overall revenue grow by 9% and 
like for like revenue growth* of 4% was 
a significant achievement. Margins were 
down reflecting the tough business 
conditions and the ongoing investment 
in the quality of our services and our 
people. We benefitted from a 
strong full-year contribution from 
our member firm in Norway, and 
from our Gulf countries. 

Our continued investment in important 
emerging economies such as the Gulf, 
Turkey and the CIS continued to pay off. 
Turkey was in fact the fastest growing 
country recording growth of over 20%.

We also felt the benefit of some key 
acquisitions made in 2011 and early 2012 
to scale up our capabilities in areas of high 
demand from current and potential clients. 
The global outsourcing consultancy 
EquaTerra, the Dutch healthcare specialist, 
Plexus, and the UK IT consulting firm, 
Xantus, have all been carefully integrated 
into the firm and made important 
contributions to our Management 
Consultancy business during the year. 

Investing in our organisation
As the acquisitions previously mentioned 
indicate, we continue to invest in high 
growth areas of the business and in 
targeted programmes that will boost 
our offering and the capabilities of 
our teams.

But the process of refocusing 
our investment into front line 
opportunities has inevitably meant 
that some back office programmes, 
under consideration in 2011, are no 
longer immediate priorities. 

For instance, plans to establish a 
shared services centre in Prague 
to manage a range of back office 
functions, including IT, finance and 
people management, have been put 
on hold. A project of this scale would 
prove too big a distraction for the 
individual operating firms at a time 
when they need to focus their full 
attention on the market. 

Our clients
We have three main goals: relevance 
to clients; the provision of consistent 
high quality services, wherever and 
whenever our clients need them; and to 
build deep relationships that allow us to 
use all our multi-disciplinary capabilities 
to help our clients achieve dynamic and 
sustainable growth. After five long years 
of recession in many of our main 
markets, this is no mean feat. 

In June this year we made another 
important targeted acquisition when 
KPMG in Germany bought BrainNet, 
a leading procurement consultancy with 
operations in Germany and Switzerland.

The conditions continue to be 
challenging for our Audit and Tax 
functions, in particular. Audit net sales** 
were held flat at 2011 levels, whilst the 
tax function achieved a modest growth 
of 2%. The Transactions & Restructuring 
(T&R) function performed better than 
in 2011 with growth of 3%. Our Risk 
Consulting (RC) and Management 
Consulting (MC) functions both achieved 
strong net sales growth of 16% and 
7% respectively, reflecting the continued 
focus on priority growth areas, and the 
integration of acquisitions made in recent 
years. Further commentary on each 
function, together with comment on 
our markets, is given on pages 11 to 15. 

We continue to control costs very 
tightly across the business to deliver 
our services. 

Indeed, the reconfiguration of our 
governance structures, overseen by a 
slimmer executive, and the redirection 
of investment from back-office to front 
line programmes and priorities, will help 
make significant cuts in the cost of 
running our organisation. The benefit 
of these actions will be felt strongly 
in the current year and beyond.

Our business model

Client 
need

Sector specialism
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Sector specialism
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ector specialism
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pecialism

Audit

T&R

MCTax
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Clients

Expertise

Communities

Organisation

Embedding 
our culture 
and values 
within an 
effective 

commercial 
strategy

The best firm 
for our clients, 
our people and 

our communities

Always 
being 
client 

relevant

Our people

* Like for like revenue growth ignores the impact 
of mergers and exchange rate fluctuations

** Net sales is revenue net of recoverable expenses 
and is the key internal top-line KPI. Details 
concerning the reconciliation of net sales to IFRS 
reported revenue is given in note 3 of the financial 
statements
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Business review 
continued

We live in a world that is entirely 
different to the one that existed before 
the financial crash in 2008. The old 
approaches to sustaining business 
growth no longer apply; we cannot 
rely on old, repackaged solutions. 

We need to think in entirely new ways 
about the complex challenges our 
clients face.

Many of the priority programmes and 
projects we are now focusing on, reflect 
this challenge. Three examples illustrate 
this point well:

Audit reform – as an organisation 
we are looking carefully at the implications 
of proposed changes in Audit regulations 
on client relationships. If auditor rotation 
becomes a reality – either through 
regulation, or voluntary action by 
companies responding to perceived 
regulatory pressure – we need to be 
sure that clients recognise the range of 
our capabilities, across Audit, Tax and 
Advisory. We want to be sure that they 
understand how we can help them – 
whether as auditor or in other ways. This 
will require first-class relationship building.

Re-engineering Audit – we are taking 
a lead role in a global KPMG initiative to 
look at how Audit can be more efficient, 
more effective and more relevant, 
including how we can use IT in more 
innovative ways to support the work 
of our Audit professionals, and whether 
audit should be realigned, at least in 
part, to focus on non-financial and 
forward-looking issues. 

Demographics – the competition 
for talent in Europe is becoming 
increasingly intense. An ageing 
population means that the supply 
of talented young graduates is 
shrinking and we need to find new 
ways to resource ourselves. Our ability 
to work together as a firm to recruit, 
retain and develop the most talented 
individuals will determine our success 
in winning new clients and delivering 
high-quality services. 

It makes complete sense that we tackle 
issues like these as a global network. 
For that reason we are encouraging our 
colleagues from across KPMG’s global 
network to join us in those programmes 
that are relevant to them.

Our sector advantage
Of course relevance, consistency 
and relationships, and, indeed, 
execution, all require one common 
ingredient – insights.

Here, we are in a very strong position 
thanks to the sector-led approach we 
have taken for many years and which 
we continue to strengthen and adapt 
to the evolving market.

We organise ourselves around 15 sectors 
across Financial Services, Corporates, 
Public Sector and Private Equity. We use 
these sector groupings to bring together 
our most talented and knowledgeable 
people – across each of our five 
functions – so that, armed with a real 
understanding of their markets, they 
can offer our largest multi-national clients 
valuable insights into the individual and 
sector challenges they face.

Close co-operation between our sector 
teams also means we can quickly learn 
from each other’s experience and adapt 
and replicate successful high-value 
propositions for the benefit of a wider 
pool of clients.

During the year our sector groupings 
continued to evolve. We decoupled 
Pharmaceuticals from Chemicals and 
linked it with Healthcare to create a 
Life Sciences group, able to cover the 
whole continuum of care. Chemicals 
was moved into our Energy and Natural 
Resources (ENR) group, where there 
are clear synergies.

Our sector approach provides a great 
focus for cross-border co-operation, 
allowing us to deploy the right people 
with the right skills for the right 
opportunities.

“Our clients are facing 
challenges which are 
quite different to those 
which existed before the 
financial crash in 2008. 
Our role is to provide the 
skills, solutions and tools 
to help them succeed 
in today’s environment.” 
Graeme Ross
Head of Markets
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Our list of major clients – which includes 
nearly 200 of the major multinationals 
headquartered in Europe and inbound 
US, Chinese and Japanese companies 
with major interests in our market – was 
extended during the year to include 
companies from our EMA region, such 
as Ireland, France and Italy. In future we 
will pool our sector expertise as widely 
as possible within EMA to ensure we 
respond with an even greater depth 
of expertise.

Our sector approach benefits our 
middle-market KPMG firms too. 
Although we tend to work with them 
primarily through our national practices, 
client teams work closely with our 
sector specialists to bring valuable 
insights and relevant propositions.

A global growth strategy
KPMG’s global growth strategy 
continues to drive our business 
forward. As the graphic below shows, 
this focuses on the six high-growth 
market segments where we think major 
clients are most likely to need support 
in years ahead. 

The strategy, agreed two years ago, 
holds good and we are continuing to 
pursue it vigorously with our colleagues 
internationally. As the biggest single 
operating group within the KPMG 
network, we can make a significant 
contribution to developing and 
facilitating high value propositions 
within that strategy.

To help us in that work KPMG is 
continuing to develop our Centres 
of Excellence, which allow us to 
avoid replication by bringing together 
our best global experts in one place. 

There are three centres in Europe: 
a Financial Regulation Centre of 
Excellence in London, working closely 
with similar centres in New York and 
Hong Kong; an ENR Centre in Moscow, 
exploiting opportunities not only in 
Russia and the CIS, but across the globe; 
and a fast-growing Sustainability and 
Climate Change Centre in Amsterdam. 

We are also refining our global delivery 
model. Other KPMG member firms 
are now making greater use of the  
India-based businesses, KPMG Global 
Services (KGS) and KPMG Resource 
Centre (KRC), which offer us a new 
pool of tremendous talent. Over the 
last two years, these businesses have 
honed their proposition to offer 
highly competitive audit and advisory 
services for KPMG firms in areas such 
as data analytics, benchmarking and 
commercial research.

Tackling the slow growth challenge
Current market conditions – dominated 
by persistent low GDP growth in many 
economies, weak consumer demand, 
a continuing squeeze on capital and ever 
more complex regulation – present clear 
challenges for clients across sectors.

The protracted Eurozone crisis is forcing 
some clients to rein in their spending on 
outside support. Competition and price 
pressure are now far more intense. 

In the shaded boxes on the right of this 
page and overleaf, we describe some of 
the major challenges and opportunities 
facing clients in our four markets.

Financial Services
The pace and volume of change 
confronting financial institutions 
since the height of the financial crisis 
in 2008 presents clients with a range 
of very complex challenges, leading 
to continuing high demand for 
support and advice.

The tide of new regulation is 
relentless. It is having an impact on 
the financial dynamics of institutions, 
with return on equity falling as capital 
and liquidity thresholds are raised, 
and with margins squeezed in a low 
interest rate environment. Proposed 
Vickers, Liikanen and Volcker reforms 
threaten major structural change, 
all of which are forcing institutions 
to rethink their business models. 
Product misselling has created 
new risks and could lead to even 
tighter regulation.

But few of the regulations are set 
in stone, as the shifting timeline 
for the introduction of Solvency II 
shows. Often institutions are caught 
between being wary of changing 
systems too early, and the fear of 
moving too late and being unable 
to comply. They need help to 
respond at the right time, and 
on the right scale.

The growth and cost challenge 
is also demanding fresh business 
modelling, as clients look to simplify 
their organisations and their 
products. Moving from complex 
legacy back-office systems to new 
more efficient structures involves 
massive business transformation.

ELLP firms continue to help 
institutions restructure their balance 
sheets following the crisis, including 
a number of banks in Greece 
and Cyprus.

The demand from institutions for 
deeply experienced advisers is 
challenging us to find new ways 
to develop our talent and our teams.

Cross-border working is growing 
ever stronger while these challenges 
prevail, and has helped us win 
new work. 
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Business review
continued

Corporates
For many corporate clients the 
priority is to find innovative ways 
to survive and prosper in a stagnant 
and uncertain economic environment.

With transaction activity still at a very 
low ebb, clients are turning to us for 
alternative ways to maintain growth 
and strategic momentum, by 
boosting operating efficiency, driving 
organic growth, managing costs, 
enhancing their margins and freeing 
up cash flow. Risk management is 
also a growing concern for boards 
and they look for help in avoiding 
major operational risks – such 
as data loss – and for effective 
remedies when things go wrong.

Different sectors have different 
priorities, but increasingly we are 
finding ways to leverage lessons 
and innovations from one sector 
to another and offering insights into 
other areas of profitable growth.

ENR continues to grow strongly. 
Within little more than 10 years we 
have built one of the most expert 
teams in the sector, winning work 
in both established and emerging 
markets. Excellent collaboration 
between our Dutch and Norwegian 
firms, for instance, helped us secure 
the audit at Statoil, this year.

Public Sector
2012 was a year of consolidation and 
strong recovery for our Public Sector 
group, after a very difficult 2011. 

With growth picking up quickly 
in the second half of the year in the 
UK, the Netherlands and Germany, 
the business now has a strong 
pipeline of new projects. 

Government, infrastructure and 
healthcare are priority growth 
sectors within KPMG’s global 
strategy. However, in many markets 
the needs of public sector clients 
are changing: in a time of austerity, 

public sector organisations are more 
conscious than ever of the need to 
obtain value from the money they 
spend on advisers. They are less 
interested in generic support from 
contractors and more focused on 
gaining access to deep financial 
and commercial expertise.

That plays to our traditional strengths 
in our mature government practices 
in the UK and the Netherlands, both 
of which have returned to strong 
growth after a challenging 2011. 
It has also given us the opportunity 
to expand our advisory business 
in Germany through a number of 
important senior hires, leading to 
a breakthrough win at the Federal 
Ministry of Infrastructure.

In the UK we have advised on 
cutting-edge government policies, 
from energy market reform to 
welfare-to-work. Our welfare 
experience has enabled ELLP firms 
to win related contracts in both 
Poland and Saudi Arabia. Cross-
border experience has also proved 
important in Scotland, where our 
experience with the Dutch National 
Police Force has helped us to win 
the mandate to advise on police 
force mergers.

Healthcare continues to be the 
fastest growing part of our public 
sector business. We are working on 
multiple engagements in support of 
the UK government’s new approach 
to the commissioning of health 
services, and the UK firm is now 
the market leader in providing audit 
services to Foundation Trust hospitals.

Demand for Audit and Tax services 
remains high, and in the UK we 
were one of the most successful 
bidders to take over audits previously 
performed by the Audit Commission. 
As a result, we have recently 
welcomed on board a number of 
former Commission staff who have 
joined our public sector Audit team. 



13 / KPMG Europe LLP 
Annual Report 2012

www.kpmg.com/eu/annualreport

Private Equity
Despite the challenging economic 
environment in Europe, our private 
equity practice performed very well 
in 2012. Many of our clients have 
substantial dry powder from 
existing funds or are in the process 
of realising their portfolio companies 
to raise new funds. New transactions 
have been fuelled by a partial 
recovery of debt markets following 
the Eurozone crisis, and secondary 
buyouts continue to represent 
a significant feature.

Our success reflects a concerted 
effort to anticipate market changes, 
and harness our sector and functional 
expertise. We provide proactive 
support to private equity houses and 
their portfolio companies across the 
whole value chain, from acquisition 
to exit. We also succeeded in 
working for more of the industry’s 
biggest names and advised on 
many of the largest deals this year.

Although the market environment 
is uncertain and presents many 
challenges, we have the largest 
group of dedicated private equity 
professionals across all service lines 
by some measure and continue to 
strengthen our practice to be the 
leading provider to the private 
equity industry.

Our functions
In recent years we had re-organised 
our functions to reflect the changing 
priorities of our clients and to offer them 
the range of our multi-disciplinary skills. 
This has allowed us to continue focusing 
on quality, depth of experience and 
service while building dynamic 
consulting businesses to address 
new needs in the market.

Audit
In order to ensure that key stakeholders 
and the wider business community 
realise the value of audit, as a 
profession, we should communicate 
it more effectively. Like an iceberg, only 
a small proportion of that audit value 
is visible above the water line. What is 
not visible is the financial discipline the 
annual audit imposes on day-to-day 
business operations, and the many 
potential problems that are identified 
by auditors and corrected before the 
financial statements are published.

Despite an increasingly competitive 
environment, our net sales remained 
constant in 2012. Nevertheless ELLP 
firms recorded some excellent wins 
during the year including Statoil and 
Dekabank.

KPMG global have established the 
‘Re-engineering Audit Programme’ 
with ELLP as one of the main 
contributors to that programme. 
One of the core aspects of the 
programme is how we can make the 
Audit more efficient. In this light, we 
are building on key initiatives, such as 
the growing use of e-Audit technology 
and delivery centres in Europe and India, 
to cut the cost of audit delivery.

Another core aspect is how we can 
make the Audit even more effective, 
offering a wider range of high quality 
assurance to give investors and the 
markets greater certainty in today’s 
difficult commercial and regulatory 
environment.

And finally, we are looking ahead at 
how Audit is likely to change in the 
next three to five years and what steps 
we can take now to make sure KPMG 
continues to lead our profession in 
providing the very highest standards 
of quality. 

Tax
Price pressure is also a growing 
feature in some areas of the Tax 
market, particularly for commoditised 
services such as basic tax compliance. 
More work is being put out to tender, 
as clients search for cost savings. 
We manage this work with ever-greater 
efficiency, making use of the KPMG 
Indirect Tax centre in Budapest, the 
resources in KGS India and our 
local hubs.

At the same time the demand for 
high value Indirect Tax, Global Transfer 
Pricing and Legal services remains 
high across almost all of our markets. 
We saw strong growth in the majority 
of the countries in which we operate 
during the year, achieving net sales 
of over €1 billion for the first time.

This growth was, unlike in years 
before, not constant across Europe 
as the economies in which our ELLP 
member firms operate in were 
developing at different paces.

Our continued investment in highly 
specialised services helped us to 
even out the market turbulences by 
expanding into service areas where 
our clients’ appetite to invest grew 
even in times of restricted budgets.

For example, legal services is a high 
growth area for us, as we continue to 
expand our capabilities to fully meet our 
clients’ requirements as an integrated 
service provider.
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Another area of investment has been 
the development and deployment of 
IT-based solutions and process-driven 
tax consultancy work. This is a response 
to our client’s increasing challenges 
arising from the necessity to integrate 
tax compliance and reporting with 
ERP-systems and the effects of 
finance transformation projects on the 
processes, structures and governance 
of tax departments. 

The public debate over acceptable 
levels of individual and corporate tax 
planning is intensifying, not least as 
tax authorities step up their efforts to 
collect revenue in both austerity-hit 
and faster growing economies.

We continue to work with our clients 
to ensure they are compliant with 
relevant regulation and are increasingly 
helping them understand the ethical and 
reputational considerations associated 
with tax planning in a world where 
transparency, also in tax matters, 
becomes an issue of public debate 
also for Corporates.

Transactions & Restructuring
Traditional patterns of activity have 
changed fundamentally in the last two 
years. In the past, transactions tended 
to boom at times of growth, and 
restructuring to boom in a downturn, 
on a fairly consistent global basis. 
Our market is now much more 
unpredictable. 

Uncertainty is the watchword for M&A 
markets across most of Europe, with 
investors and lenders unwilling to 
commit to deals. At the same time, 
demand for restructuring advice now 
varies from region to region and sector 
to sector. Our challenge is to find new 
ways to support clients through the 
whole economic cycle and to respond 
quickly to their diverse needs. 

Those attempting deals need greater 
help to identify and value targets and 
to complete transactions. Where T&R 
assignments might emerge next has 
also become more unpredictable. 
ELLP firms need to be far more flexible 
in our service lines and in how we 
mobilise resources. We continue to 
do this well, and our net sales grew 
by 3% in 2012.

Some commentators predict an 
imminent pick up in the M&A market. 
We are more pragmatic, expecting 
activity to remain subdued while the 
Eurozone crisis, and worries about 
growth in China and the US, persist. 
Nevertheless, large, high quality deals 
are being financed and completed and 
we believe demand for restructuring 
work, particularly in southern Europe, 
will remain relatively strong.

Management Consulting 
Our management consulting businesses 
continue to develop strongly. We are 
continuing to build, bringing in deep 
specialists who can work effectively 
together and across the whole firm.

We proved we can do this 
successfully in key areas during the 
year. For example we continued to 
leverage our acquisition of EquaTerra, 
the sourcing specialist acquired in 
2011, by winning important new work, 
extending its geographical reach, and 
being recognised by International 
Association of Outsourcing 
Professionals as the number one 
firm in global outsourcing advisory. 

The IT consulting business Xantus was 
acquired at the beginning of the year, 
significantly extending our ability to 
provide clients strategic IT advice at 
board level. Forrester placed us in the 
top three global providers of CIO 
Advisory Services during the year.

The acquisition of BrainNet, a leading 
procurement consultancy in Germany 
and Switzerland, gives us a similar 
opportunity to become the leading 
global adviser in the strategic sourcing 
and procurement space. This is a really 
strong business with excellent people 
and fantastic tools and intellectual 
property.

Although our net sales continued to 
climb during the year, with net sales up 
7%, we did not make as much progress 
as we hoped and we will be focusing 
with greater vigour in the year ahead 
on that need to keep building our scale 
and capabilities.

“With growth slowing 
in some of our markets, 
we have to work even 
harder to make sure we 
offer people first-class 
career opportunities and 
the chance to do exciting 
international work for 
our clients.” 
Tim Payne
Head of People

Business review
continued
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Regulation is also a growing concern 
for other sectors, not least media, 
pharmaceuticals and ENR, and clients 
are asking us to apply our knowledge 
to these markets. This is the focus of 
one of the three priority programmes 
we are involved in across the firm.

Our approach is a holistic one; getting 
boards and C-level executives to see 
risk as one compelling story, requiring 
solid management strategies and 
effective remedies. This strategic 
approach is growing fastest in the 
UK and the Netherlands, and this 
year we will extend it to other 
markets, progressively.

We continued to grow in 2012, 
although not at the explosive rate 
seen the year before. Higher demand, 
combined with reduced costs, saw our 
German practice grow by 26%, but 
elsewhere activity was more muted. 
The challenging market place is 
leading to increasingly sophisticated 
procurement procedures and we 
continue to look for ways to add 
new value for our clients.

Our people
People make all the difference to 
our business. I make no apologies 
for expressing this in such 
straightforward terms.

The simple truth is we could never 
make good our promise to deliver 
consistently outstanding client services 
without the skill, determination and 
flexibility of people right across 
KPMG Europe LLP. 

During a year of change for our 
group and huge market challenges, 
they continued to do this work with 
extraordinary flair and the results we 
have achieved are a credit to them.

We need to work very hard to recruit 
and retain the most talented people 
in our markets. Creating a high 
performance culture in which they can 
learn and develop in a way that allows 
them to offer the very best of KPMG, 
is also key. This is, and will always 
remain, a critical agenda for us.

In a very tough market, the demand for 
our skills is still high and clients clearly 
want us to demonstrate that we can 
work effectively across borders. 
Our challenge is to match bold 
investment with profitable growth. 
Financial services work remained 
buoyant in the UK, but public sector 
demand was weaker than hoped.

We took the opportunity to restructure 
a number of our businesses to ensure 
they retained lean but talented teams 
focused on sustainable growth. We are 
now making much more effective use 
of KGS in India, working more closely 
with our US colleagues.

Risk Consulting
Work for financial institutions – in 
particular financial risk management – 
continues to dominate the agenda 
of our Risk Consulting business, with 
demand for our services high in all 
the major financial centres, including 
London, Frankfurt, Amsterdam, Zurich 
and Madrid.

Sharing our expertise across member 
firms remains essential. For instance 
we are helping major banks create 
Recovery and Resolution Plans or 
“Living Wills” – something familiar 
to UK institutions, but relatively new 
elsewhere. KPMG’s Financial Regulation 
Centre of Excellence is helping member 
firms share knowledge and to deploy 
their best people for these assignments.

We have worked with major UK banks 
to address the wide ranging regulatory 
pressures that they face. This is 
complex and labour-intensive work 
involving hundreds of people and 
detailed data analysis, some of which 
has been handled by our colleagues 
in India.

While financial regulation work is 
likely to remain in strong demand for 
several years, it is essential we look 
beyond that.

We have had great success in this area 
for many years and this was once again 
recognised in 2012. For the third year 
in a row KPMG was placed in second 
place, behind Google, in Universum’s 
survey of the “World’s most attractive 
employers”. The result, based 
on interviews with some 144,000 
business students from top 
academic institutions in 12 countries*, 
is a terrific endorsement.

While many of our programmes are 
run at country level, there is a great deal 
we do across ELLP firms to take our 
people agenda forward, particularly our 
work to recruit a wide and diverse range 
of talent, and in pursuing a consistent 
learning and development programme 
for our employees and partners. 

Our ability to win important 
assignments with our biggest 
international clients depends on us 
recruiting, developing and deploying the 
best people. The more of that work we 
win, the more likely we are to attract the 
best people to our firm. In that sense, it 
is all about achieving a virtuous circle 
and we will continue to focus hard on 
this agenda in the years ahead.

Recruiting for success
Changes to our organisation during the 
year meant that we had to restructure 
some departments and this, regrettably, 
resulted in redundancies.

Elsewhere we continued to recruit 
at all levels, focusing particularly on 
hot areas of the market where there 
is high client demand for key skills 
– notably data analytics, regulation, 
risk and financial services. We continue 
to link recruitment strategy directly to 
our global growth priorities to match 
our resources to our ambitions in 
these areas.

* Brazil, Canada, China, France, Germany, India, Italy, 
Japan, Russia, Spain, UK and US
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Our challenge in a slower growing 
market is to make clear that we continue 
to offer fantastic opportunities to build a 
rewarding career and demonstrate how 
our people can access them. We still 
look to move our people on secondment 
between both our operating firms and 
more broadly across the KPMG network 
to give them genuine international 
experience. Despite cost constraints, 
we have maintained the number of 
secondments by focusing on more 
short-term assignments linked to 
specific client projects.

In total some 9,633 joined the group, 
during the year. Graduate recruitment 
remained strong, with 3,436 new 
recruits to the firm, and we continue 
to refine our approach to make sure 
we hire the brightest and the best.

But, as I have already hinted, the 
demographics are running against 
us here and we need to broaden 
our search for young talent. 

