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EXPERTISE MANAGEMENT BY PUBLIC ACCOUNTING FIRMS

ABSTRACT: This paper constructs a model of professional expertise as an attribute of an accounting firm rather than just an attribute of individual experts. This model leads to the identification of three strategies applicable to accounting firms.  A Knowledge firm develops and sells proprietary knowledge to a selective clientele, whereas a Full Service firm develops and sells general professional knowledge to a broad clientele.  A Relationship firm is in-between the other two firm types.  Hypotheses are developed for the implications of these strategies on a variety of firm activities such as client selection, diffusion (or concentration) of expertise within the firm, sharing of expertise within the firm, and formalization of quality control processes.  A questionnaire was completed by 219 audit and tax partners and consulting, insolvency and forensic accounting principals in 15 public accounting firms, including the Big Five. Results are consistent with the existence of three distinct types of firms. Results also indicate that partners are aware of local pressures that they personally face (e.g,. need to sell more services to clients) and less aware of the effect of broad structural features of the firm (e.g., size, decision aids).  The key structural features that are salient to partners involve need for selectivity in choosing clients, and the need for the firm to develop specialized proprietary technical knowledge. 
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EXPERTISE MANAGEMENT BY PUBLIC ACCOUNTING FIRMS

I. Introduction

Accounting firms are knowledge-based professional service firms for which the management of expertise is critical to success (Davenport, 1997). The management of expertise in the accounting profession, however, has not been examined in the academic literature, as the study of expertise has generally focused on the individual level (e.g., Ashton and Ashton, 1995; Libby and Luft 1993) or team level whereby group processes are examined and group decisions are contrasted with decisions made by individuals (e.g., Solomon 1987; Rich, Solomon and Trotman 1997). This paper builds on the behavioral auditing literature to extend the study of expertise by examining expertise as an attribute of the firm, not just of individuals.

Expertise at the public accounting firm level is important for several reasons. First, public accounting firms, as professional service firms, sell knowledge and expertise. Managing their expertise is therefore part of the production and investment functions of such “knowledge-based” or “knowledge-intensive” firms (Starbuck, 1997; Drucker, 1998). Second, there is evidence of reorganization of many accounting firms along expertise lines, for example by areas of industry specialization (Craswell, Francis & Taylor, 1995; Solomon, Shields & Whittington, 1999). These reorganizations are largely intended to improve the firms’ delivery of the most appropriate expertise to their clients, wherever the clients or the firms’ people are located. Third, managing knowledge for most efficient use and best competitive advantage is a major activity for public accounting firms, and a potential source of revenue growth as a service for knowledge-dependent clients (Gibbins & Wright, 1999).
A firm-level perspective is also interesting because it raises issues not amenable to individual-level analysis, such as coordinating work to maximize effectiveness and efficiency, leveraging individuals’ expertise through resources and structures provided by the firm and the strategic management of expertise (Ashton & Ashton, 1995). Finally, while most of the accounting/auditing research on expertise has focused on auditing, this paper's scope goes beyond auditing and considers public accounting firms more generally. The firm’s strategies in selecting clients, choosing services it thinks will be valued by clients, and managing its expertise, must place auditing among other services that may be valued and that may be offered (Simunic & Stein, 1987).

As it is the first such analysis of firm-level expertise, this paper develops a theoretical framework for the analysis. In addition, the paper offers evidence from questionnaires completed by public accountants. Our results indicate that public accounting firms may be classified into three distinct types.  Knowledge firms are selective in their choice of clients and attempt to develop proprietary knowledge to meet the more specialized needs of such clients.  These firms are highly socialized “one –firm firms” with stringent client selection, formalized quality control, limits on partner autonomy, wide distribution of expertise within the firm, and use of training and formal mentoring rather than reliance on decision aids.  Full service firms are exactly opposite, providing general professional knowledge to a diverse and undifferentiated clientele.  These firms are more entrepreneurial, with wider latitude for partner autonomy, and much more flexible control processes.  Knowledge is concentrated in a few experts, and decision aids are used to lever and diffuse this specialized knowledge throughout the firm.  A third type, the relationship firm, lies between the other two firm types, and combines some client selectivity (like the knowledge firm) with some entrepreneurial operating style (like the full service firm). 

Our results indicate no differences among responses of audit, tax and other (consulting, forensic accounting) partners/principals indicating that firm differences are more important than specialty differences in public accounting.  We also find no age effects. 

Our results show that Big 5 firms (most were knowledge firms) are more similar to each other than they are to national accounting firms (most were relationship firms) and small accounting firms (most were full service firms).  These results suggest that research exploring differences among public accounting firms should examine the entire range of public accounting firms rather than restricting their analysis to only Big 5 firms. 

The paper is organized into five sections. Following this section, Section II describes three types of expertise (human, structural and managerial) that arise from moving from an individual level to a firm level as the unit of analysis, characterizes types of expertise-related strategies public accounting firms may adopt, and develops a theoretical framework and related research hypotheses. Section III presents the research design and method, Section IV presents empirical evidence, and Section V provides a conclusion.

II. Expertise at the Firm Level

In the behavioral auditing literature, expertise is generally considered to be a characteristic of a person, who is called an expert. Expertise is defined as problem-solving knowledge that enables a person to perform some set of tasks effectively and efficiently (Davis and Solomon 1987, Gibbins and Jamal 1993). This definition of expertise indicates three kinds of expertise that are important to this paper’s approach:

1) Expertise in accounting/auditing is problem-solving knowledge (hereafter usually just called knowledge) applied by human beings (the experts). The expertise possessed by its professional people is an essential asset of any public accounting firm. The expertise applied and the necessary knowledge possessed by human professionals is the human expertise of the firm.

