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The first few months of 2018 gave rise to some remarkable 
geopolitical events and consequences. First, we were 
witness to an apparent diplomatic success story in Asia. But 
then we observed short-sighted introductions of new trade 
barriers including tariffs and counter-trade reprisals. The 
latter measures could lead to undesirable trade wars 
between some of the world’s largest economies, generating 
uncertainty and possibly even a global economic downturn.

Besides the capital markets we, of course, followed the 
FIFA Football World Cup® with all its surprising results, stars 
and stories. A good time to look at the value of football 
players in the aftermath. 

In this, our second International Valuation Newsletter of 
2018, we look back 12 months and present recent capital 
market data that are pertinent to any valuation analysis in 
these times of growing disruptions:

• Major stock market performances: NASDAQ’s rally
• EURO STOXX 600 sector multiples: Recovery in Q2 2018
• Current risk-free rates for major currencies: Different 

trends for interest rates
• Recent country risk premiums and inflation forecasts for 

the BRIC countries: Lowest risk premiums for China and 
highest growth rates for India

In addition, we share our insights into two topics of use to 
valuation practitioners:

• Towards a level playing field: the independent valuation of 
football players

• European utilities: valuing companies in a transforming 
industry

We wish you a pleasant summer and look forward to 
discussing with you any questions you might have regarding 
valuation trends and practices.

Dear reader

Rolf Langenegger
Director, Deal Advisory
Valuation / Financial Modelling

Johannes Post
Partner, Deal Advisory
Valuation / Financial Modelling
EMEA Head of Valuation

Yours faithfully
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Towards a level 
playing field: 
the independent valuation 
of football players
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It’s over: the FIFA Football 
World Cup, one of the largest 
global sporting events that 
combines ‘big emotions’ and 
‘big business’. The question of 
footballer values following 
some outstanding 
performances on the pitch is 
now of even greater focus for 
fans and football clubs’ 
management teams. KPMG 
has developed an objective 
valuation method for football 
players, which has already 
been used in practice.

KPMG’s method for determining the 
market values of football players 
supports accounting-based valuations. 
It also significantly improves the 
transparency required for the use of 
innovative financing instruments, and 
enhances internal asset management.

Balance sheet relevance of football 
players
As football clubs and other sports 
enterprises often have low – and in 
some cases negative – equity capital, 
individual players are hugely important 
as potential carriers of hidden reserves 
and liabilities or for establishing an 
over-indebtedness status. As a result, 
accounting and valuation play key roles 
in three particular areas: 

• Internal economics such as for 
control purposes, determination of 
transaction prices, and the 
disclosure of hidden reserves, for 
instance upon the sale of a player.

• External economics such as lending 
and collateralization, leasing, and 
insurance.

• Accounting, including impairment 
tests, examination of over-
indebtedness status, and conversion 
to IFRS financial reporting.

Due to the impacts on such a broad 
range of issues, there is a need among 
all stakeholders for an objective 
valuation method for football players, 
given their role as key value drivers 
with a considerable balance sheet and 
financial impact.

Accounting for football players
According to IFRS and many local 
GAAPs, acquired players represent an 
intangible asset/value that can be 
capitalized. This comprises the transfer 
compensation paid plus related costs 
such as consulting and brokerage fees. 
By contrast, non-acquired players are 
internally produced and ineligible for 
capitalization. 

Transfer compensation means that a 
new club is willing to pay for the 
economic benefits associated with the 
player’s commitment to the new club. 
In this context, the capitalized 
intangible asset value of the ‘transfer 
fee’, ‘transfer compensation’ or ‘the 
football player as an asset’ includes 
the usage or possibility of utilizing the 
player and the related cash flow 
generation, as well as a possible 
resale.



Intrinsic value of player

60 48 36 24

Value of player 
from club’s 
perspective Economically interesting timeframe for exploitation

Remaining 
contract term 

(in months)Source: KPMG

18 12 6 0

Usage of player
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The following figure shows the value development over 
time of the two possible elements of transfer compensation 
from an economic point of view.