Our UK and German firms have led 
the way in this through their school 
leaver and apprenticeship programmes. 
These offer young people an alternative 
route into our profession, with the 
chance to achieve university-level 
qualifications while working for and 
being paid by the firm. These schemes 
provide a number of real benefits. 
They tap a genuine new pool of talent 
and help us broaden the diversity 
of our workforce in ways that reflect 
our communities and our clients’ 
own employee profiles.

So we now have a different and 
richer operating model available to 
us, comprising graduate recruitment, 
school leavers and, importantly, 
exceptional talent in KGS and KRC 
in India. 

Learning and leadership
By working together, the ELLP firms 
can also pursue a consistent, high 
quality approach to identifying and 
developing potential leaders.

Our emerging leaders programme 
continues to thrive, with a total of c750 
participants. Through this programme 
we can spot people with real potential 
early in their careers and give them 
learning and real time experience, 
often in close partnership with key 
clients. Emerging leader retention 
rates are considerably higher than 
average and we are managing to 
accelerate their career development, 
with a faster progression to senior 
levels of KPMG.

The process of selecting and promoting 
people to the partnership is consistent 
across the firm. We ratchet up the 
height of the hurdle each year, to 
continually increase the quality of 
partnership, ensuring we continue 
to generate the highest quality of 
leadership across ELLP firms.

During the year a total of 111 people 
went through the process, with 97 
successfully making partner.

But it doesn’t stop there. Our new 
partners need to keep learning and 
developing new skills – both for use in 
the market and in leading and inspiring 
our teams. Our “Partner Essentials” 
master classes are proving highly 
successful in providing new partners 
with the qualities clients most look 
for – expert, globally minded, forward 
thinking, and passionate about adding 
real value.

In common with many professional 
services firms, we continue to look 
for ways to increase the representation 
of women at the very highest levels 
in the group. Performance here varies 
quite significantly from one country 
to another, with some making progress 
and others slipping back. This is an 
issue we must get right, but it is 
taking longer than we would like.

Business review
continued
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Technology
There is a younger demographic within 
the firm. Some 60% of our employees 
fall into the so-called generation-Y 
category. They are highly “tech-savvy” 
and are used to learning in new ways. 
For that reason we are using technology 
in more innovative ways to enhance our 
learning and development programmes. 
Our virtual classroom allows hundreds 
of our people to log into sessions run 
by a live trainer; we are piloting new 
learning programmes on mobile 
devices; and we are using internal 
social media platforms more effectively.

Our Communities
As with our people agenda, there is 
an increasingly important business 
motivation behind our approach to 
Corporate Social Responsibility (CSR) 
and sustainability.

We know from clients and from 
our own thought leadership that our 
success in the market place and our 
reputation depends on us taking a 
strong, proactive approach to CSR. 

Our own published research has shown 
that 79% of US$1 billion-plus turnover 
companies now have CSR strategies, 
and that 95% of the world’s largest 
companies actively report on these 
activities. In recent internal research we 
found that the vast majority of member 
firms’ top 10 non-Audit clients are on 
the main CSR indices, the FTSE4Good, 
the Dow Jones Sustainability Index and 
the UN Global Compact.

If we fail to maintain our own leadership 
in this field we risk being cut off from 
the corporate mainstream. We will not 
let that happen, and KPMG’s Europe, 
Middle East and Africa (EMA) regional 
board, which includes many of the 
national leaders of ELLP firms, strongly 
re-affirmed our commitment this year 
by making CSR a mandatory activity 
for KPMG member firms in the 
EMA region.

We are building on very strong 
foundations. We still aim to lead by 
practical example and to encourage 
new thinking in society, as the widely 
endorsed Living Wage campaign in 
the UK showed this year. 

But there is a lot more work to do, much 
of it driven by active client demands. 

For instance, some 80% of tender 
pre-qualifications (PQQs) now ask 
for evidence that we have an active 
environment management system. 
Our German and UK firms are already 
accredited to ISO14001, and all other 
firms are moving towards adoption. 
This will, for example, allow us to 
continue our progress in meeting our 
target to cut carbon by a further 15% 
per FTE by 2015 on a 2010 baseline, 
having far exceeded our carbon targets 
to date. One major challenge here 
remains air travel and we have an 
internal working group looking at 
technological and travel strategies 
that will drive us towards a lower 
carbon economy.

Some 28% of PQQs now demand we 
also implement an ethical management 
system and we have set a 2018 
deadline for ELLP firms to adopt 
the SA8000 system.

Volunteering
Our core values contain a commitment 
to support the communities we work 
in. We take this very seriously and we 
support community schemes, focusing 
on education and social inclusion, that 
allow us to deploy our business skills 
and partner with clients, as well as 
leading NGOs.

During the year our donations, in cash 
and in-kind, amounted to €19.5 million 
(€20 million in 2011), and 9,517 people 
across the firm completed a total of 
81,722 hours of volunteering and 
pro-bono work.

Project BRIGHT, now in its third 
year, continues to be one of our most 
sophisticated projects. Under the tagline 
‘KPMG BRIGHT minds, helping to 
create a BRIGHTer world’, it encourages 
people to suggest ways we can use 
our skills in the community or improve 
the carbon efficiency of our client work. 
The best suggestions are taken forward 
and winners are offered the chance 
to work on three projects we are 
supporting in sub-Saharan Africa: 
Fairtrade Africa, Restless Development 
and Child Helpline International.

Our German firm, in partnership with 
major insurer Allianz, and a number 
of other leading companies, launched 
a major financial literacy programme 
for young people during the year – an 
initiative which has huge potential and 
obvious links back to our profession.

London 2012 Olympics
Many of our staff played a big and 
exciting role in the London 2012 
Olympics and Paralympics this year, 
which were staged near to the UK firm’s 
Canary Wharf offices. We implemented 
a well managed flexible working system 
to ensure client work was not disrupted, 
enabling staff to volunteer at the event.

Outlook
We face immense challenges in the 
coming months and years. These will 
continue to be testing times for our firm 
and our clients.

But I hope you can see how determined 
we are to take all the necessary steps 
to ensure we continue to succeed as 
a group, for the benefit of our clients, 
our people and our communities. 

I am confident the progress we made 
in 2012 will mean we can do 
precisely that.

Jaap van Everdingen
Chief Operating Officer
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OUR EXPERTISE

Our commitment is to provide outstanding, 
innovative services in our chosen areas. Being the 
‘best firm to work with’ in this context means working 
together across firms to deliver consistent, high-quality 
solutions to clients in multiple geographies and sectors. 
We do this by offering a range of multi-disciplinary 
services through our five functions: Audit; Tax; 
Management Consulting, Transactions & Restructuring, 
and Risk Consulting. To improve client service, we aim 
to be first to market with new solutions, share knowledge 
across our whole business to make the most of our 
ideas and credentials, and work to the very highest 
standards of quality. 

Red

Amber

Green
2012
2011

2012  6%
2011  4%

2012  3%
2011  1%

91%

95%

PROGRESS THIS YEAR 

Our Risk Consulting and 
Management Consulting 
functions are still relatively 
young and continue to grow very 
quickly, although not at the levels 
we saw in 2011. Demand for high-
value tax services remains high, 
and this led to a record performance 
by our Tax function in the year. 
Price pressure is building across 
our markets, making it vital that 
we remain highly efficient, without 
compromising on quality.

PRIORITIES 

Our determination to remain absolutely 
relevant to clients as they contend with 
some of the most challenging market 
conditions in memory, means 
we continue to invest in building the 
right expertise and high-value 
propositions for clients. Co-operation and 
knowledge sharing between ELLP firms 
remain vital. Clients expect us to offer 
the same, high quality service to them 
wherever they are doing business, based 
on deep understanding and relationships.

OUR CLIENTS

Being the ‘best firm to work with’ means 
consistently out-performing our competitors 
and increasing our market share, in our chosen 
areas of capability. We do that by remaining absolutely 
relevant to clients’ needs in terms of the quality of 
our solutions and our people’s expertise. Our aim is to 
help clients overcome their most significant challenges, 
working closely with both the market leaders in our region 
and in our priority sectors, and with middle market clients 
through our ELLP firms. 

Adding Value

2012
2011

2012 91%

2011 93%

2012
2011

82%

79%

95%

95%

Service
Quality

Relationship

PROGRESS THIS YEAR 

Despite very difficult market 
conditions, we continued to 
make good progress meeting 
the needs of clients. Demand 
for our services remains high in 
key sectors, including Financial 
Services and ENR, and in key 
market areas such as financial risk 
management, regulation and high 
value tax services.

PRIORITIES 

We are focusing on the six elements 
of KPMG’s global growth plan. 
We have extended the list of priority 
clients incorporating major multinationals 
from the KPMG’s EMA region, including 
Ireland, France and Italy. We continue 
to invest heavily in high growth markets. 
Turkey and Gulf countries saw the 
fastest growth during the year within 
ELLP firms. 

Business model We think of KPMG Europe LLP as the most client-centric firm 
that helps our clients and people excel. We are an organisation 
that has come together voluntarily as a single limited liability 
partnership in the strong belief that we are ‘better together’ 
and that by being the best firm to work with, ELLP firms will 
win more work, reduce costs and attract, develop and retain 
the best people. Each of these three elements are equally 
important and each is dependent upon our approach to our 
clients, our capabilities, our organisation, our partners and our 
people, and our communities: five strategic imperatives that 
make KPMG Europe LLP the best firm to work with.

Client service reviews scoring – more than satisfied 

Our client service review procedures – based on 
independent interviews and surveys – continue to reflect 
the excellent service we provide to all of our clients. 
(Note: the following data represents 77% of revenue 
for ELLP firms. We are also refreshing our data, so 2012 
results are based on different, but comparable, 
methodologies).

Quality risk metrics 

All of our engagement leaders are issued with annual 
quality and risk metrics, considered as part of their 
annual counselling, with an overall red, amber or green 
grading awarded. In 2012 we introduced additional 
metrics and tightened the scoring, so overall results 
are not directly comparable to 2011. But they 
indicate high levels of quality and risk compliance.
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Our expertise

P8

Our clients

P9

OUR EXPERTISE

Our commitment is to provide outstanding, 
innovative services in our chosen areas. Being the 
‘best firm to work with’ in this context means working 
together across firms to deliver consistent, high-quality 
solutions to clients in multiple geographies and sectors. 
We do this by offering a range of multi-disciplinary 
services through our five functions: Audit; Tax; 
Management Consulting, Transactions & Restructuring, 
and Risk Consulting. To improve client service, we aim 
to be first to market with new solutions, share knowledge 
across our whole business to make the most of our 
ideas and credentials, and work to the very highest 
standards of quality. 

Red

Amber

Green
2012
2011

2012  6%
2011  4%

2012  3%
2011  1%

91%

95%

PROGRESS THIS YEAR 

Our Risk Consulting and 
Management Consulting 
functions are still relatively 
young and continue to grow very 
quickly, although not at the levels 
we saw in 2011. Demand for high-
value tax services remains high, 
and this led to a record performance 
by our Tax function in the year. 
Price pressure is building across 
our markets, making it vital that 
we remain highly efficient, without 
compromising on quality.

PRIORITIES 

Our determination to remain absolutely 
relevant to clients as they contend with 
some of the most challenging market 
conditions in memory, means 
we continue to invest in building the 
right expertise and high-value 
propositions for clients. Co-operation and 
knowledge sharing between ELLP firms 
remain vital. Clients expect us to offer 
the same, high quality service to them 
wherever they are doing business, based 
on deep understanding and relationships.

OUR CLIENTS

Being the ‘best firm to work with’ means 
consistently out-performing our competitors 
and increasing our market share, in our chosen 
areas of capability. We do that by remaining absolutely 
relevant to clients’ needs in terms of the quality of 
our solutions and our people’s expertise. Our aim is to 
help clients overcome their most significant challenges, 
working closely with both the market leaders in our region 
and in our priority sectors, and with middle market clients 
through our ELLP firms. 

Adding Value

2012
2011

2012 91%

2011 93%

2012
2011

82%

79%

95%

95%

Service
Quality

Relationship

PROGRESS THIS YEAR 

Despite very difficult market 
conditions, we continued to 
make good progress meeting 
the needs of clients. Demand 
for our services remains high in 
key sectors, including Financial 
Services and ENR, and in key 
market areas such as financial risk 
management, regulation and high 
value tax services.

PRIORITIES 

We are focusing on the six elements 
of KPMG’s global growth plan. 
We have extended the list of priority 
clients incorporating major multinationals 
from the KPMG’s EMA region, including 
Ireland, France and Italy. We continue 
to invest heavily in high growth markets. 
Turkey and Gulf countries saw the 
fastest growth during the year within 
ELLP firms. 
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OUR ORGANISATION 

Creating an organisation focused on excellence 
in front line delivery. That means making significant 
investment in the firm so that it operates in a consistent 
way, with clear decision-making, closely aligned to our 
market strategy. We need to share intellectual property 
seamlessly across boundaries and make sure ELLP firms 
assign the right people to the right client at the right 
time, regardless of geography. We also make targeted 
acquisitions and integrate them carefully into our business 
to boost our capabilities and skills in areas important to 
our clients.

Acquisitions
(€m)

2012

2011

38

24

PROGRESS THIS YEAR 

Both Norway and our expanded 
Gulf countries made strong, full-year 
contributions for the first time. To help us 
better pursue our priority programmes for 
the benefit of clients, we are pooling our 
expertise across KPMG’s EMA region. 
The India-based businesses, KGS and KRC, 
are growing strongly and helping us to 
offer a wider range of valuable services 
to clients, such as data analysis 
and commercial research. 

PRIORITIES 

We have organised ourselves to focus hard 
on high-value front-line services, postponing 
a number of shared service and back-office IT 
programmes under consideration in 2011. 
We continue to look to KGS and KRC and 
changes to our audit model to improve both 
the quality and efficiency of our delivery. 

OUR PEOPLE

Attracting, developing and retaining the best 
people thus ensuring we are ‘the’ market-leading 
professionals. Being the ‘best firm to work with’ means 
that our partners and people have valued relationships 
with our clients. Our people must be talented, client-
focused and highly motivated. This means they must 
consistently: seek broad-based experience; demonstrate 
agility, mobility and an intolerance of mediocrity; demand 
development opportunities and drive their own careers; 
and respond positively to the realities of a client-focused, 
high-performing business. Our partners must be focused 
on quality and value – this means bringing the best insights 
to our clients. Our partners and our people must also be 
visible role models to whom others aspire; and make great 
commercial decisions while remaining focused on quality. 

All staff
turnover

Exceptional
performance

turnover

Employee
engagement

2012

2012

2011

2012

2011

  7%

  9%

  14%

  13%

2010 72%

61%

PROGRESS THIS YEAR 

We continue to pursue a number of 
programmes to identify, promote and 
develop Emerging Leaders and our partners. 
We use a common partner selection process 
and our ‘Partner Essentials’ master classes 
to develop the client and leadership skills 
of new partners. Our Emerging Leaders 
programme is thriving. We continue to test 
ways we can use technology in our training, 
including virtual classrooms, learning 
on mobile devices and the use of internal 
social networks. 

PRIORITIES 

We need to recruit, retain and develop the best 
talent in our markets. With the supply of graduates 
likely to shrink we have extended our operating 
model to recruit very able school leavers and 
to make use of our talent resources in India. 
It is also vital that we continue to create first-class, 
international career opportunities for our people. 
We are managing to maintain high levels of 
mobility across the KPMG network by prioritising 
short, client-focused secondments. 

OUR COMMUNITIES

Corporate Social Responsibility – integral to our 
Values and defining the way we go about our 
business. Being the ‘best firm to work with’ means 
mobilising our business skills in innovative ways for the 
mutual benefit of our communities, our clients and our 
people. Our CSR programme seeks to ensure that 
we remain the best choice for our people, clients, and 
communities; that we work closely with our clients and 
suppliers to reduce the impact which our collective 
businesses have on the environment; that we inspire 
innovative new thinking on responsible business practice; 
and that we support our communities by proactively 
seeking out pro bono opportunities where we can 
contribute our own skills. 

Number of
volunteers

Investment
in the

community
(€m)

2012

2011

2012

2011

  19.5

  20.0

9,517

9,969  

PROGRESS THIS YEAR 

We continue to pursue a wide range 
of important community programmes 
(464 in total, in 2012), mostly focusing 
on education and social inclusion. 
Project BRIGHT and a newly launched 
financial literacy programme in Germany, 
both demonstrate our commitment to 
use volunteering in a more sophisticated 
way to achieve positive outcomes for 
our communities and our people; and to 
build increasingly valuable relationships 
with clients.

PRIORITIES 

We continue to make sure our business is 
sustainable through managing our economic, 
social and environmental impacts in an integrated, 
business-focused way. All ELLP firms are on 
course to adopt an environmental management 
system and we aim to introduce an accredited 
ethical management system by 2018.

Business model continued

INVESTMENT AND STAFF VOLUNTEERS

Our investment in our communities fell sharply during 
a testing year, but still totalled €19.5m (2011: €20m). 
Volunteering activity remained just as high, however, 
with 9,517 (2011: 9,969) people completing 81,722 
hours (2011: 77,497). 

ENGAGEMENT AND RETENTION

Staff turnover among our exceptional rated people 
remains low at 7% compared with 9% in 2011. 
Across the firm and at all levels, total staff turnover 
stood at 13%.

Investment

Our investment on acquisitions over the financial year 
totalled €38m, an increase on the 2011 figure. ELLP 
firms made two key acquisitions, buying Xantus 
Limited, the UK IT consultancy, and BrainNet, a leading 
procurement consultancy, which leads the market in 
Germany and Switzerland. 
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OUR ORGANISATION 

Creating an organisation focused on excellence 
in front line delivery. That means making significant 
investment in the firm so that it operates in a consistent 
way, with clear decision-making, closely aligned to our 
market strategy. We need to share intellectual property 
seamlessly across boundaries and make sure ELLP firms 
assign the right people to the right client at the right 
time, regardless of geography. We also make targeted 
acquisitions and integrate them carefully into our business 
to boost our capabilities and skills in areas important to 
our clients.

Acquisitions
(€m)

2012

2011

38

24

PROGRESS THIS YEAR 

Both Norway and our expanded 
Gulf countries made strong, full-year 
contributions for the first time. To help us 
better pursue our priority programmes for 
the benefit of clients, we are pooling our 
expertise across KPMG’s EMA region. 
The India-based businesses, KGS and KRC, 
are growing strongly and helping us to 
offer a wider range of valuable services 
to clients, such as data analysis 
and commercial research. 

PRIORITIES 

We have organised ourselves to focus hard 
on high-value front-line services, postponing 
a number of shared service and back-office IT 
programmes under consideration in 2011. 
We continue to look to KGS and KRC and 
changes to our audit model to improve both 
the quality and efficiency of our delivery. 

OUR PEOPLE

Attracting, developing and retaining the best 
people thus ensuring we are ‘the’ market-leading 
professionals. Being the ‘best firm to work with’ means 
that our partners and people have valued relationships 
with our clients. Our people must be talented, client-
focused and highly motivated. This means they must 
consistently: seek broad-based experience; demonstrate 
agility, mobility and an intolerance of mediocrity; demand 
development opportunities and drive their own careers; 
and respond positively to the realities of a client-focused, 
high-performing business. Our partners must be focused 
on quality and value – this means bringing the best insights 
to our clients. Our partners and our people must also be 
visible role models to whom others aspire; and make great 
commercial decisions while remaining focused on quality. 

All staff
turnover

Exceptional
performance

turnover

Employee
engagement

2012

2012

2011

2012

2011

  7%

  9%

  14%

  13%

2010 72%

61%

PROGRESS THIS YEAR 

We continue to pursue a number of 
programmes to identify, promote and 
develop Emerging Leaders and our partners. 
We use a common partner selection process 
and our ‘Partner Essentials’ master classes 
to develop the client and leadership skills 
of new partners. Our Emerging Leaders 
programme is thriving. We continue to test 
ways we can use technology in our training, 
including virtual classrooms, learning 
on mobile devices and the use of internal 
social networks. 

PRIORITIES 

We need to recruit, retain and develop the best 
talent in our markets. With the supply of graduates 
likely to shrink we have extended our operating 
model to recruit very able school leavers and 
to make use of our talent resources in India. 
It is also vital that we continue to create first-class, 
international career opportunities for our people. 
We are managing to maintain high levels of 
mobility across the KPMG network by prioritising 
short, client-focused secondments. 

OUR COMMUNITIES

Corporate Social Responsibility – integral to our 
Values and defining the way we go about our 
business. Being the ‘best firm to work with’ means 
mobilising our business skills in innovative ways for the 
mutual benefit of our communities, our clients and our 
people. Our CSR programme seeks to ensure that 
we remain the best choice for our people, clients, and 
communities; that we work closely with our clients and 
suppliers to reduce the impact which our collective 
businesses have on the environment; that we inspire 
innovative new thinking on responsible business practice; 
and that we support our communities by proactively 
seeking out pro bono opportunities where we can 
contribute our own skills. 

Number of
volunteers

Investment
in the

community
(€m)

2012

2011

2012

2011

  19.5

  20.0

9,517

9,969  

PROGRESS THIS YEAR 

We continue to pursue a wide range 
of important community programmes 
(464 in total, in 2012), mostly focusing 
on education and social inclusion. 
Project BRIGHT and a newly launched 
financial literacy programme in Germany, 
both demonstrate our commitment to 
use volunteering in a more sophisticated 
way to achieve positive outcomes for 
our communities and our people; and to 
build increasingly valuable relationships 
with clients.

PRIORITIES 

We continue to make sure our business is 
sustainable through managing our economic, 
social and environmental impacts in an integrated, 
business-focused way. All ELLP firms are on 
course to adopt an environmental management 
system and we aim to introduce an accredited 
ethical management system by 2018.
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The identification, evaluation, management and monitoring 
of the most significant risks that face KPMG Europe LLP 
and could threaten the achievement of our strategic objectives 
are the responsibility of our Board. Mitigating actions are taken 
where possible in order to reduce these risks to acceptable 
levels. Further details of quality control procedures are set 
out in the 2012 KPMG Europe LLP Transparency Report 
available online at www.kpmg.com/eu/annualreport. 
The principal risks and uncertainties facing ELLP firms 
are set out below:

Risk, potential 
impact and 
mitigations

OUR EXPERTISE: DELIVERING OUTSTANDING LEADING SERVICES IN OUR CHOSEN AREAS

Risk description. —————————————————— Potential impact. ————————————————————————— Mitigation —————————————————————————————

REGULATORY 
RELATIONSHIPS 
Failure to maintain good 
relationships with audit 
regulators or deal with 
any adverse findings from 
regulatory inspections to 
the regulator’s satisfaction.

■■ Loss of major audit clients

■■ The inability to attract new talent into 
ELLP firms

■■ Reputational damage in marketplace from 
press publicity

■■ Regulatory sanctions

■■ Nominated individuals responsible for 
interaction with regulatory authorities on a 
country by country basis and a clear KPMG 
Europe LLP framework for understanding 
local regulatory matters

■■ Majority of KPMG Europe LLP Board are 
“Qualified Individuals” with appropriate audit 
training and background

■■ Relevant KPMG Europe LLP leadership 
have visibility of local regulatory findings

AUDIT FAILURE
Major or multiple audit failures 
(as a consequence of ELLP firms 
signing an incorrect audit opinion  
and/or poor quality auditing) 
resulting in litigation and/or 
regulatory action.

■■ The loss of a number of audit clients due 
to reputational damage

■■ The inability to attract new talent

■■ Regulatory fines and/or temporary 
or permanent loss of audit licence

■■ Litigation and claims

Our audit quality controls include:

■■ A tone at the top which emphasises quality, 
ethics and integrity

■■ Our client and engagement acceptance 
procedures

■■ Clear standards and robust audit 
methodology and tools

■■ Controls over recruitment, development 
and assignment of our professionals

■■ Commitment to technical excellence

■■ Controls to deliver an effective and 
efficient audit

■■ Commitment to continuous improvement 
through monitoring

http://www.kpmg.com/eu/annualreport
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OUR EXPERTISE CONT’D: DELIVERING OUTSTANDING LEADING SERVICES IN OUR CHOSEN AREAS

Risk description. —————————————————— Potential impact. ————————————————————————— Mitigation —————————————————————————————

MAJOR LITIGATION / 
REGULATORY 
INVESTIGATION
Major litigation or regulatory 
investigation arising as a result 
of actual or suspected failure 
of our services which ELLP 
firms delivered either 
domestically, in another 
jurisdiction or jointly together 
with other firms in the KPMG 
network.

■■ Significant defence costs and/or settlement 
costs incurred/regulatory sanctions

■■ Reputational damage and resulting 
regulatory scrutiny

■■ Excessive use of leadership time in 
resolving issues

■■ General engagement quality and risk 
management controls

■■ Default position of engagement 
contracts being prepared under local law 
and jurisdiction

■■ Rigorous and robust inter-firm contracting 
protocols when working with other KPMG 
member firms

OUR CLIENTS: CREATING A REPUTATION FOR WORKING WITH THE VERY BEST CLIENTS
Risk description. —————————————————— Potential impact. ————————————————————————— Mitigation —————————————————————————————

APPROPRIATENESS 
OF CLIENTS AND 
SERVICES
Acceptance of clients that are 
inappropriate to our brand and/or 
delivery of services which 
are either illegal, unethical, 
contravene professional 
standards, or are otherwise 
perceived by investors, 
regulators or other stakeholders 
as inappropriate.

