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1 

1 
The Essence of 

CPA Firm Profitability 

Organizations should never have profitability as a goal. Why? Because 
profitability should be the result of an organization’s efforts to manage 
the firm effectively, not its goal. Profitability is a measure of success in 
accomplishing core business goals. The Walt Disney Company probably 
said it best in a since-abandoned mission statement that was short and 
sweet but very powerful: 

“To make millions happy.” 

Disney super-pleases parents by creating hundreds of lovable charac-
ters, movies and television shows that children (and a lot of adults!) 
adore and by creating theme parks that tap into our fantasies and imag-
ination. They create the Disney magic by operating their entertainment 
facilities with a fastidious devotion to efficiency and cleanliness, a fanat-
ical attention to the tiniest details and by countless other efforts.  

Disney’s customers not only pay handsomely for their access to Disney, 
but they do so with a smile on their faces, and they keep coming back for 
more. At Disney the philosophy is clear: Create and maintain a world-
class organization that satisfies the customers’ needs, and the profits 
will come as a result. 

The same theme is true with CPA firm profitability. To be truly profita-
ble, firms need to successfully achieve business goals other than profita-
bility. Then, and only then, will they be profitable.  
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An Easy Way to Increase Profitability? 

Do you want to find easy, quick ways to increase profitability? Do you 
want to hear about proprietary techniques that have never before been 
made public? Do you want to discover revolutionary ways to cut costs? 
Do you want to find a way to increase productivity without establishing 
partner accountability? 

If your answer to any of these questions is yes, I’m afraid this book may 
disappoint you. 

If your firm is not profitable today, there are no easy ways to turn things 
around. There are few quick fixes. Many of the ideas we’ll present em-
brace concepts that you may already be familiar with. Properly applied, 
they work. Some work better than others, and some techniques are pref-
erable to others, depending upon your firm’s current situation. But they 
do work. 

The approaches suggested in this book are based upon our experiences 
working with over 1,000 firms. The ideas presented are not merely our 
suggestions; they are the techniques used by the most profitable and 
successful firms in this country. 

What Does Profitability Mean? 

Let’s clarify what we mean by “profitable.” At CPA firms, profits are of-
ten measured with an imperfect figure called Income per (Equity) Part-
ner, or IPP.  We’ll explain why it’s imperfect in the next section.  For 
now, let’s agree that “profits” represent revenues less expenses and ex-
cludes any direct or indirect compensation to partners.  

It’s important to distinguish between profits and compensation. Many 
firms keep their financial statements using corporate-type accounting. 
They treat compensation to partners as a salary expense and show 
“profits” as the bottom line, which is essentially the money or profit left 
over after partner compensation. But in substance, it’s essentially un-
distributed profits.  

One way to analyze the profitability of a firm is to benchmark against 
credible national MAP surveys, such as The Rosenberg Survey.  For ex-
ample, let’s say a firm has five partners and the total income for the five 
is $2 million. The IPP is $400,000. This income certainly enables the 
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partners to enjoy a very nice living. But what if The Rosenberg Survey 
shows the average IPP of all firms is $500,000? Does that make the firm 
unprofitable? No, it does not.  It merely means that the firm earns less 
than the industry average. 
 

Don’t Ask a CPA What Profitability Means 

If you asked the president of a Fortune 500 company or the owner of a 
widget manufacturer to define profitability, they would be able to give a 
quick, definitive answer. Not so with CPAs. Surely you’ve heard the story, 
perhaps apocryphal, of the company that was interviewing for a new 
CPA firm. Only one question was asked of each candidate: “How much is 
two plus two?” The firm that won the client gave the answer “How much 
would you like it to be?” 

The same can be true of CPA firm profitability. How do we measure it? 
You would think that the uncontested champions of measuring financial 
data, CPAs, would have this down to a science. But such is not the case. 

The two most common measures are income per partner and partner 
income as a percentage of fees. Income as a percent of fees commonly 
ranges from 30–35%, with the most profitable firms earning 40% or 
more. But each measure has some significant flaws, all relating to the 
standards used for making someone a partner. Some firms have very 
high standards for partner promotions. (Throughout this book, the term 
“partner” means equity partner unless otherwise noted.) Others are 
quite generous in bestowing the partner title. Since the computation of 
these two measures of profitability depends on the number of partners 
in a firm, and the standards for who is invited to be a partner vary widely 
from firm to firm, it can be difficult to compare either IPP or income as a 
percentage of fees from firm to firm. 