2) In a firm containing numerous people, inter-personal structures may be developed. Expertise (knowledge) can be separated from its originator (the expert) and structured so that it can be shared by a group of people. Therefore in the firm setting, there can be a distinction between expertise and the expert (Johnson, Jamal & Berryman, 1989). An accounting firm can lever the knowledge of its people (human expertise) by developing decision aids that standardize knowledge and make it easier for individual professionals to access and share the knowledge of other people in the firm. Expertise structured through codification, consultation and standardization is the structural expertise of the firm. 

3) The work of a collection of human and structural expertise has to be coordinated and managed to deploy the expertise efficiently and effectively. Management of expertise involves formulating strategy, choosing both clients and staff (human expertise), coordinating and supporting individuals with structural expertise as they apply their expertise to tasks and performing other managerial functions. The coordination and strategic processes of the firm form the firm's managerial expertise. 

In a set of analyses of competitive strategy, Porter (1980, 1985) proposed a framework for understanding the competitive strategy of firms and industries. According to Porter (1980), long-run above-average profitability can occur only if a firm has a sustainable competitive advantage. The key insight from Porter’s framework is that a firm creates a competitive advantage by being unique or the best at delivering some good or service valued by clients. Porter proposed that strategic behavior requires the firm to be proactive in defining and seeking both the expertise it wishes to develop and the clients it seeks to serve. For accounting firms, this requires understanding the critical knowledge and skills that clients value and are willing to pay for.
Knowledge Strategy

Stewart (1997) proposed that a firm wishing to add value perceived by clients can develop one of two different kinds of knowledge: general professional (industry-wide) knowledge, or proprietary (firm-specific) knowledge. The public accounting profession collectively possesses a large body of complex knowledge constructed by accounting standard setting bodies (e.g., GAAP) or by the government (e.g., the tax code). General professional knowledge has value to an individual client, so its value can be great to a public accounting firm that can apply it to many clients. Being general, it is the kind of knowledge that a public accounting firm can most readily support with programs and decision aids and convert into structural expertise. A public accounting firm that develops general professional knowledge has to create a cost advantage over other public accounting firms, or differentiate its general knowledge from that of other public accounting firms. A cost advantage can be created by structuring the knowledge so that it can be used efficiently across a large client base (e.g., by constructing a tax expert system). Differentiation can be created by overlaying it with personal relationships with clients (Emby & Gibbins, 1988).
Proprietary knowledge is highly differentiated specialized knowledge which enables a public accounting firm to deliver a unique service and value to a client.  Proprietary knowledge is firm-specific, not general professional knowledge or even industry-specific knowledge. Proprietary knowledge gives an accounting firm an edge in the marketplace and causes certain clients to prefer that firm over others (Porter 1980). 

The recent attempt by accounting firms to deliver e-commerce assurance services nicely illustrates these two competing approaches to developing knowledge.  Some accounting firms have attempted to develop general professional standards with active participation of professional bodies such as AICPA and CICA. This has resulted in the creation of a “Web-Trust” seal for websites that comply with general professional (AICPA/CICA) standards. Other accounting firms are trying to create proprietary standards and a firm specific brand name with no mention of accounting, CPA nor WebTrust (See Duh, Jamal and Sunder 2000 for a discussion of using industry standards versus proprietary standards in e-commerce).  For example, PricewaterhouseCoopers (PWC) has developed its own proprietary standards and has even tried to segment the market by providing a “PWC privacy seal” to companies interested in privacy, and a “PWC BetterWeb” seal to companies who want to provide assurance about order fulfillment, privacy and security.
Another clear example where individual firms have attempted to steer away from selling a standard product by creating a proprietary methodology (and brand name) is the successful attempt by Stern Stewart to brand and market EVA.  For EVA, Stern Stewart starts with a standard residual income analysis, but then makes numerous (about 164) proprietary “adjustments” to the accounting numbers to come up with a final EVA calculation (Biddle, Bowen and Wallace 1997). This attempt to create a proprietary methodology (and unique brand name) requires continual adjustments to keep ahead of potential competitors.  This need for adjustments, and potential for loss of proprietary methods creates an incentive to leave this knowledge in a “tacit” form, and not formalize the knowledge even if it is possible to do so (Stewart 1997). Even after extensive research, Biddle et al., (1997) were not able to definitively determine how Stern Stewart calculates EVA. 

Client Strategy

A second strategic decision is client selection: a preference for select, high-margin clients or for less select, more numerous, lower-margin clients. Pursuit of the best customers in an industry means high client selectivity. This sacrifices volume to gain reputation and access to demanding client tasks, choosing a select client base over a broad one. The client selection decision therefore concerns both the quality and number of clients selected: a narrowly defined set of the “best” clients versus a broader selection, going beyond the best.

Strategy Matrix

These strategic choices facing a public accounting firm can be represented in an expertise-client strategy matrix (Figure 1). The matrix’s axes represent the selectivity of client acquisition and the type of knowledge developed. The intersection of the two dimensions creates four distinct strategies, which we label as knowledge, relationship, full service and dominance. It may not be likely that any firm would have only general professional knowledge or proprietary knowledge, or only the best clients or none of the best, but variations in the relative proportions of the types of knowledge and kinds of client identify the four strategy types.

-----------------------------------------------------------------

Insert Figure 1 About Here

-----------------------------------------------------------------


Figure 1 indicates four strategy types, but in public accounting, one seems unlikely. The dominance strategy seeks to provide proprietary knowledge to a broad clientele. Some observers of professional service firms think it is not logically possible to create broad but proprietary knowledge-based firms (Starbuck, 1993; Maister, 1993). General professional knowledge can be sold to a wide variety of clients but proprietary knowledge requires some specialization and focus (Hamel & Prahalad, 1994). If the dominance strategy is left out, the remaining three strategies can be considered to form a continuum, with the knowledge strategy at one end, the full service strategy at the other, and the relationship strategy in between. The knowledge strategy is most selective and proprietary, the full service strategy is least selective and proprietary, and the relationship strategy is in between, sharing client selectivity with the knowledge strategy and a general knowledge base with the full service strategy. We first examine the two most-different strategies and their connections to human, structural and managerial expertise in the firm, and end with the in-between strategy. 