■■ Reputation in the marketplace impacted by 
working for the wrong clients or delivering 
the wrong service

■■ Regulatory sanctions including temporary 
loss of licence

■■ Loss of major clients

■■ Increased risk of litigation

■■ Jeopardising our relationship with 
tax authorities

Our internal quality control system including:

■■ Our client and engagement acceptance 
procedures

■■ Our proprietary system which checks 
for conflicts of interest

■■ Detailed policies and procedures around 
auditor independence

■■ Strict new products and services 
approval processes

■■ Our routine compliance programmes

■■ Our Code of Conduct and Values

■■ Whistle-blowing hotlines in operation

■■ Money laundering reporting procedures 
in place
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Risk, potential impact and mitigations continued

OUR ORGANISATION: CREATING A FIRM FOCUSED ON EXCELLENCE 

Risk description. —————————————————— Potential impact. ————————————————————————— Mitigation —————————————————————————————

REGULATORY CHANGE
Major change in regulation 
impacting on our business 
model from either the European 
Commission, national legislation, 
international or national 
regulators or from clients 
themselves in anticipation 
of regulatory changes.

■■ Audit only firms undermining the multi-
disciplinary partnership concept

■■ Caps for market share for audit clients

■■ Joint audits

■■ Mandatory rotation or retendering

■■ Further prohibitions on auditors providing 
non-audit services to their audit clients

■■ An established plan within KPMG Europe 
LLP for regulatory liaison

■■ Robust contingency planning in place for 
each of the potential likely regulatory 
outcomes

DATA LOSS
Failure to protect client 
confidential or personal data.

■■ Reputational damage

■■ Loss of clients

■■ Potential litigation or regulatory action/fines

■■ Robust IT security policies and processes

■■ ISO 27001 accreditation in our largest firms

■■ Ongoing training and awareness campaigns

FINANCIAL RISK
Failure to achieve financial 
objectives as a result of 
challenging economic 
circumstances.

■■ Pressures on fees and margins

■■ More innovative pricing requested by clients

■■ Reduced partner/staff compensation

■■ Increased propensity for our people 
to cut corners

■■ Budgetary challenge

■■ Monthly financial analysis at functional level

■■ Pricing panels in operation

■■ Cost optimisation programmes
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OUR PEOPLE: ATTRACTING, DEVELOPING AND RETAINING THE BEST PEOPLE

Risk description. —————————————————— Potential impact. ————————————————————————— Mitigation —————————————————————————————

REACTING TO NEW 
TRENDS
Inability to quickly and effectively 
match key skills to growth areas 
due to organisational barriers; 
skills shortages; slowness in 
identifying/recruiting appropriate 
skills; or a lack of staff mobility 
and/or flexibility.

■■ Failure to quickly and fully exploit growth 
opportunities resulting in loss of revenue

■■ Failure to match resource to demand could 
result in an excessive cost base in areas 
of reducing demand

■■ Failure to develop future leaders with the 
right experience and international mindset

■■ Quality implications of having the wrong 
people deliver services

■■ Monitoring of resource levels and functional 
hot spots

■■ Partner career paths and development

■■ Partner succession planning

■■ Global mobility programme in place

■■ Engagement acceptance processes consider 
skills and competencies of the team

PEOPLE ENGAGEMENT
Reduced morale potentially 
caused by high workloads 
impacting work life balance; 
poor internal communications; 
uncertainty around career 
development; and reward 
packages being perceived 
as uncompetitive.

■■ Demotivated staff leading to service delivery 
issues and a reduction in quality

■■ Lower productivity

■■ Loss of key talent

■■ Loss of reputation in marketplace 
as an ‘employer of choice’

■■ Less adherence to our Values & Code 
of Conduct

■■ An embedded group of People 
Management Leaders

■■ Sophisticated appraisal and reward 
processes

■■ Ongoing review of global performance 
management and development programmes

■■ Ongoing initiatives to address feedback 
from people surveys

TALENT MANAGEMENT
Inability to recruit and retain 
sufficiently qualified, motivated 
and experienced people or to 
build lead partner capability.

■■ Loss of talent leading to service delivery 
issues and a reduction in quality

■■ Loss of reputation in marketplace with clients

■■ Succession planning fails

■■ Loss of opportunities for multi-disciplinary 
engagement revenue

■■ Special training programme in place 
focusing on leaders of the future

■■ Annual promotion process and pay review

■■ Defined partner career paths and 
development framework

■■ Partner succession planning
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From day one we have always been clear that 
we need to keep challenging ourselves to be 
more efficient in how we bring our expertise 
to the market so that we remain relevant to our 
clients’ needs and to our people’s aspirations

www.kpmg.com/eu/annualreport
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Our 
governance

During the year 
we have reviewed 
our governance 
arrangements and have 
decided to streamline 
these from 1 October 
2012, resulting in 
a reduced number 
of members on the 
Board and Executive 
Committee.

The Board
Our main governing body is a unitary 
Board which exercises all the powers 
of KPMG Europe LLP except for a 
small number of matters principally 
affecting the structure and composition 
of the group. These require a vote 
of the members.

The KPMG Europe LLP Board is 
responsible for ensuring the group 
is run in the interests of the members 
and in keeping with the standing and 
reputation of the group. It sets the 
strategy, oversees its implementation 
by the Executive Committee and 
considers the group’s overall 
financial performance and solvency. 

From 1 August 2012, following 
the retirement of his fellow Joint 
Chairman John Griffith-Jones, the 
Board appointed Rolf Nonnenmacher as 
sole Chairman for a period of two years.

The Board comprises the Chairman, 
the Chief Operating Officer, Head of 
Finance and Infrastructure, the Heads 
of Audit, Tax, Management Consulting, 
Transactions & Restructuring, Risk 
Consulting, Markets, Human Resources 
and Quality & Risk Management, plus 
a number of partners who hold non-
executive roles for the group. As at 
30 September 2012, there were 
27 partners on the Board.

The Chairman is responsible for 
leading the group, chairing the Board 
and the Executive Committee. Whilst 
formally appointed by the Board, his 
appointment must be ratified by an 
ordinary resolution of the members 
and he can be removed at any time 
by an extraordinary resolution. 

The decision to appoint a sole chairman 
and to combine the Chief Operating 
Officer & Head of Finance and 
Infrastructure role was ratified by a 
partner vote on 19 September 2012.

The additional board members, 
appointed following recommendations 
from the Chairman and the Nominations 
Committee are elected for a term of 
three years, renewable for a period not 
exceeding three years as the Board 
sees fit. Non-executive partners on 
the Board are recommended by the 
Nominations Committee, in consultation 
with the Chairman. Their appointment 
is ratified by an ordinary resolution 
of the members. They are generally 
elected for a term of three years 
and can serve two terms.

UK audit regulations require a majority 
of the Board to hold an appropriate 
professional accounting qualification 
from one of the EU member states. 
At 30 September 2012, 20 members 
held this qualification.

The Board met seven times during 
the year, including a full day meeting 
in March 2012 to consider our strategic 
plan (to which our external non-
executives were also invited).

Six main bodies, reporting to the Board, 
dealt with key aspects of governance: 

•	The Executive Committee

•	The Quality & Risk Committee

•	The Public Interest Committee

•	The Audit Committee 

•	The Nominations Committee 

•	The Remuneration Committee

Full details of the members of these 
bodies are set out in the Transparency 
Report www.kpmg.com/eu/
annualreport.

http://www.kpmg.com/eu/annualreport
http://www.kpmg.com/eu/annualreport
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The Executive Committee
The Executive Committee recommends 
policy to the Board and develops and 
implements the business plan within 
the overall strategy set by the Board. 
It deals with operational matters, 
including operating and financial 
performance, budgets, new business 
proposals, marketing, technology 
development, recruitment and retention, 
and general remuneration. 

For the year under review, the 
Executive Committee included the 
Chairman, the Chief Operating Officer, 
Head of Finance and Infrastructure, 
the Heads of Audit, Tax, Management 
Consulting, Transactions & 
Restructuring, Risk Consulting, Markets, 
and Human Resources. The Head 
of Quality & Risk Management and 
national senior partners received all 
Executive Committee papers and 
had the right to attend meetings. 
The Committee met eight times either 
face-to face or via video link/conference 
call during the year.

The Quality & Risk Committee
The Quality & Risk Committee’s 
main role is to oversee quality and risk 
management matters across the group. 
It helps ensure that a culture of quality 
and integrity is maintained within the 
group and, where required, it acts as 
a sounding board to the Head of Quality 
& Risk Management on matters of 
professional risk management, ethics 
and independence, quality control 
and compliance. It also considers key 
findings from our compliance quality 
monitoring programmes and the 
adequacy of proposed remedial actions. 

During the year, the Committee 
consisted of three non-executive 
partners on the Board, appointed by 
the Chairman with the approval of the 
Board. They met five times in the year, 
including a meeting with the Chairman 
of the Audit Committee to discuss 
the process for identifying the key 
professional and enterprise risks 
currently facing the group and reviewing 
the associated mitigating actions. 

The Public Interest Committee 
The Public Interest Committee oversees 
the public interest aspects of group 
decision making, including risk 
management. This involves taking 
account of the legitimate interests 
of clients, governments, financial 
institutions, employees, investors 
and the wider business and financial 
community, as well as others who rely 
on our profession’s objectivity and the 
integrity to support the propriety and 
orderly functioning of commerce. 
The Public Interest Committee also 
engages with external stakeholders. 

The Public Interest Committee normally 
meets jointly with the Quality & Risk 
Committee, but both form their own 
conclusions on the matters discussed. 
The Committee also meets privately, 
as necessary. During the year there 
were five private meetings and five 
with the Quality & Risk Committee.

The Public Interest Committee 
comprises three external non-
executives – Sir Steve Robson,  
Dr Alfred Tacke and Tom de Swaan. 
Each receives annual remuneration 
of €100,000.

The full terms of reference for the Public 
Interest Committee together with brief 
biographies of the current members can 
be found at: www.kpmg.com/eu/en/
about/governance/pages/default.aspx. 
You will find a report on their activities 
on page 34.

The Audit Committee
The Audit Committee comprises three 
partners who hold a non-executive role 
on the Board. Their appointment and 
term are determined by the Board. 

Under the current Terms of Reference 
(which are approved annually by the 
Board), the Audit Committee has 
responsibility for four key areas:

•	Review of annual financial 
statements, giving consideration to 
changes in key accounting policies, 
significant judgements and adequacy 
of disclosures; 

•	Consideration of specific accounting 
issues arising during the year;

•	Consideration of the group’s internal 
control environment, reviewing 
and monitoring the scope and 
effectiveness of the activities 
of the Internal Audit function;

•	Liaison with the external auditors, 
reviewing the nature and scope 
of the audit.

In order to discharge those duties, 
the Audit Committee met three times 
during the current financial year. At each 
meeting, they were joined by the Head 
of Finance & Infrastructure, Head of 
Finance, Head of Internal Audit and 
the lead audit partner of our external 
auditors. The Audit Committee 
members also meet privately with 
both the Head of Internal Audit and 
the external auditors as part of the 
year end process.

Annual financial statements
At certain Audit Committee meetings, 
the Head of Finance provides an update 
on changes in accounting policy or 
disclosures required within the group’s 
annual financial statements. The draft 
annual financial statements are 
reviewed by the Audit Committee 
members in November, prior to 
approval by the Board.

http://www.kpmg.com/eu/en/about/governance/pages/default.aspx
http://www.kpmg.com/eu/en/about/governance/pages/default.aspx
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Specific Accounting Issues
Accounting issues with a potentially 
significant impact on the financial 
statements are presented by the 
Head of Finance and discussed 
with the Audit Committee. 

Specific accounting issues discussed 
during 2012 include:

•	Mergers and acquisitions – the terms 
of every merger and acquisition are 
different, not least because, in the 
case of mergers the legal restrictions 
on ownership vary from country to 
country. The Audit Committee has 
reviewed the conclusions reached by 
the finance team, with support from 
the in-house technical team and 
external auditors, to ensure that IFRSs 
are applied consistently in this area.

•	Partner retirement provisions – 
retirement arrangements for partners 
are necessarily different across the 
ELLP firms, due to the underlying 
basis for remuneration in each 
country. Accounting for these 
arrangements has been considered 
by the Audit Committee to ensure 
that accounting is in line with IFRSs. 

•	Defined benefit pension plans – the 
assumptions selected for valuation 
of the defined benefit pension plans 
under IAS 19 have a significant impact 
on the statement of financial position 
of KPMG Europe LLP. The Audit 
Committee has reviewed the 
assumptions selected in each country, 
to ensure that they are in line with 
current market practice.

•	Restructuring plans – accounting 
for significant restructuring plans 
has been considered by the Audit 
Committee, to ensure that accounting 
and disclosure are in line with IFRSs. 

Internal control environment
At the beginning of each financial 
year, the Audit Committee reviews 
and approves the scope of work to 
be undertaken by the Internal Audit 
function in reviewing the group’s 
systems for effective internal control. 

Regular update is provided by the 
Head of Internal Audit as to the progress 
of each review against plan, and any 
significant issues that have been 
identified as a result of those reviews. 

In addition to the oversight of Internal 
Audit activity, the Audit Committee 
also had input into the Enterprise Risk 
Management process, reviewing the 
group’s Risk Map prior to consideration 
by the Board in conjunction with the 
group’s Quality & Risk and Public 
Interest Committees.

External auditors
The Audit Committee is responsible 
for overseeing the relationship with the 
external auditors, including the approval 
of annual fee arrangements and 
reappointment by the Board.

Grant Thornton UK LLP was appointed 
as auditor to the ELLP group in 2007, 
following a competitive tender process. 
Prior to their appointment as ELLP 
group auditors, Grant Thornton UK LLP 
had provided audit services to the 
KPMG member firm in the UK. Grant 
Thornton International member firms 
have been appointed as auditors to 
seven of the 11 ELLP firms.

As with the Internal Audit plan, the 
Audit Committee reviews and approves 
the external audit plan at the beginning 
of each financial year. An initial 
assessment of key audit risks is also 
discussed at that meeting. At the end 
of the audit process, prior to approval 
of the annual financial statements, the 
Audit Committee reviews the findings 
of the external audit. In addition to the 
specific accounting issues noted above, 
the Audit Committee discussed the 
following key judgement areas with 
Grant Thornton UK LLP in 2012:
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•	Provisions – including the adequacy 
of property related provisions and 
professional indemnity claims;

•	Revenue recognition – including 
recoverability of both unbilled 
amounts for client work and client 
receivables;

The provision of non-audit services 
is monitored by the Audit Committee. 
During the year, fees of €8,000 were 
paid to Grant Thornton in respect of 
non-audit services provided across 
the ELLP group (see note 7). 

The Audit Committee’s activities and 
findings are reported to the Board. 
Full terms of reference for the Audit 
Committee are available at www.kpmg.
com/EU/en/WhoWeAre/Governance/
Pages/Default.aspx.

The Nominations Committee
The Nominations Committee oversees 
the process of identifying suitable 
candidates for appointment to the Board 
and other key positions. This includes 
interviewing potential candidates and 
making recommendations to the Board 
and Chairman. 

The Nominations Committee met 
three times during the year. Committee 
members are appointed by the Board 
for up to three years, which can be 
renewed for a further term of up to 
three years. As at 30 September 2012, 
there were five members on the 
committee – one non-executive Board 
member and four non-Board members. 

The Remuneration Committee
The Remuneration Committee 
determines the remuneration of 
the Chairman and the officers, and 
makes recommendations on partners’ 
remuneration. It also approves 
the process used by the Executive 
Committee for determining individual 
partner remuneration.

It receives detailed quality and risk 
metrics for the KPMG Europe LLP 
Board members, as well as for all 
partners who are graded P4 (the most 
senior grade in our partner grading 
model), for whom it has a responsibility 
to monitor pay.

The Remuneration Committee 
comprised nine KPMG partners, who 
are all national senior partners holding 
a non-executive role on the Board. 
They are appointed by the Chairman 
with the Board’s approval, following 
consultation with the Nominations 
Committee. The Remuneration 
Committee met three times in the 
year and held three meetings to 
discuss 2012 partner pay. 

Further information regarding 
partner remuneration is set out in 
Section 7 of the KPMG Europe LLP 
Transparency Report.

Communication with the members
The Chairman communicates regularly 
with the senior partners of our operating 
firms and, occasionally, directly with 
all of the members on matters of 
importance for the whole group. 

However, the country senior partners 
have primary responsibility for 
communicating with the partners in 
the relevant country, using a variety 
of media including regular meetings 
of members, functions and service 
lines, emails and webex sessions. 

Operating firms – structure and 
governance
The various operating firms in our 
group have governance structures 
appropriate to meet their national laws 
and regulations. These are described 
in more detail in the relevant national 
transparency reports. 

Changes to KPMG Europe LLP 
governance effective 1 October 2012
A number of changes to the KPMG 
Europe LLP governance structure were 
put to a member vote on 19 September 
2012, with agreed changes becoming 
effective from 1 October 2012. 
The governance and management 
structure has been streamlined to 
support the group’s focused project 
plan for 2012 onwards, resulting in 
a reduced number of members on 
the Board and Executive Committee. 

The number of Board members has 
been reduced from 29 at 1 October 
2011 to 23 at 1 October 2012.

The Executive Committee consists 
of four members, as opposed to ten 
as was previously the case, being the 
Chairman, Chief Operating Officer 
& Head of Finance and Infrastructure, 
Head of Markets and Head of People. 
In addition, the CEO of KPMG’s EMA 
(Europe, the Middle East and Africa) 
region has joined the Executive 
Committee, to enhance co-operation 
between the KPMG Europe LLP group 
and other countries in the EMA region.

The Nominations and Remuneration 
Committees have been combined 
to form one Committee. The new 
Remuneration & Nominations 
Committee has four members and 
is responsible for key appointments 
within the group, including the 
appointment of Board members. 
It also determines the remuneration of 
the Chairman makes recommendations 
on partners’ remuneration. There have 
been no changes to the structure 
of the Audit, Quality & Risk or Public 
Interest Committees.

 

http://www.kpmg.com/EU/en/WhoWeAre/Governance/Pages/Default.aspx
http://www.kpmg.com/EU/en/WhoWeAre/Governance/Pages/Default.aspx
http://www.kpmg.com/EU/en/WhoWeAre/Governance/Pages/Default.aspx
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Sir Steve Robson
Chair of the Public Interest Committee

Dr Alfred Tacke
Member of the Public Interest Committee

Tom de Swaan
Member of the Public Interest Committee

Report from 
the Chairman 
of the Public 
Interest 
Committee
The Public Interest Committee 
has now been operational for 
over two years. In the last year 
we have consolidated our 
experiences, reconfirmed our 
purpose and focus and gained 
a much deeper understanding 
and appreciation of KPMG’s 
business and the risks that 
it faces.

We continue to meet jointly with 
the group’s Quality & Risk Committee. 
The joint meeting approach works 
well as it gives us the opportunity to 
examine issues in greater depth than 
if we held our meetings in isolation, 
as well as bringing in the different 
perspectives of the Quality & Risk 
Committee members. As last year, the 
chairmanship for the joint meetings is 
rotated between the two Committees’ 
respective chairs and the Committees 
form their own conclusions on the 
matters discussed. In addition to 
these joint meetings, the Public 
Interest Committee also holds its own 
private deliberations and meetings. 

Purpose and focus of the Public 
Interest Committee
Consistent with last year, the 
Committee’s work has been on 
overseeing the public interest aspects 
of KPMG’s decision making. In this 
regard our focus has been on the 
following five areas:

1 A sensible business strategy
We were invited to participate at the 
group’s annual strategy day. We have 
full access to the group’s board papers 
and minutes and two of us have 
attended a board meeting in the year. 
Whilst the group’s strategy continues 
to be underpinned by a commitment 
to quality, there has been a change 
in focus in how the strategy is being 
executed with a shift towards a more 
decentralised model. In addition, during 
the year a number of the larger firms 
within the group (including UK, 
Germany, Russia, Switzerland and 
Netherlands) have appointed new 
leadership. We have already met with 
representatives of new leadership from 
the UK, Germany and Switzerland and 
discussed with them their respective 
national ambitions. We plan to 
meet with new leadership from the 
Netherlands in the first half of 2013. 

Arguably the most significant factor 
that could impact on the group’s 
strategy is that of potential regulatory 
change arising out of the EU’s ongoing 
review of the accounting profession. 
The group is alive to this issue and is 
undertaking detailed scenario planning 
for each of the outcomes it considers 
most likely. 

2 An appropriate system of quality 
control and risk management
At each of our meetings the Head of 
Quality & Risk Management presents 
on the key risk judgements taken in the 
quarter as well as providing a summary 
of the outcome from any external audit 
regulatory inspections and what the 
group is doing to address any findings. 
In addition, once a year we discuss the 
findings from the group’s own internal 
Quality Performance Programme (QPR) 
and Risk Compliance Programme (RCP). 
If these programmes indicate that there 
have been failures in compliance with 
the quality control or risk management 
system then we discuss with the group 
what they are doing to address this. 

We also review the group’s 
Transparency Report and examine the 
evidence that the group has in place to 
support the statements that it makes 
about the effectiveness of its quality 
controls, independence processes 
and the effectiveness of its other 
key internal controls.

During the year, we also met with 
the group’s Audit Committee to 
consider the current enterprise risk 
map. This important exercise helps 
to highlight the key risks that the group 
faces and importantly how the risks 
are mitigated. As part of our review we 
made a number of recommendations 
to further enhance this process which 
have been adopted by the group. 
In addition to reviewing the enterprise 
risk map, we have also reviewed 
the ongoing work that the group is 
performing to help define its overall 
risk appetite.

We also focus in more detail periodically 
on the individual operating firms within 
the group. In particular we rotate the 
locations where we hold our meetings 
to give us the opportunity to meet local 
management to discuss with them the 
specific issues and risks that they face 
which could impact on quality. In the 
last two years we have held meetings 
in Germany, Russia, Switzerland, Turkey 
and the UK. During 2013 we plan to visit 
the Netherlands, Norway and Spain. 
By the end of 2013 we will have visited 
most of the countries in the group.
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Being part of an international network 
means that quality and risk issues 
arising in other world-wide KPMG 
member firms could potentially impact 
on the reputation of the group. As such 
we met with KPMG’s Global Head 
of Quality & Risk Management, to gain 
a better understanding of how network 
risks are handled. 

3 A sensible partner 
remuneration policy
A key focus for our Committee 
has been on partner remuneration. 
We received a number of presentations 
on the process for setting partner pay, 
including from a member of the 
group’s Remuneration Committee. 

During these sessions we explored 
the link between ethical behaviour 
and final total remuneration and are 
pleased to observe that quality and 
risk management plays a factor in 
determining partner remuneration. 
We have also explored whether 
or not the current model for partner 
remuneration could encourage short 
term decision making/behaviour by 
individual partners and whether or 
not the model that KPMG adopts of 
paying out nearly all of its profits in cash 
each year (which is in line with other 
partnerships) impacted on investment. 
We believe the threats to both remain 
and as such we have encouraged 
management to be alert to them both 
generally and specifically in the annual 
partner remuneration process.

4 A culture where adverse 
developments are discussed 
openly and dealt with properly 
by management
At each meeting we discuss the 
key developments on the major 
legal cases facing the group, and use 
these discussions to gain a better 
understanding of what went wrong, 
ensuring that the focus is on any 
lessons learned which can be fed 
back into the business. 

We are encouraged by the open 
dialogue into the lessons learned from 
the results of regulatory inspections 
and internal reviews, and the continuous 
development of quality in all areas of 
the business.

5 A culture of integrity 
and compliance
The culture of any organisation is 
crucially influenced by the tone set 
by the senior individuals. We have 
laid stress on the importance of this. 
However this is not easy for non-
executives to observe directly. We have 
therefore sought to monitor it through 
meeting local management as part of 
our schedule of local visits and through 
the information we receive on whistle-
blowing, compliance levels generally 
and the results of staff surveys.

In respect of whistle-blowing, 
we receive updates at each of our 
quarterly meetings of any significant 
matters reported to the hotlines and 
also receive a report annually from the 
group’s’ external ombudsman on all 
matters reported to the hotlines in the 
year together with his views on how 
the investigations were conducted. 
In addition we formally consider the 
level of compliance indicated by the 
six monthly compliance programme 
that operates in addition to the annual 
QPR and RCP programme. Finally, the 
views of the people who work in an 
organisation are probably the most 
powerful way of understanding a firm’s 
culture. As such we have considered 
the results of the annual focus group 
sessions. The results suggest that 
both integrity and compliance are 
both recognised as being important 
areas within the group.