The straight-line depreciation of the football player over the 
term of his or her contract is based entirely on the usage 
component. The illustration shows that the resale 

opportunities, which depend on the intrinsic value of the 
player and market conditions, do not necessarily decline 
with the usage of the player. A divergence is quite possible 
and means that one must distinguish between the value of 
the player from the club’s perspective and the value of the 
player from the player’s point of view.
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Valuation of football players from 
the club’s perspective
Players must generally be valued 
according to the same theoretical 
principles and methods as other 
assets. In general, values are 
determined on the basis of historical 
acquisition and production costs as 
well as development costs (cost 
approach), using the discounted cash 
flow method (income approach) and 
using different market price methods 
(market approach). However:

• The income approach is generally 
not practicable for team sports, as 
not all of a club’s cash flow such as 
income from spectators can be bro-
ken down to individual player level.

• The cost approach is also not suitab-
le, as the respective costs cannot be 
reliably allocated to individual play-
ers. A player who has had more trai-
ning would be worth more than a 
player with less training. The cost le-
vel cannot therefore be a valid crite-
rion for the player’s value.

This means that in practice, only the 
market approach is relevant, and is 
based on historical market prices that 
have been realized between third 
parties.

By defining criteria or characteristics 
(e.g. age, playing position, nationality, 
playing characteristics, weighted 
performance criteria), similarities can 
be established in the context of a 
cluster analysis or a scoring model 

between the valuation subject (the 
player) and comparable players for 
whom a transaction has already taken 
place in the market. The realized 
transfer prices of the comparable 
players must be adjusted to the 
current market situation. In addition, 
individual characteristics that affect the 
value of the player – such as long-term 
injury – must be taken into account in 
the form of discounts or surcharges as 
well as the individual transfer 
probability, depending on the 
remaining term of the contract.

The derivation of a value is based on 
the market approach by forming a 
representative industry average of 
observable market prices, thus 
forming a market consensus on the 
valuation level of comparable players. 
The market approach therefore reflects 
the value concept of a large number of 
market participants in a large number 
of transactions and comes close to the 
valuation principle (within the 
framework of the market approach).

The market approach can lead to 
distortions in cases where a 
substantial share of the paid price for a 
very young player is justified by 
presumed future potential and not by 
performance to date. These are players 
for whom a so-called talent bonus, i.e. 
an advance on expected future 
performance and results, has been 
paid. The chart illustrates this 
characteristic of future potential 
without an observable history.

Composition
of the 
transfer fee

Age of player

Portion of future potential

Portion of past performance

Source: KPMG
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This future potential will only be 
reflected in future performance. 
Against this background, a 
classification on the valuation date 
based on a scoring model must lead to 
a very low number of scoring points, 
although any transfer compensation 
paid implies a higher value. This does 
not necessarily mean that the price 
paid is too high, but that there is a 
higher risk of realization through the 
player’s future performance. In cases 
where a talent bonus is paid, clubs 
tend to award contracts of longer 
duration in order to participate in 
realizing the expected performance 
potential of young players, thereby 
receiving compensation for potential 
value increases in the event of a 
resale.

The valuation of players 
was and always will  
be an important role in 
accounting and 
financing questions of 
football clubs and 
associated federations.

Transfer compensation for an older 
player, on the other hand, is also paid 
for his future performance. In this 
case, however, it is a reflection of the 
performance he has already 
demonstrated in the past and 
therefore focuses more on the usage 
component than on the resale 
possibility component.

Outlook
Players are a central asset for football 
clubs, not only because of their share 
of the balance sheet. Related 
accounting and valuation topics must 
be seen in the context of transfer 
regulations and national and 
international regulations. While uniform 
standards exist and are applied in 
practice for accounting for typified 
assets, the valuation of players is not 
uniformly implemented. However, the 
accounting and valuation of players 

was and always will be an important 
role in accounting and financing 
questions of football clubs and 
associated federations. Industry 
knowledge is becoming increasingly 
important for all stakeholders when 
valuing collateral. The uncertainties on 
the part of investors and lenders can 
be actively managed or reduced by 
football clubs, for example by 
introducing an objective valuation 
model for players.
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European 
utilities: 
valuing companies  
in a transforming  
industry 
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The European energy sector is undergoing 
a fundamental transformation. The legal 
framework, regulatory environment, and 
changes in the competitive landscape are 
changing business models along the value 
chain. In light of governmental climate 
protection goals, this transformation 
process is likely to take decades. This 
produces numerous reasons to carry out 
valuations of utility companies: mergers 
and acquisitions, profitability analyses, 
financial controlling, accounting and 
reporting, capital structure considerations, 
cash flow forecasts, and insolvency risks, 
among others.