I’ve read some articles citing a number of more scientific methods for 
measuring profitability. A few of these articles suggest that the income 
statement of the typical CPA firm fails to consider the owners’ labor and 
capital. Therefore, these expenses need to be imputed. For example, you 
might impute the cost of owners’ labor by multiplying their billing rate 
times the firm’s billing rate multiple. After imputing these costs, a typical 
firm’s net income as a percent of fees might be 10-12% instead of 30-
40% under the more traditional methods. 
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Although this approach seems inherently logical, there are serious flaws 
in it. Firms with high billing rates—which have consistently been shown 
to have among the highest correlations to financial success in CPA firms 
(see below)—will show higher imputed salaries for the partners and 
thus lower net income. This makes no sense. Also, firms that require 
partners to maintain significant levels of capital will have higher interest 
expense imputed, which results in lower net income. This too distorts 
the picture. 

The best definition of profitability is a blend of the following: 

1. What the firm’s budgeted profits are. Some firms—not many, in 
my experience—actually do for themselves what they do for their 
clients: They estimate their expenses and revenues, and the differ-
ence between the two is the budgeted profit. Very simple. If the 
budget calls for the partners to each earn $300,000, and the firm ac-
tually earns $400,000 per partner, then they are “profitable.” 

2. What the partners want to earn. Everyone has different standards. 
I know some partners who earn $250,000 a year and don’t know 
what to do with their money. Conversely, I know other partners who 
earn over $500,000 a year and seem to live paycheck to paycheck. 
To some, quality of life is paramount and they aren’t willing to sacri-
fice their personal lives to make a few more bucks. To others, making 
more money is the driving force in their lives. They can never earn 
enough. 

This definition may not be as satisfying as some of the more traditional 
measures. And I certainly am not suggesting that firms ignore the tradi-
tional measures used in MAP surveys, such as income per partner. But a 
blend of what your budget is with how much you want to earn is proba-
bly the best measure of firm profitability. 

Now that we’ve defined profitability, what are the quickest and most re-
liable ways to get it? This will be the focus of the remainder of this book. 

A Deep Dive on Partner Income as a Percentage of Fees 

In my 20-plus years consulting to CPA firms, I have developed a number 
of pet peeves. One of them is the misguided adoration of the metric “part-
ner income as a percentage of fees (revenue).” It’s natural in all uses of 
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statistics in all walks of life to conclude that a higher percentage is syn-
onymous with higher profits and a lower percentage is not as good. But 
CPA partners should be more sophisticated in their analysis of their 
firm’s profitability. Here’s why. 

Let’s start with some actual data from of the 2021 Rosenberg MAP  
Survey: 

• Firm A has income per partner (IPP) of $622,000, which translates 
to 23.3% of partner income as a percentage of fees. 

• Firm B has IPP of $269,000 or 38.6% of partner income as a percent-
age of fees. 

If you use IPP as the best measure of profitability, clearly Firm A is more 
profitable. But if you use income as percentage of fees, then Firm B is the 
winner. 

The key data missing from the above analysis is the ratio of professional 
staff to partner: Firm A’s ratio is 10.4 and Firm B’s is 3.9. Firm A is more 
leveraged than Firm B and thus, spends more money on staff salaries 
and benefits. Because of this phenomenon, Firm A’s income as a percent-
age of fees is lower than Firm B’s. But I don’t think anyone would con-
clude that Firm B is more profitable than Firm A. 

Here are some other excerpts from The Rosenberg Survey: 

 Income per partner Income as % of fees 

Firm size 
Staff- 

partner 
ratio > 8.0 

Staff- 
partner 

ratio <4.0 

Staff- 
partner 

ratio > 8.0 

Staff- 
partner 

ratio <4.0 

Over $20M $821,000 $545,000 25% 45% 

$10-$20M $637,000 $493,000 24% 41% 

$5-$10M $779,000 $362,000 25% 35% 

$2-$5M $850,000 $340,000 29% 36% 

 

Preview courtesy CPA Trendlines. Purchase at 
https://cpatrendlines.com/shop/what-really-makes-cpa-firms-profitable/

https://cpatrendlines.com/shop/what-really-makes-cpa-firms-profitable/


6 

The data clearly shows that you cannot measure the true profitability of 
a firm accurately by looking solely at income as a percentage of fees. 
What is the differentiator between IPP and income as a percentage of 
fees? It’s leverage. 