Stakeholder and investor 
engagement
An important part of our remit is to 
engage with external investors and 
stakeholders on the measures that 
KPMG is taking to ensure that it 
conducts high-quality audits. 
During the year, I attended a 
meeting with a number of individual 
UK investors. In addition both Alfred 
and I attended a round table meeting 
with the local audit regulator where 
there was a useful exchange of views 
on a range of matters aimed at further 
improving audit quality. Whilst to 
date, there has not been a significant 
demand elsewhere from investors and 
stakeholders to engage in dialogue with 
us on this topic, both I and my fellow 
Public Interest Committee members 
are very willing to meet with anyone 
who would like to do so.

Overall observations
During our second year we feel that we 
have gained a much fuller understanding 
of the group’s business and how its 
quality and risk management processes 
operate. We continue to be impressed 
by the level of information we are given 
in advance of our meetings and the 
receptiveness of senior management to 
our challenges and comments and also 
with the prevailing tone at the top that 
we have observed across the group. 

In last year’s report, we noted our 
interest in the balance between the 
group and the national operating 
firms in terms of decision-making and 
responsibilities. Like most businesses, 
KPMG has been challenged by the 
economic environment. These external 
pressures have resulted in a shift 
of focus towards the national firms 
and a focus on the immediate future. 
We will take a keen interest in how this 
revised relationship between the group 
and the national firms develops over 
time. The Committee will also monitor 
the evolving balance between the 
needs of the immediate future and 
how the focus might need to evolve 
in the medium term.

Finally, we are closely monitoring how 
the regulatory debate around potential 
changes to the accounting profession 
is unfolding and note that whilst the 
final position is not yet known there 
are already some changes in market 
practice. For example, there has been a 
marked increase in audit tendering over 
the last few years as this is increasingly 
seen as good practice by corporates. 
Such pressures are likely to lead to 
changes in the business model for 
firms like KPMG with the risks inherent 
in such changes. Our immediate focus 
will be in two areas. Firstly, in respect 
of the potential shift towards a greater 
sales culture for audit firms which we 
anticipate will arise as a result of any 
further increase in audit tendering. 
Secondly the resulting pressure on audit 
fees which these changes will probably 
bring. In this regard, we will continue 
to challenge as to whether or not 
the current focus on audit quality is 
sustained and the relevant processes are 
in place to ensure that it remains high.
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Changes to the Board:

As from 1 October 2012 there were 23 partners on the Board. John Griffith-Jones and Richard Bennison stepped down on 30 June 2012. 
Hubert Achermann, Ernst Gröbl, Guy Bainbridge, Andrew Cranston, Herman Dijkhuizen, Harald van Heynitz, Mathieu Meyer, Iain Moffatt, 
Johann Pastor, Karin Riehl and Stefan Zwicker stepped down on 30 September 2012. 

Abdullah Al Fozan1

Gulf Holdings and Saudi 
Arabian Senior Partner 
and non-executive and 
KMPG Europe LLG 
Board member 
Home city: Riyadh

Gertraud Dirscherl2

KPMG Europe LLP  
non-executive 
Board member
Home city: Munich

Klaus Becker1

German Senior Partner 
and KPMG Europe LLP 
non-executive 
Board member
Home city: Frankfurt

Oleg Goshchansky2

CIS Senior Partner and 
KPMG Europe LLP  
non-executive 
Board member
Home city: Moscow

Georges Bock2

Luxembourg 
Senior Partner and  
KPMG Europe LLP  
non-executive 
Board member
Home city: Luxembourg

Roger Neininger2

Swiss Senior Partner  
and KPMG Europe 
LLP non-executive 
Board member
Home city: Zurich

Jurgen van Breukelen
Netherlands 
Senior Partner and  
KPMG Europe LLP  
non-executive 
Board member
Home city: Amsterdam

Stein-Ragnar Noreng
Norwegian Senior Partner 
and KPMG Europe LLP 
non-executive 
Board member
Home city: Oslo

Simon Collins
UK Senior Partner  
and KPMG Europe LLP 
non-executive Board 
member and Chairman 
of the Nomination & 
Remuneration Committee 
Home city: London

Jack van Rooijen
KPMG Europe LLP  
non-executive Board 
member and Chairman 
of the Quality & Risk 
Committee
Home city: Utrecht
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John M Scott
Spanish Senior Partner 
and KPMG Europe LLP 
non-executive 
Board member
Home city: Madrid

Patrick Simons
Belgian Senior Partner 
and KPMG Europe LLP 
non-executive 
Board member
Home city: Brussels

Ian Starkey2

KPMG Europe LLP  
non-executive 
Board member and 
Chairman of the Audit 
Committee.
Home city: London

Rolf Nonnenmacher
Chairman 
Home city: Frankfurt

Mike Ashley
Head of Quality & Risk
Home city: London

Aidan Brennan
Head of Management 
Consulting
Home city: London

Jaap van Everdingen
Chief Operating Officer, 
Head of Finance & 
Infrastructure
Home city: Amsterdam

Christian Janisch2

Head of Tax 
Home city: Frankfurt

Tim Payne1

Head of People
Home city: London

Graeme Ross
Head of Markets
Home city: London

Carsten Schiewe
Head of Risk Consulting
Home city: Hamburg

Joachim Schindler
Head of Audit
Home city: Berlin

Leif Zierz2

Head of Transactions 
& Restructuring 
Home city: Frankfurt

1 Appointed 1 October 2011.
2 Appointed 1 October 2012.
 

 



Report to the members.

The Board submits its report together 
with the audited consolidated financial 
statements of KPMG Europe LLP (ELLP) 
and its subsidiary undertakings (the group) 
for the year ended 30 September 2012. 
The report to the members should be 
read in conjunction with the other sections 
of this Annual Report. The financial 
statements to be filed at Companies 
House will comprise the group financial 
statements and the separate financial 
statements of KPMG Europe LLP. 

Legal structure
KPMG Europe LLP (the partnership) is 
incorporated in the United Kingdom as a 
limited liability partnership (LLP) under the 
Limited Liability Partnerships Act 2000. 
It was wholly owned by its members 
throughout the year. The partnership, 
which has its headquarters in Frankfurt 
am Main, Germany, has dual registration:

•	 In the UK: registered number 
OC324045, registered address 
15 Canada Square, Canary Wharf, 
London, E14 5GL.

•	 In Germany (in the commercial register 
at the District Court of Frankfurt am 
Main): registered number HRA 44574, 
registered address The Squaire, Am 
Flughafen, 60549 Frankfurt am Main, 
Germany.

At 30 September 2012, the group 
comprised the following:

•	 KPMG member firms providing audit, 
tax and advisory services in the 
UK, Germany, Switzerland, Spain, 
Luxembourg, the Commonwealth of 
Independent States (CIS, comprising 
entities in Russia, Ukraine, Armenia, 
Kazakhstan, Kyrgyzstan, Georgia and 
Azerbaijan) and Saudi Arabia;

•	 The KPMG member firm in the 
Netherlands providing audit and advisory 
services; and

•	 Certain entities of the KPMG member 
firms in Belgium, Turkey and Norway.

The intention of each of the KPMG 
member firms in these countries when 
merging with the partnership was that their 
entire firm should be included within the 
group. However, for mostly regulatory 
reasons, this is not currently possible in 
certain countries. The audit firm in Belgium, 
the Turkish firm’s audit and tax entities, the 
tax and legal firm in Norway and the entities 
in the KPMG member firms in Kuwait and 
Jordan are therefore wholly excluded from 
the group whilst certain other entities are 
not wholly owned by the partnership. In all 
cases, ELLP has call options to acquire 
100% of the share capital of such entities, 
as set out in note 27.

The principal subsidiary and associate 
undertakings of the partnership are set 
out in note 27. Details on the governance 
of the group are set out in the Governance 
section on pages 30 to 33.

Designated members
The designated members (as defined 
in the Limited Liability Partnerships Act 
2000) of the partnership during the year 
were John Griffith-Jones (resigned 
31 August 2012), Richard Bennison 
(resigned 29 August 2012), Rolf 
Nonnenmacher and Joachim Schindler. 
Klaus Becker, Simon Collins, Paul Long, 
James Marsh and Jaap Van Everdingen 
(through Parkside BV) were appointed 
designated members on 22 August 2012. 

Strategy, risk and financial performance
The group’s strategy, risk and performance 
in 2012 are described in detail in the Annual 
Report on pages 8 to 27.

Net assets and liquidity
The group’s statement of financial 
position at both 30 September 2012 and 
30 September 2011 includes the assets 
and liabilities of the group’s entities in 
the UK, Germany, Switzerland, Spain, 
Belgium, CIS, Luxembourg, the 
Netherlands, Norway, Saudi Arabia 
and Turkey.

Operations are generally financed by 
members’ capital and other reserves, 
which together totalled €604 million at 
30 September 2012. Bank facilities of 
€609 million are also available to the group, 
against which €318 million had been drawn 
at 30 September 2012. In addition, the 
group could cease or alter the phasing 
of partner distributions in order to ensure 
sufficient finance is available to the group 
as required.

Capital is provided by each member 
on becoming a partner and totalled 
€150 million at 30 September 2012 (2011: 
€146 million). Capital is only repayable on 
retirement or resignation and is therefore 
relatively stable from year to year.

The group’s activities are normally cash 
generative, save for investments in 
property, plant and equipment and 
intangible assets. Cash outflows are 
strongly influenced by the timing and 
amounts of payments in respect of profit 
shares and bonuses to members and staff.

Going concern
The group’s business activities, together 
with the factors likely to affect its future 
development, performance and position, 
are set out on pages 20 to 27. The financial 
position of the group, its cash flows and 
liquidity are discussed above. In addition, 
note 23 to the financial statements sets 
out the group’s objectives, policies and 
processes for risks arising from the group’s 
use of financial instruments, in particular 
its exposure to credit and liquidity risks. 
The borrowing facilities, together with 
details of amounts drawn down under 
these borrowing facilities, are also set 
out in note 23. 

The group has considerable financial 
resources together with well-established 
relationships with many clients and 
suppliers across different geographic 
areas and industries. As a consequence, 
the Board believes that the group is 
well placed to manage its business 
risks successfully. 
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Report to the members.continued

After making enquiries, the Board has a 
reasonable expectation that the group 
has adequate resources to continue in 
operational existence for the foreseeable 
future. Accordingly, the Board continues to 
adopt the going concern basis in preparing 
these financial statements. 

Treasury and risk policies
The group’s presentation currency is the 
euro. The principal functional currencies of 
the group’s operating subsidiaries in the 
year were the euro, pound sterling, Swiss 
franc, rouble, US dollar and Norwegian 
krone. The principal treasury risks of the 
group relate to exchange rate, liquidity and 
interest – full details of the group’s policies 
and management of treasury risks are set 
out in note 23 to the financial statements. 
The principal trading risks faced by the 
group, their impact and mitigation are 
all discussed on pages 24 to 27. 

Members’ remuneration 
The distributable profits for each 
accounting period are determined by the 
Board and are allocated to each member 
by the Executive Committee. A member 
may receive income under a contract with 
a subsidiary entity, or as a profit share from 
the partnership or a subsidiary partnership. 
Policies on the allocation of profits and 
drawings, and on members’ capital, are 
discussed in note 1 on pages 45 to 50. 

Creditor payment policy 
We agree commercial terms with 
suppliers (including payment terms) and, 
if performance accords with these terms, 
we abide by the agreed payment 
arrangements.

Statement of members’ responsibilities 
in respect of the Report to the members 
and the group financial statements
The members are responsible for preparing 
the Report to the members and the group 
financial statements in accordance with 
applicable law and regulations.

The Limited Liability Partnerships 
(Accounts and Audit) (Application of 
Companies Act 2006) Regulations 2008 
(the 2008 Regulations) require the 
members to prepare group financial 
statements for each financial year. Under 
that law the members have elected to 
prepare the group financial statements 
in accordance with IFRS as adopted by 
the EU and applicable law. 

Under Regulation 8 of the 2008 Regulations 
the members must not approve the 
financial statements unless they are 
satisfied that they give a true and fair view 
of the state of affairs of the group and of 
the profit of the group for that period. 

In preparing these financial statements, 
the members are required to:

•	 select suitable accounting policies 
and then apply them consistently;

•	 make judgements and estimates that 
are reasonable and prudent;

•	 state whether they have been prepared 
in accordance with IFRS as adopted 
by the EU; and

•	 prepare the financial statements on 
the going concern basis unless it is 
inappropriate to presume that the 
group will continue in business.

Under Regulation 6 of the 2008 
Regulations the members are responsible 
for keeping adequate accounting records 
that are sufficient to show and explain the 
partnership’s transactions and disclose 
with reasonable accuracy at any time its 
financial position and enable them to 
ensure that its financial statements comply 
with those regulations. They have general 
responsibility for taking such steps as are 
reasonably open to them to safeguard the 
assets of the group and to prevent and 
detect fraud and other irregularities.

The members are responsible for the 
maintenance and integrity of the corporate 
and financial information included on 
the group’s website. Legislation in the 
UK governing the preparation and 
dissemination of financial statements may 
differ from legislation in other jurisdictions. 
During the year, these responsibilities 
were exercised by the Board on behalf 
of the members.
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Report of the independent auditor to the members of KPMG Europe LLP.

We have audited the group financial 
statements of KPMG Europe LLP for the 
year ended 30 September 2012 which 
comprise the consolidated income 
statement, the consolidated statement of 
comprehensive income, the consolidated 
statement of financial position, the 
consolidated statement of changes in 
equity, the consolidated statement of cash 
flows and the related notes. The financial 
reporting framework that has been applied 
in their preparation is applicable law and 
International Financial Reporting Standards 
(IFRSs) as adopted by the European Union. 

This report is made solely to the members, 
as a body, in accordance with Chapter 3 
of Part 16 of the Companies Act 2006 as 
applied to limited liability partnerships 
by the Limited Liability Partnerships 
(Accounts and Audit) (Application of 
Companies Act 2006) Regulations 2008. 
Our audit work has been undertaken so 
that we might state to the members those 
matters we are required to state to them 
in an auditor’s report and for no other 
purpose. To the fullest extent permitted 
by law, we do not accept or assume 
responsibility to anyone other than the 
partnership and the members as a body 
for our audit work, for this report, or for 
the opinions we have formed. 

Respective responsibilities of members 
and auditors
As explained more fully in the Statement 
of  members’ responsibilities on page 39, 
the members are responsible for the 
preparation of the financial statements and 
for being satisfied that they give a true 
and fair view. Our responsibility is to audit 
and express an opinion on the financial 
statements in accordance with applicable 
law and International Standards on 
Auditing (UK and Ireland). Those standards 
require us to comply with the Auditing 
Practices Board’s (APB’s) Ethical 
Standards for Auditors.

Scope of the audit of the financial 
statements
A description of the scope of an audit of 
financial statements is provided on the 
APB’s website at www.frc.org.uk/apb/
scope/private.cfm.

Opinion on financial statements
In our opinion the group financial 
statements:

•	 give a true and fair view of the state of 
the group’s affairs as at 30 September 
2012 and of its profit for the year then 
ended;

•	 have been properly prepared in 
accordance with IFRSs as adopted 
by the European Union; and

•	 have been prepared in accordance with 
the requirements of the Companies 
Act 2006 as applied to limited liability 
partnerships by the Limited Liability 
Partnerships (Accounts and Audit) 
(Application of Companies Act 2006) 
Regulations 2008.

Matters on which we are required to 
report by exception
We have nothing to report in respect of the 
following matters where the Companies 
Act 2006 as applied to limited liability 
partnerships requires us to report to you 
if, in our opinion:

•	 adequate accounting records have 
not been kept, or returns adequate for 
our audit have not been received from 
branches not visited by us; or

•	 the financial statements are not in 
agreement with the accounting records 
and returns; or

•	 we have not received all the information 
and explanations we require for our audit.

Other matter
We have reported separately on the parent 
financial statements of KPMG Europe LLP 
for the year ended 30 September 2012.

Charles Hutton-Potts
Senior Statutory Auditor
for and on behalf of 
Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants 
London
14 December 2012
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Note
2012 

€m
2011 

€m

Revenue 3 4,997 4,589

Other operating income. 4 160 152

Staff costs . 5 (2,582) (2,276)

Depreciation and amortisation. 11,12 (101) (92)

Other operating expenses . 7 (1,578) (1,449)

Operating profit . 896 924

Financial income. 8 82 101

Financial expense. 8 (112) (112)

Net financial expense. (30) (11)

Share of profit of associated undertakings 2 –

Profit before taxation and remuneration for current members. 868 913

Tax expense. 10 (7) (10)

Profit for the financial year before remuneration for current members. 861 903

Remuneration for current salaried members. 6 (440) (445)

Profit for the financial year available for non-salaried members. 421 458

Profit for the financial year, attributable to:.

Members as owners of the parent entity. 420 458

Non-controlling interests. 1 –

 . 421 458

Consolidated statement of comprehensive income 
for the year ended 30 September 2012

Note
2012 

€m
2011 

€m

Profit for the financial year. 421 458

Other comprehensive income

Foreign exchange translation differences. 36 (5)

Change in fair value of available-for-sale assets. – (7)

Actuarial (losses)/gains on defined benefit pension plans. 21 (113) 82

Related tax effect. 10 29 (28)

Other comprehensive income for the year, net of tax. (48) 42

Total comprehensive income for the financial year. 373 500

Total comprehensive income for the financial year, attributable to:.

Members as owners of the parent entity. 372 500

Non-controlling interests. 1 –

 . 373 500

Consolidated income statement
for the year ended 30 September 2012
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Consolidated statement of financial position
at 30 September 2012

Assets. Note
2012

€m
2011

€m

Non-current assets

Property, plant and equipment. 11 600 570

Intangible assets. 12 144 132

Securities and other investments. 13 10 25

Deferred tax assets. 14 91 52

Tax receivable. 10 16 19

Employee benefits. 21 13 11

Non-current loans and receivables. 15 19 18

. 893 827

Current assets

Trade and other receivables. 16 1,647 1,551

Amounts due from members. 22 156 140

Other investments. 17 78 73

Tax receivable. 15 14

Cash and cash equivalents. 18 327 273

. 2,223 2,051

Total assets. 3,116 2,878

Equity and liabilities

Other reserves classified as equity, being equity attributable to members, as owners of the parent entity. 454 555

Non-controlling interests. 5 4

Total equity. 459 559

Liabilities

Non-current liabilities

Employee benefits. 21 316 187

Amounts due to members. 22 20 4

Provisions. 20 163 147

Deferred tax liabilities. 14 27 20

Other non-current liabilities. 19 13

 . 545 371

Current liabilities

Short-term bank borrowings. 23 318 313

Trade and other payables. 19 1,231 1,031

Tax payable. 8 4

Amounts due to members. 22 356 412

Provisions. 20 49 42

Members’ capital. 22 150 146

 . 2,112 1,948

Total liabilities. 2,657 2,319

Total equity and liabilities. 3,116 2,878

Total members’ interests

Members’ capital. 150 146

Other reserves. 454 555

 . 604 701

Amounts due from members. (156) (140)

Amounts due to members. 376 416

Total members’ interests. 824 977

The financial statements on pages 41 to 79 were approved by the members on 14 December 2012 and were signed on their behalf by:

 Rolf Nonnenmacher Chairman Jaap van Everdingen Chief Operating Officer42 / KPMG Europe LLP 
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Consolidated statement of changes in equity
at 30 September 2012

Members’ 
other 

reserves
€m

 Fair value 
reserve

€m

Translation 
reserve

€m
Total  

€m

Non- 
controlling 

interests 
€m

Total  
equity 

€m

Balance at 1 October 2010. 671 1 (135) 537 (9) 528

Total comprehensive income

Profit for the financial year. 458 – – 458 – 458

Foreign exchange translation differences. – – (5) (5) – (5)

Change in fair value of available-for-sale assets. (6) (1) – (7) – (7)

Actuarial gains on defined benefit pension plans. 82 – – 82 – 82

Related tax effect. (28) – – (28) – (28)

Total comprehensive income. 506 (1) (5) 500 – 500

Profits allocated to members during the year . (469) – – (469) – (469)

Non-controlling interests arising on acquisition (11) – – (11) 13 2

Other transactions. (2) – – (2) – (2)

Balance at 30 September 2011. 695 – (140) 555 4 559

Total comprehensive income

Profit for the financial year. 420 – – 420 1 421

Foreign exchange translation differences. – – 36 36 – 36

Actuarial losses on defined benefit pension plans. (113) – – (113) – (113)

Related tax effect. 29 – – 29 – 29

Total comprehensive income. 336 – 36 372 1 373

Profits allocated to members during the year . (450) – – (450) – (450)

Other transactions. (23) – – (23) – (23)

Balance at 30 September 2012. 558 – (104) 454 5 459
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Consolidated statement of cash flows
for the year ended 30 September 2012

Note
2012

€m
2011

€m

Cash flows from operating activities

Profit for the financial year. 421 458

Adjustments for:

Tax expense. 10 7 10

Depreciation and amortisation. 11,12 101 92

Financial income. 8 (82) (101)

Financial expense. 8 112 112

Share of profit of associated undertakings (2) –

557 571

Decrease/(increase) in trade and other receivables. 3 (160)

Increase/(decrease) in trade and other payables. 133 (72)

Decrease in provisions and employee benefits. (5) (31)

Cash generated from operations. 688 308

Interest and other financial costs paid. 8 (23) (17)

Corporate taxes paid. (34) (45)

Net cash flow from operating activities before transactions with non-salaried members 631 246

Payments to or on behalf of members without employment or service contracts. (496) (417)

Net cash flows from operating activities. 135 (171)

Cash flows from investing activities

Cash paid on business combinations (net of cash acquired) 9 (22) (12)

Proceeds from sale of property, plant and equipment. 11 6

Interest and other financial income received. 8 8 17

Disposal of investments and securities. 21 59

Acquisition of property, plant and equipment. 11 (74) (65)

Development and acquisition of capitalised intangible assets. 12 (10) (7)

Net cash flows from investing activities (66) (2)

Cash flows from financing activities

Short-term bank borrowings. (17) 134

Capital introduced by members. 22 19 18

Capital repayments to members. 22 (20) (10)

Net cash flows from financing activities. (18) 142

Net increase/(decrease) in cash and cash equivalents. 51 (31)

Cash and cash equivalents – beginning of the year. 273 309

Effects of exchange rate fluctuations . 3 (5)

Cash and cash equivalents at the end of the year. 18 327 273
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Notes forming part of the consolidated financial statements.

1 Accounting policies
KPMG Europe LLP (the partnership) was 
incorporated in the UK on 17 November 
2006 as a limited liability partnership (LLP) 
under the Limited Liability Partnerships Act 
2000. It has its seat in Frankfurt am Main, 
Germany and is also registered with the 
Handelsregister, Frankfurt.

The consolidated financial statements 
include the financial statements of 
the partnership and its subsidiary 
undertakings (the group).

The accounting policies set out 
below have been applied consistently 
to all periods presented in these 
consolidated financial statements and 
have been applied consistently by all 
group entities. A number of amendments 
and interpretations to International 
Financial Reporting Standards issued by 
the International Accounting Standards 
Board (IASB) have been endorsed by the 
European Union (adopted IFRSs) with 
effective dates such that they fall to be 
applied by the group. The group early 
adopted the following adopted IFRSs and 
related amendments and interpretations 
in the year ended 30 September 2011:

•	 Improvements to IFRSs (issued by the 
IASB in May 2010): various effective 
dates, some of which are for periods 
beginning on or after 1 July 2010, 
others for periods beginning on 
or after 1 January 2011; 

•	 Revised IAS 24: ‘Related Party 
Disclosures’: effective for periods 
beginning on or after 1 January 2011;

•	 Amendments to IFRS 7 Financial 
Instruments: ‘Disclosures – Transfers of 
Financial Assets’: effective for periods 
beginning on or after 1 July 2011; and

•	 Amendment to IFRIC 14: ‘Prepayments 
of a Minimum Funding Requirement’: 
effective for periods beginning on or 
after 1 January 2011.

 There are no other adopted IFRSs, 
amendments or interpretations that require 
mandatory application. The following 
amendments have been endorsed and will 
be adopted by the group in future periods:

•	 Amendments to IAS 1: ‘Presentation of 
Items of Other Comprehensive Income’: 
effective for periods beginning on or 
after 1 July 2012.

•	 Amendments to IAS 19: ‘Employee 
Benefits’: effective for periods beginning 
on or after 1 January 2013.

The amendment to IAS 1 is expected 
to have minimal impact on the group’s 
financial statements.

The principal impact of the Amendment 
to IAS 19 will be that the concepts of 
expected return on assets and interest 
expense on the defined benefit obligation 
as separate components of defined benefit 
cost will be replaced by a concept that 
interest will be calculated on the net of 
the defined benefit obligation and funded 
post-employment obligation assets using 
an interest rate reflecting market yields 
of high quality corporate bonds in a deep 
market. If this concept had been adopted 
in 2012, it is estimated that the net financial 
expense reported in respect of the defined 
benefit plans would have been higher by 
approximately €1 million.

