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The Role of Trust, Relationships and Professional Ethics in the
Supply of External Business Advice by Accountants to SMEs'

Robert Blackburn?, Peter Carey and George A. Tanewski®

ABSTRACT

The accounting profession has actively adopted a broader service focus which includes
business advice, but the scant extant research in the SME environment identifies only ex-
ante demand determinants. Using in-depth interviews with SME owner-managers and
external accountants, this study confirms the intervening role of trust, relationships, and
professional ethics in the enabling of the provision of business advice. All SMEs purchase
business advice, but not all use their external accountant. While all accountants interviewed
perceived they have the expertise to provide business advice, not all SMEs agreed,
suggestive of an expectation gap. However, when an SME does purchase business advice
from their accountant, they view them as a business expert, a “trusted partner”, and a
confidante who has empathy and provides a personal relationship to the owner-manager.
Accountants do not aggressively market their business expertise, instead relying primarily
on relationships formed while providing compliance work, “milestone events” or from SME
networks or forums. An implication is the need for debate whether accountants should

overtly market their non-compliance services.
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1. INTRODUCTION

While external accountants have expanded their services to include more broad ranging
business advice, few studies have investigated this emerging market in the SME
environment.* Previous studies find extensive use of external accounting services by SMEs
(e.g. Bennett and Robson, 1999; Carey et al., 2005; Doving and Gooderham, 2008;
Gooderham et al. 2004; Carey and Tanewski, 2009). Indeed, accountants are the most
frequently used source of external advice, ahead of banks solicitors and public sector
providers (Bennett and Robson, 1999; Carey et al., 2005; BIS, 2009). Research shows that
external accountants have expanded their service offerings, to include a broad range of
business advisory services, supporting a range of information needs serving both external and
internal stakeholders (Fogarty et al. 2006; Greenwood et al. 2002). The few studies that have
explored the determinants of advisory services in the SME environment find only a limited
number of antecedent factors associated with business advice (e.g., competence of
accountant, size of firm, industry, and firm growth) (see for example Carey and Tanewski
2009; Gooderham et al. 2004; Bennett and Robson, 1999; Kirby et al. 1998). This
underdeveloped literature is largely descriptive and provides only limited insight into the
exchange of business advice. A number of studies have conjectured that the determinants of
business advice are more complex involving trust, relationships and professional ethics in the
provision of business advice (e.g., Bennett and Robson, 1999, 2001; Gooderham et al. 2004;
Kirby et al. 1998; Carey and Tanewski 2009). The primary objectives of this research are to
present a framework and explore the intervening role of trust, relationships, and professional
ethics in the supply of business advice to SME clients, as well as uncovering other factors
that may influence SMEs purchase of business advice using exploratory qualitative research

techniques.

For decades external accountants have provided historically-oriented compliance and
monitoring services (e.g., taxation, compilation and audit) designed around regulatory

requirements or to satisfy either statutory or voluntary contractual constraints (Parker, 2001;

* The definition of a ‘Small and Medium Sized Enterprise’ (SME) in the Australian context is derived from the
Australian Bureau of Statistics (ABS) as businesses with 5 to 200 employees. The ABS defines a micro business
as <5 employees, a small business as 5-19 employees and a medium sized business as 20 to 200 employees. In
the United Kingdom, a SME is defined as a business that employs less than 250 people, a micro business as <10
employees, a small business 10-49 and a medium sized business as 50-249 (see Department for Business
Innovation and Skills, 2009).

2

Electronic copy available at: http://ssrn.com/abstract=1592342



Carey and Tanewski, 2009). These ‘traditional’ services typically focus on the preparation or
interpretation of financial data within existing rules and standardised formats (e.g., GAAP).
However, since the 1980s external accountants have expanded their range of monitoring and
advisory services, to support a broader range of information needs in recognition of the
emerging requirements of businesses (Greenwood et al., 2002). Consequently accountants
have developed multi-disciplinary practices offering a more diverse range of skills and
services to provide support to organizations that are increasingly demanding services and
products more tailored to their needs with speed, quality and personalized attention (Fogarty
et al. 2006; Greenwood et al. 2002; Parker 2001).

While maintaining its traditional focus, the accounting profession has increasingly
represented its members as business advisers, with the view of ‘adding value’ to the client
(Fogarty et al. 2006; Berry et al. 2006; Greenwood et al. 2002). This has been bolstered by
the fact that the ‘bread and butter’ of many small accountancy practices has diminished
through more extensive use of computer technology and the growth in audit exemptions
(particularly in the UK) which has resulted in accountants actively seeking to widen their
portfolio of services (Ram and Carter, 2001). An example of the broader range of services
offered by external accountants is provided by Martin (2004), who finds that accountants
have developed expertise in the provision of succession advice, and whilst much of this is
financially related, research suggests that this goes beyond conventional taxation and

financial issues, including, business development advice and ‘emotional’ support.

The emerging category of business advisory service or business advice (i.e.,
management consulting or NAS) is designed primarily to assist in the management of the
firm, rather than directly servicing the needs of external stakeholders. Hence this study
adopts the term ‘business advice’ to mean those professional services, provided by
accountants, that assist or advise clients in the strategic direction and operational running of
the firm. This may involve acquisitions; wealth management and investments; corporate
finance; cash-flow planning; succession; review of systems; human resource issues; and

payroll.

While the accounting profession has long promoted the benefit of external
accountants providing business advice, the empirical research does not provide a complete
explanation of the emerging market for business advice. A number of researchers have
highlighted that an understanding of relational exchange of business advice is a complex
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phenomenon involving the intervening impact of trust, relationships and professional ethics
(e.g., Bennett and Robson, 1999, 2001; Gooderham et al. 2004; Kirby et al. 1998; Carey and
Tanewski 2009). Using in-depth interviews with SME owner managers and external
accountants the objectives of this research are to provide a detailed understanding of the
nature of services provided by accountants to SMEs and to explore the intervening role of

trust, relationships and professional ethics in the market for business advice.

The remainder of this paper is organized as follows: Section 2 provides a conceptual
framework for business advice. Section 3 provides an explanation of the research methods
used in the study, followed by an exposition of the results in sections 4 and 5, and

conclusions, implications and recommendations in Section 6.

2. ACONCEPTUAL FRAMEWORK FOR BUSINESS ADVICE

While the accounting profession has actively adopted a broader service focus which includes
business advice, extant research does not provide a generally accepted conceptual framework
which explains the determinants of demand and supply for such voluntary professional
accounting services. The following sections outline the main theories used in the literature to
explain the emerging market for business advice. This is followed by a discussion on the
intervening role of trust, relationships, and professional ethics in the provision of business

advice by external accountants.

2.1. Ex-Ante Demand Characteristics of Business Advice - The resource-based approach is
the most commonly used framework to explain the source of demand of business advice (e.qg.,
Carey and Tanewski, 2009; Johnson et al., 2007; Gooderham et al., 2004). This approach
focuses on the source of a firms’ competitive advantage as the basis for business success and
how the firm can maximize its value by combining and using all available resources to it
(Barney, 1991, 2001). External advice can encapsulate a range of competencies that support
the SME’s intangible resources, providing a potential source of competitive advantage
(Gooderham et al. 2004). A firm might engage their external accountant to provide advice
which directly assists performance (e.g., strategic advice on growing revenue) or advice that
has an indirect impact on performance such as advice directed at improving management

control (e.g., advice on regulatory compliance, risk, systems, performance reviews) finance
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structure (introducing sources of finance) or financial planning (insurance, investment,
superannuation). With their long-standing expertise in systems and matters of finance, the

external accountant might aid their SME client to achieve competitive advantage.

A number of characteristics which proxy for SME demand for business advice are
derived from the resource-bases approach. These characteristics are summarised in the first
column of Figure 1 “Ex-Ante Demand for Business Advice”. The first characteristic refers to
size of the firm whereby larger firms are more likely to purchase business advice. Larger
firms command a competitive advantage in securing resources (Johnson et al. 2007;
Gooderham et al. 2004).

This is despite the often held assumption that smaller firms may have a greater need
for advice because they often lack important skills such as knowledge of financial controls
(Deakins et al 2001) and have difficulty obtaining and retaining competent staff because of
their inability to offer competitive salaries and benefits (Jennings and Beaver 1997). The age
of the firm will influence the likelihood that an SME will source business advice. The
external accountant is an important source of advice during the early stage of the business
development as the owner navigates the unfamiliar regulatory and operational challenges
(Deakins et al. 2002; Johnson et al. (2007). An SME is particularly vulnerable to failure in
their early years (e.g, Peacock 1986; Perry and Pendelton 1983; BIS, 2009), creating
incentives for SME management SME to seek advice from their external accountant.

