CPA
Practice Advisor

Hello. It looks like you’re using an ad blocker that may prevent our website from

working properly. To receive the best experience possible, please make sure any blockers

are switched off and refresh the page.

If you have any questions or need help you can email us

clear end in sight, one major question has come to the forefront for CPA firm leaders
as both their own firms and their clients struggle financially: What happens when ...

Aug. 17,2020

More than 100,000 small businesses have closed since the pandemic began. With no
clear end in sight, one major question has come to the forefront for CPA firm leaders
as both their own firms and their clients struggle financially: What happens when

clients go out of business or can’t pay their bills?
Liability Claims Rise

As businesses go under, firms typically see an increase in professional liability claims

— stemming from issues like failing to advise or failure to detect fraud. For example,
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clients may argue that CPAs did not provide sufficient guidance that could have kept
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Engagement letters are mutually beneficial for CPAs and clients. These letters serve as
a guide for the work that is expected to be completed, and must be agreed upon by
both parties. These agreements must be updated on a regular basis — whether that’s
annually or as needed, based on changes to the engagement — and should specifically

define the scope of work to make sure all bases are covered.
Billing Struggles Emerge

If a client is not paying the fees on time, CPAs have a few things to consider. First,
they need to determine if the nonpayment stems from a perceived work quality issue.
If so, CPAs need to consider if the work product falls within the defined scope of
practice in the engagement letter. The refusal to pay for services is often a red flag

thata claim isimminent, and firms should prepare accordingly.

Additionally, CPAs need to decide whether or not unbilled work in progress should
continue and if so, for how long. Now may be a good time to take a close look at your
firm’s client list and identify those accounts that may pose problems, especially if the
clientis known to be litigious or has significant cash flow problems. In the midst of
long-term uncertainty, it is helpful to determine if you want to continue to service

the client to avoid future issues.

Of course, clients aren’t the only ones feeling the financial strain caused by COVID-
19. Firms can manage risks related to their own financial trouble by evaluating
billing and collection processes —including billing frequency — and implementing

retainers for new clients and/or clients with a history of delayed payments.

Although it’s important to remain empathetic to a client’s financial struggles, CPA
firms also rely on revenue and expect to be compensated fairly for the work they’ve

performed. Firm leaders may be tempted to initiate a fee suit when clients do not pay
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their bills, but this is a business decision that should not be taken lightly. Keep in
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ofafirm.

Firms rely on revenue just like any other company, and many are feeling the negative
impacts of the pandemic. Advising clients and remaining sensitive to their needs
during a difficult time is vital, but at the end of the day, it’s important to remember

that firms are businesses too.

Alvin Fennell I1I (alvin.fennell@aon.com) is the Vice President of Underwriting at Aon
Insurance Services, the nationally endorsed administrator of the AICPA Insurance and Risk
Solutions program. Al has enjoyed working exclusively with CPA firms and families at Aon

for more than 25 years.
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