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Foreword

The UK accountancy sector continues to be hugely important
within Ulster Bank. We have a long and proud history of
supporting accountancy firms throughout the UK, helping
them develop successful and sustainable businesses.

This year PKF Francis Clark have been commissioned to write the report. |
am delighted to present our Ulster Bank Accountancy Report for 2024. I'd like
to first say thank you to Andrew Allen from PKF Francis Clark, for his vital
contribution to the production and development of this report. I’'m also grateful
to all the firms that have contributed and provided insights, which will help
others within the sector as we continue to emerge from challenging times.

Our report focuses on firms that operate at the SME level across England,
Scotland and Wales. By comparing the financial performance of firms from
across the UK, we’ve found some surprising and extremely valuable insights.
Firms can use these findings to help them target areas where they can
improve, so they can enhance their profitability and the way they manage
their working capital.

In this edition we have also looked at what management teams are telling

us about the remainder of 2024 and beyond, as well as highlighting some
important focus areas for accounting firms. We hope it will give you a useful
framework in which to navigate challenges that lie ahead and take full
advantage of new opportunities that will help you to innovate and grow your
business.

It’s encouraging that the accountancy sector has exhibited such remarkable
resilience with the vast majority of firms having a strong sense of optimism
about the future. Many of the firms we surveyed demonstrated strong growth
in profitability despite ongoing challenges, most notably persistently high
inflation.

-l

David Weaver
Head of Professionadl
and Business Services
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1:1 Executive summary

Reflecting on the survey it is pleasing to see that participant firms have
reported successful financial results from their 2023 year with above inflation
growth in profits and improvements in core profit margins.

91% of firms remained optimistic about the future, whilst noting the
importance that recruitment and retention still has for their businesses.

A synopsis of the key findings from this year’s survey are as follows:

Key findings from the survey
a) Fees

Overall, the survey reported median year on year growth amongst
respondents from 2022 to 2023 of 10%. Between March 2022 and March
2023 UK inflation was 9%, so we can see that total income growth and fees
per fee earner growth were slightly ahead of inflation.

Median fees per fee earner rose to £95,000 in 2023 which reflected a growth
of 8% compared with results of the 2021 results. Median fees per equity
partner rose to £901,000 reflecting growth of 13% compared to the median of
the 2021 results at £798,000. Considering cumulative inflation reported in the
UK between 2021 and 2023 was in the region of 177%, both these measures
are reporting a real decline.

Overadll, this suggests, in isolation of other statistics, that underlying
productivity in accounting firms has declined since our last survey which
reported on 2021 results.

b) Profits

People costs as a percentage of earned income reported a median of 64%
across our survey for the 2023 results, compared to 67% in 2022 for the

same firms. This suggests an improvement in core profitability for those
firms between 2022 and 2023.

At an overall survey level, even though the results for fees per fee earner
(inflation adjusted) did not suggest an improvement between 2022 and
2023, the data from our participant firms suggest their productivity relative
to their cost did improve year on year by 3%.

This is a considerable shift for a single year and appears, in part, to have
been driven by the strong performance of audit and assurance work which
has been able to command higher margins than were historically possible.

Median PEP for participant firms was £253,000 in 2023; a 21% increase for
those same firms who reported a median PEP result of £209,000 in 2022.

Structurally the profit generating model (gearing) of firms remained static
between 2022 and 2023 with the median number of fee earners per equity
partner remaining at 10 for each year.

This all points towards the improvement in core profit margins (the amount
of fees generated per £1 of people costs) being the key driver for the
improved PEP.
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Executive summary

This really illustrates the power of small improvements in profitability in a firm
with even an average structure. For example, a £5,000 increase in fees per fee

earner in a firm with median PEP of £253,000 and median gearing of 10 would
increase PEP by 207%.

In context for a typical fee earner £5,000 additional annual time captured

and billed would mean £20 per working day! Small improvements in time
recording, scoping, and billing can have a powerful impact on the PEP result, if
they are achieved consistently across a firm.

c) Lock up and finance

Median lock up levels have improved in the accounting sector since 2019
based on our surveys. In 2019 the median level of lock up in the survey was
118 days. In the 2024 survey this has reduced to 105 days.

The relative mix of lock up is skewed towards debtors where the median was
66 days and for WIP the median was 34 days, a similar pattern to the results
in the 2019 survey.

Firms reported that, at the median, 31p was borrowed for every £1 of owner
investment in the business. The result was slightly higher for small firms at 36p
compared with large firms at 30p.
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1:2 Introduction

We have presented surveys of the accountancy sector over the last decade on
a bi-annual basis.