Holmes et al. (1991) conjecture that small firms seek external support only when a
‘crisis point’ is reached. SMEs facing heightened financial risk have incentive to seek advice
from their external accountants to source resources that assist in overcoming financial
difficulties (i.e., on financial management to aid in overcoming their financial difficulties).
Proxies measuring financial risk include gearing and a history of loss making. Businesses that
intend to grow are more likely than others to need (and hence benefit from) external advice or
support because they are likely to provide a challenge to the internal resources and
knowledge base of the SME firm, most obviously in relation to the managerial skills and
capacities of the owner-manager (Johnson et al. 2007; Kitching and Blackburn, 2002;
Blackburn et al., 2006; Gooderham et al. 2004). Firth (1997) and Houghton and Ikin (2001)

argue that businesses planning to restructure are more likely to source externally provided

® A competing argument is that facing heightened financial risk SMEs are more financially stretched and thus
less able to afford to buy business advice from their external accountant.
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consultancies. In a more competitive business environment firms have greater incentives to
access advice as a source of competitive advantage (Gooderham et al. 2004). Other
explanatory characteristics measuring whether firms use the external accountant to overcome
resource constraints include the total number of directors and whether the SME employs an
external accountant. With more members on the board of directors and an in-house
accountant, advice is likely to be sourced in-house from the resources available rather than
from an external accountant (Carey and Tanewski, 2009). Demand for business advice will
vary between different industries. Bennett and Robson (1999) identify that greater SME

demand for business advice is observed in the manufacturing sector.

Empirical findings concerning these demand characteristics are mixed. Factors found
to be associated with voluntary demand for business advice in the SME environment are size
(Carey and Tanewski 2009; Bennett and Robson 1999), intention to grow the business (Carey
and Tanewski 2009; Cassar and Ittner 2008; Chell and Baines 2000), size of the board of
directors (Carey and Tanewski, 2009), employment of an in-house accountant (Carey and
Tanweski, 2009).

2.2. Intervening Factors: Trust, Relationships and Professional Ethics — The primary
objective of this paper is to investigate the intervening role of trust, relationships and
professional ethics in the exchange of business advice in the SME environment. While the
characteristics described in the previous section explain ex-ante or latent demand by SMEs,
this section discusses the unexplored role that trust, relationships and professional ethics play
in enabling (intervening) business advice exchanges between clients and external
accountants. These factors listed in column 2 of Figure 1 influence the propensity of an SME
to purchase business advice. While the demand factors will determine an SME’s ex-ante need
for advice, these intervening factors determine whether business advice is realised.

Extant literature on the motivations and reasons exploring owner-managers
engagement with external organisations for trade, advice and support, either implicitly or
explicitly, refer to notions of ‘trust’ (e.g., Bennett and Robson, 1999). It appears trust is
developed through ongoing relationships, it is established over time, between parties to
facilitate better understanding of mutual needs, competencies and to assist in minimising

potential uncertainties (Carey and Tanewski, 2009). Trust has been argued to reduce



transaction costs (Andaleeb, 1992), is proposed to be a source of competitive advantage
(Barney and Hansen, 1994) and it limits uncertainty and opportunism (Achrol, 1997).

This study adopts a definition of trust derived by Mayer et al. (1995), who asserts that
trust comprises ability (competence), integrity, and empathy (benevolence) (Figure 1 reflects
this definition of trust). Ability (competence) is the degree to which SME clients perceive
their external accountant possesses the skills and knowledge to provide advice. Competence
is defined as the degree to which SME clients perceive that the business adviser possesses the
required skills and knowledge to supply professional advice, while reliability and promptness
refer to the delivery of professional advice in a dependable and timely manner (Parasuraman
et al., 1985). Integrity is the extent to which the SME owner-manager believes the external
accountant will adhere to a set of principles which they accept (i.e., the code of ethics for
professional accountants). Empathy (benevolence) is the extent to which the SME client
perceives that the external accountant will act in their best interests, i.e., understanding and
genuinely caring about the clients’ business and personal needs. Empathy is defined as the
degree which the business adviser possesses a “warm, considerate, and caring” attitude
(Parasuraman et al., 1988).°

The marketing literature similarly documents that service relationships evolve during
specific service encounters (Price et al., 1995) and they become established over time
(Crosby et al. 1990) while a client acquires information and a good understanding of their
service provider. The term ‘relationship marketing” (Berry, 1983) focuses on the recognition
that existing customer (supplier) relationships are assets that can be managed to improve
customer retention and profitability (Ryals and Payne 2001). Central to successful
relationship marketing is knowledge of the client (customer) combined with social rapport
(Ryals and Payne 2001; Hennig-Thurau 2000). While understanding client needs is closely

® There are many alternative definitions of trust in the literature, for example: Perceived trustworthiness -
encompasses both cognitive and affective (or emotional) beliefs that one party will not exploit another’s
vulnerability (Anderson and Weitz, 1989; Tyler and Stanley, 2007). Indeed, Mdllering (2002) argues that
perceived trustworthiness is ultimately cognised through °...the eyes of the beholder’ (p. 140);Trusting
behaviour — actions that incline one party towards risk, uncertainty or vulnerability to another whose behaviour
is not under one’s control (Zand, 1972; Tyler and Stanley, 2007); Trust as a behavioural intention or reliance
on a partner - in light of this dimension, Moorman et al., (1993, p. 82) defines trust as the “willingness to rely
on a partner in whom one has confidence”; Trust as vulnerability and willingness to take risks - by
differentiating trust from cooperation, confidence, and predictability as well as considering the characteristics of
the trustor, the trustee, and the role of risk, Mayer et al. (1995, p. 712) define trust as “the willingness of a party
to be vulnerable to the actions of another party based on the expectation that the other will perform a particular
action important to the trustor, irrespective of the ability to monitor or control that other party”; Trust as
socially-defined phenomenon — this definition of trust, which is viewed as a characteristic of the social fabric
that facilitates interactions among parties, takes into account interpersonal behaviours, communication channels
and interpersonal trust ties (Hakansson, 1982; Lewicki, McAllister and Bies, 1998; Tyler and Stanley, 2007).
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related to the elements of trust, social rapport provides a new dimension outside the scope of
trust. The relationship marketing literature also suggests that ‘offer-related’ (i.e.,
competence, reliability, promptness) and ‘person-related’ (i.e., empathy, politeness)
characteristics of the business adviser can affect the relationship as well as the establishment
of trust (Gronroos, 1990).

Many of the characteristics of trust and the dimensions of relationship marketing are
also core principles in the code of ethics for professional accountants (APES 110, 2008). The
core principles include competence integrity, objectivity, independence and confidentiality.
In addition to the previously discussed characteristics of competence and integrity, an SME
will not seek advice from their external accountant unless they perceive their accountant’s
judgment is unbiased and without conflict of interest and that they can trust their external
accountant to maintain confidentiality.

Where an accountant also provides statutory audit services to their client, there has
been debate for many decades as to whether auditors should also provide non-audit services
which would include business advice, though the debate is focused on public interest
enterprises (i.e., listed public companies). Regulatory changes in the US (i.e., Sarbanes Oxley
(SOX)) have severely restricted the market for many professional services provided to listed
audit clients. The impact is less prescriptive in other jurisdictions. For example in Australia
the only legislative impediment faced by ‘public interest entities’ before simultaneously
purchasing business advice from their auditors is the requirement for companies to disclose
the services purchased (and the associated fee) as well as provision of statements by the
auditor and the board that such services have not compromised auditor independence
(Corporations Act 2001. 2004 CLERP 9 amendments).

In the SME environment there is no legislative restriction on the joint provision of
statutory and non-statutory services. This is because in the SME environment firms
experience greater alignment between owners and managers and thus less agency conflict
than in large private and publicly listed firms. The professional guidance allows joint
provision of services provided threats to the fundamental ethical principles are appropriately
managed (IESBA 2006; APES 1110 2006; AUASB ASP 8, 1989). Responsibility for
determining an acceptable threat to fundamental principles rests with the professional
judgement of the external accountant. An SME will not seek advice from their external

accountant unless they perceive their accountant to be independent.



Prior empirical research provides little evidence concerning the intervening impact of
trust, relationships and professional ethics play in enabling business advice exchanges
between SME clients and external accountants. Gooderham et al. (2004), in a telephone
survey of micro- and small businesses in Norway, find that the perceived competence of the
external accountant to be the most significant predictor of reliance on the external accountant
as business adviser. In contrast, Kirby and King (1997, 302) suggest the reason external
accountants are not considered a source of management advice to small business ... is not a
matter of cost, rather one of perceived lack of knowledge/expertise of business demonstrated
by the accountant”. Based on results from a later survey of small businesses, Kirby et al.
(1998) reiterate that ““...small business owner managers believe that accountants lacked
business awareness and were too remote from business” (p. X). Using tenure as a measure of
the relationship, Gooderham et al. (2004) find no association between length of the SME’s
accountant tenure and reliance on their external accountant as a business adviser.