Our characterization of the strategies does not draw on any single model from the strategy literature, but creates a synthesis from three separate lines of strategy research to reflect the complexity of public accounting firms.  We draw on Porter (1980, 1985), Maister (1985, also 1993) and Stewart (1997). The key insights we draw on are that the firm needs to distinguish itself from competitors either by having a unique product/service or by being a (low) price leader (Porter); that the firm has to respond to the risk in its strategy by internal adjustments such as socializing its people or transferring it to them via entrepreneurial incentives (Maister); and that in a knowledge-based industry such as public accounting, the firm can choose between relying on proprietary or general professional knowledge (Stewart). We combine these insights and others to be noted into a characterization of strategies to be tested in a sample of public accounting firm partners. Again, we note that these are defining types: empirically, public accounting firms may show some mix of strategies.
 The Knowledge Strategy

The knowledge strategy seeks to provide firm-specific proprietary knowledge to a select clientele. A knowledge firm has decided as a firm to offer unique knowledge at a premium price, and must invest in such knowledge and organize its use, “socializing” its people to the firm’s strategy and not providing much autonomy for even its top people (partners). The two central features of Maister’s (1985) model of a “one-firm firm” are institutional loyalty and group effort.  Maister (1985) proposed that “one-firm firms” co-ordinate decision-making centrally, place emphasis on group identity, co-operative teamwork, and people (partners) are compensated according to team and firm-wide performance.  All people work as a team to achieve firm goals, not individual goals. The strategy is risky, because as knowledge changes, the firm must invest in new proprietary knowledge that it hopes will be demanded by clients. Spacek (1989) observed that growth and profitability with such a strategy depends on the size and growth of the demand for knowledge in domains the firm chooses. Continual change in specialized knowledge also means relying on the firm’s people to have the required knowledge (and make continual adjustments), on human expertise, rather than on less flexible firm depositories of knowledge like programs and systems. The firm therefore invests in its people’s knowledge and diffuses it through the firm via centralized training and teamwork so it can be used on clients and to protect the firm against losing the knowledge due to its people’s departures. 

The Full Service Strategy

The full service strategy is the direct opposite of the knowledge strategy. By relying on general knowledge offered at lower margins to a broad clientele, the firm has less need to be on the technical frontier and more need for efficiency, and can therefore invest in structural expertise, such as in formal decision aids created by the firm (Ashton & Willingham, 1989). The firm’s basis of operation is entrepreneurial selling of general knowledge across a range of client demands to provide profitability through volume, so it promotes entrepreneurship and growth, leaving its people (partners) to be autonomous and unequally rewarded according to individual accomplishment. Expertise is also unequally distributed, being developed as chosen by individuals in the firm, so that some people may develop some proprietary knowledge , but most personnel are providing general professional knowledge to clients. The firm may have people competing in the same knowledge domains as the knowledge firm, but that is coincidental, resulting from individual entrepreneurship rather than the firm’s choice of those domains. The firm diffuses its largely general knowledge through standard programs and procedures, not by increasing individual expertise or teamwork. The firm’s people do not have proprietary knowledge, so the firm can standardize the knowledge by providing decision aids and systematic quality control (the latter is also needed because of the wide variety of client demands served).

The Relationship Strategy

A third approach is to seek a  middle ground between the knowledge firm and the full service firm. The relationship strategy avoids the risk inherent in the knowledge strategy’s creation of proprietary knowledge by focusing on provision of general professional knowledge. The relationship strategy also avoids the risk inherent in the full service firm’s large and diverse client base by being selective in the choice of clients and developing a strong personal relationship with the owners and /or managers of client companies. However, the relationship firm is vulnerable to losing clients who need more specialized knowledge (to knowledge firms), and faces pressure on profit margins (from full service firms). Porter (1985) argued that being in the strategic middle ground can mean losing advantage in both directions. As general professional knowledge can be codified and structured, a relationship firm has the potential to create structural expertise, but such expertise is underutilized because of the firm’s reliance on variable and client-specific relationships. Instead, the relationship strategy requires managerial expertise in staff management, organization and incentive systems, so that the firm’s people (partners) will provide the personal relationships with clients that the strategy requires. A focus on relationship building requires a broader range of interpersonal abilities than do the other two strategies (Walker & Pierce, 1988). 

Theoretical Framework

The characterizations above lead to the theoretical framework shown in Figure 2. Ten dimensions describing the three strategies are shown. The first two are the defining dimensions from Figure 1. The third and fourth specify the principal expertise relied upon by the firm and the firm’s principal relationship with its clients. The remaining six, which we call “expertise management dimensions,” are illustrative dimensions that result from the firm’s strategy: as illustrated in Figure 1, the relationship strategy is shown simply as lying between the other two strategies for those six dimensions. Other dimensions may be imagined, such as the relationship between the firm’s expertise and the general level of expertise in the profession or industry, however, the ten dimensions in Figure 2 are enough to support several hypotheses.

-----------------------------------------------------------------

Insert Figure 2 About Here

-----------------------------------------------------------------

Research Hypotheses

Consistent with the discussion above, our hypotheses presume that a firm would have a strategy that would apply across its offices and people. Our measures of the firm type and strategies are based on the responses of partners (our participants), aggregated by firm. Therefore the hypotheses are tested in the presence of noise from individuals’ different responses to our questions, from different perceptions of their firms’ strategies, and from possible differences in local conditions that might push offices, or individual partners, in more diverse directions than that of the overall firm.