The 2024 survey consists of a detailed review of the financial performance
of 23 firms across England, Scotland and Wales and includes data from
firms with a mixture of trading structures including limited companies which
represented 61% of our data, whilst 39% were LLPs and unincorporated
partnerships.

The survey has been divided into two sizes of firms. Those with annual fees
of less than £5m are described as “small”, while those with fees of more than

£5m are classified as large. The annual fee income of participants ranges from
£2m to £25m.

The data for participant firms in this survey primarily relates to their financial
results reported in their financial year which ended during 2023 (often 31
March 2023 or 30 April 2023).

Along with the financial review we have asked searching questions in the
survey to gain an insight into the challenges and plans of accounting firms as
they look forward to the 2024/25 financial year.

The general outlook of our respondent firms was upbeat. When asked about
their level of optimism for the future, 91% of firms reported being optimistic or
very optimistic about the future.

The primary area of concern participant firms reported for the future was
attracting and retaining talent with the vast majority (78%) of firms citing this
issue. The next most common concern was the economic outlook which was
only identified by 9% of participants.

1.2 Your
author

Andrew Allen
BSc (Hons) FCA

In our survey, Andrew draws on his own experiences of the professional
services sector and provides supplementary analysis alongside the re-
sults from Ulster Bank’s 2024 survey.

Andrew is a chartered accountant and graduate in statistics, with signifi-
cant experience in the analysis of financial results for professional firms.

As a partner, Andrew leads PKF Francis Clark’s national legal sector
team and personally advises over 120 professional service firm across
the UK. Andrew has advised professional practices for over 25 years.

In addition to his primary client facing role Andrew is a member of the
PKF Francis Clark board and is the current vice-chair of the Law Society
Leadership and Management Section.
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Section 2: Fee Income and productivity

With inflation persisting in 2022/23 for much of the financial year; for
accounting firms growth in their income levels has been essential for them to
simply keep up with rising people costs and overhead growth.

A common way for firms to measure fee income is to describe it as fees
per equity partner (or equity owner for a limited company). Comparing this
statistic with other firms is a sensible starting point to consider whether the
size of the business is likely to be sufficient to provide a reasonable level of
profit relative to the number of business owners.

Fees per equity partners (£°000)

Lower quartile Median Upper quartile
Small firms 574 658 972
Large firms 1,041 1,335 2,076
All firms 605 901 1,484

The median fees per equity partner across the survey was £901,000;
significantly increased from the result we saw in our 2022 survey which
reported a median of £798,000, a growth of 13%. In context of course,
cumulative inflation over that period was in the region of 15%, so despite the
absolute growth this was simply keeping track with general prices.

The lower quartile across the survey was £605,000 (2022 survey £604,000)

reflecting a real decline once inflation is considered. In contrast, the upper
quartile started at £1,484,000 (2022 £1,138,000); reflecting growth of 30%
over the two-year period since the last survey.

Fees per fee earner is a more powerful financial result to consider for
accounting firms because it considers the productivity per head and gives a
better indication of underlying productivity in firms.

The median figure in our survey was £95,000 (an 8% increase on the survey

result in 2022 which reported a median of £88,000); so again, falling short of
the inflationary growth across that period of around 15%.

Fees per earner (£°000)

Lower quartile Median Upper quartile
Small firms 71 92 116
Large firms 83 100 116
All firms 79 95 116

What is noticeable here is that the growth in median fees per fee earner (at
8%) is lower than the growth in median fees per equity partner (13%) since
our 2022 survey. This points towards the suggestion that growth in fees per
partner may have been achieved from changes in the structure (gearing) of
firms since 2022 rather than growth in productivity.

Finally, we have considered the growth in total fee income for firms year on
year for our 2024 survey participant firms (so growth from the same firms
between 2022 and 2023) as set out in the table on the next page.
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Section 2: Fee income

Fees as a % of last years

Lower quartile Median Upper quartile
Small firms 106% 109% 112%
Large firms 108% 111% 117%
All firms 107% 110% 114%

Median year on year growth was 10% on top line income, which slightly
exceeded UK inflation in that year of around 97%.

In our 2022 survey in contrast, we reported a median year on year growth of
only 4%, but of course in that year there was lower inflation at around 6% and
firms were reporting against a very strong financial year in 2021 (the covid
financial year).

The results also show that over the last year the income growth levels have
been broadly similar across the dataset, irrespective of the size of the firm,
with the median growth in large firms being 11% compared with the small
firms median of 97%.

We asked firms about their best and worst performing practice areas and the
results provide some interesting reflections. By a considerable margin audit
and assurance work was noted as the highest performing area with 43% of
respondents identifying this area (following by accounts work at 30%).

