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1
Introduction

The July 2001 issue of IoD Policy included a member questionnaire on accountancy services. It related specifically to external firms of accountants, not to accountants who were employees of the respondents’ organisations.

387 members responded to the questionnaire. 34% employed up to nine people, 35% employed between 10 and 49 people, 22% employed between 50 and 249 people and 9% employed 250 people or more. Only 2% of respondents came from firms of accountants. This reflected the fact that the questionnaire concentrated on the standards of service obtained by clients from their accountants.

87% of respondents came from companies and 6% from partnerships. 3% were sole traders and 3% came from charities. 1% came from other forms of business. Companies are the form of business most likely to have contact with accountants, because of the legal requirement for companies above a certain size to have statutory audits of their annual accounts.

2
Services used

The areas in which respondents used the services of external accountants (as opposed to in-house staff) are shown in the following table.

	
	Use regularly
	Use occasionally
	Do not use

	
	%
	%
	%

	Preparation of management accounts
	17
	10
	73

	Preparation of annual financial accounts
	70
	3
	27

	Statutory audits
	73
	2
	25

	Non-statutory and internal audits
	10
	10
	80

	Corporation tax or income tax on business profits
	74
	3
	23

	Weekly or monthly payroll (including PAYE)
	26
	2
	72

	Year-end tax work on staff benefits in kind
	28
	8
	64

	Investment advice
	8
	11
	81

	Management consultancy
	5
	12
	83

	Recruitment consultancy
	2
	4
	94

	VAT advice
	2
	0
	98

	Pensions advice
	0
	1
	99

	Personal tax
	1
	0
	99

	Tax planning
	2
	0
	98

	Other
	2
	2
	96


Areas of work mentioned under “other” included company acquisitions, company formations and national insurance work.

No inferences should be drawn from the low figures in the last five rows of the table (“VAT advice” onwards), because the items listed have been analysed out from the responses to a request to list other services. They were not listed in the questionnaire, so other respondents who in fact use these services may not have thought to mention them.

3
Standards of service

67% of respondents said that their external accountants gave them a high standard of service, but 24% said that they did not. 9% did not know.

These figures are close to those obtained for lawyers, in a survey of legal services in IoD Policy in August 2000. 66% of respondents to that survey thought that their lawyers gave a good service, 28% did not and 6% did not know.

Respondents made many comments on standards of service.

3.1
The good

There were plenty of good words for accountants, including the following:

· “We have to translate science into money and the services of our accountants have always been extremely valuable.”

· “Our company employs 23 people including directors. I have known and worked closely with the senior partner of our accountants for more than 30 years. We value the advice, assistance and services that he provides very highly. He knows and understands our business extremely well.”

· “We retain external accountants to carry out statutory audits and that is all. The auditors do an agreed job at an agreed price and do it well.”

3.2
The bad

On the other hand, there was some criticism of accountants. A leading concern was that work was often done too late. One respondent said that “accountants seem to take for ever to complete a job”. Another was concerned that “papers delivered by accountants always arrive at the last minute and this causes difficulty in checking”. A third commented that “accountants need to be much more focused on client needs: generally they get swamped right up to statutory deadlines and cannot offer acceptable service levels”. A specific difficulty identified by one respondent was that lines of communication were too long and too slow.

Standards of communication with clients were also criticised. One comment was that “accountants are not best at customer facing work: they need specific skills and training in interpersonal, presentation, customer care, strategic management and training and marketing skills”.

3.3
Finding the right firm

While there was both praise and criticism of accountants, neither type of comment greatly outweighed the other. The respondent who said that “like all businesses there are good, bad and indifferent accountants” was right.

However, it was clear that it was very important to find the right firm for a business’s needs. The general feeling was that smaller businesses were better off with smaller firms of accountants, who are more attuned to their needs. A typical comment was that “large international accountancy practices do not provide a personal service for smaller businesses, which is what they need to cope with Government red tape”. Another respondent said that “it is important that companies use appropriate accountants. Large accountancy firms treat small clients pretty indifferently. Small accountancy firms do not have the facilities needed by large companies”.

4
Value for money

51% of respondents said that their external accountants gave them good value for money, and 34% said that they did not. 15% did not know.

Accountants rated higher than lawyers on value for money. In the August 2000 survey, 37% of respondents said that their external lawyers gave them good value for money, but 50% said that they did not. 13% did not know.

4.1
Good value

Some respondents were clear that their own accountants were good value, but were not convinced that everyone was in the same fortunate position. One commented that “although I am happy with the cost of my external accountant, I think in general terms the costs are far too high”. Another found that it was worth discussing fees in advance, stating that “accountants tend to discuss fees before taking any work and seem happy to negotiate how much a client is prepared to pay”.

4.2
Not good value

Although more respondents thought that accountants gave good value than thought that they did not, the great majority of comments on value came from those who were disappointed with the value they received. This is not surprising: those who feel that they have cause for complaint are naturally more inclined to comment than those who do not.

Some simply commented that fees were too high. Others compared fees with what was provided. The following comments were typical:

· “Accountants are overpriced and so busy that one is just a number. I do not feel that they have really got into the nitty-gritty of my business.”

· “Although our accountants do give a good service they tend to charge an extortionate amount for that service, considering that our in-house accountants do monthly management accounts which save them a lot of time.”

Other respondents were concerned that their accountants were not adding identifiable value. One said that “in my experience (11 years running an independent consultancy), accountancy firms cannot demonstrate where they add value to their clients”.

4.3
The way forward

Some of the respondents who were disappointed with the value for money they received would have been happier had the fees been in line with original expectations. One comment was that “accountants give estimates and regularly exceed them by 100%”. Another comment made clear the importance of clarity in charging: “I do not understand the scale of charges so they always seem high”.