Impacts on capital intensity and 
profitability
The phasing out of nuclear energy in a 
number of European countries will start 
soon. Among the various challenges this 
poses is a reduction in how capital-
intensive energy businesses will be in the 
future.

This comes at a time of reduced 
profitability due to inefficiencies in the 
subsidy mechanisms for renewable 
energies. Green electricity – with its 
priority feed-in tariffs – is pushing 
conventional power plants out of the 
market. New construction projects for 
conventional power plants are not 
currently profitable and will not be 
financed.

Companies are responding with cost-
cutting programs and by realigning their 
strategy away from capital-intensive, 
capital-binding businesses. The aim is to 
become efficient energy service providers 
with a balanced generation portfolio and a 
sales strategy tailored to customers’ 
needs. Unfortunately, this leads to lower 
margins from the generation and sale of 
energy as companies increasingly advise 
on energy efficiency and contracting 
solutions. At the same time there are very 
few opportunities to pass on the costs of 
investments to end customers. This 
results in rising electricity prices.

The relevance of value management is 
reflected in the value adjustments 
suffered by the industry: since 2009, the 
industry has lost around EUR 500 billion in 
market capitalization across Europe. 

Valuations of utility companies 
are particularly challenging at 
the moment. The energy 
industry is suffering a 
structural problem whereby 
integrated energy suppliers 
must convert their generation 
plants to renewable energy 
sources. Investments cannot 
easily be passed on to 
customers via higher 
electricity prices, however. 
Future prospects and 
valuations depend on how the 
regulatory framework 
develops and which 
technologies are adopted by 
utility companies in response.
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Forecast inconsistencies, risk 
equivalence and scoring models
These considerations raise questions 
regarding the reliability of forecasting 
and how to deal with uncertainties. 
Long-term value drivers can be 
determined only by making 
assumptions regarding the future 
regulatory regime and political 
framework. For example, marginal or 
full cost calculations must be used 
when simulating the operating times 
of a conventional generation plant. The 
decisive factor is the extent to which a 
so-called capacity market mechanism1 
compensates for the availability of 
generation capacities. Many energy 
suppliers expect such a scenario to be 
probable. 

The combination of these 
considerations leads to a medium to 
long-term energy mix from which 
electricity prices as well as operating 
and financing expenses can be 
derived.

The fact that financing 
and operation are often 
separated leads to a 
lively M&A market.

With regard to risk equivalence and 
the cost of capital, valid comparisons 
are required. While integrated utility 
companies of a certain size are listed 
on the stock exchange and risk 
parameters such as beta factors can 
be derived, this is only possible to a 
limited extent for smaller regional 
utilities or municipal utilities. Such 
suppliers often do not have their own 
generation capacities. Rather, they 
procure electricity and gas through 
long-term contracts. The ownership 
structure and debt capacity also differ 

from those of large energy companies. 
In valuation practice, regulatory capital 
costs are a helpful anchor point in 
many cases, enabling the risk profile of 
the entire cash flows to be depicted 
on the basis of appropriate weighting 
or scoring considerations.

Another aspect with regard to risk 
equivalence is the cost of capital in 
renewable energies, especially for new 
construction projects. The fact that 
financing and operation are often 
separated leads to a lively M&A 
market in each phase of such projects. 
In addition to operational risks, the 
individual phases take account of 
licensing uncertainties, delays, 
construction risks or financial risks. 
This lacks a transparent market, again 
raising the question of whether it is 
possible to make comparisons against 
a background of subjective risk 
appetite and assessment. Here too, 
scoring models are sufficient to 

measure and weight risks, allowing 
their inclusion in the calculation of the 
project value. This can be done, for 
example, on the basis of comparable 
projects – such as the observation of 
project delays. The starting point would 
be the cost of capital of an operational 
investment.