What practice area is performing best at the moment?

B 43%
Audit and assurance

13.5%
Advisory

13.5%
Tax and restructuring

B 30%

Accounts
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Section 2: Fee income
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performing area followed by payroll and international work both identified by T

14% of survey participants. >
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The results here are not entirely without logical explanation. The audit and
assurance market has been volatile in the last few years because of regulatory Section 3:

changes and high-profile audit issues in the headlines. This has resulted in mﬁ‘é‘;ﬂﬁgd core

more audit work needing to be performed to complete audit assignments and

inevitably this has resulted in fee increases across the market. St >

Profits and drivers for profit
The lower incidence of tax and restructuring work being cited as the best

performing areq, can be linked to the general increased focus by government Section 5: >
on anti-avoidance measures around tax planning, as well as a lower level of Lock up and working capital

activity in corporate transactions in many firms.
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Section 3: Margins and core profitability

Net profit margins are not a particularly reliable measure of profitability for
accounting firms because they are naturally distorted by the relative mix of
owners and employees in any firm, which of course is subjective and affected
by decisions of the owners.

A more helpful way to compare core profit margins in accounting firms is to
consider how much is spent on the people in the business as a percentage of
earned income. To do this we combine the total direct employment costs in the
profit and loss account of the firm and build in notional salaries for the owners
of the business to arrive at a total for people costs.

People costs (small £100k, large £150k)

Lower quartile Median Upper quartile
Small firms 54% 58% 71%
Large firms 64% 66% 72%
All firms 56% 64% 72%

The above table reflects the results for our participants where a notional
salary of £100,000 has been used for equity partners in small firms and
£150,000 for those in large firms.

Our results show that from 2023 financial results the median result for a firm
was 64% - so 64p per £1 of earned income was spent on people, with an
upper quartile result starting at 72% and the lower quartile result being 567%.

The results from 2022 for the same firms reported a median of 67%; implying

a 3% improvement in the core profit margin that was achieved in those firms
between 2022 and 2023.

For small firms there was an improvement from 60% to 58% and for large
firms the improvement was from 71% to 66%.

If we only considered employee costs, the median level of employee costs as

a percentage of earned income in 2023 was 47% across all firms (40% for
small firms and 50% for larger firms).

We asked firms about their plans for salary rises during 2024/25 as well

as their expectation of what they might seek to apply as an inflationary
increase to their recurring fees with clients.

Anticipated growth (%)

Anticipated growth (%) 0% 0%-10% Over 10%
Expected recurring fee increase 4% 74% 22%
Expected employment cost increases 100%

The conclusion being that many firms expect that their earned income wiill
keep pace with or exceed growth in salary levels during 2024/25.

Turning to the issue of payroll inflation; we asked firms about their plans in
relation to background pay rises during 2024. 65% of respondents reported
the expectation that they will be increasing background salary levels by
between 4% and 6% in 2024, with 8% of firms reporting that they expect to
see pay rise levels exceeding 6% in 2024.
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Section 3: Margins and core profitability

Questions to consider

* What actions could your firm take to increase average fees per fee earner
by £5,000 - £20 per working day?

* Do individual fee earners / grades of staff have chargeable hours targets
which are communicated, monitored, and regularly discussed with them?
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Section 4: Profits and drivers for profit

There are two key factors driving profits in accounting firms — the margin
being achieved and the ownership structure. The margin being achieved
combined with the absolute size of the business determines the amount

of profit available to the business (let’s call it the ’size of the cake’). The
ownership structure (number of equity partners) also affects the PEP (let’s call
this the 'number of slices’).

Management of both margins (the size of the cake) and ownership (the
number of slices) fundamentally sets out the business model that needs to be
managed. An accounting firm can be very profitable with low margin work,
providing it has high volumes and a low number of owners (partners) to share
in profits (and vice versa of course).

a) Structure (gearing)

Gearing (total fee earners/equity partners)

Lower quartile Median Upper quartile
Small firms 5 8 10
Large firms 11 13 22
All firms 6 10 17

Gearing is a measure of effective structure in an accounting firm. It is a
measure of the number of fee generative people per equity owner in the
business. The higher the level of gearing the better is the theoretical structure
of the firm for earning profits.

We can see across the survey that the median gearing level is 10 and

unsurprisingly the median for large firms at 13 exceeds the median result of
8; generally supporting the assumption that as firms grow, they should have

the opportunity to improve (increase) their gearing.

Looking at the same firm results for their prior year, we see a reported
median of 10 (small firms 7 and large firms 14). As a synopsis, across the
last two years the gearing levels in the survey participants were broadly
consistent.