There is some evidence on the role of trust in the provision of banking services to
SME clients (e.g., Zineldin, 1995; Turnbull and Moustakatos, 1996). Zineldin (1995) argues
that trustworthiness dominates the banking sector precisely because of the potential high risks
and uncertainties in the industry, while Knights, Noble, VVurdubakis, and Willmott (2001)
maintain that trust is a necessary condition for the provision of services in the financial
services industry. Meanwhile, Tyler and Stanley (2007) found that even though banks based
their relationships on calculative and operational trust, SMEs were nonetheless more trusting
of their banks compared with larger companies. This is because the SMEs approach to the
bank-client relationship is primarily based on affective trust, while larger companies are more
calculative in their approach. An important insight provided by Tyler and Stanley (2007)
regarding trust is that bank clients assume bank personnel to be competent and that they are

able to handle their information in the strictest of confidence.

2.3. Intervening Factors: Perceived Value of Services — A SME owner-manager is unlikely
to purchase business advice from their external accountant unless they perceive the service
provides value for money. Cameron (1995) investigated perceptions of the value derived
from the external accountant’s fee by 882 New Zealand ‘small’ businesses (Employing <20
staff). Traditional compliance services were regarded as cost-beneficial (value for money),
but small business owners were neutral in their perception of the value of the cost of business

advice. Kirby et al. (1998) and Cameron (1995) demonstrate that the issue of cost
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(affordability) is a major impediment to small businesses using their external accountant as a
business adviser. Blackburn and Curran (1994) found the opportunity cost in terms of the
time to seek suitable advice to be a deterrent. In a 2004 survey of 469 SMEs, Carey et al.
(2005) found that accountants were perceived by their clients to be adding value to the firm.
In particular, over 80% of SME respondents who purchase business advice are satisfied that
they derive a financial benefit from such advice. We include perceived value of service as an

intervening factor in the conceptual framework (see Figure 1).

3. RESEARCH METHODS

Data is collected through face-to-face interviews with key informants in Melbourne,
Australia, and London, UK. These included face-to-face interviews with owner-managers,
accountants and financial advisers. The interviews followed an interview protocol which
provided scope for exploration of issues that emerged in the interview whilst at the same time
covered a broad flow of topics that we sought to investigate (see Appendix A: Interview

Protocol).

Table 1. Summary of Interviews UK and Australia

United Kingdom Australia Total Interviews
Accountants 4 7 (5 firms) 11
Financial advisers 2 1 3
Small businesses 3 4 7
Total 9 12 21

Of the 21 respondents, a spread of professional accountants, financial advisers and
SME owner-managers were interviewed in Melbourne and London. Five accounting firms
(seven respondent accountants) were from 2nd tier accounting firms with international
affiliation, two were medium sized accounting firms and two were small accounting firms.
Of the three financial advisers, two were working in specialist financial advisory firms (one
was from a small firm and one from a large sized firm), and one had recently been employed
as a specialist adviser in a second tier accounting firm. These key informants were
approached through their membership of professional organisations, including the ACCA in

England and the CPA and CAs in Australia. All the interviews with SMEs were with the
11




owner-manager, or a partner/shareholder of the organisation. These were selected through
accountants on the criteria of independence and hence had autonomy over decisions within
the enterprise. There was no deliberate attempt to ‘triangulate’ stories from accountants and
their own clients because of potential breaches of confidentiality and ethical issues.
Moreover, owner-managers and /or accountants may have been reluctant to disclose certain
issues if the research design had linked specific firms to specific accountants. On the other
hand, the business owners that were interviewed may, or may not, have used the accountants
we also interviewed. The interview focused on their interaction with accountants and
financial advisers in relation to their firm rather than their individual, personal matters.
However, this distinction between ‘business’ specific and ‘personal’ specific advice becomes
increasingly opaque when owner-managers require advice than spans individual and business
issues. For example, this is often the case in family firms and in some micro firms when the

income of the firms is indeed the income of the individual.

All the interviews were audio recorded and transcribed. Interviews lasted from 60 to
90 minutes and took place in the interviewees’ offices between July 2008 and February 2009.
In addition to conducting the interviews, the research team read through all the transcriptions
to build up a thematic analysis of the way in which trust and its various components are

influential in relations with SMEs and advisers.

4. DESCRIPTIVE RESULTS

4.1.  Sample Details and Descriptive Results

The SMEs that participated in the study were from a selected range of industries (See Table
2). All the SME respondents were owner-managers, partners or shareholders. The final
column in Table 2 shows the nature of business advisory services that SMEs purchased from
their external accountant. Results suggest that while some firms relied heavily on their
external accountant as an adviser (i.e., SMEAus02, SMEUKO01, SMEUKO02,SMEUKO3)
others purchased a more limited range of advisory services (i.e., SMEAus01, SMEAus03,
SMEAus04).

The types of business advisory services in Table 2 can be further characterised as:

e Financial services, which can be classified into business advice covering issues such
as cash flow and financial banking statements; and individual and family issues such
12



as superannuation, asset structuring, income distribution and wealth accumulation

strategy;

Business operational services such as production efficiency, lease negotiation,

payroll, HR or information technology (IT);

Business dynamics such as on the purchase, transfer or sale of a business;

Intangible services such as “being a sounding board” psychologist and friend,;

Family services, such as wills, estate planning, succession planning and mentoring.

Table 2. Summary of SMEs Interviewed

Company | Sector, Industry Size: Business Advisory Services | Business
Employees | Bought from External Advisory
Accountant Services, Other
Advisers
SMEAus01 | Wholesale/ 30 None Financial
Importer consumer Planning
products (Investments)
Mentoring,
coaching,
strategic
planning,
benchmarking,
Para-legal, human
resource support.
SMEAus02 | Manufacturing/Whol | 80 Acquisition and New Textile Industry
esale/Exporting Business advice. Financial Consulting Group
Unique Australian Modelling HR, Marketing
Clothing Assisting with Bank Finance
SMEAus03 | Packaging Food and | 50 Business Structuring Task Orientated
Drugs Marketing,
Production
SMEAus04 | Retail and 180 Sale of Business Mentoring/Coach
Wholesale HR
SMEUKO1 | Personal Service — 20 Property and Finance
Hairdressing Advice
Milestone Events, payroll,
HR
SMEUKO02 | Retail and 7 Structuring, HR Regional
Wholesale, Business Centre -
Manufacturing Various
Service - Bespoke
Clothing Sampling
SMEUKO3 | Service B-To-B — 5 Financial Advice, General

Design & Marketing

Business Advice

13




Tables 3 and 4 summarise the type of business advisory services provided by
accountants and where possible the contribution of this activity to total fee income. The 11
professional accountants interviewed worked at nine accountancy firms. The three
professional financial advisers worked at two unrelated financial advisory firms and one
worked in a second tier accounting firm. Five of the nine accounting firms were classified as
2nd tier with international affiliation; two were medium sized firms, while two accountants
were from small accounting firms. Of the financial advisers, one was from a small firm, one

from a medium sized firm, and one from a large firm.

Table 3. Summary of Accountants Interviewed: Provision of Services to SMEs

Accountant Size of Interviewees | Types of Proportion of Firm
Interviewed Accountancy Business Revenue
Firm Advisory Contributed by
Services Business Advisory
Provided by Services
Firm
AAus01 2" Tier Partner -SME | Financial 40%
Accounting Management
Services Services.
Planning,
Forecasting,
Succession
planning,

Superannuation,
Asset Protection

AAus02 2" Tier Partner -SME | Banking, Wealth | 40%
Private Creation,
Clients Succession
Planning
AAus03 2" Tier Partner -SME | Financial 20%
Audit Statements,
Valuation,

Business Sale
and Purchase,
Due Diligence

AAus04 2" Tier Partner -SME | Corporate 60%
Private Advisory,
Clients Private Wealth
Advisory,
Investment
Strategy,
Succession
planning,
Business Sale
and Purchase
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Forensic
Accounting

AAus05

2" Tier

Partner -SME
Private
Clients

Structuring,
Superannuation,
IT, HR, Finance
Brokering,
Providing
Networking

25%

AAus06

2" Tier

Partner -SME
Private
Clients

Purchase And
Sale of
Business,
Structuring,
Financial
Management,
Wealth
Management,
Superannuation,
Banking

25%

AAus07

Small

Partner

Financial
Planning,
Mortgage
Broking,
Superannuation,
Business
Strategy,
General
Business Advice

50%

AUKO04

Medium

Partner
Financial
Adviser (Part
of
Accountancy
Firm)

Financial
Planning,
Retirement
Planning,
Pensions,
Protection

100%

AUKO1

2" Tier

Partner -SME
Clients

Business
Purchase and
Sale, HR,
Financial
Management,
Company
Secretarial

n/a

AUKO2

Medium

Partner -SME
Client
Services

Company
Secretarial, HR,
Business
Purchase and
Sale

50%

AUKO3

Medium

Partner

Financial
planning,
retirement
planning

100%
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While accountants and SMEs alike often found it difficult to precisely distinguish

business advice from statutory, compliance services, the overwhelming majority

acknowledged that business advice was an emerging and important segment of the service

market. Business advice extends from matters directly relevant to the SME business, to the

external accountant acting as trusted confidante and adviser on private and family matters.

