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Introduction
This report was compiled to provide KPMG with guidelines to handle scenarios that were outlined by
Mr. Colin Sharman, UK Senior Partner at KPMG. These scenarios include

What KPMG might do if:

1. it were to become obliged to formally separate the accounting
function from the consulting function
2. consultants demand more work/life balance

Following the suggested action plan will ensure that KPMG maintains its position as a major enterprise
in a swiftly changing global business environment.

Methodology

The landscape of the consulting industry is one of the most complex industrial landscapes. Thus,
reviewing a couple of scenarios interdependently will result in shortsighted recommendations. To better
serve our client we chose to use TAIDA. In this document we will go through TAIDA’s five steps while
focusing in on the previously outlined scenarios starting with step two. After all, scenarios and trends
are interconnected and tend to have consequences on each other.

Summary

The case for formally separating the accounting function from the consulting function at KPMG is solid.
KPMG should not wait for an external source, such as regulators, to forcibly impose this change. Instead,
KPMG should realize the benefits such a separation would bring and implement the change before it is
forcibly made to do so. Furthermore, separation without addressing transparency and consultants’
work/life balance will result in suboptimal results. These changes should come from within. For this
reason we sketched a course of action that should be adapted by KPMG employees for KPMG.
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1 Tracking

By performing a media scan' for news about
accounting firms, we gathered a list of 11 future
trends, drivers and uncertainties that will
influence the future of KPMG.

1.1 Separation of the accounting
function from the consulting

function
There has been recent debate on whether the
provision of non-audit services by auditors

Enron’s consulting business (Healy & Palepu,
2003).

According to Datamonitor SWOT analysis
“Sarbanes-Oxley Act 2002” is considered to be
one of KPMG’s threats: “Sarbanes-Oxley Act of
2002 prohibits companies from using the same
firm for auditing and consulting services. This is
a major setback for big companies like KPMG.
The intense regulatory environment is causing
many companies to reevaluate their
relationship with their auditors. Some of the

major clients of KPMG are also shifting to

!mpalrs auditor Summary of trends for
independence. the future of KPMG
The Sarbanes-

Oxley Act of 2002

and numerous SEC Off shoring

provisions (SEC, Price pressures

2000) (SEC, 2003)
forbid auditors
such as KPMG from
providing non-

More domain experts
Greater value transparency
Rebranding

Work/Life balance

R ey B s W =

audit services to 10. Virtual organization

their audit clients. 11. More international clients

These rulings have

Separation of the consulting arm
Expanding in less mature markets

9. Flotation and Initial Public Offerings

smaller audit firms. Loss of clients because
of change in regulations could have a
significant impact on the company’s
revenues (Datamonitor, 2007).”

These events and rulings have exerted
pressure on all auditing firms to separate
their accounting functions from their
consulting functions.

1.2 Higher growth will be

found in less mature markets
China, Russia, India and Eastern Europe are

been prompted by the regulators’ belief that
non-audit service relationships with audit
clients create a conflict of interest and
jeopardize the independence of the auditors
(SEC, 2000). These beliefs have been supported
by several events including the Enron crisis
which was blamed on accounting irregularities
created by lax auditing resulting from the
auditor’s (Arthur Andersen’s) desire to develop

! The following Web sites were used in our media scan: Google
News (http://news.google.com), Fisher College of Business,
Management Consulting online (http://www.cob.ohio-
state.edu/fin/opler/trend.htm), Vault
(http://www.vault.com/nr/hottopiclist.jsp?ch id=252&nr page=1
3&cat id=1222), and Canadian Association of Management
Consultants

(http://www.camc.com/site/CAMC 21/pdf/Trends 052004 note
sBW.pdf)

at the forefront of the projected growth in
the management consulting industry (Kennedy
Information, 2004). This notion is supported by
Mike Rake, Chairman of KPMG International, in
the company’s 2006 annual report: “We saw
the benefits of our early investments in the
fastest-developing economies, including China,
India, Russia and key markets in Latin America”.
These markets are less mature than those of
Western Europe and North America. Expanding
in less mature markets will have its own set of
challenges.

1.3 Off shoring

Off shoring and outsourcing are realities that
most businesses deal with. Off shoring not only
enables businesses to lower their costs but also

Imagining Deciding Acting


http://news.google.com/
http://www.cob.ohio-state.edu/fin/opler/trend.htm
http://www.cob.ohio-state.edu/fin/opler/trend.htm
http://www.vault.com/nr/hottopiclist.jsp?ch_id=252&nr_page=13&cat_id=1222
http://www.vault.com/nr/hottopiclist.jsp?ch_id=252&nr_page=13&cat_id=1222
http://www.vault.com/nr/hottopiclist.jsp?ch_id=252&nr_page=13&cat_id=1222
http://www.camc.com/site/CAMC_21/pdf/Trends_052004_notesBW.pdf
http://www.camc.com/site/CAMC_21/pdf/Trends_052004_notesBW.pdf
http://www.camc.com/site/CAMC_21/pdf/Trends_052004_notesBW.pdf

KPMG Scenario Planning

allows them to tap into expertise from across
the globe. Businesses are off shoring more and
more content development and support.