This suggests any year-on-year change in profitability is not necessarily
related to the mix of owners and employees (the number of slices) but is
more likely to be the result of margin change (the improvement in people
costs %) and the size of the business.

It is interesting to note that in our 2022 survey (2021 data) the median
gearing reported was 8.9 which suggests an improvement in the overall
structure of firms across the sector in the last couple of years.
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Section 4: Profits and drivers for profit

b) Support staff levels

Support staff per fee earner

Lower quartile Median Upper quartile
Small firms 0.10 0.25 0.52
Large firms 0.17 0.20 0.21
All firms 0.14 0.21 0.39

Support staff levels are one statistic where it is hard to conclude on what the
“right” answer is. For example, some firms may have a high level of support
staff which appears an expensive structure, yet the way the support staff are
utilised is highly efficient and enables fee earners to generate more chargeable
time — so overall this may be a good structure for a firm. Equally the same
position with poor utilisation of support staff could produce a costly overhead
structure to absorb.

Therefore, for this statistic it is simply a comparison to see if a firm is like
others; the median result across the survey was 0.21 support staff for every
fee earner in the firm and there was only a modest difference between small
and large firms in their reported results.

Support staff in this context includes all central support function staff as well
as those working more closely with fee earners on client facing activities.

c) Profits per equity partner
The most reported measure of profitability in accounting firms is PEP. Our

survey reported a median PEP figure of £253,000 (£167,000 for small firms
and £395,000 for large firms).

Profit per equity partner (£’000)

Lower quartile Median Upper quartile
Small firms 122 167 283
Large firms 232 395 597
All firms 137 253 312

Looking at year on year growth for firms in the 2024 survey we can see
that the median growth in PEP was 21% (so growth between their 2022 and
2023 financial year end results); far outstripping inflationary growth during
that same period of around 9%.

Profit per equity partner as a % of last year

Lower quartile Median Upper quartile
Small firms 90% 114% 132%
Large firms 109% 128% 144%

All firms 91% 121% 133%
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Section 4: Profits and drivers for profit

We can also see that PEP growth amongst large firms was higher at 28%, than
small firms reporting a median growth rate of 14%. It seems probable that for
those larger firms this has been driven in part by the strong growth in audit
and assurance work and margins during that period.

Looking back to our 2022 accounting survey the median PEP reported was
£193,000. The 2024 survey median of £253,000 reflects 31% growth on that
result, again significantly above cumulative inflation in that period of 147%.

Foreword

Section 1.1:
Executive summary

Section 1.2:
Introduction

Section 2: z
Fee income and productivity

Section 3:
Margins and core
profitability

Section 4: %
Profits and drivers for profit

Section 5: 2
Lock up and working capital

Section 6:
Finance and funding

Section 7: %
Accounting and legal survey
comparison

Section 8:
Comparison of results

Section 9:
2024 and beyond

Section 10:
Important focus areas for
accounting firms

Section 11:

Key issues to consider
to promote success and
growth







@ Ulster Bank | Accountancy Report 2024

Section 5: Lock up and working capital

Although the long-term goal is to increase profits, the short-term goal for most
accounting firms is to have sufficient cash to pay staff, partner drawings and
operational running costs.

A long-term problem for all firms is that it can take a great deal of time to
turn chargeable time into cash. Time that’s been spent, but which hasn’t been
billed yet, is called work in progress (WIP) and time that’s been billed that is still
unpaid is ‘debtors’.

Instead of just looking at the amount of money for WIP and debtors, it is
common practice to describe these figures as WIP days and debtor days.
That’s because this is a measure of efficiency that firms can use to compare
larger and smaller firms. In the past, firms referenced how it could often take
120 days to turn time recorded into cash, so it’s obvious that unless firms have
enough money in reserve to fund this working capital, they could run out of
cash.

a) WIP
WIP days
Lower quartile Median Upper quartile
Small firms 15 26 58
Large firms 29 41 61
All firms 21 34 59

Median WIP days in the latest survey was 34 days at the end of their 2023
financial year end and for the same participants their 2022 median was 33
days.

Across that time frame the large firms reported a deterioration from a
median of 33 days to 41 days whilst small firms became more effective and
keeping WIP levels down and reduced their WIP days from 32 days in 2023
to 26 days in 2024.

b) Debtors
Debtor days
Lower quartile Median Upper quartile
Small firms 40 66 86
Large firms 55 65 75
All firms 44 66 85

Median debtor days in the latest survey was 66 days. For the same
participants their 2022 median was 59 days. Year on year the median for
small firms increased from 55 days to 66 days whilst the median for large
firms reduced from 71 days to 65 days.
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Section 5: Lock up and working capital

c) Lock up

Total lock up days

Lower quartile Median Upper quartile
Small firms 79 105 126
Large firms 89 104 129
All firms 80 105 126

The median total lock-up days (time taken to turn fee earner time recorded
into cash) in our latest survey is 105 days (our 2022 reported survey 114 days
and the 2019 survey median figure for this was 118 days) which shows there’s
been some improvement over this period. Although we should of course note
that the cohort of firms taking part would have been different across those
three surveys.

