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2020 Insolvency industry pulse check

INtroduction

How are insolvency firms performing today? What challenges have they faced —
and how are they adapting to meet them? And what should you be doing now
to support rapid change in an uncertain environment?

To answer these and other key questions, Macquarie Business Banking
undertook a wide-ranging survey of senior insolvency and restructuring industry
practitioners around Australia. Building on our deep relationships across

the industry, we measured firms’ performance, explored their expectations,
concerns and plans for the future, analysing our findings to benchmark industry

best practice.

How will you respond to a changing market?

The insolvency industry has endured some interesting

times in recent years. Difficult macro economic conditions,
relentless regulatory change, and a contraction or hesitation
in traditional sources of work in the wake of the banking royal
commission have all had an impact felt across the industry.

According to ASIC, the number of registered liquidators fell
8.6% between September 2016 and September 2019, from
707 to 646." Much of the decline has been attributed to
additional regulatory and cost burden that has been placed
on liquidators which has had a particularly large impact on
sole operators. The largest firms have been affected by
intensifying competition for a limited pool of opportunities,
driving significant industry consolidation. Meanwhile, an
increasing number of practitioners have left large or mid-
tier firms to run or work in boutique practices with lower
overheads and more autonomy — further accelerating pricing
pressures for their competitors. Others have left the industry
altogether, part of an exodus of talent that has exacerbated
an already tight market for experienced staff.

Yet there is some positive news. Firms across the industry
have responded positively to an evolving market, re
positioning as advisory and restructuring specialists,
leveraging new technologies to drive efficiencies, and
building stronger corporate cultures to attract and

retain great people. Now our pulse check shows that
business conditions are improving, with most firms seeing
opportunities for further growth ahead.

Today, the key challenge for firms is to position themselves
for what lies ahead. Over the last few years, the structural
foundations of the industry have changed; so, agility will

be key to enduring success. While firms that have placed

a premium on people have survived, those that do so, in
conjunction with adopting and embedding technology early
and successfully, will prosper.

Andrew Knowles
National Head of Insolvency
Macquarie Business Bank
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About the research

Our 2020 pulse check is based on a focused survey of 112 insolvency firms across
Australia, conducted for Macquarie Bank by Fiftyfive5 in November and December
2019. It is the first study of its kind into the insolvency industry, providing a

unigue benchmark for firms looking to analyse their own performance and identify
opportunities for growth.

| Corporate structure ’ Business role

Principal/Partner/Director
Insolvency practitioner

A single business EI&Z Part of a group Administration/Finance/IT  F&L

Other BEEA

’ Participant profile

Western Australia

16% Queensland
5%
“
K

New South Wales/
Australian Capital Territory
39%
o ........................................................
South Australia/ Vlcta%r;/a
Northern Territory o

9%

Positioning your firm for future growth
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Key trends

Capi

talising on an

improving outlook

Here are four key trends shaping the insolvency industry today:

Industry and business conditions

N\ ! / . .
-Q- are improving

After a period of cost cutting and industry
consolidation, insolvency firms have begun
to bounce back. More than half saw their
gross fees increase in FY2019, while an
overwhelming majority believe the industry
outlook is positive. These factors have
brought a renewed focus on growth, with
57% of firms saying their main priority is to
grow revenues or profits in 2020.

Demand for skilled staff is high and set
to grow

A key challenge for firms seeking to grow
is the critical shortage of skilled people,

many of whom exited the industry during the

recent market downturn. That has seen firm

leaders exploring new ideas for attracting and
retaining diverse people, with the potential to

transform an industry whose management
practices have often tended towards the
conservative.

o-f
58,

S)

Technology is helping to fill the gap

Like other professional services sectors,
insolvency has been increasingly impacted
by technological change. Firms across the
industry are beginning to harness existing
and emerging technologies to increase
productivity and add capacity, automating
repetitive tasks to allow staff to focus on
higher value activities.

Forward-thinking firms are preparing
for growth

The best performing firms are preparing for
growth by re-investing in their businesses and
revitalising their cultures. Some of the most
successful are re-positioning themselves as
business turnaround specialists, at a time
when these skills appear to be in increasing
demand.
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Better business conditions for the industry saw healthy
revenue growth in FY2019, with 55% of firms reporting an
increase in gross fees, and only 11% reporting a decline.
Profits were also healthy, with 51% of firms earning margins
more than 10%. Yet there is also clearly still room for further
improvement, with more than half of all firms turning over less
than $5m.