In addition, the amendment to IAS 19 will 
result in changes in classification of certain 
defined benefit costs. The quantum of this 
effect is not expected to be significant.

Basis of preparation
These financial statements have been 
prepared in accordance with adopted 
IFRSs. The financial statements have been 
approved by the members. The financial 
statements are prepared on the historical 
cost basis except that all derivative 
financial instruments and certain other 
financial instruments are stated at their 
fair value.

The preparation of financial statements 
in conformity with adopted IFRSs requires 
management to make judgements, 
estimates and assumptions that affect 
the application of policies and reported 
amounts of assets and liabilities, income 
and expenses. Judgements made by 
management in the application of adopted 
IFRSs that have a significant effect on the 
financial statements and estimates with 
a significant risk of material adjustment 
in the next year are discussed in note 2.

The functional currency of the partnership 
and the presentation currency of the group 
is the euro. The financial statements are 
presented in millions of euro (€m) unless 
stated otherwise.

Basis of consolidation and equity 
accounting
The bringing together on 1 October 2007 
of the KPMG International member 
firms in Germany and the UK and the 
subsequent addition of member firms in 
other countries (see notes 9 and 27) were 
regarded by the respective countries’ 
partners as being mergers of like-minded 
professional services firms, not involving 
an ‘acquisition’ in the normal sense. 
No attempt was made in the merger 
negotiations to value each firm on an arm’s 
length basis, other than for the impact 
of harmonising accounting policies.

However, adopted IFRSs do not permit 
the possibility of accounting for a business 
combination as a merger or through the 
pooling of interests method. Rather, IFRS 3 
‘Business Combinations’ requires that all 
cases meeting the definition of a business 
combination must be accounted for as an 
acquisition. The creation of the group and 
subsequent mergers have each contained 
aspects that meet the definition of a 
business combination and have therefore 
been treated as acquisitions.

The group has applied the acquisition 
method for all business combinations 
disclosed in note 9.

Subsidiaries are entities controlled by 
the partnership. Control exists when 
the partnership has the power, directly 
or indirectly, to govern the financial and 
operating policies of an entity so as 
to obtain benefits from its activities. 
In assessing control, potential voting rights 
that are currently exercisable or convertible 
are taken into account. The financial 
statements of subsidiaries are included 
in the consolidated financial statements 
from the date that control commences 
to the date that control ceases.

Associates are those entities in which the 
group has significant influence, but not 
control, over the financial and operating 
policies. Associates are accounted for 
using the equity method and are initially 
recognised at cost. The consolidated 
financial statements include the group’s 
share of the total comprehensive income 
and equity movements of associates, 
from the date that significant influence 
commences until the date that significant 
influence ceases.
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Notes forming part of the consolidated financial statements continued

1 Accounting policies continued
Business combinations
For business combinations, fair values 
that reflect conditions at the date of the 
business combination and the terms of 
each business combination are attributed 
to the identifiable assets, liabilities and 
contingent liabilities acquired. For business 
combinations achieved in stages, the 
group revalues its equity accounted 
investment to the fair value reflecting 
the conditions at the date of acquisition 
of the controlling share with any resultant 
gain or loss recognised in profit or loss. 
Consideration is measured at the fair value 
of assets acquired and liabilities incurred 
by the group to the previous owners of the 
acquiree. Goodwill is recognised where 
the cost of the business combination 
exceeds the total of these fair values. 
Where the excess is positive, it is treated 
as an intangible asset, subject to annual 
impairment testing. Where the excess 
is negative (referred to in these financial 
statements as negative goodwill), it is 
recognised immediately in the income 
statement.

Transaction costs that the group 
incurs in connection with a business 
combination, such as legal fees, are 
expensed as incurred.

The mergers which formed the group, 
or have arisen since formation, reflect 
expectations that future profits arising in 
the ‘acquired’ member firms from their 
existing client contracts and relationships 
will continue in practice substantially to 
accrue to the partners in the ‘acquired’ 
firms. This is to be contrasted with the 
group’s commercial acquisitions where the 
purchase results in the acquirer having full 
access to the profits and cash flows of the 
entity acquired. Accordingly, in considering 
the value to be ascribed under each merger 
to intangible assets in the acquired firm, 
allowance is made for an arm’s length 
assessment of the remuneration of 
partners in the joining country for their 
services to the group, as distinct from that 
part of their total reward estimated to be 
attributable to a return on the capital they 
own in the group. Similar assessments 
of intangible assets arise on commercial 
acquisitions but without this refinement 
for partners’ remuneration.

Non-controlling interests arise where the 
group holds less than 100% of the shares 
in the entities acquired or, as a result of 
agreements in place, is entitled to less 
than 100% of profits or losses arising. 
Non-controlling interests are measured 
on initial recognition at their share of the 
relevant net assets.

Intangible assets have been recognised 
in respect of customer relationships, 
framework contracts, order books and 
similar assets. Each category is amortised 
over its estimated useful life, as follows:

Customer relationships 7–20 years.

Framework contracts 2–4 years.

Order book 3–6 months. 

Foreign currency
Transactions in each entity in currencies 
other than its functional currency are 
recorded at the foreign exchange rate 
ruling at the date of the transaction. 
Monetary assets and liabilities 
denominated in foreign currencies at the 
year end are translated in each entity at the 
foreign exchange rate ruling at that date. 
Foreign exchange differences arising on 
translation are recognised in the income 
statement within financial income or 
expense, as appropriate. Non-monetary 
assets that are measured in terms of 
historical cost in a foreign currency are 
translated using the exchange rate at 
the date of the transaction.

For presentation purposes, the revenues 
and expenses of subsidiary undertakings 
with a functional currency other than the 
euro are translated at an average rate for 
the period where this rate approximates to 
the foreign exchange rates ruling at the 
dates of the transactions. The assets and 
liabilities of such undertakings, including 
goodwill and fair value adjustments arising 
on consolidation, are translated at foreign 
exchange rates ruling at year end. 
Exchange differences arising from 
this translation are recognised in other 
comprehensive income in the translation 
reserve. They are reclassified from 
equity to the income statement as 
a reclassification adjustment when 
a gain or loss on disposal of the relevant 
subsidiary is recognised. 

Revenue
Revenue represents the fair value of 
the consideration receivable in respect 
of professional services provided during 
the year, inclusive of recoverable expenses 
incurred on client assignments but 
excluding value added tax. Where the 
outcome of a transaction can be estimated 
reliably, revenue associated with the 
transaction is recognised in the income 
statement by reference to the stage of 
completion at the year end, provided that 
a right to consideration has been obtained 
through performance. Consideration 
accrues as contract activity progresses 
by reference to the value of work 
performed. Hence revenue in respect 
of service contracts represents the cost 
appropriate to the stage of completion 
of each contract plus attributable profits, 
less amounts recognised in previous years 
where relevant.

Where the outcome of a transaction 
cannot be estimated reliably, revenue 
is recognised only to the extent that 
the costs of providing the service are 
recoverable. No revenue is recognised 
where there are significant uncertainties 
regarding recovery of the consideration 
due or where the right to receive payment 
is contingent on events outside the control 
of the group. Expected losses are 
recognised as soon as they become 
probable based on the latest estimates 
of revenue and costs.

Unbilled revenue is included in trade and 
other receivables as ‘Unbilled amounts 
for client work’. Amounts billed on 
account in excess of the amounts 
recognised as revenue are included 
in ‘Trade and other payables’.

Recoverable expenses represent charges 
from other KPMG member firms and 
sub-contractors and out of pocket 
expenses incurred in respect of 
assignments in progress and expected 
to be recovered from clients.
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The amount of deferred tax provided 
is based on the expected manner of 
realisation or settlement of the carrying 
amount of assets and liabilities, using tax 
rates enacted or substantively enacted 
at year end. A deferred tax asset is 
recognised only to the extent that it is 
probable that future taxable profits will 
be available against which the asset can 
be utilised. 

Financial income and expense
Financial income comprises interest 
and dividend income on funds invested 
(including available-for-sale financial 
assets), expected returns on defined 
benefit pension plan assets, gains on 
derivatives recognised in profit or loss, 
exchange gains and other financial 
income. Interest income is recognised 
as it accrues, using the effective interest 
method. Dividend income is recognised 
on the date that the group’s right to 
receive payment is established, which 
in the case of quoted securities is the 
ex-dividend date.

Financial expense comprises exchange 
losses, interest cost on short-term bank 
borrowings, losses on derivatives 
recognised in profit or loss, interest cost 
on defined benefit pension plan liabilities, 
discount on provisions and other financial 
costs. All borrowing costs are recognised 
in the income statement using the 
effective interest method.

Property, plant and equipment
Property, plant and equipment is stated 
at cost less accumulated depreciation 
and impairment losses. Parts of an item 
of property, plant and equipment having 
different useful lives are accounted for 
as separate items.

Leases under which the group assumes 
substantially all the risks and rewards of 
ownership are classified as finance leases. 
Upon initial recognition the leased asset is 
measured at an amount equal to the lower 
of its fair value and the present value of the 
minimum lease payments, assessed at 
inception of the lease. Subsequent to initial 
recognition, the asset is accounted for in 
accordance with the accounting policy 
applicable to that asset.

Depreciation is provided to write off the 
cost less the estimated residual value 
of property, plant and equipment and is 
charged to the income statement on a 
straight-line basis over the estimated 
useful lives of each part of an item 
of property, plant and equipment. 

1 Accounting policies continued
Taxation
For those group entities that are 
partnerships, taxation on all profits is 
solely the personal liability of the individual 
members. Consequently neither taxation 
nor related deferred taxation arising in 
respect of the partnership (or its subsidiary 
partnerships) is accounted for in these 
financial statements.

Distributions to members of these 
partnerships are generally made net of 
income tax; such amounts retained are 
paid to the local tax authorities by the 
entities, on behalf of the individual 
members, when this tax falls due. 
These amounts retained for tax are treated 
in the financial statements in the same 
way as other profits of the partnership 
and its subsidiary partnerships and so are 
included in ‘Members’ other interests’ 
or in ‘Amounts due to members’ 
depending on whether or not 
division of profits has occurred.

The companies dealt with in the 
consolidated financial statements are 
subject to local corporate taxes based 
on their profits for the accounting period. 
Tax and any deferred taxation of these 
companies are recorded in the 
consolidated income statement or 
consolidated statement of comprehensive 
income under the relevant heading and 
related balances are carried as tax payable 
or receivable in the consolidated statement 
of financial position. Current tax is the 
expected tax payable on the taxable 
income for the year, using tax rates 
enacted or substantively enacted at year 
end, and any adjustment to tax payable 
in respect of previous years.

Deferred tax in subsidiary companies 
is provided on temporary differences 
between the carrying amounts of assets 
and liabilities for financial reporting 
purposes and the amounts used for 
taxation purposes. The following 
temporary differences are not provided 
for: the initial recognition of goodwill; 
the initial recognition of assets or liabilities 
in a transaction that is not a business 
combination and that affects neither 
accounting nor taxable profit; and 
differences relating to investments 
in subsidiaries to the extent that they 
will probably not reverse in the 
foreseeable future.

The estimated useful lives are as follows: 

Leasehold 
land

999 years, 
(or life of lease, if shorter).

Leasehold 
buildings

50 years.  
(or life of lease, if shorter).

Office furniture, 
fittings and 
equipment

5–12 years.

Computer and 
communications 
equipment

2–5 years.

Motor vehicles 5 years.

The residual value, if not insignificant, 
is reassessed annually.

Intangible assets
Expenditure on research is recognised 
in the income statement as an expense 
as incurred. Development expenditure 
on internally generated software is 
capitalised only if development costs 
can be measured reliably, if the product 
or process is technically and commercially 
feasible, future economic benefits are 
probable and the group has sufficient 
resources to complete development. 
The expenditure capitalised includes the 
cost of materials, direct labour and an 
appropriate proportion of overheads. 
Other development expenditure is 
recognised in the income statement 
as an expense as incurred.

Capitalised development expenditure and 
software and licences that are acquired by 
the group and have a finite useful life are 
measured at cost less accumulated 
amortisation and impairment losses.

Amortisation is charged to the income 
statement on a straight-line basis over the 
estimated useful lives of intangible assets 
from the date that they are available for 
use. The estimated useful life of software 
and licences and of internally generated 
software is generally five to eight years.

Goodwill, customer relationships, 
framework contracts and order books 
are discussed in ‘Business combinations’ 
above. Goodwill is stated at cost less 
any accumulated impairment losses. 
Customer relationships, framework 
contracts and order books are stated 
at cost less accumulated amortisation.
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No interest is paid on capital.

On leaving the partnership, a 
member’s capital must be repaid 
within two months of the leaving date, 
unless other arrangements have been 
agreed between the member and the 
Executive Committee. Members’ capital 
is therefore considered a current liability 
and is stated at its nominal value, being 
the amount repayable.

Amounts due to and from members
Non-current amounts due to members 
are initially recognised at fair value, based 
upon the estimated present value of future 
cash flows discounted at the market rate 
of interest at the year end. Subsequent 
to initial recognition, non-current amounts 
due to members are recorded at 
amortised cost.

Current amounts due to and from 
members are stated at their nominal value 
as this approximates to amortised cost.

Derivative financial instruments 
and hedging
The group uses derivative financial 
instruments to provide an economic 
hedge against its exposure to foreign 
exchange and interest rate risks arising 
from operational, financing and investment 
activities. In accordance with its treasury 
policy, the group does not hold or issue 
derivative financial instruments for 
trading purposes. The derivative financial 
instruments used do not satisfy the criteria 
to be classified as hedging instruments 
and are treated as financial assets or 
liabilities held for trading.

Derivative financial instruments are 
recognised at fair value. Those with a 
positive fair value are classified within 
‘Other investments’; derivative financial 
instruments with a negative fair value 
are classified within ‘Trade and other 
payables’. Attributable transaction costs 
are recognised in profit or loss when 
incurred. Subsequent gains or losses 
on remeasurement of fair value are 
recognised immediately in profit or loss. 
The fair value of forward exchange 
contracts, interest rate caps and interest 
rate swaps is the estimated amount that 
the group would receive or pay at the year 
end, taking into account current exchange 
rates, interest rates and the current 
creditworthiness of the swap 
counterparties.

Non-current loans and receivables
Non-current loans and receivables are 
initially recognised at fair value, based upon 
the estimated present value of future cash 
flows discounted at the market rate of 
interest at the year end. Subsequent to 
initial recognition, non-current loans and 
receivables are recorded at amortised cost.

Trade and other receivables
Trade and other receivables (except 
unbilled amounts for client work) are 
initially recognised at fair value, based 
upon discounted cash flows at prevailing 
interest rates, or at their nominal amount 
less impairment losses if due in less 
than 12 months. Subsequent to initial 
recognition, trade and other receivables 
are valued at amortised cost less 
impairment losses.

Short-term bank borrowings
Short-term bank borrowings are 
recognised at fair value, based upon the 
nominal amount outstanding. Subsequent 
to initial recognition, they are recorded at 
amortised cost. Borrowing costs arising 
on short-term bank borrowings are 
expensed as incurred within financial 
expense. Initial facility fees incurred in 
respect of bank borrowing facilities are 
capitalised and amortised over the 
facility life.

Trade and other payables
Trade and other payables are recognised 
at fair value, based upon the nominal 
amount outstanding. Subsequent to 
initial recognition, they are recorded 
at amortised cost.

Cash and cash equivalents
Cash and cash equivalents comprise 
cash balances and call deposits. The cash 
and cash equivalents are stated at their 
nominal values, as this approximates 
to amortised cost.

Members’ capital
The capital requirements of the group 
are determined from time to time by the 
Board, following recommendations from 
the Executive Committee. Each member 
is required to subscribe a proportion of this 
capital after taking into account any capital 
already contributed by the member 
to a partnership or other entity (being a 
subsidiary of the partnership) of which he 
is also a member. Hence, members’ capital 
of the group represents capital subscribed 
by members of the partnership to either 
the partnership or a subsidiary entity.

1 Accounting policies continued
Non-derivative financial instruments
Non-derivative financial instruments 
comprise investments in securities and 
other investments, trade and other 
receivables, cash and cash equivalents, 
loans and borrowings, trade and other 
payables, members’ capital and amounts 
due to and from members.

Securities
If the group has a positive intent to hold to 
maturity securities for which the amounts 
due are fixed or determinable and have 
a fixed maturity, they are considered to 
be held-to-maturity financial instruments 
and are classified as non-current 
securities unless due to mature in 
less than 12 months. These assets are 
initially measured at fair value, calculated 
by reference to their quoted bid price. 
Subsequent to initial recognition, these 
assets are measured at amortised cost, 
using the effective interest method, less 
any impairment losses.

Any sale or reclassification of a more than 
insignificant amount of held-to-maturity 
investments not close to their maturity 
would result in the reclassification of all 
held-to-maturity investments as available-
for-sale, and prevent the group from 
classifying investment securities as 
held-to-maturity for the current and the 
following two financial years.

Other investments
Other investments held by the group 
mainly comprise bonds, equities and 
shares in investment funds. These assets 
are classified either as available-for-sale or 
at fair value through profit or loss and are 
stated at fair value, calculated by reference 
to their listed price at the year end.

Any resultant gain or loss on those 
assets classified as available-for-sale 
is recognised in other comprehensive 
income, in the fair value reserve, except 
for impairment losses and, in the case of 
monetary items such as debt securities, 
foreign exchange gains and losses. 
When these investments are 
derecognised, the cumulative gain or 
loss is reclassified from the fair value 
reserve to profit or loss. Where these 
investments are interest bearing, interest 
calculated using the effective interest rate 
method is recognised in profit or loss.

Any resultant gain or loss on those assets 
classified as fair value through profit or loss 
is recognised in the income statement.
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1 Accounting policies continued
Unbilled amounts for client work
Unbilled amounts for client work relate to 
service contract receivables on completed 
work where the fee has yet to be issued 
or where the service contract is such that 
the work performed falls into a different 
accounting period. Unbilled amounts for 
client work are stated at cost plus profit 
recognised to date (in accordance with 
the revenue accounting policy above) less 
provision for foreseeable losses and net 
of amounts billed on account.

Impairment
The carrying amounts of the group’s assets 
(except employee benefit and deferred tax 
assets) are considered at each year end to 
determine whether there is any indication 
of impairment. If any such indication exists, 
the assets’ recoverable amounts are 
estimated. For goodwill the recoverable 
amount is estimated at each year end.

The recoverable amount of receivables 
carried at amortised cost is calculated as 
the present value of estimated future cash 
flows, discounted at the original effective 
interest rate (being the effective interest 
rate computed at initial recognition of 
these financial assets). Receivables with 
a short duration are not discounted. 
The recoverable amount of other assets is 
the greater of their fair value less costs to 
sell and value in use. In assessing value in 
use, the estimated future cash flows are 
discounted to their present value using a 
pre-tax discount rate that reflects current 
market assessments of the time value of 
money and the risks specific to the asset.

An impairment loss is recognised 
whenever the carrying amount of an 
asset or its cash generating unit exceeds 
its recoverable amount. Impairment losses 
are recognised in the income statement. 
An impairment loss in respect of a financial 
asset carried at amortised cost is reversed 
if the subsequent increase in the 
recoverable amount can be related 
objectively to an event occurring after 
the impairment loss was recognised. 
In respect of other assets, an impairment 
loss is reversed when there is an indication 
that the impairment loss may no longer 
exist and there has been a change in the 
estimates used to determine the 
recoverable amount.

An impairment loss is reversed only to the 
extent that the asset’s carrying amount 
does not exceed the carrying amount 
that would have been determined, net 
of depreciation or amortisation, if no 
impairment loss had been recognised. 
Impairment losses in respect of goodwill 
cannot be reversed.

Leases
Operating lease rentals are charged to 
the income statement on a straight-line 
basis over the period of the lease. 
Lease incentives received are recognised 
in the income statement as an integral 
part of the total lease expense.

Minimum lease payments made under 
finance leases are apportioned between 
the finance expense and the reduction 
of the outstanding liability. The finance 
expense is allocated to each period during 
the lease term so as to produce a constant 
periodic rate of interest on the remaining 
balance of the liability.

Rental income from sub-let property 
is recognised in profit or loss, within 
other operating income, on a straight-line 
basis over the term of the lease. 
Lease incentives granted are recognised 
as an integral part of the total rental 
income, over the term of the lease.

Provisions
A provision is recognised when the group 
has a present legal or constructive 
obligation as a result of a past event and it 
is probable that an outflow of economic 
benefits will be required to settle the 
obligation. If the effect is material, 
provisions are determined by discounting 
the expected future cash flows at a pre-tax 
rate that reflects current market 
assessments of the time value of money 
and, where appropriate, the risks specific 
to the liability.

Provision for onerous contracts is 
recognised when the expected benefits 
to be derived by the group from a contract 
are lower than the unavoidable cost of 
meeting its obligations under the contract. 
Provision is made for the present value 
of foreseeable rental commitments in 
respect of surplus property, after offsetting 
any future sub-letting income that could 
be earned. Surplus property includes 
premises which will become redundant 
as a result of steps to which the group 
is committed.

The group has conditional commitments 
to pay annuities to certain former members 
(and dependants) of KPMG in the UK. 
These annuities are payable only out of 
the profits of KPMG LLP, on which they 
constitute a first charge. The present 
value of the best estimate of the expected 
liabilities for future payments to retired 
members or their dependants is provided 
in full, gross of attributable taxation that 
is deducted by KPMG from payments to 
annuitants, as a charge against income 
at the point at which the contractual right 
arises. Any changes in the provision for 
former members’ annuities arising from 
changes in former members and their 
dependants or in financial estimates and 
actuarial assumptions are recognised in 
the income statement.

The unwinding of the discount is presented 
in the income statement as a ‘Financial 
expense’. The payment of former 
members’ annuities is shown as a 
movement against the provision.

A substantial level of insurance cover 
is maintained in respect of professional 
negligence claims. This cover is principally 
written through mutual insurance 
companies. Premiums are expensed as 
they fall due. Where appropriate, provision 
is made for the uninsured cost to the group 
of settling negligence claims. Separate 
disclosure is not made of insured costs and 
related recoveries on the grounds that such 
disclosure would be seriously prejudicial to 
the position of the group in any dispute 
with other parties.

Financial guarantees
Where the partnership or a subsidiary 
entity enters into a financial guarantee 
contract to guarantee the indebtedness 
of another entity within, or associated with, 
the group, the partnership considers this 
to be an insurance arrangement and 
accounts for it as such. In this respect, the 
partnership or subsidiary entity treats each 
guarantee contract as a contingent liability 
until such time as it becomes probable 
that a payment will be required under 
the guarantee.
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1 Accounting policies continued
Employee benefits
The group operates various defined 
contribution pension plans for which 
the charge for the year represents the 
contributions payable to the plans 
in respect of the accounting period. 
An accrual or prepayment is included in 
the statement of financial position to the 
extent to which such costs do not equate 
to the cash contributions paid in the year. 

The group also operates several defined 
benefit pension plans including three 
closed plans. Two of these plans are closed 
to new entrants and provide benefits on 
final pensionable pay whilst the other is 
closed to new entrants and to current 
service and provides benefits based on 
average pensionable pay. The group’s net 
obligations in respect of its defined benefit 
plans are calculated separately for each 
plan by estimating the amount of future 
benefit that employees have earned in 
return for their service in the current and 
prior periods; that benefit is discounted 
to determine its present value, and the 
fair value of plan assets (at bid price) is 
deducted. The liability discount rate is 
the yield at the year end on AA credit 
rated bonds that have maturity dates 
approximating to the terms of each plan’s 
obligations. The calculations are performed 
by qualified actuaries using the projected 
unit credit method.

When the benefits of a plan are improved, 
the portion of the increased benefit relating 
to past service by employees is recognised 
as an expense in the income statement on 
a straight-line basis over the average period 
until the benefits become vested. To the 
extent that the benefits vest immediately, 
the expense is recognised immediately in 
the income statement.

Actuarial gains and losses are recognised 
in the period in which they occur, in other 
comprehensive income.

Surpluses are recognised on defined 
benefit pension plans only to the extent 
that they are considered to be recoverable 
by the group, taking account of future 
service by members of, and contributions 
payable to, the relevant plan.

Allocation of profits and drawings 
The allocation of group profits to those 
who were members of the partnership 
during the financial year occurs at the 
discretion of the Board following 
finalisation of the annual financial 
statements. As is permitted by the 
Limited Liability Partnerships Regulations 
and the Partnership Agreement, allocated 
profits may not necessarily represent all 
the profits arising in a particular financial 
year, if the Board considers it appropriate 
to retain profits or to allocate profits 
previously retained.

During the year, members in certain 
countries receive salary under their 
separate contracts of employment with 
subsidiary legal entities and are entitled 
to bonuses under the same contracts of 
employment. Members in other countries 
receive remuneration by rendering charges 
for their services personally or from a 
company under their control. Such items 
are considered to be expenses of the group 
and are disclosed separately in the income 
statement as ‘Remuneration for current 
salaried members’. Amounts remaining 
unpaid at the end of the year in respect 
of such remuneration are classified as 
‘Amounts due to members’.