If we consider the lock up position of the 2024 survey participants their
reported lock up in their prior financial year of 92 days, we can see this has
worsened quite considerably by 13 days to 105 days in 2024. This seems to
be different to the overall trend of reduction in lock up in the sector when we
compare the results of our 2024 survey with those from our 2022 and 2019
surveys which imply a downward profile.

Firms should think hard about the commercial terms they agree with clients
and their working practices that could improve their control of lock-up. If
firms could cut down their working capital requirements, they would need less
capital from partners and less external finance.

Questions to consider

* Are lock up credit limits set for your clients with an effective warning
system in place?

* If billing substantially takes place in the last few days of the month, have
you considered having a firmwide billing day in the middle of the month
to try to accelerate the point at which you invoice gets into your client’s
purchase ledger for settlement?

* Is there any form of performance league table available internally to
celebrate strong management of lock up where it arises?
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Foreword

Section 6: Finance and funding

Section 1.1:
Executive summary

Looking at the level of debt in accounting firms we can see that amongst Section 1.2:
the participants the median result reported that debt represented 31% of net Questions to consider iRl
assets. In other words for every £1 of members funds in an LLP (and broadly Section 3 :
every £1 in the profit and loss reserve in a company) the firms borrowed 31p. * What level of precision is involved in establishing capital funding in your Fes inoome and productivity
. . . _ - S firm? Is there transparency for partners to understand how this figure is
Given that many lenders will provide funding facilities which in principle enable arrived at? Section 3: >
accounting firms to borrow up to £1 for every £1 of member funds, we can Margins and core
h h ; id ble th ical head ; fb : f . . . . profitability
see that there is considerable theoretical headroom in terms of borrowing for » What plan does your firm have in place to help incoming partners fund
most accounting firms in the survey. their capital accounts in the business to make this transition seamless S :
for them? Profits and drivers for profit
Borrowing as % of net assets * Does the firm forward plan to consider when capital account levels Section 5: | K,
for partners may change (e.g. due to retirements or significant capital Lock up and working capital
iInvestments)?
. . . Section 6: 2
Lower quartile Median Upper quartile Finance and funding
Small firms 11% 36% 60%
Section 7: %
Large firms 7% 30% 110% AccounFing and legal survey
comparison
All firms 10% 31% 73%
Section 8:
Comparison of results
We discussed the issue of the tax basis period reform with our survey Section 9:
respondents. Given that 61% of the participants were companies it was not 2024 and beyond
surprising that 68% of respondents reported the issue was not relevant to ,
them Section 10:
: Important focus areas for
accounting firms
However, for the remaining 32% of firms 11% (so roughly one third) reported
that they expected to manage the cash flow challenge through reduced lock Section 11: .
up whilst 21% (two thirds) of firms expected to use a mixture of measures (i.e. Rey issues to consider

. . to promote success and
additional debt, reduced lock-up and partner capital). growth
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Section 7: Accounting and legal survey

comparison

Ulster Bank prepares an annual legal sector survey, the most recent available
being from 2023. The table below compares a range of financial measures
across the two sectors and seeks to explain some of the similarities and
variances.

Key performance Accounting Legal Commentary
indicator survey 2024 survey 2023 sector v sector

In broad terms this suggests that at an owner
level income levels per head across the two
sectors are similar.

Fees per equity £901,000 £1,004,000

partner

Accounting firms have higher levels of junior
staff undertaking lower value (compliance)
elements of work than in law firms.

Fees per fee £95,000
earner

£141,000

Core profit margins are more favourable in
law firms. With accounting firms undertaking
substantial elements of compliance work this is
expected.

People costs % 64 61

Despite the lower core profit margins in
accounting firms PEP is similar; likely to be
the result of gearing which is identified further
below.

PEP £253,000 £246,000

Money often held on a client account in law
firms, so this is expected.

Debtor days 66 34

Law firms have more long-term cases than
accounting firms. Litigation work drives this in
law firms and for many this can be a substantial
part of their income. In accounting firms long
term matters are often restricted to areas such
as insolvency and corporate finance.

WIP days 34 90

105 136 Overall, this suggests a lower funding
requirement for accounting firms compared to
law firms which would imply lower structured
debt levels and lower capital accounts are
required in accounting firms.