1.4 Price pressures

Consulting firms are feeling a price squeeze
with consulting fees staying flat despite the
increase in utilization (Kennedy Information,
2004).

1.5 Mid-career domain experts are
being sought

consulting firms help in boosting the firm’s
image and escaping the audit stigma generated
by the Enron case (Nissé, 2002 ).

1.8 Work/Life Balance

The consulting industry is known for burning
consultants out. To counter that, consulting
firms are introducing programs to insure a
balance between work and life. This includes:
Flexible work arrangements, parental and paid
personal leaves, and job sharing.

Traditionall h
adItIO‘ a y the (I’raditional
consulting industry has

relied heavily on

. )
recruiting new MBA
graduates. More
recently, hiring trends

have shifted to recruiting K

Legend

Domain Experts

The reality of “work/life balance” hit
Future \

KPMG of Canada in September 2007 when
it was sued over the gap between hours
billed and hours worked (Waldie & Galt,
2007).

1.9 Flotation and Initial
Public Offerings

and retaining mid-career 1-1 Consulting Firm Hierarchy Change  Several consulting firms have gone public

domain experts (Kennedy

Information, 2004). We see this trend to
continue on to the future as more customers
look for greater value transparency.

1.6 Greater Value Transparency
Customers are demanding greater value
transparency (Kennedy Information, 2004).
These demands include shorter project
duration, clearer deliverables, tangible
deliverables and lower costs.

1.7 Rebranding

We have seen a recent trend of rebranding
consulting firms. For example, Andersen
Consulting became Accenture in 2001
(Burkeman, 2001). Moreover, less subtle
rebranding activities have been reported for
Deloitte and Ernst & Young’. Rebranding

2
Some of these reports can be seen on

http://www.computing.co.uk/accountancyage/news/2202548/del
oitte-revamp-global-image-3611280 and

in the more recent years including
Accenture and BearingPoint. IPOs enable
consulting firms to raise capital and gain a
higher profile and visibility with customers.
KPMG is not a public company, thus it does not
have any access to capital market funding.
KPMG has to rely on cash generated through its
operation to fund any expansion. Relying on
cash generated by operations can limit growth
opportunities.

1.10 Virtual Organization

With consultants on the road for most of their
work week, a virtual organization within
consulting firms will continue to expand. We
envision a future where a central office is going
to be a thing of the past.

http://www.computing.co.uk/accountancyage/news/2200392/er
nst-young-launches-rebrand

- Analyzing Imagining Deciding Acting
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1.11 More International Clients
Globalization will bring in more and more
international clients including multinationals
and foreign governments and firms. Emerging
markets are defined as opportunities in
Datamonitor’s SWOT analysis. “The
International Monetary Fund expects the global
economy to grow at an annual rate of 4.9% in
2007. Despite the moderate growth in
developed economies, the emerging markets
are expected to record strong growth
(Datamonitor, 2007).” KPMG is in a strong
position in the Asia-Pacific region. It saw its
revenue grow in that region by 10.5% between
2005 and 2006 (Datamonitor, 2007).

Imagining

Deciding

Acting
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2 Analyzing

2.1 Causal-Loop Diagram

For a cross-impact analysis and a deeper understanding of
KPMG’s future we sketched a causal-loop diagram (Figure
2-1). We learn from that causal-loop diagram that the
scenarios we are focusing on are located in the areas of
“Transparency” and “Structural Change”. The impact of
these scenarios is for the most part limited to
“Transparency” and “Structural Change” with a bit of spill
over into “Information Technology”.

élobalization \ ﬁransparency \

International Value
Clients Pricing transparency

Less mature @ P @
-
markets/
e Separation of
<E> \\:onsulting
Off shoring <Z>

o /
%
& A J

Virtual ‘V{\

Organization ~ Domain
experts

Work/Life

K balance

-

Figure 2-1 casual-loop diagram of trends for the future of KPMG

Publicly Traded

Structural Chan?

Tracking - Imagining Deciding Acting

2.2 Scenarios

The following scenarios are built on
the scenarios that were outlined by
our client.

Timeline from the projected
future of KPMG

In the ever changing global
business environment KPMG
struggles to maintain its position
as a major enterprise.

e In the summer of 2008,
KPMG reaches an out of
court settlement with its
employees over allegations it
forced hundreds of
employees to work several
hours a week in unpaid. The
settlement
includes a

agreement
$15-million
payment to the employees,
and forces KPMG to establish
a work/life balance program.

e |n 2009 after the industry is
hit by yet another auditing
scandal, KPMG is forced to
formally
accounting function from the
consulting function.

separate the




KPMG Scenario Planning 10

2.3 Reality Check
To some these scenarios might seem a tad extreme. To them we say this is what KPMG might have to
deal with tomorrow. These scenarios are supported by analysts and current events.