This paper’s investigation of expertise managed as a strategic firm-level property is new to the literature. Therefore, our hypotheses are simply that the proposed relationship between firm strategy and expertise management exists in the public accounting firms represented in our sample. Specifically, our hypotheses are:

H1: 
Knowledge firms systematically differ from full service firms on the six illustrative expertise management dimensions shown in Figure 2.

H2: 
There is a middle (relationship) firm strategy that is in between the two extreme firm types described above.

III. Research Design and Method

The Research Questionnaire

The questionnaire was called “Expertise Management in Public Accounting.” It had six questions (some with multiple items) and was designed so that all the questions required the participant to rank items (Questions 2 and 5), check a box on a nine-point rating scale (Questions 3 and 4), make a single (forced) choice (Question 1) or provide demographic data (Question 6). Specific wordings of questions and items are given below or in results tables.

The items within all questions except Question 6 were presented in the same (one) randomized order. Participants were told “The questions’ parts have been randomized, so there is no meaning to the order in which they appear.” To allow us to check for left-right response bias, two presentations of each of the two ratings questions were used. The Question 3 items each presented two terms representing a single dimension (for example, “Is expertise distributed widely through the firm or concentrated in a few people?”) and asked the respondent to compare the terms and indicate which one dominates and how strongly (either one absolutely, strongly, moderately or slightly, with a ninth “neutral” box in the middle). The terms on the left side in one presentation were on the right side in the other, and vice versa. The Question 4 items each presented a single dimension (for example, having a formal firm-wide strategy) and asked for ratings of desirability or undesirability (for each, the same four categories as Question 3) or a ninth neutral box in the middle.” Undesirable” was on the left and “desirable” on the right in one presentation, and vice versa in the other. The two presentations each of Questions 3 and 4 were crossed, producing four versions of the questionnaire. 

The measures of the Figure 2 dimensions were spread over Questions 2-5, to ask in more than one way about some dimensions that pre-testing had indicated were subtle or sensitive if asked directly, and to include a few items on additional potentially interesting dimensions. Figure 3 outlines the questionnaire’s structure, which we explain further below.

-----------------------------------------------------------------

Insert Figure 3 About Here

-----------------------------------------------------------------

Question 1 asked the participant to indicate his/her own perspective on expertise (local office, national, or international/global level). Partners participating in a pre-test had indicated that partners’ perspectives were varied, so this was a kind of demographic question, and it was also useful in getting the participants started on the questionnaire. While some firms in the sample were local ones, some were international, so the mix of perspectives on expertise and its management in such firms may have descriptive interest. Question 2 asked participants to rank four sources of expertise in terms of importance to the participant’s day-to-day work (personal technical expertise, the firm’s expertise support, personal relationships with clients, and the firm’s management approach). The three firms expertise types of Dimension 3 of Figure 2 were thus included, with two items to get at the relationship strategy, which we have described as emphasizing client relationships and requiring good internal management. 

Question 3 asked participants to rate 11 expertise-related items regarding the current practices of the firm. As Figure 3 shows, these items ranged across the dimensions of Figure 2. All items were stated as asking for information (e.g. “How are partners (owners) compensated in your firm?” with a nine point rating scale with one end labeled “heavily based on individual performance”, and the other end labeled “heavily based on group performance”), not as asking for perceptions or opinions. The nine-point response format for these items was described above; further details are in results tables. 

Question 4 asked participants to rate 13 items with regard to desirability, on a nine point scale anchored at one end by the label “absolutely undesirable” and the other end labeled “absolutely desirable.” As for Question 3, all items were stated as asking for information (e.g. “Selling decision aids and programs to clients” was rated on the desirability-undesirability scale). The nine-point response format for these items was also described above; further details are in results tables.

Question 5 listed ten factors, in one randomized order, that could lever partner earnings and invited participants to provide an additional two factors (if they wished to) and then rank all twelve factors as to “how important the following factors are in levering (improving) partner earnings.” As Figure 3 shows, most of the factors were drawn from the Figure 2 dimensions. We added four others, both to make the ranking task more thought-provoking and to enquire into factors not clearly indicated in our theoretical framework but implied by prior research in auditing (e.g., DeAngelo 1981, Prawitt 1995). One of these was “reputation or image of the firm,” one was “size of the firm,” and two referred to hiring and retaining staff below partner level.

The three multiple-item questions (3, 4 and 5) were designed to approach the expertise management and strategy issues differently. Question 3 asked about current practices of the firm in a fairly detached way, not connected to the particular participant. Question 4 brought the participant’s situation in to a degree by asking about desirability of various practices. Question 5 brought the participant squarely in by asking about practices in the context of improving the partner’s (participant’s) earnings. As Figure 3 shows, all three questions were intended to bear on the ten dimensions of Figure 2, but we expected that the first question would be most firm-related and the third most partner-related, with the second in between.

Finally, Question 6 asked participants some demographic questions, to allow verification that the participants were senior people and provide descriptive data about the sample. The question’s items included years of experience in public accounting, age, current rank (partner, principal, etc.), area of functional expertise (audit, tax, consulting, etc.) and approximate number of clients in the participant’s portfolio.

Distribution to Participants

We telephoned a contact partner in each of fifteen firms across Canada (all five international firms, four national firms, and six local firms) and asked them to participate in the study. All fifteen firms agreed. Three of the local firms were general accounting firms, whereas the other three were specialized boutique firms, with one doing forensic accounting, and the other two specializing in insolvency work.
Each contact partner was asked to distribute questionnaires only to partners/principals (equity participants) in the firm. The partner was also asked to distribute questionnaires in two offices and more than one specialty area (audit, tax, consulting, insolvency). Our contacts in the international firms agreed to distribute 25 – 50 questionnaires in their firms (one firm used a US office as a second office). Those in medium-sized firms agreed to distribute 20 – 25 questionnaires, and those in small firms agreed to distribute 4 – 12 questionnaires. Respondents were assured of confidentiality and anonymity (we did not have any direct contact with them) and had the option of mailing their responses directly to us, or of sealing their responses and returning it to their contact partner. We distributed 280 questionnaires.
IV. Empirical Evidence
Participants

We received 219 responses, a response rate of 78.2% of the 280 questionnaires distributed. Because of the high response rate and the central collection of responses by firms (which obscured response dates), we did not conduct non-response bias tests such as comparing early and late responses. All respondents were partners/principals in the 15 public accounting firms, ranging from the largest international firms to small local firms. 