—Inancial performance

-ees and profits
OUt room for Improvement

nealtny,

Liquidations remain the single largest source of revenue,
accounting for 40% of all firm income. However, firms
generally expect liquidation revenue to become slightly less
important over the next few years, with business advisory
work increasing in importance, albeit from a lower base.
While advisory work tends to generate lower returns than
formal appointments, with the shift towards this type of work,
firms need to in a position to capture to complement their
formal appointments.

| Revenue by source

In 2 years

Today

2 years ago

| Voluntary Administration
[ Safe harbour

[ Liquidation

] Deed of Company Arrangement [ Other

Positioning your firm for future growth

[ Bankruptcy || Informal/ advisory

2%

The trend
towards revenue
from informal
sources has
moved from
12% two years
ago, to an
expectation of

L 17% in two
years' time.

1%
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| Gross fees for FY2019

Median fee

revenue.
$3M

[ Less than $1M [ $1M-$5M B $5M-$10M [ $10M-$20M
B $20M-$50M [ More than $50M 1 Don’t know/Prefer not to say

[ Growmorethan20% || Grow between 11% and 20%  [ll Grow between 1% and 10% | Stay the same
[l Decline [ Don’t Know/Prefer not to say

| FY2019 profit margin

[ Don't know/prefer nottosay || More than 20%
[ Between 11% and 20% [l Between 1% and 10%
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Challenges

Competitive pressures and
staffing Issues dominate

While the dial has shifted to growth, challenges remain. A
subdued market has seen competition intensify, creating
ongoing pricing pressures, cited as a challenge by 83% of
firms and a significant challenge by 31%.

Yet the largest challenge continues to be unscrupulous and
unregulated pre-insolvency advisers who, in the words of a
recent ARITA report, “claim to be able to remove the worry
of a dire financial situation, but ... often encourage unlawful
conduct such as hiding or stripping assets and illegal
phoenixing.”

89% of practitioners cited pre-insolvency advisers as a
challenge, with 52% citing them as a significant challenge. As
well as the damage it causes to the profession from a public
relations perspective, it prevents or delays business engaging
with insolvency and restructuring practitioners, who have the
skills and expertise to derive a better business outcome for
the business and/or creditors.

Attracting and retaining talented staff has also become more
challenging as the market recovers, with 86% of firms facing
hiring challenges, and 83% facing issues with retention.

Senior accountants are in particularly high demand,
both because of the role they play in managing

client files and generating profits, and because they
often carry the cultural torch ongoing for the firm.
Additionally, senior accountants can be autonomous,
and carry a lot of the practical load of client work.

| Hiring and retention challenges

In-house fee
generating staff

Senior Accountant (between 3-5 years)

Account Director / Snr Manager (10 years +)
Manager (between 5-10 years

Partner / Principal / Registered Liquidator / Trustee
Accountants (between 1-3 years)

Graduate (0-1 years)

Outsourced/freelance

In-house non-fee
earning staff Admin

Treasury/finance

[ Hiring is a moderate or significant challenge

Positioning your firm for future growth
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| Challenges facing the industry

External forces Unscrupulous pre-insolvency advisers
ASIC regulatory changes

Banks' reluctance to make formal appointments

Net significant Banking Royal Commission
challenge

Managing the changing economic cycle

Competition Firms competing on price

Competition from larger firms

38%

Competition from boutique firms

Net significant

Entry of international firms
challenge

People Attraction of key staff
Retention of key staff

Staff training and development

Net significant Workplace diversity
challenge

Workplace flexibility/mobility

Technology Utilisation of technology to deliver efficiently

Automation/off-the-shelf solutions becoming available _

System/platform adaptation

Net significant
challenge



Opportunities

Adapting to an evolving

market

As specialists in helping businesses navigate change,
insolvency practitioners are generally well positioned to
respond to the challenges of an evolving market. When
asked which attributes are important to success and how
they perform on each attribute, respondents generally score
their firms highly for the most important, with three in four
rating themselves as strong or very strong for vision and
strategy, client-centricity and adaptability.