During the year, members working in 
subsidiary partnerships receive monthly 
drawings, and from time to time, additional 
profit distributions. The level and timing 
of the additional distributions are decided 
by the Executive Committee, taking into 
account cash requirements for operating 
and investing activities. Similarly, 
drawings or distributions may be paid. 
Where such drawings and profit 
distributions to members represent 
payments on account of current year 
profits and are reclaimable from members 
until profits have been allocated, they are 
classified as ‘Amounts due from members’. 
Any over-distribution of profits during the 
year is also recoverable from members 
and so classified in the same way.

Unallocated profits are shown in equity 
as ‘Other reserves’. In both cases, 
necessarily, amounts that may be 
determined as due from and attributable 
to members who retired from the 
partnership or subsidiary partnerships 
in the year may be included.
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2  Accounting estimates and judgements.
Management have discussed and agreed with the Audit Committee the development, selection and disclosure of the group’s critical 
accounting policies and estimates and the application of these policies and estimates.

Key sources of estimation uncertainty
Revenue on service contracts
In calculating revenue on service contracts, the group makes certain estimates as to the stage of completion of those contracts. In doing 
so, the group estimates the remaining time and external costs to be incurred in completing contracts and clients’ willingness and ability 
to pay for the services provided. A different assessment of the outturn on a contract may result in a different value being determined for 
revenue and also a different carrying value being determined for unbilled amounts for client work.

Trade and other receivables 
The total carrying amount of trade receivables and unbilled amounts for client work is €1,448 million (2011: €1,332 million) net of 
impairment losses on trade receivables and after giving consideration to the clients’ willingness to pay those amounts accrued in 
respect of incomplete contracts. A different assessment of the recoverability of either balance, with reference to either the ability 
or willingness of the client to pay, may result in different values being determined.

Employee benefits
The net defined benefit liabilities of the group’s pension plans of €303 million (2011: €176 million) are based on certain assumptions as 
to mortality (see note 21), based on current published tables, and discount rates reflecting current market trends in each country. If either 
were to change, there is a risk that there would be further variance in the actuarial gains and losses.

In addition, the average expected returns on assets in each plan reflect the anticipated balance in each plan’s investment portfolio based 
on current investment decisions. If the investment strategy were to change, there is a risk that there would be further variance between 
the actual and expected return on assets and hence in the actuarial gains and losses. As all actuarial gains and losses are recognised 
in these financial statements, the resulting provision for employee benefits may also differ from that disclosed in these financial 
statements. An increase of 0.25% in the assumed discount rate would reduce the present value of the plans’ obligations, and hence 
the net liabilities recognised in the statement of financial position, by approximately €59 million.

Former members’ annuities
The group has used certain assumptions in assessing the provision for former members’ annuities of €68 million (2011: €65 million) 
as set out in note 20. The assumptions used are based upon the current profile of the former members concerned and currently 
published mortality tables. If either were to change, the assumptions used in calculating the provision would no longer be appropriate. 
The resulting variation in the underlying assumptions may result in a value for the provision that is different from that disclosed.

Claims
The group from time to time receives claims in respect of professional negligence. It defends such claims vigorously but makes 
provision for the possible amounts considered likely to be payable, up to the deductibles under the group’s related insurance 
arrangements. A different assessment of the settlement prospects of each case or of the possible cost involved may result 
in a different provision and cost.

Acquisition accounting
Under IFRS 3, ‘Business Combinations’, the acquirer is required to determine fair values (reflecting conditions at the date of the business 
combination and its terms) for the identifiable assets, liabilities and contingent liabilities acquired. Within such items will be intangible 
assets reflecting the current value of anticipated income streams from the framework contracts, customer relationships and the open 
order book of the party acquired. In assessing the value of such items, the group has to make assumptions on matters such as the future 
profits likely to arise after reflecting charges for the services of the workforce (including the services of those individuals who separately 
are members of the partnership) and for the use of the KPMG brand, as well as the anticipated period over which benefits from existing 
customer relationships may endure.
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2 Accounting estimates and judgements continued 
Critical accounting judgements in applying the group’s accounting policies
Acquisition accounting
IFRS 3, ‘Business Combinations’, requires that all cases meeting the definition of a business combination must be accounted for as an 
acquisition. The creation of the group in 2008 and subsequent mergers each met the definition of a business combination. Hence, fair 
values must be determined for the identifiable assets, liabilities and contingent liabilities acquired, and for the consideration transferred, 
even though internally these transactions were each regarded as a pooling of interests with no attempt to value each firm on an arm’s 
length basis, other than for the impact of harmonising accounting policies (see note 9).

Similarly, the basis for co-working with those entities in Belgium, Turkey, Norway, Kuwait and Jordan not controlled by the group, and 
the precise terms of the related merger documentation, were not drafted to clarify control within the context of the relevant accounting 
standard. The group has assessed that certain entities fall to be regarded only as associates over which significant influence is exercised 
and that other entities are subject to neither control nor significant influence, even where these entities constitute integral parts of the 
operations of the KPMG member firms in these countries. Further details impacting this assessment are given in note 27.

Partner retirement provisions
The group has assessed that no provision is required in respect of partner retirement arrangements that exist across the ELLP member 
countries. There are no contractual obligations in respect of these arrangements. The assessment is based on the country-specific 
remuneration models and on the existence of a constructive obligation. In all countries, a constructive obligation is deemed not to exist, 
either due to past practice in those counties or, in the case of the UK partnership, due to the nature of the profit allocation mechanism. 
A different assessment of the obligation arising under each of the remuneration models may result in a recognised provision.

3 Segmental reporting.
The group has previously voluntarily adopted IFRS 8 ‘Operating Segments’. Accordingly, segment information is presented in respect 
of the group’s segments, reflecting the group’s principal management and internal reporting structures. 

The group is managed internally through the functions of Audit, Tax, Transactions & Restructuring (T&R), Risk Consulting (RC) and 
Management Consulting (MC) and these are therefore considered as separate operating segments for the purposes of presenting 
segment information under IFRS 8. 

The segments are identified for internal reporting purposes according to the nature of services provided; principal services provided by 
each segment include:

Audit: Provision of statutory and regulatory attestation services, advice in compliance with changing reporting and 
regulatory requirements, and non-statutory assurance services.

Tax: Advice and compliance assistance in relation to tax, remuneration planning and pensions.

T&R: Deal support from pre-deal evaluation to completion including strategy, due diligence, debt and equity advice, 
valuations, separation and integration; provision of restructuring and recovery advice, including corporate and 
personal insolvency; financial advice on public and private transactions including mergers and acquisitions, 
flotations and valuations.

RC: Provision of advice on embedding governance, risk management and internal controls and on compliance with 
changing regulatory requirements; provision of accounting, investigation and business skills to assist clients involved 
in contentious financial matters. 

MC: Advice and support to improve business performance through transforming operations, business intelligence 
and finance transformation, working capital and cash management, revenue enhancement and cost optimisation, 
IT-enabled transformation, embedding risk and regulatory management and deal services. 
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3 Segmental reporting continued 
Information by segment is as follows:

Segmental reporting 2012.

Audit
€m

Tax
€m

T&R
€m

RC
€m

MC
€m

Total
€m

Net sales (as reported internally). 1,886 1,018 671 546 461 4,582

Recoverable expenses (as reported internally). 182 121 112 99 102 616

Gross revenue (as reported internally). 2,068 1,139 783 645 563 5,198

Entities not controlled by ELLP. (203)

Impact of foreign exchange. 135

Elimination of intercountry trading. (110)

Other financial statements adjustments. (23)

Total group revenue. 4,997

Segmental contribution (as reported internally). 659 399 270 187 100 1,615

Entities not controlled by ELLP. (43)

Impact of foreign exchange. 42

Members’ remuneration adjustments. 510

Costs not allocated to segments. (1,226)

Net financial expense. (30)

Total group profit before taxation*. 868

Segmental assets (as reported internally). 258 308 130 160 145 1,001

Entities not controlled by ELLP. (17)

Impact of foreign exchange. 43

Assets not allocated to segments. 2,089

Total assets. 3,116

* Also before deduction of remuneration for current members.

Segmental reporting 2011 (restated) . 

Audit
€m

Tax
€m

T&R
€m

RC
€m

MC
€m

Total
€m

Net sales (as reported internally). 1,880 998 652 471 429 4,430

Recoverable expenses (as reported internally). 175 114 113 106 68 576

Gross revenue (as reported internally). 2,055 1,112 765 577 497 5,006

Entities not controlled by ELLP. (285)

Impact of foreign exchange. 5

Elimination of intercountry trading. (126)

Other financial statements adjustments. (11)

Total group revenue. 4,589

Segmental contribution (as reported internally). 672 415 274 158 120 1,639

Entities not controlled by ELLP. (131)

Impact of foreign exchange. 2

Members’ remuneration adjustments. 491

Costs not allocated to segments. (1,077)

Net financial expense. (11)

Total group profit before taxation*. 913

Segmental assets (as reported internally). 259 294 164 150 139 1,006

Entities not controlled by ELLP. (57)

Impact of foreign exchange. –

Assets not allocated to segments. 1,929

Total assets. 2,878

* Also before deduction of remuneration for current members.
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3 Segmental reporting continued 
The information reported internally for each of gross revenue, profits and assets includes data for various entities which are not 
controlled by ELLP within the definition of IAS 27 ‘Consolidated and Separate Financial Statements’. Additionally, for entities whose 
functional currency is not the euro, a fixed exchange rate from their local currency to euros is set at the beginning of each financial year 
and this rate is used in reporting actual, budget and prior year data, thus eliminating the impact of exchange rate movements: this 
approach does not comply with IAS 21 ‘The Effects of Changes in Foreign Exchange Rates’ and a foreign exchange adjustment is 
required to reconcile to the financial statements.

In addition, certain other adjustments are made to revenue reported in the financial statements compared to that reported internally 
and certain judgements taken in respect of revenue on incomplete contracts may differ for financial statements purposes. 

As discussed in note 1, members in certain countries receive remuneration under employment or service contracts whilst members 
working within subsidiary partnerships have no contractual right to remuneration until profits are allocated to them. Internal reporting 
includes a notional charge for such members, intended to equate to a salary equivalent, together with members’ remuneration in 
other countries.

Costs not allocated to segments represent the costs of central support and infrastructure such as property and IT costs, marketing, 
training and other general overhead expenses (including depreciation, amortisation and other non-cash items). These are not directly 
controllable by the segments and are not allocated to them in the group’s internal reporting. Allocation of such items to the segments 
would involve subjective assessments and it is not therefore considered appropriate.

Assets attributed to the segments for internal reporting purposes comprise trade receivables and unbilled amounts for client work. 
All other assets, including non-current assets, balances with members and cash are controlled centrally and are not allocated across 
segments. There is no internal reporting of liabilities by segment; hence no segmental disclosures are given.

The entities not controlled by ELLP and the fixed foreign exchange rates used in 2012, as applied to the 2011 year, both represent 
changes to the internal presentation of segmental information compared to that applying in 2011. Comparative figures have been 
restated accordingly. 

Geographical disclosures.
Revenue from external clients and non-current assets (excluding deferred tax assets, employee benefits and investments) by 
geographical area are as set out below. Both revenue and non-current assets relate to entities situated in each country.

Revenue Non-current assets

2012 
€m

2011 
€m

2012 
€m

2011 
€m

United Kingdom. 2,154 1,965 549 528

Germany. 1,247 1,179 79 71

Netherlands. 476 494 50 45

Other countries. 1,230 1,077 151 143

Intercountry eliminations. (110) (126) (50) (48)

 . 4,997 4,589 779 739

The group’s results for financial statements purposes include KPMG member firms in the following countries:

2012 2011

UK, Germany, Switzerland, Spain, Luxembourg, CIS 12 months 12 months

Belgium – advisory. 12 months 12 months

Netherlands – audit and advisory. 12 months 12 months

Norway . 12 months 6 months

Saudi Arabia. 12 months –

See note 9 for further details regarding acquisition dates.

Major clients.
The group has no reliance on any one client – no more than 1.7% (2011: 2.1%) of group net sales are attributable to the largest client.
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4 Other operating income.
Included in other operating income are the following items:

2012 
€m

2011 
€m

Charges to other KPMG International member firms 61 55

Support cost charges to non-group KPMG entities within ELLP countries 19 19

Rental income 12 14

Other items 68 64

160 152

5 Members and staff.
The average numbers of members (being those who are members of the partnership) and staff of the group during the year were 
as follows:

2012 2011

Members . 1,437 1,425

Staff. 30,844 28,420

32,281 29,845

Included above are 34 members (2011: 31 members) who are members of the partnership, but primarily work for entities that are not 
consolidated in these financial statements. 

The average numbers of members and staff by function were as follows:

2012 2011

Audit. 12,149 11,646

Tax. 5,800 5,403

T&R. 2,980 2,767

RC. 3,560 3,069

MC. 3,044 2,624

Central. 4,748 4,336

 . 32,281 29,845

Employment costs.
The aggregate employment costs of staff are as follows:

2012 
€m

2011 
€m

Salaries (including bonuses). 2,222 1,956

Social security costs. 233 202

Cost of employee benefits (note 21). 127 118

Staff costs per income statement. 2,582 2,276

Net financing cost charged to the income statement in respect of defined benefit pension plans (note 21) 13 5

Amounts recognised in the statement of comprehensive income in respect of defined benefit pension plans 
(note 21)

113 (82)

Total staff related costs . 2,708 2,199

6 Members’ remuneration 
Remuneration for current salaried members totalled €440 million for the year (2011: €445 million). These costs include the costs 
of members receiving salary and bonuses under contracts of employment or service contracts with subsidiary entities but exclude 
amounts in respect of members receiving an allocation of profit of the partnership or subsidiary partnerships.
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7 Other operating expenses. 
Other operating expenses include property and IT costs, marketing, training and other general overhead expenses, together with 
direct expenses incurred on client assignments. Also included in other operating expenses are impairment losses on trade receivables 
of €9 million (2011: €8 million). 

2012 
€’000

2011 
€’000

Auditors’ remuneration:

Audit of partnership and consolidated financial statements 334 341 

Amounts receivable by auditors and their associates in respect of:

– Audit of financial statements of subsidiaries pursuant to legislation 973 982 

– Other assurance services 8 420 

– Audit of certain of the group pension plans 56 37 

1,371  1,780 

Amounts receivable by other auditors and their associates in respect of:

– Audit of financial statements of subsidiaries pursuant to legislation 156 72 

1,527  1,852 

Amounts payable to member firms of Grant Thornton International and their associates in respect of non-audit services are classified 
as ‘Other assurance services’ under the Companies Act definitions for disclosure. In 2012, these services were provided in respect 
of specific assignments requested. In 2011, the fees incurred were in respect of services provided in order to undertake a peer review 
in Germany.

8 Financial income and expense.

2012 
€m

2011 
€m

Expected return on defined benefit pension plan assets (note 21). 62 69

Interest income on bank deposits. 3 3

Net change in fair value of financial assets at fair value through profit or loss. 4 –

Interest income on held-to-maturity securities. – 1

Interest income on available-for-sale financial assets. 1 2

Exchange gains. 8 15

Other financial income. 4 11

Financial income. 82 101

Interest on defined benefit pension plan liabilities (note 21). (75) (74)

Discount on provisions (note 20). (5) (5)

Interest expense on short-term bank borrowings. (10) (8)

Exchange losses. (9) (16)

Other financial costs (13) (9)

Financial expense. (112) (112)

The total interest income for financial assets that were not classified as fair value through profit or loss was €4 million (2011: 
€6 million). The total interest expense for financial liabilities that were not classified as fair value through profit or loss was €10 million 
(2011: €8 million).
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9 Business combinations.
The detail set out below provides information required under IFRS 3 ‘Business Combinations’ for those mergers and acquisitions 
occurring during the year ended 30 September 2012 together with summary information in respect of those occurring during the year 
ended 30 September 2011. If the 2012 mergers and acquisitions had each occurred on 1 October 2011, consolidated revenue and profit 
for the year would have been €5,030 million and €421 million respectively.

Since the initial merger in 2008, the group has merged with a number of member firms within the KPMG International network so as 
to benefit from synergies to be obtained in enhanced client service delivery and cost efficiency. Specific details regarding assets and 
liabilities acquired and consideration paid have been given at the time of each transaction, but certain aspects of the mergers were 
consistent in each case:

•	 Unless stated otherwise, the mergers each met the definition of a business combination under IFRS 3 and are therefore presented 
as acquisitions by the partnership.

  However, the financial arrangements agreed amongst the members in respect of each merger do not fall easily within the 
considerations that IFRS 3 requires to be applied to commercial acquisitions. In particular, although the partnership in most cases has 
the power to determine how the profits of each of its subsidiary national firms are to be distributed, members will in practice continue 
to be largely remunerated from the profits arising in the country in which they are based. This will be as salaries or bonuses under their 
local contracts of employment or service contracts or, in the UK and other countries whose structure is that of a partnership, as profit 
shares, with no differentiation made between remuneration for services to the group and return on capital subscribed.

•	 Shares in entities acquired were exchanged for members’ capital and, from the date of acquisition, the partners in the entities 
acquired therefore became members of the partnership and had an ownership interest in the partnership. The fair values of the 
members’ interests is equal to the amount contributed, as a result of the following attributes: 

 –  The levels of capital take no account of the ‘value’ of, and in particular the amount of any goodwill inherent in, the member firm 
involved and attract no possibility of capital appreciation.

 –  On leaving the firm, members receive no compensation for the value of the firm, or any inherent goodwill, ‘sold’ at the date 
of retirement, nor for any increase in this value or inherent goodwill that might be attributed to their efforts on the firm’s behalf; 
they are rather repaid the same amount originally contributed as capital.

 –  The individuals promoted to member, or joining from outside at that level, are required to contribute a pre-defined sum as capital 
at an amount that is the same for all individuals in each group member country.

•	 Call options have been granted over certain shares but are not yet exercisable. However, no value is attributed to these options 
as the cost to the group of exercising these options does not change over time, nor does the fair value of the assets of the 
entities being acquired, since profits (or losses) generated between the date of the mergers and the date of exercising the options 
will accrue to the partners in each country. Hence although the options fall to be treated as derivative instruments, they have 
negligible fair value.

•	 Pre-acquisition carrying amounts have been determined from accounts of each acquired entity as at the date of acquisition under 
applicable adopted IFRSs, in line with group accounting policy. The values of assets, liabilities and contingent liabilities recognised 
on acquisition are their estimated fair values which approximated to their pre-acquisition carrying amounts in nearly all cases. 
The following fair value adjustments were considered for each merger:

 –  Intangible assets for the current value of anticipated income streams resulting from customer relationships, framework contracts 
and order books. This calculation (in accordance with the accounting policies in note 1) reflects charges for the use of the KPMG 
brand (assessed against comparable publicly available data for entities in the service industries), for the workforce and working 
capital of the entities acquired (net of applicable taxes) and a charge for the services of equity partners which excludes their 
estimated return on capital. It assumes an appropriate future average ‘churn rate’ for customer relationships, normally of ten years. 
The resulting cash flows were discounted to current values using an estimated weighted average cost of capital.

 – No value is ascribed to use of the KPMG brand in any country as neither the partnership nor the entity acquired controls these rights.
 –  Fair value reviews were carried out on liabilities, including contingent liabilities for unrecognised professional negligence claims, and 

on assets, including the carrying value of contingent fee assignments.

•	 Where negative goodwill arises, this is normally attributable to undistributed reserves. Positive goodwill is normally attributable to 
the skills and knowledge of the workforce and the synergies expected to be achieved from integrating the acquired entity, which are 
not assets recognisable under adopted IFRSs.
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9 Business combinations continued
Mergers
Mergers – year ended 30 September 2011
During the year ended 30 September 2011, the partnership acquired interests in certain entities in the KPMG member firms in Norway, 
Saudi Arabia, Kuwait, Spain and Luxembourg. As for previous mergers within the group, these mergers – with the exception of Kuwait 
– met the definition of a business combination under IFRS 3 and were presented as acquisitions by the partnership. Summary details 
of those mergers are as follows:

•	 Norway: the partnership obtained control over KPMG Holding AS, the parent company for the entity providing audit, tax and 
advisory services in Norway. The partnership transferred consideration of €48,000 satisfied in members’ capital in the partnership, 
in exchange for net identifiable assets, liabilities and contingent liabilities of (€946,000). Goodwill of €1 million arose on this merger. 
The partnership was also granted call options over 100% of the ownership interests of KPMG Advokatfirma DA, a second entity 
providing tax and legal services. These options are exercisable only in the event that local law is changed - accordingly, this entity 
is not considered to be part of the group, as either subsidiary or associate.

•	 Saudi Arabia: the group acquired 75% exercisable call options over the ownership interests in KPMG Al Fozan & Al Sadhan through 
a new intermediate holding company, KPMG Gulf Holdings Limited, for consideration of €39,000 in exchange for net identifiable 
assets, liabilities and contingent liabilities of €2 million, of which €2 million was attributable to non-controlling interests. No goodwill 
arose on this merger. The remaining interests in KPMG Al Fozan & Al Sadhan are held by local partners as a result of local legislative 
requirements. Whilst the non-controlling interests are entitled to a share of the capital of these entities, they do not have rights to a 
share in profits post-acquisition.

•	 Kuwait: the partnership was granted call options over shares in the entities within KPMG Kuwait. Call options over 49% of the 
shares in KPMG Advisory WLL, an entity providing advisory services, are exercisable, whilst call options over the remaining 51% 
in this entity and 100% of the ownership interests in KPMG Safi Al-Mutawa & Partners, an entity providing audit and tax services, 
are not exercisable due to local regulatory constraints.

•	 Spain and Luxembourg: call options that the partnership had been granted over the entity providing audit services (Spain) and tax 
services (Luxembourg) were exercised during the year ended 30 September 2011 for a combined cost of €0.2 million.

Mergers – year ended 30 September 2012
During the year ended 30 September 2012, the group merged with the KPMG member firm in Jordan. 

On 8 December 2011, the partnership acquired 100% non exercisable call options over the ownership interests in KPMG Al-Kawasmy 
and Partners Co, the entity providing audit, tax and advisory services in Jordan (KPMG Jordan). No consideration was transferred for the 
grant of call options. These call options are not exercisable as a result of local regulatory constraints. However, the partnership is 
considered to have significant influence over the entities under the agreements in place. Hence, these entities are considered to be 
associates under IFRS.

Acquisitions
Acquisitions – year ended 30 September 2011
During the year ended 30 September 2011, the group made three acquisitions. Summary details of those acquisitions are as follows:

•	 Belgium: the group acquired 99.9% of the shares in KPMG & Partners BVBA, a Belgian company providing audit services, for a cost 
of €0.7 million. This company in turn acquired 99.9% of the shares in Van Impe, Mertens & Associates BV, also providing audit 
services in Belgium, for €2.7 million. Intangible assets of €2 million relating to customer relationships and goodwill of €2 million 
were recognised in accounting for these acquisitions.

•	 EquaTerra Europe Limited: the group acquired 100% of the shares in EquaTerra Europe Limited, the parent of a group of companies 
providing advisory services, for consideration of US$21 million. The entities acquired had operations in the UK, Netherlands, 
Germany, Finland and Sweden. The operations in Finland and Sweden subsequently either ceased trading or were transferred 
to the local KPMG member firm. Intangible assets of €6 million relating to customer relationships and goodwill of €7 million were 
recognised in accounting for these acquisitions.

•	 Netherlands: the group acquired 100% of the shares in Plexus Medical Group NV, a company providing advisory services in the 
healthcare sector, for consideration of €5 million. Intangible assets of €3 million relating to customer relationships and goodwill 
of €2 million were recognised in accounting for this acquisition.
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9 Business combinations continued
Acquisitions – year ended 30 September 2012
During the year ended 30 September 2012, the group continued with its strategy of acquiring third party entities, where the activity and 
client base of those entities were such that the group could expect to benefit from synergies to be obtained in enhanced client service 
delivery and cost efficiency. The group made three acquisitions during the year, as set out below.

a) Xantus Limited
On 1 October 2011, the group acquired 100% of the shares in Xantus Limited, a UK-based company that provides independent CIO 
advisory services to FTSE-100 and large public sector clients, for consideration of €14 million.

Revenue and profit after taxation of €24.6 million and €0.4 million respectively for the period from acquisition to 30 September 2012 are 
included within these consolidated financial statements in respect of this company.

b) Rokade AS
On 1 April 2012, the group acquired 100% of the shares in Rokade AS, a consultancy company in Norway specialising in M&A and 
business integration/turnarounds, for consideration of €1 million.

Revenue and loss after taxation of €0.4 million and €0.3 million respectively for the year ended 30 September 2012 are included within 
these consolidated financial statements in respect of this company.

c) BrainNet AG
On 30 June 2012, the group acquired 100% of the shares in BrainNet AG, a Swiss based group providing consultancy services in supply 
chain management, for consideration of €23 million of which €10 million is deferred, payable in 2014.

