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Key Insights

Taking the pulse of the accounting industry
CommBank Accounting Market Pulse is an in-depth analysis of the current challenges, trends and
opportunities for accounting firms, featuring exclusive insights from industry leaders.
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Key Insights
Welcome to the FY2018 edition of our new-look CommBank
Accounting Market Pulse, our ongoing analysis of business
conditions and the emerging trends transforming the
accounting sector. In this report, we look at some of the
ways firms are responding to changing client demand
while creating opportunities for sustainable profit growth.
And we take a fresh look at the perennial problem of staff
recruitment and retention, drawing on principal feedback
to examine the steps many firms are taking to attract and
nurture the leaders of tomorrow.
This year’s report comes at a time of better business
conditions, with an improving economy, rising business
confidence and a recovery in business investment
converging to bring a new sense of positivity to the
industry — along with expected revenue and profit growth.
Nonetheless, firms remain conscious of the significant
challenges ahead.
Our research shows that negotiating prices with clients has
become more challenging over the last year, with firms of
every size and type reporting that it remains a key issue.

As a result, firms are increasingly looking to adjust the way
they structure their fees, with significant change expected
over the next two years as fixed and value based pricing
models replace more traditional time-based billing.
Firms also continue to face headwinds pursuing new
business opportunities, although the pressure appears
to have moderated in the past year. Also still high on
the agenda for many firms is competing with alternative
business model service providers, and finding and keeping
the quality staff that are critical in driving future growth.

We hope you find these insights beneficial to your firm’s
strategic planning and competitive benchmarking as the
industry continues to reshape the traditional perception
of accounting services – and we look forward to the
opportunity to discuss our findings with you further.
Marc Totaro
National Manager, Professional Services
Business and Private Banking
Commonwealth Bank of Australia

In response to prevailing market conditions and a
changing competitive landscape, firms also have continued
to diversify their services, cementing their emerging
position as multi-disciplinary professional advice practices.
While many firms have sought to move into segments such
as business advisory and wealth management, or emerging
areas like risk management or cybersecurity, most said they
were establishing or growing new service lines through
organic growth, rather than launching new services or
undertaking M&A activity.

About CommBank Accounting Marketing Pulse
CommBank Accounting Market Pulse is an exclusive, wide-ranging analysis of the Australian accounting sector. This edition is based on a quantitative survey of 37 CEOs, CFOs and other senior
leaders from a cross section of the top 100 accounting firms across Australia, carried out on behalf of CommBank by beaton in February and March 2018.
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Strategies for
diversification

Revenue by fee structure

Proportion of firms

64%

Organic growth within firm

44%

Time-based

Top 3 business challenges

Net percentage (Proportion of firms that answered postive
minus the proportion of firms that answered negative)

Current

In 2 years

62%

50%

-59%
Negotiating prices
with clients

Fixed

27%

32%

Value-based

10%

16%

-57%

Finding quality staff

-38%

Winning new business

Developing new services

39%

Hiring non-accounting staff

25%

Merger or acquisition

Forecast of increased revenue and profit
Expectations compared with actual for previous year

4%

Retainer

Contingency

13%

Q3 2017

Q3 2018

Revenue

61%

54%

Profit

50%

49%

Q3 2017

Q3 2018

Now

33%

51%

Next 12 months

19%

59%

Next 24 months

36%

49%

7%
17%

Business confidence

Growing servicing lines

Net percentage (positive - negative)

FY2017

FY2018

Change

Business advisory services

61%

43%

-18%

Wealth management & financial planning

47%

43%

-4%

Management consulting

33%

35%

+2%

Tax consulting

33%

35%

+2%
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The state of the market
Confidence rising

Improving business conditions have seen an encouraging uptick in sentiment across the sector,
although firms remain very much aware of the long-term challenges of a changing market.
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The past 12 months have seen a remarkable
improvement in business confidence,
with 59% of firms reporting that current
business conditions are positive or very positive,
and only 8% rating them as negative. The result
is a net confidence reading of 51%, up from
33% in FY2017.
An overwhelming majority expect the
improvement to continue, with more than
two-thirds forecasting better conditions in
12 months’ time, and only 8% anticipating
a decline.
Large firms have seen a sharp uptick in
sentiment, with every large firm respondent
expressing confidence in both current and future
conditions.
Contributing to this uplift in optimism is an
improving economy, a low-interest environment
driving higher business investment, and a
rise in mergers, acquisitions and corporate
restructuring activity, which is particularly
beneficial for larger firms.
However, while confidence is improving, our
survey suggests many firms remain cautiously
optimistic. Firms’ expectations for longer
term conditions remain relatively muted, as
they adopt a realistic view of the competitive
pressures of an oversupplied market.