The London Economics report that there is likelihood that “one or several of the big-4 will disappear in
case of catastrophic claims (London Economics, 2007).” This claim was reported to the European
Commission in “Consultation on Auditors’ Liability and its Impact on the European Capital Markets.” The
report was also cited by the chairman of KPMG in the company’s annual report.

Furthermore, Datamonitor adds that “in an intense regulatory environment, clients may switch to
auditors with transparency in operations (Datamonitor, 2007).”

On September 4, 2007 a class action lawsuit was filed against KPMG claiming:

e S20 million in general damages
e 510 million in punitive, aggravated and exemplary damages

over unpaid overtime.

Instead of waiting for these events to happen, we would like to setup a course of action that will use
these scenarios as opportunities to turn KPMG around.

Tracking - Imagining Deciding Acting
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3 Imagining

3.1 The Factors
The scenarios that were analyzed are merely a
symptom of two factors:

e Lack of transparency
e Employee burnout

Datamonitor’'s SWAT analysis lists “Lack of
transparency” as one of KPMG’s weaknesses.
They indicate that “the company (KPMG) does
not publish public consolidated balance sheets
and is under no obligation to comment on its
financial status. These aspects of KPMG's
operations may make some customers wary,
and may result in KPMG losing business to
public companies, whose business and financial
performance are

(Datamonitor, 2007).”

more transparent

Every consulting firm including KPMG owes
their success to their people. Firms wave
banners and write slogans to commemorate
their employees. For example the Chairman of
KPMG said in his statement, which taken from
the company’s 2006 annual report: “Ultimately,
our success is due to the truly exceptional
people who work for KPMG firms the word over
and distinctive culture we have created.”
Though, at the end of the day we burn our
employees out and make them quit our firms. If
we do not address this issue, we will not be able
to retain talent to maintain market leadership
and we will for sure not be able to retain more
domain experts.

Thus, our vision does not only address the
symptoms but tackles their root cause.

3.2 Our Vision of KPMG
We have analyzed two scenarios that are
somewhat bleak. From these scenarios we

constructed a positively loaded vision that will
carry KPMG to a desired future.

KPMG will be the
accountancy market
leader and maintain this
leadership by
embracing a culture of
transparency, and a

commitment to
employee well being.

We call this vision “Transparency + Your Well
Being = Excellence”.

Tracking

Analyzing - Deciding

Acting
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4 Deciding

We have set forward a vision for KPMG to
adopt. Adopting this vision will surely create
cultural change at KPMG. That said we believe
that we cannot superimpose a new culture.
Instead this culture has to be personalized and
change has to come from within. Thus this
recommended course of action is a skeleton
that should be adapted by KPMG employees for
KPMG.

4.1 Change Agent

Mr. Colin Sherman, the senior partner at KPMG
that called for this report, could be a great
candidate for agent of change. Mr. Sherman has
a successful track record in creating momentum
and following through change at KPMG. We
believe that his previous experience with
change at KPMG will help KPMG adopt the
recommendations in this report.

42 /T A (AT A $1 AO01T 80
Establishing Workshops with
Supporters

Strategy workshops should be established to
create ownership and finalize KPMG’s vision.

4.2.1 Suggested Outcomes
The following is expected from the outcome of
these meetings:

1. Definition of transparency.

2. Definition for members’ well-being.

3. The level of transparency. Our
recommendation would be for this
group of people to lead by example.
First, this report along with all the
group’s findings and discussions should
be made available immediately to
everyone at KPMG. Second, the group
should recommend that KPMG go

beyond the reporting required by public
corporations. Being transparent should
not be limited to 10-K, 10-Q and
consolidated balance sheets but should
also include a social responsibility
report, and employee morale and well-
being report.

List of benefits for work/life balance.

5. Timeline for change.

4.3 Spreading Change

The commitment of KPMG management and
employees alike is important to the success of
this change. The commitment of KPMG high
managers to the program should be apparent in
their communication with the partners and
employees. Furthermore, employees’ feedback
should be sought after. Feedback can be
gathered by organizing employee focus groups
and discussion.

4.4 Monitoring

PArt| of/the developed timdiinqo should include
metrics to measure and monitor the success of
the suggested change.

Tracking Analyzing

Imagining - Acting






KPMG Scenario Planning 17

5 Acting

This page was left blank intentionally.

We believe that plans are skeletons without muscles. This is your part as a KPMG employee to
plan into action.

Tracking Analyzing Imagining Deciding -
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