A final note: Firms with the highest leverage are more profitable today. 
Equally important, they are better positioned for profitability and suc-
cess in the future because they do a better job at developing their staff. 
At the same time, higher-leveraged firms keep their partners away from 
work that can be delegated to staff so that they can focus on higher-level 
partner duties such as developing business, managing client relation-
ships, managing the firm and mentoring staff. 

Beware of LUBRM to Measure Profitability 

I’ve had two mentors in my public accounting career. One I knew quite 
well on a personal level: Irwin Friedman, founder and MP of a huge Chi-
cago-area CPA firm. And one I didn’t know on a personal level, but I heard 
him speak often and read with awe his landmark books: consultant and 
Harvard business professor David Maister. Mentors are great, but they 
aren’t perfect. I learned a lot from Maister’s teachings, but he was off 
base on his concept of LUBRM. 

LUBRM was Maister’s way of defining profitability. He presented them 
in a formula: 

• Leverage x Utilization x Billing Rate x Realization x Margin = Income 
per Partner 

Maister didn’t intend for his formula to actually be computed; he was 
merely stating his opinion of the five most important factors in profita-
bility. Regrettably, this hasn’t stopped some in our profession from mak-
ing this calculation. It pains me to see it. 

The following definitions, which interestingly are not from Maister but 
others interpreting Maister, are fairly straightforward: 

• Leverage is the ratio of professional staff to equity partners. 

• Utilization is measured by calculating the average annual billable 
hours by professional staff. This is not the proper definition of utili-
zation, but let’s not quibble. 
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• Billing rate is a firm’s revenue divided by its overall billable hours. 

• Realization is the percentage of firm-wide billable hours that is  
actually billed. 

• Margin is the total equity partner income divided by the revenue of 
the firm.  

Why the LUBRM Calculation Is Misguided 

1. The LUBRM formula makes it appear as though each factor is evenly 
weighted in determining profitability. Such is not the case. Leverage 
and billing rate are much more significant factors in profitability 
than the other three. 

2. Some LUBRM factors really aren’t all that relevant. 

a. Realization. Hold on! I’m not saying that realization isn’t im-
portant. My point is that the majority of firms experience reali-
zation percentages within a narrow band of 80-90%, so it’s not a 
big differentiator of profitability between firms. One reason why 
many firms’ realization is well below 90% is because they have 
high billing rates. A smart management technique is to set billing 
rates high and be willing to write off time that can’t be billed due 
to the high rates. So it’s more important to set high billing rates 
to increase profitability and not be so concerned about relatively 
“low” realization. 

b. Utilization. The argument here is similar to the one for realiza-
tion. The vast majority of firms post average billable hours for 
their staff of between 1,450 and 1,525. So it’s not as big a profit 
differentiator as one might think. 

c. Margin. A few pages ago, we debunked the belief that partner in-
come as a percentage of profits is a useful way to measure CPA 
firm profitability. 

3. LUBRUM ignores the two most important factors in determining 
firm profitability: revenue per equity partner and revenue per per-
son. More on this in a page or two. 

So the LUBRM formula doesn’t work. If you come across material that 
uses LUBRM, ignore it. 
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No Recipes Available, But Here Are Some Tasty Morsels 

I’ve often told my clients that if CPA firms did everything “right,” they 
could easily double or triple their income. Doing things right includes 
several major accomplishments: bringing in lots of clients, charging 
strong billing rates, maintaining solid realization, leveraging a high ratio 
of staff to partners and keeping expenses reasonable. It’s the rare firm 
that deserves an A in all of these areas. 

The path to profitability is different for every firm. But the truly profita-
ble firms achieve all of the following: 

1. Strong billing rates. An acquaintance of mine owns a construction 
company. I asked him who his CPA firm was and whether or not he 
was satisfied with it. His response: “He’s expensive, but he’s good.” 
That’s how all firms should want their clients to think of them. 