Revenue and profit after taxation of €7.8 million and €nil million respectively for the year ended 30 September 2012 are included within 
these consolidated financial statements in respect of this company.

These acquisitions had the following impact on the group’s assets and liabilities at the date of the acquisitions: 

Recognised at date of acquisition

Note
Xantus

€m
Rokade

€m
BrainNet

€m
Total

€m

Intangible assets 12 8 – 5 13

Trade and other receivables 6 1 23 30 

Cash and cash equivalents 3 – 3 6 

Trade and other payables (3) (1) (12) (16)

Deferred tax liabilities (2) – (6) (8)

Net identifiable assets, liabilities and contingent liabilities 12 – 13 25 

Goodwill on acquisition 12 2 1 10 13 

Consideration payable 14 1 23 38 

Amounts acquired in respect of trade receivables are net of impairment provisions of €nil million for those receivables that were 
expected to be uncollectable at the acquisition date. In all cases, the fair values disclosed above approximate the contractual amounts 
receivable, due to their short maturity. 

Goodwill is attributable to the skills and knowledge of the workforce and the synergies expected to be achieved from integrating the 
acquired entities, which are not assets recognisable under IFRSs.
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10 Tax expense.
Group companies are subject to a variety of income taxes based on their taxable profits at rates between 20% and 34%. Subsidiary 
partnerships, however, are not subject to taxation; rather their members are subject to personal income tax, mainly in the UK, which 
is a personal liability of the members individually. 

The tax expense recognised in the income statement is analysed as follows:

2012 
€m

2011 
€m

Current tax expense

Current year. 26 15

Adjustment in respect of prior years. 6 (6)

Deferred tax (credit)/expense (note 14). (11) 9

 . 21 18

Compensation payment to be received from members of KPMG LLP. (14) (8)

Total tax expense in income statement. 7 10

Corporation tax charges in the UK arise largely as a result of the impact of UK transfer pricing legislation. The compensation payment 
is a payment made by the members of KPMG LLP in order to compensate the UK subsidiaries for this increased corporation tax charge. 

The group is required under IAS 12 ‘Income taxes’ to present the following tax reconciliation in respect of group profits:

2012 
€m

2011 
€m

Profit before taxation, less remuneration for current salaried members. 428 468

Less profit arising in partnerships, on which tax is payable by the members personally. (414) (442)

Profit before taxation arising in group companies. 14 26

Tax at 26.5% (2011: 30%) being the average rate of corporate taxes levied on the profits of group companies. 4 7

UK corporation tax arising on UK transfer pricing arrangements. 14 8

Impact of tax exempt items, including negative goodwill and differences between profits under adopted 
IFRSs and profits under local tax legislation, net of relevant deferred tax. 3 3

Taxes payable by subsidiary undertakings. 21 18

Compensation payment to be received from members of KPMG LLP. (14) (8)

Total tax expense in income statement. 7 10

The tax (credit)/charge recognised in the statement of comprehensive income is as follows:

2012 
€m

2011 
€m

Net change in fair value of available-for-sale financial assets. – (2)

Actuarial gains and losses on defined benefit pension plans. (29) 30

 . (29) 28

Included in non-current assets is tax receivable of €16 million (2011: €19 million) which represents the current value of tax refunds in 
Germany, receivable over five years.
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11 Property, plant and equipment.

Land and 
buildings 

€m

Computer and 
communications 

equipment 
€m

Office 
furniture, 

fittings and 
equipment 

€m

Motor 
vehicles 

€m
Total

€m

Cost

Balance at 1 October 2010. 315 97 273 14 699

Acquisition of subsidiaries. – – 7 1 8

Additions. – 27 33 5 65

Disposals. – (25) (39) (4) (68)

Exchange movements. (3) – (1) – (4)

Balance at 30 September 2011. 312 99 273 16 700

Additions. – 26 44 4 74

Disposals. – (21) (28) (6) (55)

Exchange movements. 27 7 18 1 53

Balance at 30 September 2012. 339 111 307 15 772

Depreciation and impairment

Balance at 1 October 2010. 1 56 56 7 120

Charge for the year. 5 22 42 3 72

Disposals. – (24) (35) (3) (62)

Balance at 30 September 2011. 6 54 63 7 130

Charge for the year. 6 24 43 3 76

Disposals. – (18) (22) (4) (44)

Exchange movements 1 5 4 – 10

Balance at 30 September 2012. 13 65 88 6 172

Net book value

At 1 October 2010. 314 41 217 7 579

At 30 September 2011. 306 45 210 9 570

At 30 September 2012. 326 46 219 9 600

Land and buildings at 30 September 2012 relate entirely to the group’s leasehold premises at 15 Canada Square, London; the leasehold 
interests, including land, at Canada Square fall to be classified as a finance lease, since it has a term of 999 years and so represents the 
majority of the useful economic life of the asset. The net book value of assets owned under a finance lease was €326 million (2011: 
€306 million). 
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12 Intangible assets.

Goodwill
€m

Customer 
relation ships 

and similar 
items 

€m

Internally 
generated 
software 

€m

Purchased 
software  

and licences 
€m

Total
€m

Cost

Balance at 1 October 2010. 7 20 101 6 134

Acquisition of subsidiaries. 12 25 1 – 38

Additions. – – 6 1 7

Disposals. – (1) – – (1)

Exchange movements. – – (1) – (1)

Balance at 30 September 2011. 19 44 107 7 177

Acquisition of subsidiaries. 13 13 – – 26

Additions. – – 7 3 10

Disposals. – – (4) (1) (5)

Exchange movements. – – 6 – 6

Balance at 30 September 2012. 32 57 116 9 214

Amortisation

Balance at 1 October 2010. – 2 21 3 26

Charge for the year. – 4 14 2 20

Disposals. – (1) – – (1)

Balance at 30 September 2011. – 5 35 5 45

Charge for the year. – 7 17 1 25

Disposals. – – (4) (1) (5)

Exchange movements – – 4 1 5

Balance at 30 September 2012. – 12 52 6 70

Net book value

At 1 October 2010. 7 18 80 3 108

At 30 September 2011. 19 39 72 2 132

At 30 September 2012. 32 45 64 3 144

Internally generated software mainly comprises components of the SAP-based ERP system, which have remaining amortisation 
periods of four to seven years (2011: five to eight years). 

Goodwill was generated on the merger with certain entities of the KPMG member firm in Belgium in the year ended 30 September 
2009. Further goodwill, totalling €12 million, was generated on the merger of the KPMG member firm in Norway and through acquisition 
of shares in KPMG & Partners BVBA, EquaTerra Europe Limited and Plexus Medical Group NV in the year ended 30 September 2011. 
During the year ended 30 September 2012, a further €13 million goodwill was generated on mergers and acquisitions, as set out in 
note 9.

The recoverable amount of the goodwill has been determined using the ‘value in use’ basis; the recoverable amount is based on the 
anticipated profits to be generated by the relevant cash generating unit (assessed individually for each acquisition), assuming growth 
rates reflecting past experience but adjusted to reflect current market conditions. No goodwill impairment arises. 
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13 Securities and other investments. 
The net book values of securities and other investments held by the group were as follows:

2012 
€m

2011 
€m

Fixed income securities Available-for-sale. – 20

Other investments 10 5

10 25

Included within other investments is €4.1 million (2011: €1.8 million) representing the group’s share of net assets of associates (see 
note 27). 

14 Deferred taxes.
Recognised deferred tax assets and liabilities relating to the following assets and liabilities were:

Assets 
2012 

€m

Liabilities 
2012 

€m

Assets 
2011 

€m

Liabilities 
2011

€m

Assets

Non-current assets

Intangible assets. 1 (11) 1 (7)

Property, plant and equipment. – (1) – (1)

Other non-current assets. 1 (4) – (3)

Current assets

Trade receivables. – (11) – (4)

Receivables for unbilled services. – (19) – (17)

Liabilities

Non-current liabilities

Pensions and similar obligations. 89 – 52 –

Other provisions . 11 (1) 7 (2)

Current liabilities

Other provisions. 1 (3) 1 (4)

Other liabilities . 16 (6) 10 (4)

Offsetting. (29) 29 (22) 22

Offset of tax losses available to be carried forward. 1 – 3 –

Balance at 30 September. 91 (27) 52 (20)

Deferred tax assets have not been recognised in respect of tax losses totalling €7 million (2011: €9 million).
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14 Deferred taxes continued
Movements during the year were:

Opening 
balance

€m

Acquired 
during  

the year 
€m

Deferred 
tax credit/
(expense)

€m

Credit 
recognised

in equity
€m

Closing 
balance

€m

Assets

Non-current assets

Intangible assets. (6) (8) 4 – (10)

Property, plant and equipment. (1) – – – (1)

Other non-current assets. (3) – – – (3)

Current assets

Trade receivables. (4) – (7) – (11)

Receivables for unbilled services. (17) – (2) – (19)

Liabilities

Non-current liabilities

Pensions and similar obligations. 52 – 8 29 89

Other provisions . 5 – 5 – 10

Current liabilities

Other provisions . (3) – 1 – (2)

Other liabilities. 6 – 4 – 10

Offset of tax losses available to be carried forward. 3 – (2) – 1

Total. 32 (8) 11 29 64

15 Non-current loans and receivables.

2012 
€m

2011 
€m

Loans . 1 3

Other non-current receivables. 18 15

 . 19 18
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16 Trade and other receivables.

2012 
€m

2011 
€m

Trade receivables. 962 895

Unbilled amounts for client work. 486 437

Other prepayments. 79 89

Other receivables. 72 79

Amounts owed by other KPMG International member firms. 48 51

 . 1,647 1,551

Group trade receivables are shown net of impairment losses amounting to €34 million (2011: €30 million); the movement for the year 
is recognised in ‘Other operating expenses’. An aged analysis of overdue trade receivables and the movement in the allowance for 
impairment in respect of trade receivables are given in note 23.

Trade and other receivables are due within 12 months. 

17 Other investments.

2012 
€m

2011 
€m

Bonds Fair value through profit & loss. 61 42

Shares in investment funds . Available-for-sale – 18

Equities Fair value through profit & loss. 16 13

Derivative financial assets Fair value through profit & loss. 1 –

78 73

18 Cash and cash equivalents.

2012 
€m

2011 
€m

Short-term deposits. 162 123

Bank balances. 165 150

327 273

19 Trade and other payables.

2012 
€m

2011 
€m

Accruals. 615 543

Amounts billed on account. 269 202

Other taxes and social security. 156 133

Other payables. 120 93

Trade payables. 43 35

Amounts due to other KPMG International member firms . 28 25

 . 1,231 1,031

Included in accruals are amounts payable to staff in respect of bonuses.
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20 Provisions.

Annuities 
€m

Property 
provisions 

€m

Obligations to
 employees
 (other than 

pensions) 
€m

Other  
€m

Total 
€m

Balance at 1 October 2011. 65 8 51 65 189

Utilised during the year. (5) (2) (7) (6) (20)

Income statement:.

– Provisions made during the year. – 20 9 13 42

– Provisions released during the year. (1) (1) (5) (7) (14)

– Unwinding of discounted amounts. 3 – 2 – 5

Exchange differences. 6 2 – 2 10

Balance at 30 September 2012 68 27 50 67 212

Non-current. 63 24 42 34 163

Current. 5 3 8 33 49

 . 68 27 50 67 212

The provision for former members’ annuities reflects conditional commitments to pay annuities to certain former members (and 
dependants) of KPMG LLP or its predecessor partnership, and is recorded gross of basic rate tax (see note 1). 

The provision for former members’ annuities is expected to be utilised as follows:

2012 
€m

2011 
€m

Within 12 months of the year end. 5 4

Between one and five years. 16 15

Between five and fifteen years. 27 25

In more than fifteen years. 20 21

 . 68 65

The principal actuarial assumptions used in assessing the provision for former members’ annuities are that increases in annuities 
payable will continue to follow the retail prices index as this is the specific obligation set out in the underlying commitment 
(2012: 2.80%; 2011: 3.30%) and that, after application of mortality rates, the resulting amounts are discounted at 4.40% (2011: 4.95%).

The mortality tables used for the former members’ annuities provision at both 30 September 2012 and 2011 were consistent with those 
applied in respect of the UK defined benefit pension plans (see note 21).

Property provisions represent the cost of office space which is not currently used by the group or will become redundant as a result 
of steps to which the group is committed. Provision is made for the net obligation under such leases: property provisions of €3 million 
(2011: €12 million) will be utilised within 12 months and the balance is expected mainly to be utilised within the next five years.

Obligations to employees mainly comprise obligations arising in Germany from part-time early retirement working arrangements. 
Provisions of €8 million will be utilised within 12 months and the balance between one and five years.

Other provisions include assessments of possible amounts payable in respect of certain operational risks but also reflect provisions in 
respect of negligence claims brought against the group by third parties. Where appropriate, provision is made for the uninsured cost 
(including related legal costs) to the group of settling negligence claims. Separate disclosure is not made of insured costs and related 
recoveries on the grounds that such disclosure would be seriously prejudicial to the commercial interests of the group. These provisions 
are expected mainly to be utilised within five years. 
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21 Employee benefits.
The cost of employee benefits included within personnel costs for the year was:

2012 
€m

2011 
€m

Contributions to defined contribution pension plans. 94 82

Current service cost for defined benefit pension plans . 33 36

Cost of employee benefits. 127 118

The net financing cost of €13 million (2011: €5 million) relating to defined benefit pension plans is also considered to be a part of the net 
cost of employee benefits.

The closing net assets and liabilities in respect of employee benefits were as follows:

Assets Liabilities

2012 
€m

2011 
€m

2012 
€m

2011
€m

Capitalised value of reinsurance policies. 2 2 – –

Capitalised value of risk insurance policies. 11 9 – –

UK defined benefit plans. – – (187) (153)

German defined benefit plan. – – (127) (10)

Other defined benefit plans. – – (2) (24)

 . 13 11 (316) (187)

The capitalised value of pension-related risk insurance policies relates to claims against an insurance company which provides cover 
under certain risk insurance policies for certain employees. On the death of an employee before reaching pensionable age, KPMG AG 
is obliged to pay pre-defined lump sums to surviving dependants. The insurance company reimburses KPMG AG for all such payments 
made. The reimbursable amounts are recognised as an asset at the level of the corresponding liability which is reflected in the defined 
benefit obligation below. 

Defined contribution pension plans. 
The group has two defined contribution pension plans operated in the UK: the stakeholder pension plan; and the KPMG Staff Pension 
Fund – post-April 2000 fund, which is closed to new entrants. The charge for the year for these plans represents those contributions 
payable to them in respect of the accounting period. 

The group has a defined contribution plan operated in the Netherlands. This plan is open to all employees. The group also has a defined 
contribution plan operated in Norway, open to all employees born after 1951 and/or employed by KPMG from March 2003. The charges 
for the year for both plans represent those contributions payable in respect of the accounting period.

Employers’ contributions paid in Germany under state social security legislation are made to separate legal entities which manage such 
contributions and payments to current and future pensioners. Because KPMG AG has no future obligation to make good any shortfalls 
in the funding of these entities beyond these fixed contributions, these payments meet the definition in IAS 19 of contributions to a 
defined contribution pension plan and so fall to be disclosed above.

In Belgium, contributions are paid by each KPMG entity to insured pension schemes under terms that permit these schemes also 
to be treated as defined contribution plans.

Group entities in other ELLP member countries do not operate any pension plans. 

No contributions to the defined contribution pension plans were outstanding at the end of either financial year.

Defined benefit pension plans.
The group has several defined benefit pension plans. For disclosure purposes, these are grouped according to size of underlying asset 
and obligations.

Defined benefit pension plans in the UK. 
There are two defined benefit pension plans in the UK.

The KPMG Staff Pension Fund – pre-April 2000 fund (the pre-2000 fund) is a plan closed to new entrants and to current service, 
providing benefits based on average salary. Contributions from members were paid up to 1 April 2000. The group’s contributions are 
agreed between the group and the trustee based on advice from the independent actuary, Hewitt Associates Limited, derived from 
triennial valuations using the attained age method; an agreed funding plan is in place.
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21 Employee benefits continued
The KMG Thomson McLintock Pension Scheme (the TMcL plan) is a defined benefit plan, closed to new entrants, providing benefits 
based on final pensionable pay. The plan is contributory for members and the group’s contributions are the balance of the cost of 
providing the benefits; contributions payable are agreed between the group and the trustee based on advice from the independent 
actuary, Hewitt Associates Limited, derived from triennial valuations using the attained age method. 

Defined benefit pension plan in Germany
A defined benefit pension plan is operated in Germany covering employees in substantially all the German entities. The plan, which is 
closed to new entrants, provides benefits based on final pensionable pay and is non-contributory for members. No pre-defined amounts 
are set for the group’s contributions. 

Other defined benefit pension plans.
A pension plan is operated in Switzerland which falls to be treated as a defined benefit pension plan. The plan provides for either a lump 
sum payment on retirement or a pension, computed after taking account of the Swiss state social security pension. Although the 
pension provided is a predetermined percentage of the accumulated fund for each member of the plan and the contributions of both 
employee and employer are pre-defined (varying with seniority within the firm, age and the class of membership), the group is liable 
for the cost of intervening interest and accordingly the plan ranks as a defined benefit plan under IAS 19. 

A defined benefit plan is operated in Norway, for employees born in 1950 or earlier and employed by KPMG before March 2003. 
The plan is closed to new entrants. The pension plan provides benefits based on final pensionable pay and is non-contributory for 
members. No pre-defined amounts are set for the group’s contributions.

Defined benefit pension plans – valuation and disclosure.
Valuations of the defined benefit pension plans have been provided on an IAS 19 basis as at 30 September 2012 and 2011 by KPMG 
professionally qualified in-house actuaries in the UK and by independent external actuaries in Germany, Switzerland and Norway.

The principal actuarial assumptions (expressed as weighted averages) used for the valuations were as follows: 

Actuarial assumptions.

UK plans German plan Other plans

2012
%

2011
%

2012 
%

2011 
%

2012 
%

2011
%

Discount rate. 4.40 4.95 4.00 5.00 2.10 2.40

Future salary increases*. 3.80 4.30 3.00 3.00 1.00 1.50

Increase in pensions in payment**. 2.75 3.25 2.00 1.70 – –

Inflation. 2.80 3.30 2.00 1.70 1.00 1.10

*  Not relevant for the UK pre-2000 fund.
** For the UK, this relates to post-April 1997 service only – there are no increases in pensions in payment for pre-April 1997 service.

The expected return on the plans’ assets was 5.1% (2011: 5.7%) for the UK plans, 2.7% (2011: 3.5%) for the German plan and 3.2% 
(2011: 3.3%) for the other plans, the differences reflecting the different mix of asset investments in each plan as detailed below and 
reflecting different market rates of return in each country. The expected rates of return on plan assets are determined by reference to 
relevant indices. The overall expected rate of return is calculated by weighting the individual rates in accordance with the anticipated 
balance in the plans’ investment portfolios.

All plans have been valued using mortality assumptions which retain prudent allowance for future improvement in longevity. 
The mortality tables used for the UK plans at 30 September 2012 were SAPS Lights tables with CMI 2011 projections projected by year 
of birth for both current and future pensioners, with an allowance made for future improvements via the medium cohort effect and a 
mortality improvement floor (1.25% for males, 1.00% for females). The PNXA00 tables projected by year of birth for both current and 
future pensioners, with an allowance made for future improvements via the medium cohort effect and a mortality improvement floor 
(1.25% for males, 0.75% for females) were used at 30 September 2011. The change in mortality tables in the UK has resulted in an 
actuarial loss of €17 million arising in the year.

The German plan has been valued using R 2005G mortality tables at 30 September 2012 and 30 September 2011. The other plans have 
been valued using BVG 2010 generational mortality tables (Switzerland) and IR02 mortality tables (Norway) at 30 September 2012 and 
30 September 2011.

These tables lead to life expectancies for a pensioner retiring today at age 60 of 21 to 29 years (males) and 24 to 30 years (females), 
and for a pensioner retiring at age 60 but currently aged 45 of 23 to 30 years (males) and 26 to 31 years (females). 
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21 Employee benefits continued
The fair values of the plans’ assets, which are not intended to be realised in the short-term and may be subject to significant change 
before they are realised, and the present value of the plans’ liabilities, which are derived from cash flow projections over long periods 
and thus are inherently uncertain, were:

Plan assets and liabilities.

               UK plans German plan Other plans

2012
€m

2011
€m

2012 
€m

2011 
€m

2012 
€m

2011
€m

Equities. 350 295 23 73 121 91

Corporate and Government bonds. 245 157 202 363 192 180

Hedge funds. 67 97 – – – –

Property. – – – – 66 54

Cash and cash equivalents. 1 3 319 90 15 26

Capitalised value of reinsurance policies. – – 74 73 – –

Fair value of plans’ assets. 663 552 618 599 394 351

Present value of funded defined benefit obligations. (850) (705) (745) (609) (396) (375)

Present value of net obligation being the net liability in 
the statement of financial position. (187) (153) (127) (10) (2) (24)

Movements in the present value of the funded defined benefit obligations for the plans were as follows:

               UK plans German plan Other plans

2012
€m

2011
€m

2012 
€m

2011 
€m

2012 
€m

2011
€m

At 1 October. (705) (723) (609) (712) (375) (341)

Acquisition of subsidiaries. – – – – – (13)

Current service cost. (1) (1) (11) (14) (21) (21)

Interest on obligations. (36) (35) (30) (30) (9) (9)

Actuarial (loss)/gain. (68) 28 (126) 117 (5) 18

Benefits paid. 25 19 31 30 31 34

Employee contributions. – – – – (13) (12)

Exchange movements. (65) 7 – – (4) (31)

At 30 September. (850) (705) (745) (609) (396) (375)

The total current service costs of €33 million (2011: €36 million) are recognised in ‘Staff costs’ in the consolidated income statement. 
The total interest on obligations of €75 million (2011: €74 million) is charged to the income statement within ‘Financial expense’.

Movements in the fair value of the plans’ assets were as follows:

               UK plans German plan Other plans

2012
€m

2011
€m

2012
€m

2011
€m

2012
€m

2011
€m

At 1 October. 552 576 599 625 351 321

Acquisition of subsidiaries. – – – – – 12

Expected return on plan assets. 32 35 18 22 12 12

Actuarial gain/(loss). 44 (43) 15 (23) 27 (15)

Benefits paid. (25) (19) (30) (29) (31) (34)

Contributions by employers. 9 8 16 4 19 13

Employee contributions. – – – – 13 12

Exchange movements. 51 (5) – – 3 30

At 30 September. 663 552 618 599 394 351

The total expected return on plan assets of €62 million (2011: €69 million) is recognised in ‘Financial income’ in the consolidated 
income statement. The actual return on the plans’ assets was €76 million gain (2011: €8 million loss) for the UK plans, €33 million gain 
(2011: €1 million loss) for the German plan and €39 million gain (2011: €3 million loss) for the other plans.

69 / KPMG Europe LLP 
Annual Report 2012

Notes forming part of the consolidated financial statements continued

www.kpmg.com/eu/annualreport



21 Employee benefits continued
Actuarial gains/(losses) recognised in the year may be analysed as follows:

               UK plans German plan Other plans

2012
€m

2011
€m

2012 
€m

2011 
€m

2012 
€m

2011
€m

Actuarial (loss)/gain on obligations. (68) 28 (126) 117 (5) 18

Actuarial gain/(loss) on assets. 44 (43) 15 (23) 27 (15)

 . (24) (15) (111) 94 22 3

Actuarial gains and losses arise as a result of a change in assumptions or represent experience adjustments. Actuarial gains and losses 
are recognised in the statement of comprehensive income in the period in which they occur. Cumulative net actuarial losses reported in 
the statement of comprehensive income since 1 October 2004, the transition date to adopted IFRSs, are €217 million (2011: cumulative 
losses of €104 million). 

The history of experience gains and losses while the relevant entities have been within the group is as follows:

                                                   UK plans German plan

2012
€m

2011
€m

2010 
€m

2009 
€m

2008 
€m

2012 
€m

2011 
€m

2010 
€m

2009 
€m

2008 
€m

Present value of the defined 
benefit obligation. (850) (705) (723) (597) (536) (745) (609) (712) (584) (521)

Fair value of plans’ assets. 663 552 576 504 524 618 599 625 602 578

Present value of net  
(obligations)/surpluses. (187) (153) (147) (93) (12) (127) (10) (87) 18 57

Experience (losses)/gains 
arising on plans’ liabilities. (1) 26 8 – 9 (1) 12 4 7 (2)

Experience gains/(losses) 
arising on plans’ assets. 44 (43) 18 30 (141) 15 (23) (11) (10) (7)

Other plans

2012 
€m

2011 
€m

2010 
€m

2009 
€m

2008 
€m

Present value of the defined benefit obligation. (396) (375) (341) (281) (245)

Fair value of plans’ assets. 394 351 321 269 249

Present value of net (obligations)/surpluses (2) (24) (20) (12) 4

Experience gains/(losses) arising on plans’ liabilities. – 4 10 (11) n/a

Experience gains/(losses) arising on plans’ assets. 27 (15) 6 (5) n/a

Other matters. 
The group expects to contribute approximately €58 million to its defined benefit pension plans in the next financial year. Apart from 
these contributions, there were no other transactions between the group and the pension plans during the year.