In contrast, financial focus remains a potential area for
improvement. Firms also tend to rate innovation and
entrepreneurialism as relatively unimportant — reflecting a
highly regulated industry with limited scope to generate new

work or approaches to doing work, but also suggesting firms

could become more active in embracing change.

Asked about their key priorities for the year ahead, firms are
most likely to say they intend to focus more or much more
on key client relationships (79%) and on technology to drive
process efficiency (79%). However, almost two in three (65%)
plan to prioritise business development, while 58% say they
will introduce new advice areas — further indications of an
improving market offering opportunities for growth.

| Sources of referral today

[l Lawyers/accountants | Non-bank lenders [l Internal | Government [l Bank

[ Lawyers/accountants || Non-banklenders [l Intermal | Government [l Bank

Positioning your firm for future growth



2020 Insolvency industry pulse check

’ Key attributes for success: current performance versus perceived importance

' Seen as important, Important and
(o] but need help performing well
s achieving Client centricity [
People orientated [
Adaptability [
[0]
o
c
]
€
8_ Financially Focused Vision and strategy [
E
[ Innovation
Resilience
Lower importance Performing well
© attributes n o but seen as
8 Entrepreneurialism unimportant
|
Low Performance High

’ Focus areas for the next 12 months

Product offer
89%
Net more/much more

Tech
86%
Net more/much more

Staff

82%

Net more/much more

Cost \ 23%

1 Morefocus [l Much more focus

Key client relationships
Client service and experience
Business development

New advice areas

Technology to drive process efficiency
Integration of technology
Automation of business operations

Exploring options for technology investment

Staff training and development
Workplace flexibility/mobility

Retention of key staff

Manage variable workforce to respond
to changes in demand

Aquisition of key staff

Workplace diversity

Reducing costs




[lechnology

Sullding capacity

and driving efficiency

Our pulse check highlights the importance of new
technologies as an enabler of future growth, as firms build
capacity to capture new opportunities. 82% of respondents
say technology affects a firm’s ability to add scale, while one
in three say it has a significant impact.

Nonetheless, technology adoption across the industry has
so far been relatively limited, driven by industry conservatism,
hesitation to change, lower recent historical revenues,

and no evidence of industry peers leading the way. Much

of the focus to date has been on efficiency-enhancing
technologies, including document management and
scanning tools (currently used by 62% of firms), workflow
tools (65%), and knowledge management tools (52%). Yet
there is still significant scope for firms to automate repetitive
tasks and free key staff to focus on client service, not data
management. Notably, fewer than one in four firms (23%) use
accounts automation tools (for example, integrating online
banking with customer relationship management (CRM) tools
to streamline invoicing and account management).

‘ Impact of technology on firm’s ability
to upscale

. No/minimal impact Significant impact

[ Moderate impact

Positioning your firm for future growth

Even fewer firms have taken the next step by harnessing data
to improve the client experience and make more informed
strategic decisions. To implement best practice, firms could
do well to look beyond insolvency to other professional
services sectors who have moved further along the adoption
curve, integrating data analytics and predictive systems into
day-to-day processes.

82% of firms feel the
technology will have at
least some impact on
firm’s ability to upscale



2020 Insolvency industry pulse check

’ Technology use within the business

NET currently use (%)

Back office automation

94%

Net currently
use

Management and system integration

69%

Net currently
use

Artificial intelligence

52%

Net currently
use

Data analytics

) 35%

Net currently
use

[ Currentyuse [l Next 2 years

Time recording tools

Document management and scanning tools

Workflow tools

Accounts automation

Knowledge management tools

Digital platform to optimise client integration

APls and system integration tools

Electronic contracts

Document management and scanning tools

Automated documentation
Expert systems
Chatbots

Artificial intelligence

Decision dashboards

Optical chartacter recognition
Data mining

eDiscovery

Predictive analytics

Blockchain

None of the above

Average number of
technologies used

3]
x

4%

IUS
ES

4%

I —
°
=

]

>

4%

‘z’I
=X

4%

3%

S
ES

2%

5%

2%
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People

As with other industries, staffing remains a central challenge,
especially as firms seek to expand. 36% of firms plan to hire
senior accountants in the next 12 months, while 21% plan to
recruit graduates, driven by expansion views, and the talent
drain of more senior resources. Across the industry, firms
plan to increase senior accountant numbers by more than
50%, from an average of 5 per firm to an average of 7.7.