Table 4. Summary of Financial Advisers Interviewed: Provision of Services to SMEs

Financial Interviewees | Types of Proportion of Firm
Adviser Firm Business Revenue
Size Advisory Contributed by
Services Business Advisory
Provided by Services
Firm
FAUKO1 Large Partner Financial 90%
Financial Planning,
Adviser Investments,
Mortgages,
Pensions,
Protection
FAUKO02 Small Partner Investments, 100%
Financial Pensions,
Adviser Mortgages,
Protection
FAAus01 Medium Partner -SME | Business Sale 60%

Services
Financial
Adviser

and Purchase,
Wealth
Management,
Structuring,
Superannuation,
IT, Estate
Planning

Although interviews with financial advisers were an initial integral part of the research design

because of the nexus between individual needs and business needs found in earlier research

(Carey and Tanewski, 2005). However, as the research progressed it became increasingly

apparent that financial advice was provided by accountants and financial planning has

become part of the overall portfolio of advice that they provide. The validity of this

indicative finding, that is that financial advisers are focused on the individual rather than the

business, may be worth testing in a larger scale empirical research survey.
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5. UNDERSTANDING THE DEMAND AND SUPPLY OF SERVICES

5.1.  The context of the SME and importance of the owner-manager

In order to understand the demand drivers for an SME to purchase services from an external
accountant we first need to understand what is a SME. Our results found that for many
owner-managers running a business is not just about ‘doing the business’: it is also closely
aligned to the personal motivations and life matters of the SME owner. With this comes
personal objectives and family activities, which involve matters and decisions that are deeply
considered and effect more than just business operations. Such findings are not unusual, and

are especially the case with micro enterprises.

The SME owner is often a sole proprietor, or sole decision maker and needs a trusted
adviser who is empathetic to the needs, desires and dynamics of their particular business and
family. As one SME respondent said: “I trust him [the accountant] implicitly with my
intimate details of my thoughts about where the business is going and where the family is
going” (SMEAus01). Another explained that the firm had developed successfully using the
same accountant: “Well I just think it's a 30 year relationship where we totally trust what they
do and we've always been satisfied with the standard of the service.../... we don’t question it.
... Yeah, I'm not questioning that at all because in many ways it's probably the best way to
go, isn’t it? But it's almost irrational in some ways in the sense of the way we buy everything
in today's society. Shop around with the internet and all that. But | mean with this sort of

service it's more complex isn’t it” (SMEUKOL1)

This analysis was reinforced by several of the accountant respondents. One
accountant said: “When we talk about ‘the SME market’, we are talking family businesses
and to provide effective advice you need to understand the family first” (AAus02). The
respondent accountant continued to say: “The SMEs are about the life of an individual, a
couple or 2/3 partners, it’s not a clinical business and it’s not about the delivery of clinical
services and that’s why we need trust” (AAus02). Another accountant’s response chimed
with this perspective: “The business of the SME is so deeply embedded in that individual’s
personal wealth ..., that it is critical the adviser understands the SME requirements and
delivers to those requirements” (AAus04). A UK accountant pointed out that this was not
merely confined to micro-firms: “...We give a very personal service and we are very

accessible and we do care about our clients and that, I think, comes through within a
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relationship and if people feel that and that all comes back to trust. They consider that we are

on their side and we will do our best within our professional boundaries” (AUKO01)

In short, another way to describe voluntary advisory or non-compliance services
provided by an external accountant to their SME clients is business and personal intrinsic
services. These services are essential to the well being of the individual, the business and the

family.

5.2.  Sources of Demand for Advice

5.2.1. SME business environment dynamics - Environmental turbulence, in the form of
market and/ or regulatory change, is an important stimulant for the owner-manager to seek
external advice. Most SME environments tend to be dynamic with businesses facing constant
turbulence caused by legislative reform, competitor improvements, broader economic
conditions (such as a recession or boom), public policy changes (such as a change in fiscal
policy) and the respective and individual thoughts and actions of the SME owner(s).

This dynamic environment gives rise to demand for business services, such as advice
on the purchasing or selling of a business, effectively structuring a business or personal
wealth holdings and distributions. The interviews with accountants and SMEs underlined
this commonly held view. One accountant explained ... demand depends on the phase of the
business, maybe a lot of advice early, then when buying or selling a business” (AAus06).
Another accountant emphasised that ... problematic economic times can drive demand or
one-off events such as divorce, a more competitive industry or a highly geared business”
(AAus04). All firms will face succession or business transfer issues and often the accountant
is the first port-of-call by owner-managers for advice: “They might just want to talk about the
succession of the business for instance. | mean that's quite a big issue. We've got an ageing
population with sole traders and partnerships. They need to get their firm fit totally to carry
on after they retire, so those are issues. Inheritance tax | want to give this property to my son
but I don't like his wife. | think they might divorce. How can I do this without her getting
involved [ ]. All sorts of issues. It's... a lot of it's very personal to their business and that's
why you need this relationship trust because it's that knowledge of their business and their
life.” (AUKOL1).

Such episodes could be termed ‘milestone’ events and may prompt the SME owner to

seek out the services of the external accountant, having already built a continuous
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relationship of trust. Most small firms do not have sufficient in-house resources, certainly to
deal with ‘one-off” events such as a rapid growth spurt or on the other hand, business exit and
this means that they would tend to look to their external accountant to fill the gap in their
experience and knowledge base. In such situations, accountants could be regarded as an

external resource.

“Less experienced SMEs and those SMEs with multiple owners appeared to be more
likely to seek external business advice. Furthermore bank debt requirements drive demand

for external accounting services in the form of cash flow and quarterly statements.

5.2.2. The importance of perceived added value of business services - The fieldwork
demonstrated a fundamental difference between owner-managers motivations to seek non-
compliance business services and compliance services. A key element that determines if an
SME purchases non-compliant, business advice is whether they perceive that the advice adds
value to their business. In contrast, compliance work was generally seen by owner-managers
as a necessary cost to the SME business, but one which added little, if any, value to the
business. As one owner-manager said about his compliance accountant “...he’s your
compliance keeper and you certainly rely on somebody to make sure you’re doing what you
have to do” (SMEAus04). Similarly, one UK owner-manager implied that, other than in the
provision of advice at key points, the accountant’s services were a cost to the business: “...the
way | see it, the accountant doesn’t make me money really. Well, this last month he didn’t
anyway. He was making money, not me. So, you know, if I’ve got any queries... For
instance, we did a bit of international trade, which is an area that I don’t really know about.
Like “How do you deal with that?” and that’s sort of asking the accountant questions sort of
thing. He did help me with the initial set-up of how to run a limited company. That’s where I
learned how to do it — from the accountant” (SMEUKO02). Another owner-manager put his
view more succinctly: “I don't read the accounts. | just accept what we're charged and think
well it's got to be done” (SMEUKO1).

The view that compliance services were a cost rather than benefit to the business was
reinforced by most accountants who agreed that the compliance services provided no value to
the SME business. As one accountant said “...the value they get from compliance is nil, but
they get immense value from just being able to pick up the phone and talk to someone who
knows their affairs back to front and give them an answer on the spot” (FAAus01). In
explaining this different owner-manager perspective, one accountant speculated: “Our
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[compliance] work tends to be repeat work so that's an overhead. The specialist advice -

when you want something specific - if it's what they want then they’ll pay for it” (AUKOL).

In contrast to the perception of the value of compliance services, business advice
services provided a more positive story. Business advice services were regarded as adding
value to the business because it is what the SME demands rather than a derived demand to
meet statutory requirements. A number of factors influenced its take-up. One owner-manager
emphasised that as long as the ‘price was right’, then [business] advice was important: “I
think the cost of it doesn’t really come into it, not at the very beginning I don’t think. You
know, it just doesn’t because, let’s face it, if someone gives you very good advice and it’s
someone you really trust ... /..., it’s worth paying for the advice. But saying that, if it was a
ridiculous price, then no” (SMEUKO03). Before buying advice, one SME indicated that the
following trade-off is necessary: “Are there benefits that go with the service and how much
does it cost?” (SMEAus03). This view was reinforced by accountants and one said “...there is

more pressure from the client base to get more value added” (AAus03).