Increasing confidence for the future
How do you rate overall business conditions for Australian accounting firms?

70%

Net % (positive - negative)

Business
conditions
continue to
improve

June 2018

60%
50%
40%
30%
20%
10%
0%
November
2014

July
2015

December
2015
Today

In 12 months

May
2016

April
2017

March
2018

In 24 months
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Growth
momentum
continues
Improved business conditions are reflected in
firms’ financial forecasts, with 22 out of
the 37 firms in our survey expecting revenues
to rise, and only two anticipating a fall. While
marginally less positive than in FY2017, when 26
out of 36 forecast a revenue lift, it still suggests
the majority of firms are responding positively
to ongoing pricing pressure. Large firms in
particular expect continued growth on the back
of increased activity in areas like management
consulting, tax consulting, corporate finance and
business advisory.
Profit forecasts were a little more muted,
especially among smaller firms, reflecting
both cost pressures and, more positively,
ongoing investment in people, systems and
new technologies as firms continue to adapt to
the broad structural changes transforming the
accounting market.

June 2018

Revenues set to rise
How does your revenue forecast for FY2018 compare to your actual performance in FY2017?

Large firms

1

4
4

Mid-size firms
Restructuring firms

1

Other firms

1

5

2

2
6

Lower

About the same

11
Higher

Profit growth continues
How does your profit forecast for FY2018 compare to your actual performance in FY2017?

Large firms

1

4
6

Mid-size firms
Restructuring firms

1

1

3
3

3

Other firms
Lower

3
About the same

12

Higher
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Challenges

Remaining relevant in an evolving landscape
Clients and competitors are squeezing firms’ profit margins while the
younger generations consider other career paths.
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Pricing pressure
still top of mind

June 2018

Since our FY2017 survey, the issue of negotiating prices with clients has come in to even
sharper focus, with 25 out of 37 firms describing it as challenging or very challenging.
In a market where supply has outstripped demand, clients have the power to be selective
in choosing service providers and negotiate strongly on both price and contract terms.
Experience suggests that these knowledgeable and empowered clients increasingly seek
to determine budgets upfront before they commit. As a result, businesses that are heavily
reliant on traditional, hourly-fee based pricing models are under pressure to experiment
with alternatives or risk losing out to their more flexible competitors.
While large firms are still better positioned than their smaller peers to command a
price premium for a high-quality service, competition is growing from both mid-size
competitors and alternative business model firms. All five large firms in our survey
acknowledged that they now need to compete with new types of service provider,
although three out of five describe the issue as manageable.
Yet the changing market has also brought new opportunities for firms with
well-developed pricing capabilities. As we discuss later in this report, firms are responding
positively with a range of alternative billing models designed to deliver the certainty
clients seek, while more transparently aligning value delivered with fees charged.
And despite the challenges, firms still expect realised rates to rise, forecasting an average
increase of 2.1% over the next 12 months, down from a forecast 2.6% in quarter three,
FY2016.

"We’re having open and honest conversations [with clients]
about scope and what is an appropriate fee."
CEO/Managing Partner, Large firm

"We are all learning how to price strategically and tactically."
CEO/Managing Partner, Mid-sized firm
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Top challenges for large firms