The issue has been exacerbated by a loss of talent in the
industry during the contraction of the last few years, with
61% of firms saying they have lost staff to other sectors.
Asked why staff have left, firms name a range of factors.
While better remuneration is cited as the most common
(29%), workplace flexibility (14%) and team culture (10%)
also significant. Aimost one in three are unsure or prefer
not to say.

-INAiNg New strategies
to attract skilled people

Firms are responding positively to the staffing challenge,
with a focus on creating a strong team culture, supported by
ongoing development and mentoring. Around two in three
firms also plan to encourage greater flexibility, while
adopting new technologies to simplify tasks and enable
flexible working.

| Technology use within the business

NET currently employed (average)

In-house fee generating staff

Account Director/Senior Manager (10 years +)
Graduate (0-1 year)

Outsourced/freelance

In-house non-fee generating staff

[ Currently employed [l Intend to hire (next 12 months)

Positioning your firm for future growth

Partner/Principal/Registered Liquidator/Trustee
Senior accountant (between 3-5 years)
Accountants (between 1-3 years)

Manager (between 5-10 years)

Admin

Treasury/finance -0_1 1.0

02 26
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’ Staff reasons for leaving

Better remuneration

Better workplace flexibility

Economic outlook

Better team culture

Where staff have moved

A sector other than insolvency

A competitor
A bank
Retiring

Starting own practice

———
—a
=

’ Strategies for attracting and retaining staff

Manage team culture

Train and mentor staff

Encourage flexability

Invest in tools and technology

13
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Looking to the future, an overwhelming majority of firms
expect the improved conditions to continue, with 67%
describing the industry outlook as positive or very positive

— the most optimistic response in any of the professions

we have surveyed. At a time when all professional services
sectors are under pressure, that suggests insolvency firms
have weathered difficult conditions better than many of their

peers, and emerged ready to respond to a changing market.

90% of firms say they respond to change well or very well, a
higher rate than almost any other profession.

NnAustry outiook
Setter times aneao

Asked about their strategic priorities for the future, most
firms reveal a strong mindset for growth, with 34%
planning to capture new business and grow revenue, and
23% planning to grow profit. Only 5% intend to pursue a
merger or acquisition, suggesting that most firm leaders
see opportunities for organic growth, without the need to
purchase additional scale.

’ Strategic priorities

1%

[ Grow revenue Maintain current business ~ [Jll Grow profit

7 Sell [ Reduce costs Il Other

Positioning your firm for future growth

Merge or acquire . Exit pr pass the business on
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‘ Industry outlook

[ Very positive B Positive [ Neutral 0 Negative [l Very negative

Outlook in other industries - net of very positive and positive

Engineers

Architects

Source: Macquarie 2019 Built Environment pulse check report

‘ Ability to respond to change

1%

Ability to respond to change in other industries - net of very positive and positive
Engineers
Legal

Architects

Source: Macquarie 2019 Legal and Built Environment pulse check reports

15
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Cositioning your firm
for growth

Based on Survey results, these steps
may help you take advantage of improving
business conditions

®
>

n":"n o—e o—f
8608 el

Business offering

People Technology and operations

- Re-examine and refresh your value
proposition to position your firm
as financial recovery and change
management advisers.

- Educate potential clients about your
role as advisory and restructuring
experts, and the value of seeking
advice as early as possible

- Establish your firm as a thought
leader by showcasing your expertise
to current and potential clients

- Build your profile and create a strong
team culture to attract and retain staff

- Look beyond the insolvency industry
to benchmark your technology use
against other professional services
sectors

- Boost staff retention by focusing on
the employee experience

- Analyse your processes to identify
repeated manual activities that can
be automated or outsourced

- Foster flexibility and diversity

- Look to develop and retain existing
staff, rather than being forced to
seek expensive new hires in a highly
competitive market

- Ensure that your technology solutions
are aligned with your long-term
strategy as well as your current needs

Positioning your firm for future growth



For a closer look at how your
business is performing against
key industry benchmarks,
please contact your Macqguarie
Relationship Manager, visit

or call
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