5.3. Owner-manager influence on advice seeking

The extent to which external business advice was sought and purchased was found to be
influenced by the owner-manager. As one accountant respondent said: “The driver of
demand is driven by the personality of the SME owner being either 1) self directed people, or
2) people who seek advice to assist them make decisions” (AAus04). In some cases, advice
seeking was an iterative process whereby owner-managers heard of a service from a source

other than their accountant and this stimulated them into action.

We term the first group “self directed individuals”. These owner-managers are more
confident to rely solely on their own judgements and therefore, less likely to buy advice
believing they adequately possess the necessary business expertise. These individuals were
also more likely to buy business advice following a ‘milestone event” which could be
externally or internally generated. Typically, these events could include changes in
regulation, a fundamental shift in the business cycle, retirement or succession, or changing
family circumstances. The second group of owner managers were individuals who liked to
validate decisions by seeking confirmatory advice. This “validator” group took more time to

develop their confidence in a decision path and thus tended to make more considered

20



decisions. This group were also more likely to seek on-going advice rather than seek it in

response to an imposed change or event.

These two SME types are illustrated by the following contrasting attitudes represented
by SME respondents. One SME said: ... accountants did offer other services but I didn’t
want them” (SMEAus04). Similarly, another owner-manager indicated that ‘... because it’s a
huge [accountancy] company they’ve got lots of different departments .../.... They’ve got a marketing
department, they’ve got this department, got that department and because you’re part of this company
you could access these — obviously at a cost. But, you know, as I say, it’s early days yet”
(SMEUKO02). On the other hand, validators are illustrated by owner-managers stating that “You’ve
got to not let your ego get in the way ... some successful people are very autocratic, but I’'m
not that sought of person ...you can become blinkered and convince yourself that you’re right
about things when actually you don’t have the knowledge base to make decisions”
(SMEAus01). Even when an accountant is not actually the appropriate source of advice,
validators may request their advice; “I feel we can say something to him which I wouldn’t want to
say if you’d come along as a financial advisor. It’s not quite the same. He’s not a financial advisor,
but I would trust him to ask, you know, like “What do you think we should be doing on this?”” and if

he said “That’s really out of my sphere, but I would do this,” he would probably recommend someone

to us” (SMEUKO3).

As one accountant said: “The SME client is very driven, they know it all, a lot of
them are still mainly one owner, they have created the business, it is hard for them to let go”
(AAus01). Providing further insight into the group categorised as “validators”, another
accountant said that those SME owners that are a bit unsure of themselves were more likely
to seek his advice (AAus07).Following an analysis of the transcripts, we classify four of the
seven SMEs as ‘self directed’ and three of the seven SMEs as ‘validators’ (Companies
SMEAus01; SMEAus03; and SMEUKO3).

5.4. Existing SME - accountant relationships as a basis for non-compliance business

advice

As expected, the fieldwork showed that accountants with an already established relationship
with SME owner-managers were in a strong position to provide further business advice to
these firms. However, this was not guaranteed and it was important that trust had been

developed between the owner-manager and the accountant. Trust was developed through a
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combination of supplying compliance services to SMEs and demonstrating competence and
professionalism in this process. In some cases, owner-managers relied on a recommendation
from their accountant to a supplier of non-compliance business advice, if the requirement was

outside the expertise of the accountancy practice.

5.4.1. Accountants rely on referrals rather than perform pro-active marketing - One of
the important questions in the study was the extent to which accountants exploited the
relationship with their SME clients in order to supply non-compliance services. The results
suggested that most accountants are passive rather than active marketers of their non-
compliance services. As one respondent accountant stated: ...demand for my services is
largely referral based, from a partner within the firm or a key contact from within the SME
network”(AAus04). Another accountant respondent said: “... almost categorically business
advisory services are a spin off from the compliance services” (AAuUs02A referral provides
the SME owner-manager with some initial assurance that the accountant is sufficiently
competent. Even with the advent of internet technology, personal referrals were a dominant
form of new businesses: “We're not really good at marketing. Our business has grown to what it is,
I mean we now have nearly 40 people but it's not because we're particularly good at marketing. It's
how we [operate ]. Look at our website. It's pretty much non-existent” (AUKO02). The reliance on
recommendation did not mean a steady-state business and could facilitate growth, as explained by one
accountant: “..we currently get something like 70 clients, [new] clients a year and we probably lose 3
or 4 clients a year so we are a growing practise but we're not expanding exponentially. Just gradual
progressive growth and we don't market to any degree because we've got this flow of clients coming

in from recommendation” (AUKO1).

This is not to deny the role of the internet as a marketing and information source. Our
findings suggest that websites, were occasionally used by owner-managers as a supplement to a
recommendation. On the other hand, accountants themselves often researched potential clients
through the internet: ““.. 99% of all clients come through recommendation and that’s very
important. I always say to clients ‘If you’re happy, recommend.’ .../... You know, I’ve had a
couple of telephone calls with them [the recommended firm]. ‘What sort of things do you
[provide]...? I’ve learned about the business through the Internet and I’ve got information

from the previous accountant’ (AUKO3).

5.4.2. The marketing of services through networks - A common technique used by
accountants to communicating their broader expertise to clients was through the use of

networks or forums for SME owner-managers. The majority of accountants interviewed
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indicated that it was through these networks that SMEs became familiar with the other

services that an external account might provide their business.

In some cases, these additional services were provided within a context of wider
environmental changes. Many SME owner-managers do not have the time to scan the
environment beyond the immediate confines of their business. As such, the role of
membership organisations, such as chambers of commerce and trade, and professional
bodies, were often instrumental in brokering communication. For example, where there are
government changes to legislation such as FBT, GST, VAT, Superannuation Guarantee,
Superannuation Contributions, and Self Managed Superannuation Funds, many accountants
indicated that they responded to these changes by creating forums and information meetings
to inform their clients of the changes and in turn displayed their competency which may lead
to further work. As one respondent accountant said: “We run seminars to show we can supply
[other discretionary services]”. The same accountant went on to say “we respond to a need
like government change by holding forums” (AAus06). Accountants were invariably
members of local chambers of commerce or relevant professional and sector business groups
which acted as a vehicle for both the dissemination of their services and the ability to glean
new information regarding their market. One accountant, for example, made their presence
known in the local newspaper: “I mean we rarely advertise. 1.../... do an article for my local
paper once a month. But that doesn’t make my practice [explicitly] because I do that for [an
accounting professional body] so I'm used to being the spokesperson so it's my name and my
picture so there's a recognition there. You have contacts with local solicitors and bank
managers...” (AUKO1).

5.4.3. SMEs mixed views on the value worth of accountants in providing discretionary
services - We found that all of the SME owners used a number of advisers and despite having
an existing relationship with their accountant for compliance services, not all SMEs used an
external accountant for other business services. A number of reasons were provided for this
outcome. The market for business advice is highly competitive and while external
accountants are well placed to also gain this work, they need to convince clients they have the

necessary business expertise to solve the owner-manager’s issues.

Whilst all SME owners understood and agreed the necessity to have a competent and

trustworthy external accountant for compliance services, most SME owners utilised other
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professional service providers for discretionary services instead of, or in addition to, their

external accountant.

A number of owner-managers regarded the use of accountants for accountancy
matters but instead of extending their relationship, preferred to use other sources for other
issues. For example, one SME respondent used an external accountant for compliance
services, a financial planner for wealth management services and an independent business
adviser for business advisory services (SMEAus01). The owner-manager stated he used the
business adviser for mentoring, consulting, coaching, business development, strategic
planning and paralegal services. The owner also believed that not one person has all the
required knowledge to operate successfully and uses the business adviser to benchmark
himself against other business owners. The owner indicated that as his business became

more complex, the depth, complexity and the variety of advice required increases.

Having credibility in the industry was cited by some owner-managers as significant in
the advice seeking decision making process, although for a few this was regarded as crucial.
One owner-manager uses a business adviser who was once a successful business owner, and
is someone who provides mentoring and coaching services, is seen as a good sounding board
and “...someone I can tell stuff you couldn’t tell staff or the management team” (SMEAus04).
This SME owner argued that many accountants were ‘out of touch” with his particular
industry and had not received value for money on past discretionary services provided by an
external accountant. Notwithstanding that experience, the SME owner had recently sold a
business and experienced excellent service from the external accountant saying “...the
accountant really stood up from the sale transaction viewpoint and showed me their worth”
(SMEAus04). The need for accountants to be more of a sounding board for a range of issues
— ageneral practitioner for the SME — was in the consciousness of some accountants: “If
they’ve got a problem we talk it through.../... They may not want specific advice because
they haven’t got anybody.. I mean it can be a sole trader or a partnership person in that
partnership. And they’ve got a problem and they have got nobody on their side. They can't
talk to the bank because the problem might be the bank. So we are somebody who's on their
side and often that's the case if they are folding up.../... they just want to use you as a

sounding board or an option for us to say well have you thought of this? (AUKO1).