Good information flows in the other direction, from client to accountant, also appear to be important. One comment was that “to avoid huge bills, companies need to give precise information to accountants on what they require, otherwise routine procedures that are standardly applied will be applied and charged for, even though not all businesses are the same”.

5
Monitoring business performance

Respondents were asked whether external accountants regularly suggested more efficient ways to maintain records and monitor performance. 20% said yes, 71% said no and 9% did not know.

Comments related more to the provision of performance monitoring services than to suggestions on how to monitor performance. Those who did receive monitoring services from their accountants seemed to be well-satisfied with the results. One respondent commented that “it made a tremendous difference changing to a pro-active accountant 10 years ago. Quarterly accounts, with associated discussions, mean I know how we are doing at any time”. Another said that accountancy services were “an excellent supplement for small businesses that do not have their own finance staff”.

6
Advice on improving performance

Respondents were asked whether external accountants were a good, commercially aware source of advice on how to improve performance. 34% said yes, 52% said no and 14% did not know. The better figures for this question than for the question about more efficient ways to maintain records and monitor performance might mean that accountants have become more focused on improving performance than on recording it. But given the traditional (and still important) role of accountants as recorders of performance, it is more likely to reflect the fact that there are more opportunities to improve performance than to improve the recording of performance.

Some respondents considered accountants to be a very valuable source of advice, making comments such as the following:

· “As a finance director I find contact with our external accountants invaluable, and I consider them to be a strategic business partner in company development and planning.”

· “Our accountancy services have been a major factor in the success of our business.”

However, other respondents found that their accountants were lacking in commercial awareness. Comments included the following:

· “Few accountants are entrepreneurial and their advice tends to be short-term as opposed to long-term.”

· “Accountants tend towards the theoretical or academic rather than the practical or pragmatic approach.”

Several respondents said that their accountants were not pro-active. A few were concerned that accountants tended to offer a range of options, rather than committing themselves with specific advice. The same concern was expressed about lawyers in the August 2000 survey.

7
Limited liability partnerships

In an ordinary partnership, all of the private assets of all the partners are available to meet the firm’s liabilities, including liabilities for negligence. Thus negligence by one partner could lead to all of the partners’ houses being sold. It is of course normal for firms to carry insurance to protect partners from this risk. Indeed, accountants’ professional bodies generally make insurance compulsory, for the protection of clients, because there is no guarantee that partners’ assets would be adequate to meet claims. But there is now an additional measure that firms can take. This is to become limited liability partnerships (LLPs). In an LLP, the private assets of non-negligent partners are not available to meet claims of negligence. Rather like shareholders in a limited company, partners can limit their personal liability for their firms’ debts.

It might be expected that clients would prefer to deal with an ordinary, non-limited partnerships, both in order to maximise the assets available to meet any negligence claims and so as to encourage the partners to take all possible steps to avoid negligence.

Indeed there was a preference for ordinary partnerships, but it was not a very widely-held preference. 29% of respondents said that they would prefer to deal with an ordinary partnership, and 6% said that they would prefer to deal with an LLP. But 56% of respondents had no preference and 9% did not know. The form of a partnership may therefore not be an issue for most clients.

Some respondents thought that there would be advantages for clients in dealing with LLPs. One commented that “accountants without limited liability will only give very cautious non-entrepreneurial advice, which we do not need”. Another said that “accountants have become score-keepers because of the possibility of litigation, rather than valuable advisers”.

8
Auditors’ independence

For many years, there has been a debate about whether firms of accountants which perform statutory audits of companies’ annual accounts should be allowed to provide other services (such as tax advice and management consultancy) to the same clients.

The main argument for preventing accountants from providing other services to their audit clients is that doing so could undermine their independence as auditors. Auditors must not change their opinion on a set of accounts merely because the company’s directors would like them to do so. If, for example, the directors have adopted an over-optimistic accounting policy in order to put themselves in a good light, it is the auditors’ duty to comment on that policy. But if an accountancy firm’s profits were significantly affected by sales of non-audit services to audit clients, the firm might be reluctant to issue audit reports which criticised directors because they might lose the non-audit business.

There are also arguments against preventing auditors from providing other services. In particular, the knowledge of a client which a firm obtains from performing an audit should allow the firm to offer the most useful additional services, and to provide them in the most efficient way. If the risk to audit independence is slight, then there seems to be no good reason to prevent companies from taking advantage of these benefits. Respondents recognised this. One said that “advice from one source may be very effective if they use the whole picture to provide best advice”.

The majority of respondents were unconcerned about any risk to audit independence. 67% were happy for accountants to provide a wide range of services to companies which they audited. Only 25% thought that doing so jeopardised their independence as auditors. The remaining 8% did not know.

Two respondents commented on a possible further extension to accountants’ services, the provision of legal advice. Solicitors and accountants cannot currently practise in the same firm, although some solicitors’ firms are linked to accountancy firms. One respondent thought that combined firms should be allowed (a view shared by 68% of respondents to the August 2000 survey). But another said that “independence would be put in jeopardy through involvement in legal services to develop one-stop shops”.

9
Conclusion

Accountants received both praise and blame in the survey. There are clearly improvements to be made, but they seem to be mainly improvements for individual firms to make. There were very few comments expressing disquiet about the state of the profession as a whole, or about the organisation of the professional bodies.

One systematic change was called for, but it was a call to Government, not to the accountancy profession. It was call to stop regulating. As one respondent said, “accountancy services follow legislation as night follows day.  Ease the legislative burden, and business costs for accountancy services will also fall”.
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