Utility companies are currently dealing 
with the question of cost of capital. 
For all investment decisions, questions 
can arise as to whether an impairment 
problem will occur during an 
impairment test or at what level of 
sensitivity this could occur.

With the extent of transformation in 
the European markets, and with signs 
that this will only accelerate, getting to 
grips with the intricacies of valuation 
methods in this industry has never 
been so important.

1    In the capacity mechanism, not the production but the availability of power plant capacity is remunerated. This ensures that sufficient capacities are available 
even in situations of great scarcity and that no power supply failures occur. The most important characteristic of capacity markets, however, is the goal of (re)
investing. For this purpose, investors must be given a certain degree of security through multi-year contracts.
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Capital  
market 
data
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In this section we provide a selection 
of key financial market data, covering:

• Comparison of major stock market 
performances for the 12 months 
ending 30 June 2018

• EURO STOXX 600 sector multiples
• Risk-free rates for major currencies
• Country risk premiums and inflation 

forecasts for the BRIC countries
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Major stock market performances: 
NASDAQ’s rally 
The NASDAQ Index performed 
extremely well over the past 12 
months, at +22.3%. The S&P 500 
Index (+12.2 percent) and the Nikkei 
225 Index (+11.3 percent) also 
demonstrated outstanding 
performances with double-digit growth 
rates. European stock indices clearly 
lagged behind their counterparts in 
other parts of the world, however. For 
example, the Spanish Ibex 35 and the 
Swiss SMI even demonstrated 
negative growth rates over the past 12 

months, with the Ibex 35 closing at 
minus 7.9% and the SMI at minus 
3.3%.

The FTSE 100 Index outperformed its 
peers globally by posting quarterly 
growth of 8.2% in Q2 2018, followed 
by NASDAQ’s growth of 6.3% in the 
same quarter. The two major indices 
that performed negatively in Q2 2018 
were the MSCI Emerging Markets 
Index at minus 8.7% and the SMI 
Index at minus 1.5% – although the 
MSCI Emerging Markets Index 
performed positively overall during the 
past 12 months.

Performance of leading indices
30 June 2017 – 30 June 2018

Source: Capital IQ, KPMG analysis
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EURO STOXX 600 sector multiples: Recovery in Q2 2018
The enterprise value (EV) multiple states the market value of 
the business in relation to an appropriate base metric. 
Commonly used EV multiples are revenue and EBITDA. The 
numerator (EV) and denominator (revenue, EBITDA) 
represent all investor claims on the business.

The Euro STOXX 600 sector overview of trading multiples 
showed no significant outliers or other extremes based on 
EV/revenue and EV/EBITDA in Q2 2018 compared to Q1 
2018. However, quite a few sectors recovered in Q2 2018 
compared to Q1 2018 and again reached Q4 2017 multiple 
results.
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European stock indices 
clearly lagged behind their 
counterparts in other parts 
of the world.
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Source: Capital IQ, KPMG analysis
Note: 1 Financial services companies differ from many 
other companies in how they operate. Debt acts more like 
‘raw material’ than operational capital for financial services 
companies. A common valuation metric used by analysts 
evaluating such firms is the price to book (P/B) ratio.
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Risk-free rates: Different trends for 
interest rates
The risk-free rate (or base rate) can 
generally be broken down into two key 
components that seek to compensate 
the investor: the first for expected 
inflation and the second for deferred 
consumption. The base rate is 
considered to be free of risks except 
for risks embedded in the underlying 
currency and risks related to 
investments in the particular country 
(including general political, legal, 
regulatory and tax risks, as well as the 
risk of a moratorium). As no 
investment is truly risk free, the risk-
free rate is typically approximated by 
reference to the yield on long-term 
debt instruments issued by 
presumably financially healthy 
governments. The historical risk-free 
rates for Germany, the Eurozone, the 
US, the UK and Switzerland are below.

There was a slight increase in risk-free 
rates for Switzerland and the USA, and 
a slight decline in Germany and the 
other Eurozone countries as well as for 
the UK, in the first months of 2018. 