The reticence to extend the advice function of their accountant displayed by a
minority of owner-managers appeared to be based on a notion that specialisation required a
24



division of labour between different advisers in the network. This was exemplified in a
response by one owner-manager who said: “I don’t use accountants for business advice and
for marketing and production. I go to people who are most involved in those fields”
(SMEAus03). That SME owner said: “I don’t think the accountant is that critical in the
business” (SMEAus03).

From the supply perspective, a number of accountants interviewed suggested the need
for increased specialisation within their particular fields of expertise. Where possible,
accountants were keen to provide an appropriate level of expertise, especially if the business
was considered to be of a sufficient scale. In some instances, this led to the establishment of
a dedicated account manager who utilises the expert services within the firm to satisfy the
client SME demands. As one respondent accountant said: “SME’s come to mid-sized
accountants to get expertise in a certain issue and advice across broad issues” (FAAus01).
The accountant continued to say that “we have one single contact point, but then use the
broad skills of the firm”. Another accountant said: “we say to our clients, we’re your one
stop shop. Our clients come to us if they need any recommendations to anything else and

even very specialist work that we don’t carry out we will go and find it” (AUKO1).

For smaller accounting practices, specialisation of non-compliant business services
led to the accountant referring their client to other members of their network although they
were the first port of call. For example, one small firm required a solicitor: ‘I feel we can say
something to him which I wouldn’t want to say if you’d come along as a financial advisor.
It’s not quite the same. He’s not a financial advisor, but I would trust him to ask, you know,
like “What do you think we should be doing on this?’ and if he said ‘That’s really out of my
sphere, but I would do this,” he would probably recommend someone to us. One time we
needed a solicitor for something. There was some money that was owed to the company
.../...and he said “I know someone who can help you do that.” (SMEUKO03).

The preceding analysis suggests that an expectation gap has opened up between what
the SME owner needs and what the external accountant is able to supply. As one SME said
“They [the accountant] could be more specialised in certain areas that can truly offer advice
rather than trying to be a jack of all trades” (SMEAus04). Whilst small accountancy practices
appeared to gain an advantage in terms of empathy with small firms, some of our

interviewees were prepared to question the capacity of their accountant to provide business
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advice, no-matter how close the relationship: ““ | suppose it might be if a few things happened

and I thought , hang on, he’s not coping. Maybe he’s got too much on” (SMEUKO03).

This suggests even smaller accounting practices might further embrace a variation in
the model adopted by larger international accounting firms with their focus on industry
specialization and draw upon a network of approved advice suppliers. This may involve
nurturing a multi-disciplinary network of suppliers, organised around industry expertise.
Although this may mean that the smaller accountancy practices do not try to provide a

comprehensive service in-house, their role in the referral hub would be significant.

Indeed, most accountants interviewed recognised the importance of developing
specialist business expertise or creating a structure which provided easy access to such
expertise. To illustrate this point, one accountant said “...accountants are a distribution
network” (AAus05), implying that if they did not possess the specialisation required, they
would find that specialisation for the client SME. For the larger accountants interviewed, this
sometimes meant referring SME clients to others within their business “...new standards
require more specialisation, so we give more work to other partners who specialise in a
particular area” (AAus03). A further strategy was to recognise that the accountancy practice
specialises in specific sectors: “It’s actually going for niches because it allows you [to bat
much higher]. If you were just a firm that takes on everything, you’re not batting higher..../...

So some of our biggest niche markets are TV, media and barristers.” (SMEUKO03).

Perhaps the accountants have not sold or communicated their ability to provide
discretionary services comprehensively sufficiently to their clients and this is a matter for

further discussion within this paper.

5.5. SMEs and their accountants — the process of developing trust

The interviews with SME owner managers explored the role of trust explicitly. Although we
heard a number of stories regarding the development of the SME-accountant relationship
from both parties, a general pattern emerged. It was clear that trust is built through an on-
going relationship between the accountant and the SME client, and is developed over time.
The initial basis for trust to develop is a display of competence by the accountant. This is
usually demonstrated in the provision of statutory services. With time and through a series of
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interactions with the SME, external accountants are then able to demonstrate empathy with

their clients. A relationship forms over time and is then reinforced with social rapport.

There was consensus among SMEs interviewed that accountants are one of their
trusted advisers. This was emphasised by one accountant in discussing this in relation to
their clients: “They’ve got to trust. They’ve got to believe... I’d say it’s no different than
them going to see a doctor. You know, if they’re going to see a doctor and they go to see two
or three people, they’ve got to think they’re going to get the best.../...that’s why | said that
recommendation is so important. Because if you need a doctor, the best way you’re going to
go to that doctor is to say ‘Well, you know, Mr Smith had the same problem I’ve got and
that’s why I’m going to go and see him.” (AUKO03)

However, before an owner-manager of an SME can rely on their external accountant
for business advice, it was critical the accountant possess and displayed qualities such as
competence, empathy, honesty, integrity, and had a good social rapport. These are the

elements in the relationship which build trust.

One accountant said: “... our business is about building relationships ...” and “... it’s
the ability of the client to be able to contact you and for you to answer their questions in an
intelligent manner [competence] and honestly. If | can’t answer the question, | get one of our
specialist partners to answer it and | communicate and manage the answer [empathy]”
(AAus03).

5.5.1. Trust develops over time - The relationship between the SME client and the external
accountant are built over time. In some instances the SME may not purchase other non-
statutory (business advisory) services from their external accountant for 1-5 years from initial
contact or discussion. As one accountant said: “We start from an ethical and trusting base:
the client relationship builds over time” (AAus06). One SME underlined the significance of
time in the development of trust: “Well I just think it's a 30 year relationship where we totally
trust what they do and we've always been satisfied with the standard of the service”
(SMEUKO02).

5.5.2. The role of social rapport - Whilst competence was an essential element for the
development of trust, social rapport also emerged as a significant factor in helping build a
base for the accountant to sell other services and for the SME. As one accountant said:
“Social rapport plays a big part in building trust, you don’t need to socialise outside of work
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but just going to see them a couple of times a year” (AAus03). Another accountant said: ...
the people whose persona is more identifiable with my own will go beyond the compliance
work and purchase other services” (AAus05). For one accountant, social rapport was
considered ‘essential’ for the development of the relationship with specialist clients: “Once
you get known in the industry.../... people walk in wanting to come to you because you’ve
found out about their industry as well. “What are the trends? What is happening? What’s

happening at the Revenue? What’s happening in the courts?”” (AUKO03).

One owner managers’ views on the role of social rapport tended not to mirror those of
accountants since they emphasised much more the ‘business’ side of the relationship. This is
not entirely surprising since they are not the people who are seeking to market services. One
owner-manager stated “social rapport is important for building that partnership, [and] being
part of the team” (SMEAus01). The owner-manager added: “...it"s less [0f] a personal
relationship: the primary thing has always been the business side for both of us”
(SMEAus01). Another owner manager was less committed regarding the development of a
social rapport: “... you can’t have a business relationship with a friend” (SMEAus04).
However, owner-managers and accountants displayed a ‘managed’ social relationship and
this tended not to spill over into socialising: “I mean there might be something the bank had
invited us to. [The accountant] might be there in his capacity as an accountant so no, we don't
socialise in that way but after 30 years we do have a good relationship. If | bump into .../...
on the street we shake hands and say how have you been, how's things going for you, what's
happenin ,.../... that type of thing. But no, I would say it's 90% a professional relationship”
(SMEUKO3).

None of the SMEs indicated that their relationship with their external accountant had
become a regular social relationship outside of the context of a working relationship.
However, two accountants indicated they socialised with clients outside the working
relationship (Accountant AAus02 and AAus07). Interestingly one accountant said “social
rapport is critical” and that “... business services, that’s where the value add lies, but you
can’t do that unless you’re mates, how could you? You don’t understand it otherwise”

(AAus02). This was not, however, a common approach.

The majority of accountants suggested that although they are surrounded by the
trappings of an institutional environment (and therefore ‘institutional trust’: Bennett and
Robson, 1999), it is the individual who builds the relationship and cements that relationship
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for the firm. One accountant stated that the “individual is building the relationship, not the
firm” (AAus03), while another accountant said “our firm is trying to make it about the
organisation but the truth is it’s about the individual relationships” (AAus02). Even when the
accountant had to relinquish being the single point of contact in the relationship with the
SME, the language they used implied the retention of some control in the relationship: “I

provide one point of contact and then I use the broader skills of the firm” (FAAus01).