On the surface, it might seem overly simplistic to suggest that raising 
billing rates will increase profitability. Of course it will. But the issue 
of billing rates runs deeper. Strong billing rates are a barometer of 
four important attributes of the way firms operate their business. 

a. First, billing rates are an indication of how well you convey value 
to your client. CPAs are quick to point out how competitive the 
market is. They claim that if their rates are too high, their clients 
will leave them for a cheaper firm. Indeed, clients often tell their 
former CPAs that fees were the reason for the change. But that’s 
just an easy out for the client: studies consistently show that fees 
are way down on the list of what causes clients to change CPAs 
or become dissatisfied with their firms. 

Issues related to quality of service (lack of timeliness, tardy re-
turn of phone calls, functioning like number crunchers instead of 
business advisors, lack of contact, etc.) always rise to the top of 
the list of factors causing dissatisfaction. 

b. Second, billing rates are an indication of how well you differen-
tiate your firm in the market. CPAs have a tendency to view 
themselves as one of several fine firms in their market. But there 
are ways to achieve noticeable differentiation: specialization, 
consulting services, stability, longevity, size, growth rate, activity 
in the community and an exemplary reputation with key referral 
sources such as banks and law firms are just a few techniques. 
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Remember: differentiated service of an undifferentiated product 
commands a premium. 

c. Third, billing rates reflect how well you provide value to clients. 
CPAs have a strong tendency to undervalue themselves. They 
think that because they are doing work that the client needs but 
doesn’t always want (compliance work), the client will not pay 
“high” rates. Clients may, in fact, balk at paying high rates, but 
this probably is a reflection of CPAs’ failure to provide sufficient 
value to their clients rather than the clients’ predisposition to be 
cheap. 

d. Fourth, to some extent billing rates align with the level of work 
performed. For example, a partner who does the work of a young 
staff person may have a difficult time commanding a high billing 
rate. Partners need to leverage themselves by pushing down 
work instead of doing staff-level work. Higher billing rates are 
more easily accepted when partners do partner-level work. 

2. High staff billable hours. I am always skeptical of MAP surveys for 
two reasons. First, I have found that many of these surveys contain 
inaccuracies regarding the way that certain metrics are computed, 
especially billable hours. Second, the surveys tend to perpetuate a 
sense that average is acceptable. 

Here’s an example. I am frequently asked by partners: “What is the 
national norm for billable hours for professional staff?” I might tell 
them 1,500. The next sound I hear is a sigh of relief from the part-
ners, followed by the comment: “That’s good to hear. Our firm is at 
1,520, so we’re OK.” 

I respond: “Congratulations, you can all feel good that your firm is a 
nice average firm.” 

There are several reasons why firms experience low levels of staff 
billable hours. Among them: 

• The firm is reluctant to convey its expectations to staff for billa-
ble hour levels for fear that the staff will leave. The reality: As 
long as the total hour requirements don’t go up, the staff will 
work 1,600 or 1,700 or more billable hours. Year after year, The 
Rosenberg MAP Survey shows that 25% or so of all 360 firms 
achieve staff billable hours in the 1600s and 1700s. It can be 

Preview courtesy CPA Trendlines. Purchase at 
https://cpatrendlines.com/shop/what-really-makes-cpa-firms-profitable/

https://cpatrendlines.com/shop/what-really-makes-cpa-firms-profitable/


10 

done. Contrary to some partners’ perception, today’s young peo-
ple like to be busy. 

• The firm is reluctant to be honest in conveying negative perfor-
mance feedback for fear that the staff will leave. Reality: Staff 
crave feedback, and they won’t improve without it. 

• The firm has ineffective staff scheduling that, among other 
things, has resulted in partners losing sight of one of the funda-
mental duties of a partner: to keep staff busy. 

• For various reasons, none of which are acceptable, partners like 
doing staff-level work. So they do it. 

There is no reason why the professional staff can’t average in the 
1,600s or 1,700s. Many of the more profitable firms do this. Don’t be 
content merely meeting MAP survey norms. Sometimes those norms 
are too low. 

3. High ratio of staff to (equity) partner. This is commonly referred 
to as partner leverage. To the extent that a firm can achieve a high 
ratio of staff to partner, it will usually make more money. This is 
probably one of the main reasons why the large national firms make 
so much more money than the smaller firms. Their ratios approach 
10:1, while smaller firms are in the 2.0 to 4.0 range. 