Lock up days

Key performance Accounting Legal Commentary
indicator survey 2024 survey 2023 sector v sector
Fee earners: 10 7 The better mix of owners and employees in
it £ accounting firms (gearing) helps them achieve
Squity partners similar PEP to law firms despite core profit
margins in accounting firms being lower than
law firms.
SUppOI’t staff: 0.2 0.8 Partly reflects the less administrative nature of
f activities in accounting firms which arise from
== = the legal system and legal process in law firms.
Debt as % of 31% 24% Debt appetite in law firms is comparable to

net assets

accounting firms and the mix of equity to third
party debt is similar. In our experience appetite
from primary lenders to the legal and accounting
sector is also similar.
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Section 8: Comparison of results

A key factor that has not impacted our previous surveys is inflation. Taking the

view that most accounting firms operate a March or April financial year end,

the UK year on year inflation figures have been as follows for March to March:

2020 2021 2022 2023

1% 1% 6% 9%

So cumulative inflation since 2022 has been 157%; it is interesting to see how
this compares with growth in some of our statistics in the 2024 survey:

Key performance % increase Accounting Accounting

indicator survey 2024 survey 2022
Fees per equity 13% £901,000 £798,000
partner

Fees per fee 8% £95,000 £88,000
earner

PEP 2% £253,000 £193,000
Debtor days 66 65

WIP days 34 42

Lock up days 105 114

Fees earners: 10 8.9

equity partners

We need to be careful here in interpretation because of course the firms that
took part in the 2022 survey will be a different cohort to those in the 2024
survey. However, as a snapshot of the survey it draws a few observations.

Over the period 2022 to 2024 we can see that income levels per owner
and fee earner have not kept pace with inflation, yet at the same time PEP
growth has exceeded inflation.

Reflecting on previous results, in the 2024 survey it seems probable that
over this period the sector may have struggled to maintain top line growth
in line with inflation, but a combination of improved margins (lower people
costs relative to income) and improved structure (gearing) has enabled PEP
to grow despite inflationary issues in salary and overhead costs in firms.
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Section 9: 2024 and beyond

We asked firms for their opinions on a range of subjects and future outlooks. How do you expect headcount to change in your firm in 2024?

a) Merger and consolidator activity

In terms of future planning our participant firms reported healthy levels of B 10%-15% ~15%
activity with 94% of firms planning up to two years in advance and 55%
looking at planning up to three years in advance.
We asked firms to comment on their interest in activities such as mergers or 57%-107% W 0%-5%
team / firm acquisitions over the coming year. Most firms (52%) said it was
unlikely that they would be engaging in such projects and only 17% said it was
very likely that this would be on their strategic plans for the next year.
However, of our survey participants, 83% had been approached by
consolidators during the last year. This continues to indicate the strong degree
of discussion that is taking place with private investors and accounting groups
in the sector.
Headcount increase 0%-5% 5%-10% 10% >15%
b) Growth and development % of firms responding 65% 13% 17% 4%
74% of accounting firms anticipated growth in their income levels in 2024/25
of up to 10% and 22% of firms anticipated growth of between 10% and 20%. It is also worth commenting that these planned headcount rises are set in
the context that 78% of firms also noted that attracting and retaining client
We also asked firms about their planned changes in headcount over the was their most significant challenge at present.
coming year and 65% of respondents reported planned growth of up to 5%
while 21% of firms expect headcount to grow by more than 10% in the coming We asked whether the recruitment climate was likely to change during
year. 2024/25 and 43% of firms expected the recruitment position to remain just

as difficult while 26% of firms expected conditions for recruitment to worsen
during the coming year. This all suggests a great deal of challenge for firms
to achieve their income and headcount growth aspirations.

Foreword

Section 1.1:
Executive summary

Section 1.2:
Introduction

Section 2: >

Fee income and productivity

Section 3: >
Margins and core
profitability

Section 4: %
Profits and drivers for profit

Section 5: 2
Lock up and working capital

Section 6: %
Finance and funding

Section 7: %
Accounting and legal survey
comparison

Section 8:
Comparison of results

Section 9:
2024 and beyond

Section 10:
Important focus areas for
accounting firms

Section 11:

Key issues to consider
to promote success and
growth




e Ulster Bank | Accountancy Report 2024

Section 9: 2024 and beyond

c) Measuring performance and engagement

Assessing fee earner performance remains a critical process for accounting
firms and our respondent firms reported a range of measures to achieve this.

We asked our firms what they considered was their primary mechanism for
fee earner assessment and surprisingly, rather than a numerical measure,
employee behaviours were cited by 30% of firms as the most crucial
performance measure.