The interviews, therefore, provided mixed views regarding the significance of social
rapport in the development of the SME-accountant relationship. It appeared that an element
of social rapport was required as a minimum to allow a relationship to flourish, although it
was not essential that this had depth other than for business purposes. For the accountant in

particular, working on the relationship was important.

5.5.3. The roles of competency and expected levels of competency in the SME-
accountant relationship - Accountants are relatively well educated and are put through a
rigorous professional examination and testing regime to enable them to practice as
accountants. This gives rise to their fundamental qualities of competency and assumptions by
both accountants and owner-manager clients that they will be exercise this competency by

following industry standards.

The majority of accountants’ work derives from referrals, either from within the firm
or from within the SME owners network. Underlying the referral system, one accountant
provided the following explanation: “Referrals imply you are competent” (AAus05). SME
respondents confirmed this view, as one SME said “...competency is a given” and “...it’s only
important I get advice that works” (SMEAus03). This was reinforced by another owner-
manager who argued: “I need competent advice. They’ve got to be competent”. Thus, the
fieldwork suggested that by working in a profession, accountants benefitted from an assumed
level of competency by owner-managers. This finding is similar to Bennett and Robson
(1999) in their classification of accountants as having institutional trust. Our results
demonstrate that this basic level of competency is fundamental to a continuing relationship
that has been built on through social rapport over time and individual trust.

This notion of possessing an assumed level of competency because of the standards
associated with the accountancy profession was echoed amongst accountants themselves. As

one accountant pointed out: “I am a chartered accountant. People accept that | have a level of
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knowledge and therefore it comes down to the relationship”. He continued to explain that “if

you’re not competent then you will never form the trust and the long standing relationships”

(AAus06).

All respondents agreed the core competency of the external accountant is around
compliance tasks. But not all accountants have developed broader business expertise to the
same extent. For some accountants, compliance work continued to represent the core
business whilst for others non-compliance work was more important (see Table 3) and of
growing importance. Interestingly, one accountant (AUKO1) indicated that they had focussed
exclusively on growing their business advice competency and at the same time outsourced
the compliance work within the firm to India. The former was considered to necessitate
greater levels of business acumen and expertise, whilst the latter was considered more

routine. This differentiation was reflected in the income stream for the accountant.

The above findings suggest that whilst accountants were assumed to be competent in
terms of the provision of compliance advice, since after all this is what they have been
formally trained and examined in, they had to ‘earn’ levels of competency by owner
managers. The accountants interviewed demonstrated a variety of techniques for
communicating their competence in their provision of business advice. Some emphasised
hard work and dedication around compliance services. As one accountant said: “... my hard
work and competence has created trust” (AAus03). Other accountants with more engaging
personalities are more likely to directly market their broader business expertise to their

clients.

5.5.4. The role of empathy in the accountant-SME relationship - Empathy involves
understanding and genuinely caring about the clients’ interests. The fieldwork found that
empathy was identified by all accountants and owner managers as a critical ingredient to a
successful client relationship and the provision of business advisory services. For some
accountants, empathy was almost an ethical issue and they had to demonstrate this in dealings
with clients. As one accountant said “we have an obligation morally and ethically to

represent their best interests” (AAus04).

The means of demonstrating empathy was not easy. One accountant said ... the key
ingredients of caring about your client are taking the time and trouble to understand his

business. I visit my clients at their business, and it breaks down the tension” (AAus05).
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Turning to the owner-manager perspective, one SME emphasised the role of empathy
in their statement “I need someone who understands small business and understands the
pressures and workloads of the person that runs the company” (SMEAuUs02). Another owner-
manager said “You [the accountant] have to act as if you are a department of our business”
(SMEAus01).

Empathy is important to the SME owner in their external relations but it is not the
exclusive domain of external accountants. SME owners said that it was also important that
their non-accountant, business advisers also displayed empathy. For example, one owner-
manager stated that their adviser had a ... genuine understanding of our business and who we
are, [and] our objectives” (SMEAuUs01)

5.5.5. The role of trust - Trust includes professional or institutional trust, the trust in the firm

and the trust in the individual. Society awards accountants institutional trust.

SME’s require the services of accountants to help them comply with government
regulation such as taxation. If the SME does not comply they may face punitive penalties
and in some cases jail sentences. It is because of both the institutional setting and the
provision of compliance services that accountants derive their trusted adviser status and
facilitate the link between business and government. Arguably the accountants play a
filtering role making sure the system functions legally. Honesty is one of the most valued
qualities in society; if someone is honest they are by implication trustworthy. The external

accountant’s primary compliance role requires them to be honest and honesty leads to trust.

Accountants are conservative in the manner they attend to their work, either in
gathering and providing advice to clients or complying with government legislation and
requirements. Should accountants break the law or recommend clients break the law they
may face financial penalty, loss or reputation or even being barred from practicing and hence

loose a livelihood which is well paid and valued in society.

An important role of the external accountant is to ensure their clients are in
compliance with the law and SME clients indicated that an important role of the accountant is
to keep them honest. It is this very relationship of “required honesty” that gives prominence

to the trustworthiness of the accountant/client relationship.
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The primary evidence highlighted the significance of trust as a linchpin in the SME-
accountant relationship. There was a consensus that external accountants are trustworthy and
that trust is critical to relational exchange. As one accountant said “...why do people come to
accountants?..Because they trust you, they begin to understand that you form part of their

success story, but trust is an outcome not a driver”(AAus05).

Trust, however, is not a given. Accountants need to work hard to obtain the trust of
the SME. As one accountant said “initially it’s to do with personality and the relationship,
then trust follows” (AAus06). Another accountant said “Trust is critical, the SME places
absolute trust in their accountant contact at the firm. If a partner of the firm refers a client to
me, that client will generally accept that recommendation based on the trust the SME has in
the ability of that partner” (AAus04)).

Most SME respondents indicated that trust is won by proving ability, showing
empathy and over time building a relationship which can be relied upon. As one SME
owner-manager pointed out, “... [R]eputation leads to trust, networking leads to validation of
the reputation” (SMEAus03).

5.6.  Selling discretionary services — Is restructuring required for the next generation

of accounting firms?

Our findings suggest that in general, accountants do not market their services strongly to
prospective clients. Instead, most new work is derived from referrals, either from internal

partners or from the SME network of contacts.

As one accountant said “I’m not a particularly gregarious character who goes out and
woos my clients with charisma. More work comes my way due to my work ethic” (AAus03).
This raises the question of whether or not the accounting profession should and could raise
their levels of service marketing. Is there any point in providing sales training for
accountants in order to increase their volume of other services business? This scenario may
be counter-productive and requires the accountant to play a role “out of type”, a role they
may not be suited for and a role that may lead to breaching the very foundations of trust that
the SME requires from their accountant as trusted adviser.

As professional advisers, for some accountants being a sales person of services was an
anathema. For example, one accountant said “In identifying the opportunity [for advice]

salesmanship plays no part, it’s about analysing the SME requirements”. (AAus02) This
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view was confirmed by another accountant who said “I don’t knock on doors! It does not
have the same credibility of a referral attached to it. Salesmanship in our business extends to
the way you present yourself in terms of your ability, objectivity and ethics. It’s not a hard
sell of the services but a hard sell of you as someone with ability, credibility, integrity and
ethics”. (AAus04)

Similar attributes of trustworthiness and a reluctance to do the hard sell were also
found amongst financial advisers. Thus a reluctance to become more pro-active in promoting

services was not the exclusive domain of accountants.

Given the unpopularity of a significantly raised profile of accountancy services
through marketing techniques, how could the accountancy profession develop for the future?
One possibility is that accounting firms dealing in the SME market restructure in order to
align their services closer to client needs. This may also limit the amount of other services
work that is leaked to other professional advisers. As one accountant said “To understand
their [ie the client’s] industry is really hard when you have 40-50 clients basically across
every industry and its hard to be an expert in them all , probably of all things clients say they
want it’s the hardest [to meet]” (FAAus01). This view was reinforced by one SME who
identified the limitations of smaller practices in particular “They [the accountant] could be
more specialised in certain areas that can truly offer advice rather than trying to be jack of all
trades” (SMEAus04).

Does this analysis lead us to conclude that the accounting firm could be restructured
to better suit SME needs and the increasing desire for specialised services? Could it be
possible that ‘Business Development Managers’ are required to be employed by accounting
firms to communicate with SME clients to better understand and deliver other services? As
one accountant speculated “...accountants don’t say enough about what services they can
offer” and proffered “[there are] two types of salespeople - openers and closers. Accountants
are not openers. So we employed tele-marketers who are experts at opening and we found a

lot of people were interested to know more” (AAus05).