Risk-free rates

Rounded Euro-countries Germany UK Switzerland USA
Date EUR EUR GBP CHF USD

31/3/2014
30/6/2014
30/9/2014
31/12/2014

2.53%
2.28%
1.92%
1.46%

2.51%
2.26%
1.97%
1.56%

3.58%
3.49%
3.12%
2.58%

1.65%
1.56%
1.28%
0.80%

3.67%
3.44%
3.30%
2.85%

31/3/2015
30/6/2015
30/9/2015
31/12/2015

0.69%
1.79%
1.51%
1.70%

0.70%
1.65%
1.38%
1.55%

2.39%
2.80%
2.58%
2.77%

0.43%
0.79%
0.81%
0.70%

2.66%
3.31%
3.06%
3.17%

31/3/2016
30/6/2016
30/9/2016
31/12/2016

1.03%
0.46%
0.53%
0.97%

0.90%
0.49%
0.47%
0.95%

2.39%
1.85%
1.61%
2.03%

0.25%
(0.03)%
(0.06)%
0.35%

2.81%
2.50%
2.48%
3.06%

31/03/2017
30/06/2017
30/09/2017
31/12/2017

1.25%
1.39%
1.40%
1.34%

1.24%
1.33%
1.38%
1.34%

1.88%
2.02%
2.05%
1.89%

0.32%
0.39%
0.45%
0.36%

3.27%
3.04%
3.04%
2.89%

31/03/2018
30/06/2018

1.25%
1.09%

1.24%
1.12%

1.79%
1.83%

0.56%
0.51%

3.08%
3.00%

Source: KPMG analysis 
Approach: Determination of a present value-equivalent uniform interest rate based on the yield curve of the specific central bank
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Country risk premium: Lowest for 
China (among the BRIC countries)
The country risk premium is a measure 
of risk faced by businesses when 
investing in sovereign states. It reflects 
a number of risks including economic, 
financial, political and institutional. The 
country risk premium is effectively the 
risk of low probability, high impact 
events that could lead to significant 
losses in investment values. These 
types of risk are at the forefront of 
many investors’ thinking now more 
than ever due to a number of major 
economic and geopolitical events such 
as the Eurozone sovereign debt crisis 
and events in the Middle East and 
North Africa, all of which have led to 

previously stable countries becoming 
much riskier. KPMG’s Valuation 
practice has been analyzing and 
measuring country risk for 15 years 
and covers more than 150 sovereign 
states in a proprietary KPMG analyst 
model.

The country risk premiums for Brazil, 
Russia, India and China are set out 
below as of 30 June 2018 for an 
investment period of between 0.5 and 
2.0 years. The country risk premium 
for China is substantially lower than 
that for Brazil, Russia or India. A slight 
tendency towards increasing risk is 
registered for all observed countries 
due to geopolitical uncertainties.

Country risk premium 0.5 year 1.0 year 2.0 year

Brazil 2.0% 2.1% 2.4%

Russia 1.8% 1.7% 1.9%

India 1.5% 1.6% 1.8%

China 0.5% 0.7% 0.8%

Source: KPMG CRP study as of 30 June 2018

Growth rates: Highest for India
Growth rates are a major component 
of the terminal value calculation for the 
discounted value method and are 
based on country-specific inflation 
forecasts. The growth rates for Brazil, 
Russia, India and China are based on 
the International Monetary Fund 
Economist Intelligence Unit inflation 
forecast for the years 2019 to 2023.

Higher growth rates are expected for 
Brazil, Russia and India compared to 
China in 2019. Russia and China 
demonstrate moderate growth rates 
over the long term. Brazil and India 
lose some of their momentum from 
2021 and 2022 onwards.

Inflation forecast 2019 2020 2021 2022 2023

Brazil 4.2% 4.2% 4.0% 4.1% 4.1%

Russia 3.8% 4.0% 4.0% 4.0% 4.0%

India 5.0% 4.8% 4.8% 4.9% 4.8%

China 2.6% 2.7% 2.8% 2.8% 3.0%

Source: IMF
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