The Evolution of SMPs

International Federation of Accountant’s President Robert L Bunting Says SMPs Should Evolve to Satisfy SMEs’ Growing Needs 

Small- and medium-sized practices (SMPs) today can no longer rely strictly on compliance work to pay the bills. The reason why is simple: SMEs (small- and medium-sized enterprises) – the traditional client of the SMP – increasingly need a broad range of competencies beyond the core skill set of the small practice. At the same time, the threshold for mandatory statutory audits has risen in some countries and increases are under consideration in many others. A fast-changing and complex regulatory environment means that SMEs want their SMP to provide proactive business advisory services. SMEs need advice that will help them generate business plans and financial forecasts, identify and manage risk, define and implement IT systems, and value the business. SMPs must evolve to meet these growing needs or face dwindling clients and revenues. A new study by the International Federation of Accountants (IFAC) makes clear that smaller accountancy practices need to address their skills base, their working methods and their referral models if they are to meet the evolving needs of the SMEs that are their lifeblood. The study – The Role of Small and Medium Practices in Providing Business Support to Small- and Medium-sized Enterprises, written by professors Robert Blackburn and Robin Jarvis – points out that accountants are still SMEs’ most frequently used source of advice. According to a study last year by the UK’s Open University, trade connections, the media, family and friends are all important, but none ranks as highly as the accountant. SMPs are usually highly experienced in dealing with SMEs and, as small enterprises themselves, can empathise with their clients’ resource constraints. This contrasts with very large practices where the focus is on large companies and SME clients may have to deal with several departments. 

Building Trust 

But the assumption that SMEs nearly always choose an SMP is not correct. A significant proportion of the clients of large accounting practices – the Big Four and second-tier practices in most countries – are SMEs. These are more likely to have the resources and the benefits of economies of scale to offer services and products to meet their clients’ accounting and other specialised support needs; in fact, they often position themselves as ‘professional services supermarkets’. Many SMPs actually use larger firms to provide limited speciality services to their SME clients or as a technical backstop for their own client service work. While compliance work will remain hugely important for SMPs – accounting services and tax are core services at all levels in public practice – technical competency and timely delivery in compliance work build trust and usually lead to requests for non-compliance advice and support. This is a time-proven formula driven in part by the nature of most small business owner-managers, many of whom are determined to make all their own decisions and avoid advertising any managerial weakness. In this kind of ‘fortress enterprise’ culture, many SMEs do not request advisory services until the expert has already provided a specific demonstration of their competency. 


Becoming Knowledge Professionals

Business consulting services represent a crucial growth area for SMPs. As mentioned at the start, the raising of the statutory audit threshold has diminished a key revenue stream for many SMPs and the market is increasingly competitive. As a result, if they are to thrive rather than merely survive, SMPs must diversify and focus on other advice requirements for SMEs (or provide audit services to larger companies). They must develop their skills base beyond bookkeeping, tax preparation and audit. In short, they must move from being accounting technicians to knowledge professionals. So how can SMPs overcome the unavoidable resource constraints in-house and provide a range of services to their clients? The most common model is to expand the technical and soft skills of existing personnel. Some accountants can make the transition from ‘accounting expert’ to management adviser through experience and self development. Others may need training or coaching to grasp the necessary flexibility and an understanding of the context and cultural environment of the SME. For example, accountants might need to hone their interpersonal skills or make time to discuss a client’s succession planning (or other business advisory needs). Another common model is to focus on a specific industry sector or speciality linked, for example, to the music industry or environmental legislation. This model usually works best in large cities or where a particular industry is highly concentrated. But there have been successful cases where SMPs are willing to travel further to serve their clients. A third model, which can be a standalone strategy or one that complements the first two, involves the SMP participating in a high-quality referral network. Before using one, SMP owners should analyse the different types of networks and carefully consider how they will monitor service quality and timelines for the clients they refer. But referral networks offer SMPs many potential advantages: they are an effective way to satisfy the increasing breadth of demands from SME clients. They also offer the opportunity to gain clients through referrals from other network members or to win new ones due to their more extensive service capabilities. 

Why SMEs Use SMPs 

Competency: SMEs often lack the full range of managerial expertise. Most outsource their financial management to SMPs with their required technical competencies and expertise in statutory audit and taxation. 


Trust: As members of a regulated profession with codes of conduct, accountants enjoy ‘institutional’ trust. Their provision of compliance services wins them ‘competence’ trust. 


Responsiveness/ proximity: SMEs rate SMPs’ responsiveness to their demands so highly that it can be regarded as more important than a qualification or competency. The geographical proximity of SMPs to their SME clients is also important. Many owner-managers prefer face-to-face meetings with their advisers, and value ease of access. 
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Robert L Bunting became president of the International Federation of Accountants (IFAC) in November 2008. He is a partner at Moss Adams where he served as chairman and chief executive officer from 1982 to 2004. Moss Adams is a member of Praxity (formerly Moores Rowland International) where Bunting served as chairman from 1998 to 2004. From 2004 to 2005, Bunting was chairman of the Board of Directors of the American Institute of Certified Public Accountants (AICPA). Go to http://ifac.org/SMP for more about the SMP Committee. 

The Role of Small and Medium Practices in Providing Business Support to Small and Medium-sized Enterprises – by ACCA’s head of small business Professor Robin Jarvis and Professor Robert Blackburn of Kingston University and published by IFAC –is available for download at http://web.ifac.org/publications/small-and-medium-practices-committee/information-papers-3.


This article originally appeared in the ACCA's Accountancy Futures.