Top challenges for restructuring firms

1

Negotiating price

4
2

Finding quality staff

2

Negotiating price

3

3

Finding quality staff

3

2

Collecting invoices

3

2

Competing with new
service providers

3

2

Competing with new
service providers

3

2

Winning new business

3

2

Manageable

Challenging

Manageable

Top challenges for mid-size firms
Negotiating price

1

1
Easy

Top challenges for other firms
7

3

Finding quality staff
Keeping quality staff

1

2
Manageable

Challenging

Challenging

Finding quality staff

2

6

Negotiating price

2

6

Winning new business

2
Easy

4

12

5

11
7

Manageable

9
Challenging
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Attracting the
next generation
Firms of every type continue to identify staffing as an
important issue, with 23 out of the 37 firms in our survey
reporting that finding quality staff is challenging or very
challenging, while six out of nine mid-size firms also see
keeping quality staff as a key challenge.
Feedback from firm principals suggests the issue goes
beyond the widely observed phenomenon of lateral
recruitment of experienced people. Firms across the
sector are increasingly modifying their staffing practices
to cater to the preferences
of a new generation of workers with very different
priorities to their predecessors.
Millennials are emerging as the employees of the
future, forecast to make up three-quarters of the global
workforce by 2025. Research reveals that their attitudes
towards work differ enormously from those of previous
generations, with less focus on traditional rewards, and a
greater emphasis on being valued for their contribution
and making a positive difference in the world.
Meanwhile, their older and more experienced Gen X
peers have a wider choice of opportunities than ever
before – and are increasingly eschewing big firms for the
flexibility and lifestyle balance that niche firms can offer.
Firms are responding by re-engineering their people
management practices to increase engagement
and satisfaction. By offering greater flexibility, more
fulfilling work choices, and enhanced opportunities
for professional and personal development, firms can
become employers of choice, boosting productivity and
reducing turnover.
Some are investing heavily in their recruitment pipelines
or developing professional training and scholarship
programs to attract entry-level graduates looking to
give their career a kickstart. Firms also continue to use
outsourcing as a complement to their other staffing
initiatives, harnessing lower-cost providers for repetitive,
lower-value activities and thus freeing their own staff to
focus on higher value work.

"We’re providing attractive
all-round packages
including options for
flexibility, quality work
environment and the
opportunity to work across
varied assignments."
COO/General Manager, Large firm

"It’s a very difficult market
for quality people. We’re
exploring different ways to
source good people outside
the usual channels."
CEO/Managing Partner, Other firm

"[Our] Primary focus [is]
on retaining existing staff.
Recognising that increased
lateral recruitment is the
new norm, we need to
invest heavily in employer
brand and develop
pipelines of potential
candidates, both directly
and via recruiters."
CEO/General Manager, Restructuring firm
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Opportunities
The rise of the multi-disciplinary firm

Innovative firms continue to drive new growth opportunities by expanding and diversifying service lines
for their clients, while providing greater flexibility and lifestyle incentives for their employees.
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Diversification
accelerates
It is widely recognised that most large and mid-size firms have already evolved from
purely accounting businesses towards becoming multi-disciplinary professional advice
practices. Our research shows this trend is set to continue, as firms seek growth
opportunities and synergies within their businesses.
Thirty-three out of 37 firms indicated that they were planning to add or grow new
service lines over the next 12–18 months, with many expanding in multiple areas. The
much-discussed convergence of accounting and financial advice is still evident, with
43% of firms planning to add or grow their wealth management and financial planning
businesses in the next 12–18 months. Business advisory also remains an important focus
for 43% of firms, despite a sharp fall from the 61% of firms planning to expand in this
area in our FY2017 survey which may reflect intensifying competition and firms’ maturing
offerings in this area.
Meanwhile, a small but growing number of firms are seeking to expand their presence in
risk management, private equity, business recovery and insolvency. And a small band of
innovators are actively developing practices in emerging areas like cybersecurity (19%)
and climate change (one of five large firms).

Percentage of firms planning to enter or grow service lines
significantly in the next 12-18 months
Accelerating

FY2017

FY2018

Change

Risk management

8%

19%

+11%

Private equity-related services

0%

8%

+8%

Business recovery & insolvency

8%

14%

+6%

Corporate finance (including M&A)

17%

22%

+5%

Management consulting services

33%

35%

+2%

Tax consulting

33%

35%

+2%

Decelerating

FY2017

FY2018

Change

Business advisory services

61%

43%

-18%

Internal audit

19%

5%

-14%

Superannuation

42%

32%

-10%

External/statutory audit

25%

19%

-6%

Property advisory

8%

3%

-5%

Wealth management & financial planning

47%

43%

-4%
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Diversification
strategies
Despite the attractions of diversification as a strategy, it appears that many firms still
have more to do before realising a significant financial return on their investment in
new business lines. That said, many firms are establishing or growing new services to
capitalise on emerging growth areas, which may be a longer-term proposition.
Only 54 per cent of respondents reported that diversified services generate 10% or more
of their revenue, a number virtually unchanged since the first quarter of FY2016. They
included five out of five large firms, but only three out of nine mid-size firms, suggesting
considerable unrealised opportunities for the mid-tier to broaden into new business
areas.
Nonetheless, firms of every size remain firmly convinced of the potential benefits
of diversification in the years ahead. 33 out of 37 said they expected revenues from
non-traditional services to increase over the next two years, with 10 saying they would
increase significantly. None anticipated a decline.