Participants’ average years of experience in public accounting were 22 (range from 6 to 40 years). Participants had a mean age of 46 (range from 29 to 66), and had a mean number of 99 clients (range from 3 to 600 clients).  As to area of functional expertise, 138 participants (63%) were audit partners, 34 (16%) were tax partners, 26 (12%) were consulting principals, 7 (3%) were insolvency principals, 11 (5%) were forensic accounting principals, and 3 (1%) did not indicate their area. Seven participants indicated that they were office managing partners or significantly involved in firm management (regional partners). Participants constituted a senior and broadly-based sample.

Primary Perspective on Expertise

In Question 1, participants indicated their primary perspective on expertise and its management in their firm. Their choices are shown in Table 1.

-----------------------------------------------------------------

Insert Table 1 About Here

-----------------------------------------------------------------

Table 1 indicates that most (65%) of the participants thought of expertise and its management as being at the local level, followed by a focus at the national level (27 %) and international level (8 %). A substantial number of participants from just two firms (Firms 6 and 14 – both of whom are Big 5 firms) indicated a national level, and substantial participants from only one firm (Firm 1– also a Big 5 firm) indicated an international level. In all firms (except Firm 14) the modal response was to choose a local level. The modal response for Big 5 firm partners is local level, though a significant number of Big 5 partners indicated a national level. These results are consistent with recent research examining audit fee data at a local office level (e.g., Craswell, Francis and Taylor, 1995).  
Rating Key Attributes of Expertise

The behavioral accounting literature on auditor expertise has primarily focused on personal technical knowledge of individual auditors. In Question 2, participants ranked the importance of four factors specified in our theoretical discussion in Section 2.5 (personal technical expertise, the firm’s expertise support, personal relationships with clients, and the firm’s management approach). The ranking data are in Table 2.

-----------------------------------------------------------------

Insert Table 2 About Here

-----------------------------------------------------------------

The data in Table 2 show that participants overwhelmingly rated personal technical expertise to be the most important source of expertise with an average rank of 1.45 (where rank of 1 means most important). Personal technical expertise also got the highest mean rank for all firms participating in the study except for Firm 13, whose participants rated “personal relationships with clients” as the most important source of expertise. The next important sources were personal relationships with clients, which had an average rank of 2.18, and the firm’s expertise support (e.g., decision aids, access to other professionals) with an average rank of 2.53 for all individual participants. The firm’s management approach (staff management, brand name development) was overwhelmingly ranked as least important, with an average ranking of 3.57 (where 4 was the lowest ranking). Average firm responses for thirteen (out of fifteen) firms rated this variable as being least important. The range of individual participants responses were 1 to 4 on all items, which indicates a wide dispersion of opinion among the partners. One source of this dispersion was managing partners of offices, who rated the firm’s management approach as being very important, whereas other partners rated the management approach as being least important.  

Classification of Firms into Three Strategies

For the strategy categorization, we partitioned the 15 firms participating in the study into the three expertise strategies (knowledge, relationship, full service) based on participant responses to two questions that directly assessed the key expertise dimensions specified in Figure 2: the knowledge type (proprietary vs. general professional), and client selectivity. We computed the mean responses for participants from each firm on two questions:

· Question 3(i): “When your clients want the firm’s expertise applied to their problems, which do they likely want?” One end of the scale was labeled “general professional expertise” and the other end “proprietary expertise specific to your firm.”  We ranked the mean responses of participants from each firm on this question, and assigned the five firms with the highest rank as being high in proprietary knowledge, the next five as being medium, and the bottom five as being low in proprietary knowledge.  

· We performed a similar ranking for the fifteen firms on Question 3(c): “Which offers the better opportunities for the firm?” One end of the scale was labeled “choosing a focused set of clients”, and the other end “seeking a broad variety of clients.”  Again five firms are categorized as being selective, five in the middle and five as being broad in their choice of clients.


Panel A of Table 3 reports the mean scores for each firm on the two questions, and the resulting rankings. Panel B shows the results of this categorization. Nine firms, those in the diagonal boxes of Panel B, were readily categorized (“pure” strategy firms). Three firms (1, 4, and 14) had high proprietary knowledge (mean = 5.58) and high client selectivity (mean = 3.26), so they were classified as following a knowledge strategy. Two firms (7and 13) were middle in their ranking of knowledge (mean = 4.0) and middle in their ranking of client selectivity (mean = 5.31), so they were classified as following a relationship strategy.  Four (Firms 2,3,5 and 15) were low in proprietary knowledge (mean =3.51) and low in client selectivity (mean = 6.25), so they were classified as full service firms. 

-----------------------------------------------------------------

Insert Table 3 About Here

-----------------------------------------------------------------

Six firms (6, 8, 9,10, 11 and 12, shown in the off-diagonal boxes of Panel B of Table 3) were not clearly allocated by the procedure described earlier. All these firms were medium on one dimension and either high or low on the other dimension. For our principal analysis, three firm groups were necessary, so we grouped these six firms with the other nine as follows. We allocated two firms (6 and 11) to the knowledge strategy because they had a very high rank on one dimension (Firm 11 had rank 1 (mean = 7.67) on proprietary knowledge, and Firm 6 had rank 2 (mean = 2.70) on client selectivity) and a borderline high rank (rank 6 in both cases) on the other dimension. We allocated one firm (8) to the full service strategy since it had the lowest rank of all fifteen firms on client selectivity (mean =7.30) and was also borderline low (rank 9) on proprietary knowledge. The other three firms appeared to be appropriately left in the middle, so these firms (9, 10 and 12) were allocated to the relationship strategy, which is the middle strategy. 