The following top three measures were then perhaps more predictable with
recovery (realisation) rate being mentioned by 267% of firms, fees managed
22% and chargeable hours by 17% of firms as being their primary measures of
fee earner assessment.

d) Growth and development

The longer lasting impact of Covid on working arrangements remains of
interest to accounting firms and impacts the daily operation of accounting
businesses.

In relation to office capacity, 59% of survey participants were not anticipating
any change in their office footprint or capacity over the next 5 years, 32%
expected it to increase over that period whilst only 9% expected it to decline.

Turning to the hybrid/home working arrangements, 30% of survey firms
reported that employees most commonly attend the office every day; 13%
reported employees most commonly have one home working day and 57%
reported two home working days was the most common employee pattern.

The results here paint a pattern which is unexpected given the common
levels of discussion around hybrid working and the demise of the office
environment. Instead, these results suggest that employee engagement in
the physical workplace is high and that firms expect office investment to
remain prevalent in their business in the future.

Questions to consider

* Given the importance of attracting and retaining talent, what plans
can you put in place to improve your position in the marketplace in the
future to be more attractive to potential candidates?

* Are your fee earner performance measures effective — are they
iImplemented and reviewed regularly; what actions can be taken to
ensure fee earners react to their performance levels?

* Do your support staff time record so you can monitor their effectiveness
and the cost of the projects they undertake?
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Section 10: Important focus areas for

accounting firms

We asked accounting firms for a range of opinions on their own priority areas
and investment plans.

a) Investment focus areas

IT investment remains a crucial area for most professional service firms.

We were interested to know from firms which specific area in IT was most
important to them and was likely to receive most investment over the coming
year.

The results below show that 43% of respondents explained that their core
practice management system was their primary area of focus and broadly
all the other areas mentioned received an equal share of the remaining
responses.

Interestingly artificial intelligence (Al) is mentioned in the responses, but

only 10% of firms saw this as the biggest priority despite significant sector
commentary on the potential degree of impact this may have on key services
provided by accounting firms.

Similarly, 10% cited cyber security as their key investment priority. In this
context, in terms of instances of cyber attempts or fraud attempts in the
last 12 months, 23% of survey participants reported that they had suffered
more than four such attempts in that period and overall, 59% of firms had
experienced at least one such event in the last 12 months.

Artificial intelligence
Audit automation
software

Client relationship
management

B Cyber security

system

Biggest priority

What is your biggest priority for technology investment in your firm?

B Accounts production
software

B Practice management
systems

. Infrastructure
(hardware)

Accounts Artificial Audit Client Cyber Infrastructure Practice
production intelligence automation relationship security (hardware) management
software software management  system system

% of firms responding

5% 10% 10% 10% 10% 13% 42%
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Section 10: Important focus areas for accounting firms

b) Diversity, equity and inclusion

We asked our survey firms about the level of priority they place on diversity,
equity and inclusion in their business. Based on a scale of 1 to 5 with 1

being the highest priority, 61% of firms reported a result of 3 (so a moderate
priority) while 26% reported a result of 1 or 2 citing it as one of their stronger
priorities.

Overall, 87% of firms saw this as a moderate or important issue to them in
running and planning their businesses. No firms reported this as their lowest
priority area in their business.

With this relative importance to firms in mind we turned our questions towards
the gender mix in firms at a fee earning and ownership level. 43% of survey
firms reported that more than 50% of their qualified fee earners were female
and 4% of firms reported that up to 70% of their qualified fee earners were
female.

However, when turning to ownership of firms, no firms reported having
more than 50% of their equity owners being female. The highest reported
percentage of female equity owners in firms was between 40% and 50% and
this was only reported by 17% of responding firms. 307% of firms reported
that less than 10% of their equity owners were female.

What priority is your firm placing on diversity, equity and inclusion?

1 (highest priority) | K]
W 4
Priority level 1 2 3 4
% of firms responding 13% 13% 61% 13%
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Section 10: Important focus areas for accounting firms

c) Environments, social and governance (ESG)

We asked our survey firms about the level of priority they place on ESG in
their business. Based on a scale of 1 to 5 with 1 being the highest priority, 41%
of firms reported a result of 3 (so an important but not compelling priority)

while 36% reported that it was one of their stronger priorities (a result of 1 or
2).

We also enquired about the extent to which they are (or plan to) invest in
green energy solutions. 36% of firms said they had no plans in this area. 32%
said they have invested either for cost saving or environmental reasons and
32% said they were still considering their options.