June 2018

Revenue from diversified services
Approximately what percentage of your revenues currently comes
from diversified accounting services?

5

Large firms
Mid-size firms

2

3

Restructuring firms

2

3

Other firms

2

3

5

Less than 5%

5-10%

9
More than 10%

Eighty-nine per cent planned to diversify further, with 44% developing new services in
response to client needs and 39% hiring non-accounting specialists. Around two in three
(64%) also expect organic growth in diversified services over the next few years.
It also appears that much of this trend towards diversification comes from client demand.
Among those seeking to diversify, 43% said the changes were driven at least in part by
their clients, including 5 out of 5 large firms.

"[We’re looking into] start-up assistance, including funding.
We are pushing into digital work as fast as we can. A few
bright spots are on the horizon."
COO/General Manager, Mid-sized firm

Strategies for diversification
What will be your firm’s primary methods of growing diversified services?

64%
44%

39%
25%

"[We’re looking into] Information Technology,
communications and systems consulting – viewing our
clients from a total business perspective."
CEO/Managing Partner, Other firm

Organic growth Developing
Hiring nonwithin firm
new services accounting staff

Merger or
acquisition

19%

Strategic
alliances

11%
Not
diversifying
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Value-based pricing
set to grow
Traditional, time-based billing remains the mainstay of the industry, although increasingly
less so. On average, firms estimate that 60% of their revenue is currently generated by
time-based fees. However, they also forecast that number will fall by an average of 14%
within just two years.

June 2018

Time-based fees still dominate
Proportion of revenue from each fee structure.
Time-based
fee

Fixed
fee

Value-based
fee

Contingency
fee

Retainer
fee

64%

23%

5%

2%

8%

46%

28%

10%

3%

12%

Large practices are already taking the lead, introducing new fee structures more closely
aligned to value delivered, rather than time expended. According to the large firms in our
survey, time-based fees now account for just 42% of revenue on average – almost on par
with fixed fees at 38%. Even more remarkably, these firms forecast that revenue derived
from time-based fees will fall to an average of just 28% within two years.
In contrast, restructuring firms are most likely to use time-based billing both today and in
future. On average, these firms estimate that 74% of revenue currently comes from fees
based on time spent, and that an average of 67% of fees will still do so in two years time.
However, they also forecast that fixed fee arrangements will generate an average of 40%
of revenues in two years’ time, with contingency fees accounting for another 5%.
Feedback suggests that this drive for greater fee transparency and predictability can be
largely attributable to by client demand – but that it can also bring significant benefits to
accounting firms themselves. By moving away from time-based fee structures, firms can
harness efficiency and automation to sustainably enhance profitability, while continuing
to deliver superior value to their clients.

Today

In 2 years' time

Pricing methods set to change
Forecast change in proportion of revenue from each fee structure in 2 years’ time.

Time-based
fee

Fixed
fee

Value-based
fee
10%

Contingency
fee

9%
6%
4%

4%

"Hourly rates will come under increasing pressure and also
lose relevance as technology improvements change service
delivery - value based pricing is probably an easier 'sell' to
clients in this context."