The final result of our classification procedures yielded five knowledge firms (1,4,6,11 and 14), five relationship firms (7,9,10,12 and 13), and five full service firms (2,3,5,8 and 15) The result of an equal number (five) of firms in each group is coincidental, not a deliberate grouping decision on our part. Data analyses are conducted based on the classification of all fifteen firms, though we also check the robustness of our results by re-analyzing the data based on the (“pure”) classification of only nine firms (see Footnote 1 in the next section).  Note: We will also perform a cluster analysis (not done yet) to provide additional justification for our classification of firms into the three strategies.

There is a relationship between firm size and our strategy classification. The knowledge firms consist of four Big 5 firms and one local firm. The relationship firms consist of one Big 5 firm, three national firms and one local firm. The full service firms consist of one national firm and four local firms.  While it is common for the audit literature to focus on differences among Big 5 firms, our classification shows the Big 5 firms to be more similar to each other than to the rest of the public accounting industry as represented in our sample. 

Current Practices in Public Accounting Firms

Next we analyze the remaining items we asked participants to rate in Question 3 regarding the current practices of the firm (i.e. those items not used in the categorization above). Crossing the two orders of questions 3 and 4 produced 4 versions of the questionnaire, so to check for order effects we conducted an analysis of variance for each of the 40 items in Q2 – Q5.  No significant (at 0.05 level) order effect was found for any item except item 5g.  

We grouped the Question 3 data based on the dimensions in our theoretical framework in Figure 2. Participants’ ratings of current practices in their firm are shown in Table 4.

-----------------------------------------------------------------

Insert Table 4 About Here

-----------------------------------------------------------------

A MANOVA with firm type as the independent variable and the nine ratings as dependent variables (Jobson 1992) shows a significant main effect (Wilks’ Lambda 0.45, F= 8.93, 22 and 402 df, p < 0.0001).  This result supports Hypothesis 1. We conducted additional analyses  using age (range is from 44 to 66 years) as a covariate, and using type of expertise (audit, tax, other) as a covariate.  These covariates had no significant effect on our results, indicating that  age, and type of expertise had no additional explanatory power beyond the type of firm.  We also used the participants rating of their personal perspective on expertise in Q1 (local, national, international) as the independent variable in a MANOVA with the nine Q3 items as dependent variables and found a significant effect (Wilks’ Lambda 0.723, F= 2.033, 33 and 587 df, p < 0.001). This result suggests that individual partners perspective on expertise (local, national) is associated with their ratings of current practices in their firm.  

The data in Table 4 show that mean participant ratings from the knowledge firms were on opposite sides of the overall means from those of participants from full service firms for seven out of the nine items. For those seven items (items 3j, g, k, a, b, e, d), means of knowledge firm participants were significantly different (at 0.05 level) from means of full service firm participants by Bonferroni t- tests (Jobson 1991). These results suggest that the significant MANOVA results reported above were due to across-the-board differences in ratings on Q3 items
. In addition, mean ratings of participants from relationship firms were in-between the ratings of knowledge firms and full service firms, as predicted by H2, for six (3j, g, k, a, e and d) out of the nine items.  These ratings were significantly different, using Bonferroni t-tests (0.05 level), from ratings of knowledge firms on 3e, g and j, significantly different from those of full service firms on item 3b, and k; and significantly different from both other types on item 3d. 


There were two items where firm type did not have a significant association with partner responses.  On item 3h (what skills does a person need to become a partner), partners from all three firm types indicated that people skills were the key criterion (as opposed to technical knowledge). This lack of difference by firm type may arise because, a high level of personal technical expertise may be necessary to get promoted to manager, but to go on to partner, the attribute that sets a manager apart from other managers is people skills with clients (Emby and Gibbins 1988).  Prior research has shown that all managers (those considered by the firm to be both outstanding and average) have relatively high levels of general technical knowledge (Tan and Libby 1997). Outstanding managers, however, have better managerial skills (Tan and Libby 1997), more tacit knowledge about preferences of other auditors (Jamal and Tan 2000), and are more objective in assessing work done by their subordinates (Tan and Jamal 2000). 

On item 3f (are partners compensated based on individual or group performance), partners from all three firm types indicated an approximate equal weighting on individual and group performance.  Very little data are currently available on partner compensation practices of accounting firms. Some exploratory Australian data suggest that many accounting firms have an equal sharing of profit approach, with a “lock-step” where cohorts of partners with similar tenure in the firm are compensated equally (Burrows and Black 1998).  Burrows and Black found some evidence that accounting firms may be slowly moving away from this equal sharing approach towards a more performance oriented approach. 

Overall, the data provide support for hypothesis (H1) which posits a systematic set of differences between the current practices of knowledge firms and full service firms.  Our data also support our H2 that there is a meaningful middle strategy (relationship strategy). In this factually framed question, partners tended to agree about current practices in their firm, and demographic variables such as age (or type of expertise) do not significantly influence perceptions of how the firm currently operates.

Rating Desirability of Strategic Actions


In Question 4, we asked participants to rate the desirability of thirteen items derived from the theoretical framework in Section 2.0, on a nine point scale anchored by “very undesirable” at one end , and “very desirable” at the other end.  These data are shown in Table 5. The desirability ratings were intended to allow the participant to consider what the firm might do, rather than what it does do (Question 3 above).

-----------------------------------------------------------------

Insert Table 5 About Here

-----------------------------------------------------------------

The data in Table 5 show that the factors rated by individual participants as being most desirable were “increase depth of individuals’ technical expertise” (mean = 7.6), “ expand range of services” (mean= 7.6),  and “have a formal firm wide strategy” (mean = 7.6).  