No contributions were outstanding in respect of any plan at the end of either financial year.

Because taxation in partnerships is a personal liability of the individual members, no deferred tax on the UK pension plan balances falls 
to be recorded in the group financial statements. However, deferred tax assets of €89 million in respect of the German plan’s obligations 
(2011: €47 million) and €nil million in respect of the other plans (2011: €5 million) are reflected in the group financial statements, as 
shown in note 14. 

The assets of the UK defined benefit plans are held separately from those of the group, administered by AON Trust Corporation Limited 
as independent trustee. Non-current assets of the German pension plan have been transferred to KPMG Pension Trust e.V. and KPMG 
Partner und Mitarbeiter Vermögensverein e.V. The assets of the other defined benefit plans are held within independent pension 
foundations. The assets of the group’s defined contribution plans are held by independent trustees. 
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22 Equity, members’ capital and other interests.
a) Equity.
Equity includes members’ other reserves comprising certain amounts retained from profits arising in previous years pending their 
allocation to members. Also included in members’ other reserves are actuarial gains and losses arising on the defined benefit pension 
plans (see note 21). Other movements in members’ other reserves mainly represent compensation amounts payable to UK subsidiary 
undertakings for corporation tax liabilities (see note 10).

Equity also includes the fair value reserve arising on the revaluation of available-for-sale assets, and translation reserves, being those 
exchange differences arising on the translation of non-euro subsidiaries. 

b) Members’ capital.
The group is financed by members’ capital. In addition, the short-term working capital requirements of the group will be met by the bank 
facilities (see note 23c). The phasing of partner distributions may also be altered to give further flexibility to meet finance requirements. 
The group’s capital structure is regularly reviewed to ensure it remains relevant for the business.

Movements in members’ capital was as follows:

€m

Balance at 1 October 2010. 139

Capital introduced by members. 18

Repayments of capital. (10)

Exchange movements. (1)

Balance at 30 September 2011. 146

Capital introduced by members. 19

Repayments of capital. (20)

Exchange movements. 5

Balance at 30 September 2012. 150

c) Other interests.
Members’ other interests comprise amounts due from/(to) members as follows:

2012 
€m

2011 
€m

Amounts due from members . 156 140

Amounts due to members: non-current. (20) (4)

Amounts due to members: current. (356) (412)

 . (220) (276)

Amounts due from members largely relate to drawings and on-account profit distributions paid to members of partnerships.

Amounts due to members that are classified as current liabilities relate to tax withheld from allocated profits for members of 
partnerships and contractual amounts due to members in other group entities. Amounts due to members that are classified as non-
current liabilities relate to partner loans. In the event of a winding up of an LLP, amounts due to members may be set-off against 
amounts due from members but such balances (and members’ capital) rank after other unsecured creditors. The amounts payable 
to members from the member firms in other countries would rank either in preference to unsecured creditors or alongside unsecured 
creditors on liquidation of those entities.

23 Financial instruments.
Financial instruments held by the group arise directly from its operations. Members’ capital and amounts due to and from members 
also fall to be treated as financial instruments. The main purpose of these financial instruments is to finance the operations of the group. 
It is, and has been throughout the period under review, the group’s policy that no trading in financial instruments shall be undertaken.

The group has exposure to market risk, credit risk and liquidity risk arising from its use of financial instruments. This note presents 
information about the group’s exposure to each of the above risks and the group’s objectives, policies and processes for measuring and 
managing risk. 

The Board has overall responsibility for the establishment and oversight of the group’s risk management framework. The group’s risk 
management policies are established to identify and analyse the risks faced by the group, to set appropriate risk limits and controls, and 
to monitor risks and adherence to limits. Risk management policies and systems are reviewed regularly to reflect changes in market 
conditions and the group’s activities. The group, through its training and management standards and procedures, aims to develop 
a disciplined and constructive control environment in which all employees understand their roles and obligations.

Further quantitative disclosures are included throughout these consolidated financial statements.
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23 Financial instruments continued
a) Market risk. 
Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity prices will affect the 
group’s income or the value of its holdings of financial instruments. The objective of market risk management is to manage and control 
market risk exposures within acceptable parameters, while optimising the return.

The group uses derivatives on a case-by-case basis in order to manage market risks. The group does not hold or issue derivative 
financial instruments for trading purposes.

Interest rate risk.
The group faces interest rate risks from investing and financing activities. The positions held are closely monitored by the Treasury 
function and proposals are discussed to align the positions with market expectations. The group uses interest rate options to 
manage exposure to interest rate risk; interest rate caps were entered into during the year, to cap the interest arising on the short-term 
borrowing facility in the UK. These interest rate cap contracts were still open at 30 September 2012 and had a fair value of €nil million 
(2011: €0.1 million).

The financial assets and liabilities of the group are non-interest bearing, with the exception of the following:

2012 
€m

2011 
€m

Fixed rate instruments

Securities. – 20

Bonds. 61 42

Loans. 1 3

 . 62 65

Variable rate instruments

Short-term bank borrowings. (318) (313)

Bank balances and cash deposits. 327 273

 . 9 (40)

Cash flow sensitivity analysis for variable rate instruments.
A change of 100 basis points in interest rates during the year would have increased or decreased profit by €1 million (2011: €1 million). 
This analysis assumes that all other variables, in particular foreign currency rates, remain constant.

Exchange rate risk.
The functional currency of the partnership is the euro. The functional currencies of each of its subsidiaries are assessed individually 
and are considered mainly to be the euro, pound sterling, Swiss franc, rouble, US dollar or Norwegian krone. However, certain expenses 
and charges from other KPMG International member firms or other international relationships are denominated in currencies other than 
the functional currency of each entity. In addition, some fees are rendered in other currencies where this is requested by the 
clients involved. 

The group maintains currency cash balances and uses currency swaps or forward foreign exchange contracts in order to cover exposure 
to existing foreign currency receivables and payables and also to committed future transactions denominated in a foreign currency. 

In respect of other monetary assets and liabilities denominated in foreign currencies, the group ensures that its net exposure is kept 
to an acceptable level by buying or selling foreign currencies at spot rates when necessary to address short-term imbalances. 

As set out above, the subsidiaries of the group trade in their functional currencies and so do not generally have material receivable and 
payable balances denominated in non-functional currencies. However, at 30 September 2012 the group had receivable balances, 
denominated in non-functional currencies, totalling the equivalent of €34 million (2011: €34 million) in US dollars and €17 million (2011: 
€23 million) in euros. The group had no material payables denominated in non-functional currencies at either 30 September 2012 or 
2011. A 5% movement in either the US dollar or euro closing exchange rates would have increased or decreased profit by €2 million 
(2011: €2 million) and €2 million on equity (2011: €nil million).

The net bank balances and cash deposits in non-functional currencies were €9 million (2011: €4 million) in US dollars, €2 million 
(2011: €4 million) in Swiss francs and €8 million (2011: €5 million) in euros.
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23 Financial instruments continued
There were open forward foreign exchange contracts at 30 September 2012 to sell US$0.2 million in exchange for pound sterling 
(2011: to sell US$0.8 million in exchange for pound sterling), to sell £9.9 million in exchange for US dollars (2011: £nil million) and to 
sell Swiss franc 1.7 million in exchange for pound sterling (2011: Swiss franc nil million). In addition, there were open swap contracts 
at 30 September 2012 to sell Swiss franc 25 million in exchange for euro (2011: to sell Swiss franc 25 million in exchange for euro), to 
sell €10 million in exchange for pound sterling (2011: €nil million) and to sell £13 million in exchange for Saudi riyal (2011: £nil million). 
The fair value of these contracts at 30 September 2012 was €0.8 million (2011: €0.2 million). 

The following significant exchange rates applied during the year:

Average rate Reporting date spot rate

2012 2011 2012 2011

Pound sterling. 0.8235 0.8684 0.7967 0.8658

Swiss franc. 1.2106 1.2575 1.2091 1.2167

US dollar. 1.2983 1.3945 1.2865 1.3497

Rouble. 40.3668 40.7954 40.1404 43.4150

Norwegian krone. 7.5742 7.8667 7.3650 7.8990

Equity price risk. 
Equity price risk arises from fair value through profit or loss equity securities. Material investments within the portfolio are managed 
on an individual basis and all buy and sell decisions are approved by at least one Board member or the Chief Financial Officer.

The primary goal of the group’s investment strategy is to maximise investment returns; management is assisted by external advisers 
in this regard. In accordance with this strategy certain investments are designated at fair value through profit or loss because their 
performance is actively monitored and they are managed on a fair value basis.

The only financial assets which are considered to be exposed to equity price risk are equity securities, totalling €16 million (2011: 
€13 million). The call options to acquire certain entities (see note 9) are not subject to equity price risk as the cost to the group remains 
unchanged over time, as does the value of net assets to be acquired. 

b) Credit risk. 
Credit risk is the risk of financial loss to the group if a customer or counterparty to a financial instrument fails to meet its contractual 
obligations, and arises principally from the group’s receivables from clients, securities and other investments.

Trade and other receivables. 
Exposure to credit risk is monitored on a routine basis and credit evaluations are performed on clients as appropriate. The group does 
not require security in respect of financial assets. 

The group’s exposure to credit risk is influenced mainly by the individual characteristics of each client. Credit risk is monitored frequently, 
with close contact with each client and routine billing and cash collection for work done. 

The group establishes allowances for impairment that represent its estimate of incurred losses in respect of trade and other receivables 
and investments. This allowance comprises a specific loss component that relates to individually significant items, and a collective loss 
component. This component is established for groups of similar assets in respect of losses that have been incurred but not yet identified 
and is determined from historical data in each country of payment statistics for similar financial assets updated for current economic 
conditions.
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23 Financial instruments continued
b) Credit risk continued. 
Securities, other investments and derivatives.
Cash investments are made only in liquid securities, mainly fixed-term deposits or Government or high-quality corporate bonds, and are 
monitored regularly. Derivatives are concluded with high quality counterparties only and are monitored regularly.

The maximum exposure to credit risk is represented by the carrying amount of the group’s financial and other assets as set out in the 
table below.

2012 
€m

2011 
€m

Trade receivables. 962 895

Cash and cash equivalents. 327 273

Amounts due from members. 156 140

Non-current loans and receivables. 19 18

Other receivables. 72 79

Amounts owed by other KPMG International member firms. 48 51

Loans and receivables 1,584 1,456

Available-for-sale – 38

Fair value through profit and loss 78 55

Total financial assets 1,662 1,549

Unbilled amounts for client work. 486 437

 . 2,148 1,986

Impairment losses.
The ageing of receivables that were overdue at the reporting date was:

Gross
2012 

€m

Impairment
2012 

€m

Gross
2011 

€m

Impairment
2011 

€m

Trade receivables

Overdue 1–30 days. 162 – 123 –

Overdue 31–180 days. 175 5 149 4

More than 180 days. 44 29 48 26

 . 381 34 320 30

The movement in the allowance for impairment in respect of trade receivables during the year was as follows:

2012 
€m

2011 
€m

Balance at 1 October. 30 27

Acquisition of subsidiaries. – 1

Impairment loss recognised. 9 8

Impairment loss reversed. (4) (6)

Exchange differences. (1) –

Balance at 30 September . 34 30

There are no significant impairment provisions against other financial assets.
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23 Financial instruments continued
c) Liquidity risk.
Liquidity risk is the risk that the group will not be able to meet its financial obligations as they fall due. The group’s approach to managing 
liquidity is to ensure that it will always have sufficient liquidity to meet its liabilities when they fall due without incurring unacceptable 
losses or risking damage to the group’s reputation. 

The focus of the group’s treasury policy is to ensure that there are sufficient funds to finance the business. Surplus funds are invested 
according to the assessment of rates of return available through the money market or from bonds or equities.

The Treasury function monitors the group’s significant cash positions daily and it is the group’s policy to use finance facilities or to invest 
surplus funds efficiently. Limits are maintained on amounts to be deposited with each banking counterpart and these are reviewed 
regularly in the light of market changes.

The group has access to committed overdraft and revolving credit facilities which are drawn down as required. 

The group has the following non-derivative financial liabilities, measured at amortised cost:

2012 
€m

2011 
€m

Accruals. 615 543

Amounts due to members (current and non-current). 376 416

Short-term bank borrowings. 318 313

Members’ capital. 150 146

Other payables. 120 93

Trade payables. 43 35

Amounts due to other KPMG International member firms. 28 25

Other non-current liabilities. 19 13

 . 1,669 1,584

The group’s only financial liabilities that are interest bearing are the short-term bank borrowings (see below). Hence, the contractual cash 
flows in all cases equal the carrying amount. Trade payables and accruals, amounts due to other KPMG International member firms and 
current amounts due to members are repayable within one year. As set out in the accounting policies, members’ capital is repayable 
within two months of each member’s leaving date. Other non-current liabilities, including non-current amounts due to members, are 
repayable within two to five years. 

Committed borrowing facilities of €609 million (2011: €593 million) were available at 30 September 2012 to the group. Actual amounts 
drawn were €318 million (2011: €313 million). Of these facilities, €56 million (2011: €45 million) expires in one year or less, revolving 
credit facility of €503 million (2011: €462 million) expires in two years and €50 million (2011: €86 million) had no fixed expiry date. 
Although the revolving facility expires in two years, the short-term bank borrowings drawn from time to time under the facility usually 
has a maximum term of three months. The availability of these facilities was dependent on certain conditions, including a minimum level 
of members’ capital, all of which were satisfied at 30 September 2012 and 2011. The revolving credit facility is secured on the lease of 15 
Canada Square, London; the remaining facilities are unsecured. Certain of these facilities are available to all entities within KPMG 
Belgium, including those not consolidated within the group.

d) Fair values.
The estimated fair values of the group’s financial assets and liabilities approximate their carrying values at 30 September 2012 and 2011, 
largely owing to their short maturity. The bases for determining fair values are disclosed in note 1. The table below analyses financial 
instruments carried at fair value, by valuation method. The different levels have been defined as follows:

•	Level	1:	quoted	prices	(unadjusted)	in	active	markets	for	identical	assets	and	liabilities;
•		Level	2:	inputs	other	than	quoted	prices	included	within	Level	1	that	are	observable	for	the	asset	or	liability,	either	directly	(for	example,	

as prices) or indirectly (for example, derived from prices); and
•	Level	3:	inputs	for	the	asset	or	liability	that	are	not	based	on	observable	market	data	(unobservable	inputs).

75 / KPMG Europe LLP 
Annual Report 2012

Notes forming part of the consolidated financial statements continued

www.kpmg.com/eu/annualreport



23 Financial instruments continued
d) Fair values continued

Level 1 
€m

Level 2 
€m

Level 3 
€m

Total
€m

30 September 2012.

Bonds. 61 – – 61

Equities 16 – – 16

Derivatives – 1 – 1

77 1 – 78

30 September 2011.

Shares in investment funds. 18 – – 18

Bonds. 42 – – 42

Equities. 13 – – 13

 . 73 – – 73

There have been no transfers between Level 1 and 2 during the year. 

24 Operating leases.
The group’s total commitments under non-cancellable operating leases are as follows:

Non-cancellable operating lease rentals.

2012 
€m

2011 
€m

Within one year. 200 176

Between one and five years. 615 588

More than five years. 445 535

 . 1,260 1,299

A number of office facilities are leased under operating leases. The periods of the leases vary; lease payments are generally subject to 
rent review every five years in the UK but normally are fixed in other countries. 

Operating lease disclosures.

2012 
€m

2011 
€m

Amounts receivable from sub-let properties:.

– within one year. 15 19

– within two to five years. 32 41

– over five years. 19 23

Operating lease cost for the year in ‘Other operating expenses’. 136 113

Operating lease income for the year in ‘Other operating income’. 12 14

The group also leases certain computer equipment, office equipment and motor vehicles under operating leases. These leases typically 
run for a period of three years.

25 Commitments and contingencies .
Capital commitments for contracted purchases of property, plant and equipment at the end of the financial year, for which no provision 
has been made, were €4 million (2011: €2 million) for the group. These commitments are expected to be settled in the following 
financial year. 

The partnership has issued a guarantee of US$10 million (€8 million) to the bank providing loan facilities to the group’s associated entities 
in Turkey. In addition, the UK LLP has given a guarantee in favour of the bank providing borrowing facilities to the group’s associated 
entities in Kuwait for a value of US$5.3 million (€4 million). 
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26 Related parties. 
The group has a related party relationship with its key management, considered to be the Board members of the partnership (pages 36 
to 37). 

Transactions with key management. 
The average 28 (2011: 27) members of the Board during the year are responsible for planning, directing and controlling the activities of 
the group. They are all members of the partnership. Those members of the Board who are members of subsidiary partnerships share in 
its profits; both the partnership and subsidiary partnerships divide profits amongst members only after the financial statements have 
been finalised and approved by members. Other members of the Board are entitled to remuneration and performance bonuses under 
employment or service contracts with other subsidiary entities. 

The estimated total salaried remuneration, performance bonuses and profit entitlement due to the key management in respect of 
the current year totalled €35 million for the group. The actual salary, bonus and profit allocated in respect of the previous year was 
€37 million. The estimated cost of short-term employment benefits provided to the key management was €0.3 million for the year 
(2011: €0.3 million) and the estimated current service pension cost was €0.6 million (2011: €0.6 million).

There were no balances due to or from key management at 30 September 2012 or 2011 save in respect of relevant shares of profit (or 
related taxation), performance bonuses and members’ capital. As discussed in note 1, members of the LLPs receive monthly drawings 
and other distributions representing payments on account of current year profits. These amounts are classified as ‘Amounts due from 
members’ until allocation of the current year profits. In addition, performance bonuses and amounts that are retained from allocated 
profits in respect of taxation liabilities that fall on individual members are classified as ‘Amounts due to members’ and are expected to 
be paid in the short term. 

Amounts outstanding from/(to) key management are as follows:

2012 
€m

2011 
€m

Amounts due from key management. 2 2

Amounts due to key management. (14) (20)

 . (12) (18)

Total members’ capital invested by key management amounted to €1.9 million at 30 September 2012 (2011: €3.0 million). 

A member of key management is one of three shareholders who held a controlling interest in KPMG Rechtsanwaltsgesellchaft GmbH 
(RAG), the separate KPMG member firm in Germany, providing legal services, which is not controlled by the partnership. The group 
provides resources and support services to RAG, the value of which is immaterial from a group perspective.

Cooperatie KPMG U.A. (the Co-operative) is an entity registered in the Netherlands, through which the Dutch partners provide their 
services to KPMG Netherlands. Transactions with the Co-operative totalled €86 million during the year (2011: €88 million). €62 million 
was outstanding as amounts payable to the Co-operative at 30 September 2012 (2011: €79 million) and as these amounts are ultimately 
due to the Dutch members, the balance was classified as ‘Amounts due to members’.

Transactions with associates. 
During the year ended 30 September 2012, member firms of the ELLP group traded with entities considered to be associates of the 
group (see note 27). These transactions and balances are not eliminated on consolidation and so are summarised below:

2012 
€m

2011 
€m

Transactions with associates:

Revenue 5 1

Other operating income. 9 9

Other operating expenses. (4) (7)

Balances outstanding with associates at the year end:

Amounts owed by other KPMG International member firms. 6 5

Amounts owed to other KPMG International member firms. (15) (5)
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27  Subsidiary and associated undertakings
At 30 September 2012 the principal subsidiaries of the partnership and associates of the group are those listed below. A full list of 
subsidiaries is filed at Companies House alongside the ELLP annual return.

Subsidiary undertakings. Incorporated in. Principal activity.
% of ordinary 

shares held

KPMG Armenia CJSC Armenia Audit, tax and advisory services 502,4

KPMG Advisory BCVBA Belgium Advisory services 100

KPMG LLP England Audit, tax and advisory services 1001

KPMG Audit Plc England Statutory audits and related services 1002

KPMG United Kingdom Plc England Advisory services 1002

KPMG UK Limited England Employment company 1002

KPMG Sourcing Limited England Advisory services 1002

KPMG CIO Advisory Limited (formerly known 
as Xantus Limited)

England Advisory services 1002

KPMG CIS Limited Guernsey Audit, tax and advisory services in Georgia 1002

KPMG Limited Guernsey Tax and advisory services in Russia 1002

Queen Street Mutual Company PCC Limited Guernsey Insurance 1003

KPMG AG Wirtschaftsprüfungsgesellschaft Germany Audit, tax and advisory services 100

KPMG Audit LLC Kazakhstan Audit services 1002

KPMG Tax and Advisory LLC Kazakhstan Tax and advisory services 1002

KPMG Bishkek OOO Kyrgyzstan Audit, tax and advisory services 1002

KPMG Luxembourg Sàrl (formerly KPMG Lux Sàrl) Luxembourg Audit, tax and advisory services 100

KPMG Accountants NV Netherlands Audit services 1002

KPMG Advisory NV Netherlands Advisory services 1002

KPMG NV Netherlands Support services 1002

EquaTerra BV Netherlands Advisory services 1002

EquaTerra Sourcing Management BV Netherlands Advisory services 1002

Plexus Medical Group NV Netherlands Advisory services 1002

KPMG AS Norway Audit, tax and advisory services 1002

ZAO KPMG Russia Audit, tax and advisory services 492,4

KPMG Al Fozan & Al Sadhan Saudi Arabia Audit services nil5

KPMG Auditores SL Spain Audit services 100

KPMG Abogados SL Spain Tax services 100

KPMG Asesores SL Spain Advisory services 100

KPMG SA Spain Support services 100

KPMG AG/SA Switzerland Audit, tax and advisory services 1002

KPMG is ve Yonetim Danismanligi AS Turkey Advisory services 100

KPMG Audit Limited Ukraine Audit services 302,4

KPMG Ukraine Limited Ukraine Tax and advisory services 1002
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27 Subsidiary and associated undertakings continued

Associate undertakings Incorporated in Principal activity
% of ordinary 

shares held

KPMG Belastingconsulenten en Juridische 
Adviseurs BCVBA Belgium Tax and legal services 55

KPMG Resource Centre Private Limited India Support services for KPMG firms 50

KPMG Global Services Private Limited India Advisory support services for KPMG firms 33

KPMG Safi Al-Mutawa & Partners Kuwait Audit services nil

KPMG Advisory WLL Kuwait Advisory services nil

KPMG Al-Kawasmy and Partners Co Jordan Audit, tax and advisory services nil

Akis Bagimsiz Denetim ve SMMM AS Turkey Audit and advisory services nil

Yetkin SMMM AS Turkey Bookkeeping services nil

Yetkin YMM AS Turkey Tax services nil
1 Percentage of voting rights held.
2 Held indirectly through intermediate holding companies.
3  KPMG LLP has a 100% interest in the net assets of this company through its right to control the board and because no other party has any entitlement to benefit from 

future profits or to existing retained reserves.
4 Exercisable options over 100% held.
5 Exercisable options over 75% held.

All of the subsidiary undertakings make up their accounts to 30 September and are consolidated within these financial statements. 
The associate undertakings also make up their accounts to 30 September except those incorporated in India who provide management 
information at 30 September 2012 for the purposes of group reporting. All entities operate principally in their country of incorporation, 
save where noted. 

Whilst the partnership does not own majorities in the share capital of ZAO KPMG (Russia), KPMG Armenia CJSC (Armenia), CJSC 
KPMG Audit (Ukraine) and KPMG Al Fozan & Al Sadhan (Saudi Arabia), these entities are nevertheless considered to be subsidiaries of 
the group under IFRS since the agreements in place give the partnership the right to control, taking account of exercisable options and 
the fact that the entities have each signed up to the KPMG ELLP operating protocol.

The partnership does not own any shares in three of the trading entities in Turkey and the trading entities in Kuwait and Jordan. However, 
the partnership has call options to acquire 100% of the shares, although these are exercisable only if local legislation is changed such 
that the partnership may acquire the shares. Under the agreements in place with KPMG Turkey, KPMG Kuwait and KPMG Jordan, 
the partnership is considered to have significant influence and therefore the entities are considered to be associates of the group. 

Following a change in legislation in 2011, the partnership increased its ownership of the shares in KPMG Belastingconsulenten en 
Juridische Adviseurs BCVBA, to 55%. However, the articles of association of that entity provide that the majority of the voting rights 
remain with the local partners. Accordingly, the partnership is considered only to have significant influence, and the entity is considered 
to be an associate of the group. 

In addition, the partnership holds call options over those shares in the Belgian tax practice which it does not currently own and, over the 
principal entity providing audit services in Belgium; these options are not currently exercisable and they are considered to have an 
insignificant fair value.

Summarised financial information in respect of the associates of the group is as follows:

2012 
€m

2011 
€m

Assets. 62 46

Liabilities. 56 40

Revenues 116 85

Profit. 5 –
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