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Why Most Firms Don’t Make It to the Second
Generation
By Marc Rosenberg, CPA

The short answer is that CPA �rms stink at succession planning.  Firms’ entire
operations are geared to maximizing short-term pro�ts, focusing on today at the
expense of tomorrow.  Evidence of this is the following: A 60 year-old sole
practitioner wants to sell her �rm and work eight more years.  She has revenue of
$1M and takes home $600,000.  She meets with several buyers, all of whom are
interested in her practice.  But none are willing to continue her compensation at
$600,000 because the pro�tability of her practice can’t be sustained in the buyers’
operating model.  Why?

Because the solo doesn’t invest in the future of her �rm the way buyers do.  She hires
low level people.  Little training.  Below-grade of�ces.  Technology that is behind the
times.  No marketing.  Short-cuts on quality control.  All of these cut corners enable
the solo to pocket a hefty salary.

[This article �rst appeared on the Rosenberg blog.]

Tim Christen, former MP of Baker Tilly and former Chairman of the AICPA, says it
well: “The most important thing you can do for your own success is make the people
below you successful.”

Here are the practices that prevent �rms from being around tomorrow.
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Af�uence.  A good place to start because money explains a lot of things in life. 
Partners in local, multi-partner Chicago �rms earn, on average, $460,000.  That’s
higher than what 99% of all people in the country earn.  Proper succession planning
requires partners to (a) shift a substantial amount of their time from client work to
mentoring staff, thus helping them grow and (b) invest a substantial amount of
money to ensure the �rm’s tomorrow.  Many �rms aren’t willing to make this kind of
investment.  They reason:  “I work hard, enjoy my work and my clients love me.  Add
to that mix the $460,000 of annual income I earn.  Our �rm may not be perfect, but
we’re doing a lot of things right.”  And who can blame them?  Af�uence is a
corrupting in�uence on succession planning.

Buyer’s merger market.  We all know about the frenetic pace of CPA �rm mergers in
the past 5-10 years.  Until the past couple of years, countless numbers of �rms rested
easy when it came to an exit strategy.  They reasoned that if they failed at succession
planning, they could always execute a reliable fallback plan:  sell to a larger �rm. 
Well, things have changed dramatically in the past two years.  A huge volume of
sellers has �ooded buyers with options, enabling them to cherry-pick the best and
the brightest.  More �rms than ever before are being turned away by buyers. 
Exuberant con�dence in being able to sell your �rm as an exit strategy is today, often
misguided.

Continue reading at www.cpapracticeadvisor.com/12435952.
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Top Firm Management Social Media:
3 Ways Innovative Firms Can Prepare for the Future. Wolters Kluwer blog. 
https://bit.ly/2TcJ22o

5 Items You Need in Your Firm’s Owners’ Agreement. AICPA Insights. 
https://bit.ly/2zaDpt8
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How to Get Referrals to Build Better Clientele. Canopy blog. 
https://bit.ly/2OH2rEZ

How to Rede�ne Your Firm’s IT Strategy. Firm of the Future. 
https://bit.ly/2Fohi7Y

3 Tips for Teamwork in the Gig Economy. ADP Spark. 
https://bit.ly/2RWz3wF

 

Top Firm Management News:
Program Propels Women Toward Partner Track. Armanino has announced a new
Executive Access Program that pairs high-potential female managers with �rm
executive committee members. 
www.cpapracticeadvisor.com/12436529

CPAs Urged to Embrace Continuous Transformation. The proliferation of cloud,
mobile, and new and converging technologies, is leading to collection of massive
amounts of data.  
www.cpapracticeadvisor.com/12436190

CLA Acquires Texas Accounting Firm MWA. The Dallas-Fort Worth �rm is one of
the area’s leading business advisory �rms. 
www.cpapracticeadvisor.com/12435959

EY Adds Digital Learning Organization to Firm. The team expands EY’s resources
providing digital learning and training services to clients. 
www.cpapracticeadvisor.com/12435523

How to Increase the Odds of a Successful Accounting Firm M&A. Managing the
transition of clients will require extra effort. Poor communication can result in
missed details, mistakes, billing disputes, loss of clients, and even malpractice claims. 
www.cpapracticeadvisor.com/12435377
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