A MANOVA with firm type as the independent variable and the thirteen ratings as dependent variables shows a significant main effect (Wilks’ Lambda 0.675, F= 3.2145, 26 and 384 df,  p < 0.0001).  This result supports Hypothesis 1. We again conducted additional analyses using  age and type of expertise as a covariate.  These covariates had no significant effects: age, and type of expertise again had no additional explanatory power beyond the type of firm.  We also used the participants rating of their personal perspective on expertise in Q1 (local, national, international) as the independent variable in a MANOVA with the thirteen Q4 items as dependent variables and found a marginally significant effect (Wilks’ Lambda 0.773, F= 1.306, 39 and 563 df, p < 0.11). This result suggests that individual partners perspective on expertise (local, national) is marginally associated with their personal opinions of desirable practices.

Table 5 shows that the only significant differences in ratings (Bonferroni t-test at 0.05 level) occurred on item 4g (require people to take on projects that generate profits for others; as expected full service firm partners are not in favor of this); item 4i (formal firm wide strategy; again full service firm partners are not in favor of this), and item 4k (require all partners to be technical specialists – contrary to our prediction, full service firm partners are most supportive). These results suggest that the significant MANOVA results reported above were due to a smaller number of significant items (relative to the across-the-board effects of Q3 items discussed earlier).  In addition, mean ratings of participants from relationship firms were in between the ratings of knowledge firms and full service firms, as predicted by H2, for only three items (item 4d, accept only high growth clients, 4e, sell decision aids to clients and 4f, provide whatever clients demand). This is much weaker support for H2.

In Question 4, the key features of our model (client selectivity, proprietary knowledge) are salient to participants and elicit responses as predicted by our model. Overall, the data continue to provide support for our hypothesis (H1), which posits a systematic set of differences between the current practices of knowledge firms and full service firms. Our data provides less support for H2 that there is a meaningful in-between (relationship) strategy. A possible interpretation of this result is that the relationship strategy’s middle position may give the firm’s partners some difficulty in anticipating where they would like to be in the future because the middle position requires observing what the other two types of firms do.

Ranking Factors Which Lever Partner Earnings

Participants ranked ten factors in terms of their importance for levering partner earnings.  Participants were also asked to add up to two additional factors if they thought there were some other important factors not on our list.  (Twenty nine percent of participants added some other factor(s)). By putting these ratings in a partner earnings context, we sought to make them at least potentially the most personal and least firm-related. Partners added items relating primarily to generating better client service (e.g., understand clients better, respond more quickly to client needs, sell a wider range of services to clients), more leverage from managing staff better (e.g., hire better junior staff, give more responsibility to managers, reduce number of partners), and development of more specialized technical knowledge (e.g., e-business, industry specialization, new products). A very small number of partners mentioned better management of the firm. Mean rankings of each factor are shown in Table 6
-----------------------------------------------------------------

Insert Table 6 About Here

-----------------------------------------------------------------

The data in Table 6 show that the factors ranked as being most important by individual participants were  “ability of partners and staff to sell services to clients” with a mean rank of 2.6, and  “specialized technical knowledge of clients and staff” with a mean rank of 3.9. Our theoretical drivers, clients and expertise, were thus first in the list when the partners considered their earnings. A MANOVA with firm type as the independent variable and the twelve ratings as dependent variables shows a significant main effect (Wilks’ Lambda 0.713, F= 2.938, 24 and 384 df, p < 0.0001).  This result supports Hypothesis 1.  We again conducted additional analyses using age and type of expertise as a covariate. Age and type of expertise had no effect. We also used the participants rating of their personal perspective on expertise in Q1 (local, national, international) as the independent variable in a MANOVA with the twelve Q5 items as dependent variables and found no significant effect (Wilks’ Lambda 0.858, F= 0.826, 36 and 562 df, p < 0.75). This result suggests that individual partners perspective on expertise (local, national) is not associated with their personal opinions of factors which lever partner earnings.

Table 6 shows that the only significant differences in ratings (Bonferroni t-test at 0.05 level) occurred on item 5e (acquisition of a specific clientele: as expected, knowledge firm partners rated this more important than other partners did); and item 5h (the firm’s investment in proprietary knowledge: again, knowledge firm partners rated this more important than other partners did).  These results indicate that the significant MANOVA results reported above were due to a smaller number of significant items (relative to the across-the-board effects of Q3 items discussed earlier).  In addition, mean ratings of participants from relationship firms were in between the ratings of knowledge firms and full service firms, as predicted by H2, on five items (5b, specialized technical knowledge, 5e, acquisition of a specific clientele, 5j, hiring a large pool of junior staff, 5a, decision aids and 5g, ability to sell services to clients).  
Overall, the issues in Question 5 that seemed most salient to our participants involved selectivity in choice of clients and development of proprietary knowledge. Strategic features considered to be important in the research literature (e.g., size of the firm and use of decision aids) were not seen as important by our participants (mean ranking for size was 8 and mean ranking for decision aids was 7.3). The strategic features we theorized (client selectivity and proprietary knowledge) were important. These results also support H1 and H2. 

V. Discussion and Conclusion

In this paper, we developed a model of firm level professional expertise that specifies three strategies used by public accounting firms (knowledge, full service, and an in-between relationship strategy). We collected questionnaire data, and consistent with the predictions of our model, found significant differences between knowledge firm and full service firm partners’ ratings of current practices of their firm, ratings of desirability of certain practices, and opinions about the importance of factors which lever partner earnings. Relationship firm partners were mostly in between the other two types, which supports our model’s conjecture that a meaningful middle position is possible in public accounting.

Two key items specified by our model (client selectivity and investment in proprietary knowledge) were strategically salient to all participants. These two features were also generally seen as being important to lever partner earnings.  Structural features such as size of the firm and decision aids were generally considered to be unimportant by our participants.