It takes several things to achieve high leverage. First, partners must 
be delegators instead of doers. Second, the firm must be effective at 
training. Third, the firm must be a good place for people to work, 
which keeps the staff energy level and engagement high and its turn-
over low. Firms with high staff turnover almost always have a catch-
22 situation with the partners’ attitude toward the staff: The part-
ners get frustrated with the turnover and think it’s not worth the ef-
fort to delegate and train the staff because they can do the work 
quicker and better—and at a higher billing rate. This situation is ob-
viously not conducive to achieving a high ratio of staff to partners, 
developing the staff’s knowledge and developing people as leaders. 

4. High fees per partner. To excel at this very important measure of 
leverage, partners need to be good delegators and be effective at 
bringing in business. They also need to have a good mix of large and 
small clients. Partners that excel at this metric avoid administration 
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like the plague. Finally, the firm needs to be a great place to work for 
well-trained staff and have high standards for promotion to partner. 

5. High fees per person. This metric is a measure not only of leverage 
but also of firm efficiency. Firms that make full use of technology, 
have efficient work processes, and provide good supervision and 
training will excel in this critically important metric. 

An Elementary Economics Lesson 

In any business, there are only two ways to increase profits: increase 
revenues or decrease expenses. CPA firms have few opportunities to de-
crease costs because most expenses are fixed (including most of the la-
bor) instead of variable. Besides, CPA firms have never been known to 
be extravagant spenders. Therefore, it makes sense for firms to focus 
their attention on the top line. CPA firms are top-line-oriented busi-
nesses: Increased revenues mostly drop directly to the bottom line. 

This is illustrated in the graph on the next page. Look at the cost section. 
As you can see, a large portion of the costs are fixed, with a smaller por-
tion as variable. This may initially seem inaccurate because intuitively, 
we would classify salaries as variable. But as a practical matter, staffing 
levels and salaries rarely fluctuate in the short term. The number of staff 
maintained by a CPA firm rarely changes with small fluctuations in  
revenue. 

One exception is when revenues continually increase at a pace that is 
way above average, say 15% or more. Another exception is layoffs in a 
recession. 

As the graph shows, the fastest path to higher profits is by increasing 
revenues. This can be done in any number of ways: increased rates, 
higher levels of productivity, new clients, higher realization. The graph 
isn’t particular to any one approach. Firms simply need to find ways to 
increase the slope of the revenue line. If they succeed at this, higher prof-
its will quickly result. 
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A Final Word on What Drives CPA Firm Profitability 

Short and sweet, what drives profitability can be summarized this way: 

As the partners go, so goes the firm. 

We’ll be repeating this mantra several times throughout the book. It 
simply means that the partners drive the firm. Partners were put on this 
earth to: 

1. Bring in business. 

2. Provide world-class service to clients that causes them to stay. 

3. Grow their clients’ fees. 

4. Manage the firm. 

5. Train, supervise and mentor staff. 

The firm’s staff is also critically important to profitability, but they don’t 
begin to impact the firm’s income like the partners. 

The more a firm can get great performance from its partners in the five 
areas above, the higher its profitability will be. 

Preview courtesy CPA Trendlines. Purchase at 
https://cpatrendlines.com/shop/what-really-makes-cpa-firms-profitable/

https://cpatrendlines.com/shop/what-really-makes-cpa-firms-profitable/


More Rosenberg at CPA Trendlines 
https://cpatrendlines.com/product-category/marc-rosenberg/

The Role of the Managing Partner 

How to Bring in New Partners 

CPA Firm Staff: Managing Your #1 Asset 

CPA Firm Partner Compensation: The Art and Science 

CPA Firm Partner Retirement/Buyout Plans 

CPA Firm Growth: Keys to Practice Development 

CPA Firm Mergers: Your Complete Guide 

How CPA Firms Work: The Business of Public Accounting 

CPA Firm Retreats: The Do-It-Yourself Guide 

CPA Firm Management & Governance 
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Planning and Goal Setting for Results 
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Effective Partner Relations and Communications 

Connect with Marc: 
marc@rosenbergassoc.com 

Connect with Kristen: 
kristen@rosenbergassoc.com 
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