


work by bidding the job at a price that’s
less than what it costs them to staff. They
feel that if they have this client, others
will want to engage them as well. This is
a flawed strategy, because firms will
quickly realize that the client is not prof-
itable and, as a result, less-experienced
staff will service the client to shore up the
losses. The client also loses because it has
a bad experience that creates a sour repu-
tation for the firm in the marketplace.”
Zudeck agrees. “They hope that
everyone else has made the wrong deci-
sion and they’ve made the right decision,
or they underestimate the amount of

work,” he says. “A new accounting firm

generally only can examine the prior
accountant’s finished product, and can

arrive at a fee that underestimates the
amount of work actually involved. Not
asking the right questions to size up an
engagement is a big pitfall.”

“I would expect the biggest challenge
is not getting the right people, with the
proper level of authority, within the firm
involved in the process,” says Weiner.
“Most accounting firms are driven by the
revenue that a new client can bring in and
are apt to overlook other criteria if the
potential revenue is high enough,” Biehl
also cautions.

The Existing-Client
Review

Existing clients are also included. “We’re
just now putting some formality to this
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process,” says Alper. “We gather the client
team and objectively evaluate our top
clients based on profitability and long-term
potential. We look at what we have learned
from this client relationship to determine
how those lessons can be successfully
applied to others. We also look for other
opportunities to add value to this client,” he
adds. “Are they about to merge with anoth-
er company? Would they benefit from a
risk assessment? Are they financially on
solid footing and also engage in business
activities that are acceptable on ethical and
other grounds to our firm?”

“Our due diligence generally includes
discussions with our referral sources,
predecessor accountants, attorneys,
bankers, or other known business con-
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tacts,” adds Weiner. “We also utilize a
third party to perform extensive back-
ground checks on key company officers
and directors, as well as the company
itself. The background checks include
criminal records, tax liens and judgments,
bankruptcies, regulatory agencies, civil
actions, and various media sources.”
Biehl says his firm has an annual
client-retention process wherein the firm
controller provides to the head of the com-
mittee a client list by the billing member
that lists billings and realization percent-
ages. “The committee will then review the
list to determine if there are any low real-
ization clients that should be selected for
further discussion,” he says. “The credit
manager will provide to the committee a
list of all clients she believes should be
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discussed as to whether to continue to do
their work or not, based on the client’s
payment history in general and to the
accounting firm. The head of the commit-
tee then compiles a total list, broken out by
member, of clients that each member will
have to give written reasons as to why we
should retain. This list is forwarded to
each member, and meetings are held
where each member will discuss their
clients. Written explanations should be
completed and forwarded to the commit-
tee a week prior to the scheduled meeting.

“The committee would also like each
member to take a hard look at their entire
client list and determine if there are any
clients that the committee hasn’t selected
that we should no longer retain,” Biehl
adds. “These criteria for clients are sub-

Jjective, but should be based upon factors
such as client integrity, risk to the firm, dif-
ficuity of the client to work with, and
strategic fit with the firm. The commuttee
challenges each member as to whether we
should retain the client.”

Madnick’s firm performs an annual
review of all existing clients that assesses
realization, timeliness of payments, treat-
ment of the firm’s staff, financial condi-
tions, “and whether they are an asset to our
reputation in the professional community,”
he says. Adds Zudeck, “Our partners sign
yearly engagement continuance forms that
note any change in management, risk tol-
erances, financial obligations, or banking
activities. But beyond that, due diligence
also involves meeting with clients and
really knowing thern.”

“We review our audit clients annual-
ly for continuance as part of our planning
process,” says Pinnell. “While the process
may not be as extensive as the initial
acceptance due diligence, we do look for
changes at the client or in the client’s
industry that could change their risk pro-
file, and we evaluate our continued ability
to serve that client with an appropriate fee
return on our efforts. Our retention com-
mittee reviews client relationships with an
initial focus on the financial metrics of that
client relationship. We also encourage our
personnel, generally, to engage in open

~ service team dialogues about the client in

light of our ‘ideal-prospect criteria’ with
the intent to fix pieces of the relationship
if and where possible, or make that some-
times-difficult decision to terminate the
client relationship.”

“We talk to a lot of people. Bad rep-
utations tend to spread quickly and easily;”’
says Salerno.

The Risk-Management
Question

Risk management can be extremely impor-
tant, Alper says, “in that conflict of inter-
est and independence issues are crucial to
determining whether a firm can accept a
particular client. This is really the first hur-




dle in determining whether a client passes
muster from a compliance standpoint
before evaluating whether they make sense
from a business consideration.”

Pinnell says the primary factors of
risk management that come into play
include making sure you're working with
the right kind of clients, including those
your firm can properly serve with the cor-
rect match of industry and technical
knowledge, as well as not serving those
clients where the risk of association is
extremely high. “Client relationships need
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to be evaluated in light of economic and
legal conditions to make sure you’re cog-
nizant of a potential client’s ongoing risks,
propensity to litigation, and other factors,
and how those risks change over time.
Associating with clients with a proper view
of the value of the services requested/pro-
vided and the willingness and ability to
pay timely for those services is also key.”

“Risk management is threaded
throughout the process,” Weiner says. “By
putting the client-acceptance decision in
the hands of a separate committee, risk
decisions can be viewed completely objec-
tively.”

The policies and criteria set and how
they are followed is a key element in mit-
igating business risk and litigation, says
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Biehl, adding, “The prospective client’s
reputation and accounting records could
have an impact on the accounting firm’s
reputation.”

“Risk management means assessing
a client or potential client to see if they
have the financial wherewithal to fund
their own operations in addition to paying
fees. There are other issues at play as
well,” says Madnick. “Do they appreciate
and respect the service you render? What
is their overall reputation?”

Above all, learn from what your peers
went through. “If another trusted service
provider has a bad experience with a
prospect, we do some diligence to deter-
mine if it’s a one-time situation or a reoc-
curring theme,” Salerno notes. G
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