The research implies that it is worthwhile pursuing the complex issue of the
marketing of external accountants’ non-compliance services to the SME market. This may
involve much more than tele-marketing, much more intrinsic than just making a phone call

and passing it on. The SME owner-manager may desire a more continuous and solid
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relationship, that involves clear communication. Similarly, if accountants are not good
communicators as found from the results of the interviews, then this issue must be

investigated further with implications drawn out for practice.

6. CONCLUSIONS AND RECOMMENDATIONS

The primary aims of this research are to provide a detailed understanding of the nature of
services provided by external accountants to SMEs, examine the intervening role of
competence, trust and ethics in the demand for business advice, and explore other factors
influencing SMEs purchase of business advice to inform the underdeveloped extant literature.
The results confirm that owner-managers tend to purchase additional non-compliance
business services from their accountant. On the supply side, it is clear that accountants sell
other services off the back of traditional statutory or compliance services. The existing
relationship, based on the purchase of compliance services, appears to provide a foundation
from which the external accountant might also sell business advisory services. Accountants
were conscious of finding the right balance between raising awareness that they sell
‘additional’ business services and not marketing these too aggressively. In fact, most
accountants agreed they tend not to actively sell advisory services to their SME clients. From
the accountants’ perspective the provision of advice tends to emerge following interactions

through compliance work.

Both SMEs and external accountants agreed that additional advice were frequently
taken up in the early years of the business as the owner-manager faced many new challenges
and had not yet developed the necessary business expertise. SME owner-managers agreed
they are seeking a confidante to provide advice over and above compliance services. Being a
business owner is often a lonely and isolated life. However the confidante may or may not be

the accountant.

SMEs expressed mixed views as to whether external accountants are capable of
providing useful business advice, yet all external accountants interviewed perceived
themselves as having the necessary skills to provide business advice. The result suggests that
an expectation gap exists between what the SME owner needs and what the external
accountant is able to supply. All SME owners used multiple advisers and not all SME’s will
use an external accountant for other services. The market for business advice is highly

competitive and while external accountants are well placed to also acquire this work, they
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need to convince clients they have the necessary business expertise thereby closing the

current expectation gap.

An important factor which determines whether the accountant is perceived to be
competent to provide business advice is their industry experience. There were mixed views
amongst owner-managers on whether the accountant had to possess specific industry
experience for them to be able to provide advice. Where there is demand for business advice
emanating from a need to enhance competitive advantage, the type of adviser sought by an
SME needs to have highly specialised industry knowledge. All SME respondents indicated
that they purchase business advice, but not all SMEs used an external accountant. The
market for business advice is highly competitive and while external accountants are well
placed to also acquire this work, they need to convince clients they have the necessary

business expertise.

Most accountants indicated they have an existing relationship with the SME built on
competency, empathy and trust. Hence, accountants appear to be in a good position to supply
other services to their SME clients. Referrals imply competency and competence was a given
(assumed), while trust was earned over time. Most accountants suggested business advice is
not sought proactively but emerges primarily from interactions through compliance work.
Relationship building leads to provision of services following “Milestone Events”. Such
services might be associated with succession, family conflict, changes to regulation, etc. But
accountants are generally not found to be good at communicating the business advisory
services they can potentially offer. As a result, much of the other services are captured by

other professional advisers.

A major factor that drives demand for advice is the personality of the SME owner.
We identify and propose two distinct types of personalities among SME owners. The first
personality type we described as a “self-directed individual” who is confident to rely solely
on their own judgement and are, therefore, less likely to buy advice believing they processed
the necessary business expertise. These individuals tended to buy advice only following a
milestone event such as changes in regulation, purchase or sale of the business or business

segments, retirement or successions, or changing family circumstances.

The second distinct personality group we labelled as “validators”, who like to affirm

decisions by seeking confirmatory advice. This group looks to developing their confidence in
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a decision path over time and thus they tend to make more considered decisions. This group
is also more likely to seek ongoing advice. As one SME said “we recognise we need help”
and “anyone who thinks they have all the answers is a ‘dill’. Small business can become very
cloistered very quickly [and] you can become blinkered and convince yourself you’re right

about things when actually you don’t have the knowledge base to make decisions”

(SMEAusO01).

An important dimension of business advisory services is the view that the accountant
is a “trusted partner” providing personal relationship and is a confidante to the owner-
manager. Fieldwork results highlight a number of dimensions required for the development
of trust. Trust is typically built through an on-going relationship between the accountant and
the SME client through the provision of compliance services, and is developed over time.
Social rapport is required as a minimum to allow a relationship to develop and for trust to be
established. While there needs to be an element of shared values for social rapport, in most
cases it is not necessary for there to be socialising outside the business relationship for social
rapport to be effective. In addition, both accountants and their SME clients emphasised the
critical importance of empathy to the development of successful client relationship and the
provision of business advisory services. Empathy involves understanding and genuinely
caring about the clients’ interests and requires the accountant to take time to genuinely
understanding the clients’ business and personal needs. These results demonstrate that SME
owners exhibit both calculative and affective trust behaviours, that is, the relationship with
the accountant is based on diminishing information asymmetries and uncertainties as well as

emotional inputs derived from repeated interactions and information acquired over time.

There was a consensus among interviewees that accountants do not market their
services strongly to prospective clients. In contrast to many of their competitors for business
services, accountants are not particularly gregarious characters and charismatic in the sale of
their services. Instead, most new work is derived from referrals, either from internal partners

or from the SME network of contacts or derived demand from compliance work.

This research specifically examines the role of trust and competence in SMEs seeking
business advice. While extant literature has considered trust and competence in business
relations between larger organisations, evidence of the importance of trust and competence
within the SME context in relation to business advice provided by external accountants is
both scant and underdeveloped (e.g., Smith et al., 1995; Sharif et al., 2005; Rousseau et al.,
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1998; Zaheer et al., 1998). We demonstrate SME clients will tend to purchase business
advice only after they have nurtured a relationship with their business adviser(s) to minimize
uncertainty while simultaneously recognizing that a SMEs’ competitive advantage can lie in
the professional relationship the owner-manager builds up with his/her external accountant.
It is precisely through such a relationship, which is ‘earned’ by building up trust, that the
SME owner-manager can tap into the external accountant’s expertise and knowledge of
business processes in different sectors of the economy that can provide strategic support to

the bundle of valuable resources at the owner-managers’ disposal.

Finally, we find no evidence that concerns about auditor independence post Enron
emanating from regulatory change affecting public interest entities have influenced the

likelihood of external accountants also provide business advice in the SME environment.

6.1. Limitations of the study

This research has drawn on evidence collected in face-to-face interviews with a small sample
of accountants, financial advisers and SME owner-managers in the UK and Australia. The
limited numbers and absence of symmetry in the UK and Australian fieldwork cases mean
that caution must be exercised in generalising from the results or providing a country-
comparative analysis. Our results pave the way for a more extensive study of the accountant-
SME relationship in the provision of business advice. While results indicate that the nature of
business advice provided by external accountants appears to be consistent with their

traditional expertise, future research could explore this contention.

6.2. Implications for Practice

The evidence presented shows that for a SME-account relation to successfully exist,
accountants are not required to “hard sell” their services and accountant have not been found
to be good at hard selling. However in order to respond to the increasing demand for
specialist services and adding value beyond compliance services from their SME clients, it
may be argued that the accountant needs to create a pathway to enable them to capture the
market share that is available via a pre existing relationship of trust. SME owners demanding
business advice do not necessarily seek out their external accountant for this service. Some
SME’s have multiple business advisers which demonstrate the market for business advice is

competitive and creates a challenge for the accounting profession. An common technique
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used by accountants to communicating their broader expertise to clients was through the use
of networks or forums for SME owner-managers. There may be scope for small and medium
size accountant to enhance their business acumen by reorganising their practice in order to

develop greater industry experience.

Many accountants are in a good position to supply the SME’s demand for more broad
ranging business advice which may be built upon and be integrated with information gleaned
from compliance services. By using the same supplier, SMEs may benefit from economies of
delivery and information costs (e.g., Bennett and Smith, 2002). However, many other
professional service providers may be more proactive in marketing their services to SME
owners and thus capturing market-share. This leads to the question whether or not should
accountants overtly market their services. This then begs the question: “will this lead to
accountants not being seen as the trusted adviser that has empathy for the SME business”?
Might the SME become suspicious of the motivations of the accountant? Overt marketing has
not stopped other advisers used by the SMEs displaying underlying attributes of competency,

empathy and trust. Future research might explore these questions.
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