Retainer
fee

3%

1%

6%
4%

5%

3%

3% 3%

2%

0%

-3%

COO/General Manager, restructuring firm

-7%

-14%

-13%

-12%

Large firms

Mid-size firms

Restructuring firms

Other firms
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Innovation in action:
KPMG

June 2018

The changing face of a full-service offering.
As part of the world’s largest full service professional services firms, KPMG’s Australian
business continues to expand its capabilities as the firm seeks to meet both growing
and ever-changing client needs.
According to Adrian Fisk, National Industry Leader - Financial Services at KPMG, the
larger Australian professional services firms have experienced strong growth over the
past four years and rising client demand is underpinning a healthy outlook for the sector.
“We are optimistic that demand for services remains strong. Most sectors in Australia will
look fundamentally different in ten years’ time, and clients are seeking support as they
transform their businesses, reset strategies to adapt to future conditions and manage
disruption,” Adrian says.
Adrian explains that KPMG operates a matrix business structure to maximise our focus
on the client, their needs and the building of our capabilities.
“The supply part of the business is represented by Management Consulting; Deals,
Tax & Legal; and Audit, Assurance & Risk Consulting, whereas our industry focus forms
the demand side of the equation.”
“We are constantly adapting to our client’s expectations from a divisional and industry
perspective, and it is the interplay between the two that ensures we have the right
capabilities to respond to client needs. We then prioritise investment in support of client’s
needs that drives both top and bottom line growth.”
Adrian says that to assist clients to capitalise on opportunities in a changing market, and
manage associated headwinds, KPMG has sought to build both knowledge and capacity
through acquiring businesses and people.
“Over the past 12 months, we have acquired legal, engineering, customer, technology,
data and cybersecurity capability amongst other areas, as we expand to meet the
growing expectations of our client base.”
“Beyond that, the war for talent is intense - both between the big firms and more
broadly across the market. We look for people with exemplary technical expertise and
client understanding that can evolve their skill sets and maintain a focus on continuous
learning.”
In a single day I could have one meeting with the more traditional parts of KPMG and
the next is with an organisational psychologist, then the legal or technology team, or an
economist.”
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“It’s exciting for our people to have access to that breadth of talent and respond to the
increasingly complex and multi-faceted client problems and you feed off each other’s
knowledge and experience.”
“This all stems from a client need and we are filling in the various components that help
us build out a full-service solution.”
As KPMG has sharpened its focus on modelling future changes in client demand to both
build its own capability in certain areas and help clients transform their businesses for the
modern world, it has led to a change in the composition of the firm’s revenue mix. This
has meant a shift away from traditional audit and tax work and a heightened focus on
consulting services.
“Clients today want a strategic perspective as to where their industry is heading and how
they can adjust their operations accordingly.” Adrian also says that KPMG’s clients are also
experiencing a tremendous need for regulatory services that can assist in adapting to
changing laws and regulations, as well as enterprise risk management.
“We are seeing that in today’s market, there is also immense pressure on our clients’
return on equity and many are looking at how to reduce costs. This is driving not only
a need for strong knowledge and expertise, but also capacity to respond to these
challenges.”
Adrian says that KPMG works with its clients to alleviate cost pressures as well as taking
steps internally to better align costs with the firm’s outputs. This has meant taking a
more flexible approach to billing practices and automating or offshoring certain parts of
the service offering.
“We listen carefully to our clients and stakeholders and look to adjust our billing practices
depending on the nature of the work we undertake. Often, we will need to implement a
fee structure that is aligned with our need to remain impartial and independent, but in
other cases we are increasingly focused on outcomes-based pricing where we combine a
fixed budget with performance incentives,” Adrian concluded.
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Talk to us
Visit www.commbank.com.au/professionalservices
Call 13 19 98 or email insights@cba.com.au to access Australia-based Business Specialists.

Things you should know: The CommBank Accounting Market Pulse (the report) has been published solely for information purposes and is not to be consumed as advice or recommendation. The report has been prepared without taking account of the objectives, financial situation and capacity to bear
loss, knowledge or experience or needs of any specific person who may receive these insights. The Bank believes that the information in the insights is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, reliability or completeness of any statement made in the report. Any opinions, conclusions or recommendations set forth are subject to change without notice. Any projections and forecasts are
based on a number of assumptions and estimates and are subject to contingences and uncertainties. Different assumptions and estimates could result in materially different results. The information in this report is based on a survey of CEOs, CFOs and other senior leaders from 37 accounting firms across
Australia. This survey was carried out by beaton in February and March 2018 on behalf of the Commonwealth Bank. All analysis and views of future market conditions are solely those of the Commonwealth Bank. The Commonwealth Bank does not accept any liability for loss or damage arising out of the
use of all or any part of the Report. Commonwealth Bank of Australia ABN 48 123 123 124 and Australian credit licence 234945.