Questions to consider

* Is the future of your firm to remain independent or will you need to
consider external investment to be able to fund the investment needed to
replace partners or invest in areas such as artificial intelligence?
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Section 11: Key issues to consider to promote

success and growth

1) Attracting and retaining talent

Resoundingly this is the most significant issue and concern to firms.
Competition for talent remains high and demand for services from accounting
firms is also strong. Ensuring that the employee proposition is compelling is a
key business requirement for firms.

Being clear on, and prepared to talk about, firm values is important to younger
recruits as is the career experience and range of work they will undertake.

Retaining or attracting more experienced hires may require a different
approach — working arrangements and overall benefit arrangements along
with employer flexibility can sometimes takes precedence.

2) Development with hybrid working

The pattern of home working has settled down in most accounting firms and
whilst the most common level of home working days seems modest, many
firms still face challenges of ensuring there are sufficient people working
alongside each other day to day to enable development of more junior people
In their organisations.

Developing a strategy to make the workplace an appealing place to visit is
important for attracting and retaining staff as well as ensuring the longer-term
development of people for the success of the business.

3) Investment in IT

Whether this is Al or cybersecurity, some of the most demanding issues

in accounting firms are IT based. The cost of investment in this area is
significant for firms and inflationary pressures have seen many core areas of
annual cost spiral.

Firms will need to plan financially (profit and capital funding) for their future
activities putting control systems in place to ensure good spending decisions
are made and value for money is obtained will become more important.

WIll IT costs exceed premises and location costs in the future?

4) ESG / diversity and equality

Evidence suggests that these issues are becoming more crucial to both
new recruits and clients in accounting firms. Firms need to have a clear

strategy, values, and evidenced actions in these areas to satisfy some of the
stakeholders of their firms.
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Important information

This document has been prepared by Ulster Bank Plc (together “NatWest”) exclusively for
internal consideration by the intended recipient (the “Recipient”). The information in this
document is confidential and proprietary to Ulster Bank and is intended for use only by you
and should not be reproduced, distributed or disclosed (in whole or in part) to any other person
without our prior written consent.

This document has been delivered to the Recipient for information purposes only and should not
be treated as advice of any kind. This document does not constitute an offer or invitation for
the sale, purchase, exchange or transfer of any investment, loan or asset and is not intended
to form the basis of any decision or evaluation. This document should not be regarded as a
recommendation to enter into any transaction. The Recipient should seek its own financial

and tax advice and perform its own independent investigation research and analysis, and shall
rely solely on its own judgment, review and analysis to determine its interest in participating

in any transaction. Nothing in this document should be construed as legal, tax, regulatory,
valuation or accounting advice by Ulster Bank for the recipient; all of which the recipient
acknowledges that it should seek from its own advisers. The content of this document reflects
prevailing conditions and Ulster Bank’s views as at this date. Ulster Bank reserves the right, but
shall not be obliged, to revise, update or replace such content. Ulster Bank has prepared this
document based on information obtained from a number of different sources and assumed,
without independent verification, the accuracy and completeness of all such information. No
representation, warranty, undertaking or assurance of any kind, express or implied, is or will or
has been authorised to be made as to the accuracy or completeness of the document. Without
prejudice to the generality of the foregoing, nothing contained in this document is, or shall be,
relied upon as a promise or representation as to the achievability or reasonableness of any
future projections, estimates, prospects or returns contained herein (or in such other written or
oral information provided to the Recipient). The issue of this document shall not be deemed to
be any form of commitment on the part of Ulster Bank to proceed with any transaction.

Ulster Bank shall not be liable for any direct, indirect or consequential loss or damage suffered
by any person as a result of relying on any statement in or omission from this document or in
any other information or communications made in connection with the matters set out herein.

Ulster Bank accepts no liability for the actions of any third party referred to in this document. By

accepting this document, the Recipient agrees to be bound by the foregoing limitations.

Ulster Bank and each of its affiliates disclaim all liability for any use by the Recipient or its
advisers make of the contents of this document and any related materials to the extent
permitted by applicable law.

The publication and distribution of this document may, in certain jurisdictions, be restricted
by law. Recipients of this document should be aware of, and comply with, applicable legal
requirements and restrictions. Ulster Bank accepts no responsibility for any violation of any
such restrictions.

For the purposes of this disclaimer, all references to Ulster Bank shall include where
necessary any of its affiliates, subsidiaries, successors or assigns. Ulster Bank and its affiliates,
connected companies, employees or clients may have an interest in financial instruments

of the type described in this document, of any related materials and/ or in related financial
instruments. Such interest may include dealing in, trading, holding, or acting as marketmakers
in such instruments and may include providing banking, credit and other financial services

to any company or issuer of securities or financial instruments referred to herein or therein.
Agency agreements exist between different members of NatWest Group plc.
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