Systematic firm-level differences suggest indicate strategic differences among accounting firms, differences that should be considered in doing research on the public accounting industry. The role of decision aids, judgment, client selection, knowledge management and other operating variables may vary considerably from firm to firm. In our data, most Big 5 firms were similar to each other, but quite different from national and local firms. Perhaps more research is required on national and local accounting firms to develop a better understanding of the entire industry, rather than focusing only on Big 5 firms.  

Most of our participants were audit partners, though we did have a significant number of tax, consulting and forensic accounting partners/principals. Demographic variables such as age and type of expertise appear not to have any significant effect on our results. While it seems plausible that less regulated activities (e.g., consulting) have more possibility to develop proprietary knowledge and thus different management strategies than regulated activities (e.g., audit), our results do not indicate any differences in ratings among participants from different specialties. 

Divergent responses of accounting firms to the maturation of the audit market are consistent with our model.  In e-commerce, for example, some (full service) firms will join together and create products like web-trust, whereas other (knowledge) firms will try to create proprietary products for e-commerce assurance, and some (knowledge) firms may choose not to enter the e-commerce assurance market (Duh, Jamal and Sunder 2000).  

Divergent responses among accounting firms to the recent SEC hearings on independence are also consistent with our model.  Knowledge firms develop a proprietary methodology and reputation for service excellence, and are thus not very reliant on the relationship with management to sell consulting services. Full service firms, on the other hand, are much more reliant on client relationships to sell their services.  Relationship firms are very reliant on client relationships. Restrictions on provision of consulting services to audit clients will have much more impact on the ability of the latter two types of firms to sell consulting services.  While the discussion of restricting consulting activities has focused mainly on the activities of Big 5 firms, non Big-5 accounting firms may be more severely affected if the SEC forbids accounting firms from providing all non-audit services. 

One important limitation of our study is the reliance on subjective assessments by firm partners/principals.  While it is comforting to find that participants had a common understanding and preferences with their partners regarding the practices of their firm, we have made no attempt to verify that these preferences actually affect their behavior.

A second limitation is that while our participants were highly experienced and senior actors in their firms, they may not be active participants in constructing firm strategy. Strategy decisions may be made by only some partners, such as at head office. Low rating of firm management by most participants (except managing partners) indicates that most partners were not very interested in management issues. Partners appeared to be aware of specific pressures that they personally experience (e.g., sell more services to clients) but appeared not to be aware of structural issues such as the size of the firm. Partners in all firms also appeared to have a primarily local orientation, which may have interesting implications for our understanding of independence, client selection, audit fees and audit judgment. 

A third limitation of our study is that we have not so far made a detailed exploration of issues specified by our model.  While issues like partner compensation practices are important in our model, these issues are sensitive, and thus we asked only very general (and non-threatening) questions about compensation practices, and how people get rewarded for sharing expertise. Future research can explore these issues more fully. 
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Figure 2

Theoretical Framework

Dimension
Knowledge strategy
Relationship strategy
Full service strategy

1. Knowledge type
Proprietary
General professional
General professional

2. Client and service selectivity
Selective
Selective
Nonselective

3. Firm expertise
Human
Managerial
Structural

4. Client service
Technical
Interpersonal
Low margin

Expertise management dimensions

5. Partner autonomy
Low
In between
High

6. Partner compensation
Team or firm basis
In between
Individual and unequal

7. Expertise diffusion
Widely in the firm
In between
Concentrated in a few

8. Training
Centralized
In between
Individualized

9. Firm-wide decision aids
Few
In between
Many

10. Firm-wide quality control
Nonsystematic
In between
Systematic

Figure 3
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Table 1

Primary Perspective on Expertisea
	Firm
	Local
	National
	International
	Total

	1 – Big 5 Firmb
	16
	6
	9
	31

	2 – National Firm
	11
	2
	0
	13

	3 – Local  Firm
	5
	0
	0
	5

	4 – Big 5 Firm
	16
	8
	1
	25

	5 – Local Firm
	3
	0
	0
	3

	6 – Big 5 Firm
	19
	18
	2
	39

	7 – National Firm
	8
	0
	0
	8

	8 – Local Firm
	6
	0
	0
	6

	9 – National Firm
	9
	3
	1
	13

	10 – Big 5 Firm
	10
	5
	2
	17

	11 – Local Firm
	6
	2
	1
	9

	12 – Local Firm
	4
	0
	0
	4

	13 – National Firm
	14
	6
	0
	20

	14 – Big 5 Firm
	4
	9
	1
	14

	15 – Local Firm
	11
	0
	0
	11

	Total Responses
	142
	59
	17
	218

	Overall %
	65%
	27%
	8%
	100%

	Big 5 Firms
	51%
	37%
	12%
	100%

	National Firms
	78%
	20%
	2%
	100%

	Local Firms
	92%
	5%
	3%
	100%


Table 2

 Mean (Std dev)Ranking of Most Important Sources of Expertisea
	
	Personal Technical Knowledge
	Firm’s

Expertise

Support
	Personal Relationships with Clients
	Management Approach

	 All participants (n=219)
	1.45 (0.70)

Range 1-4b
	2.53 (0.81)

Range 1-4
	2.18 (0.99)

Range 1-4
	3.57 (0.79)

    Range 1-4



	1 – Big 5 Firm       (n=31)
	1.4 

(0.8)
	2.5 

(0.6)
	2.5

 (1.06)
	3.6

 (0.7)

	2 – National Firm (n=13)
	1.4

 (0.7)
	2.7 

(0.7)
	          1.8 

         (0.8)
	3.6

 (0.8)

	3 – Local  Firm     (n=5)
	1.6 

(0.9)
	3.0 

(1.0)
	           2.2

          (1.3)
	3.2 

(0.8)

	4 – Big 5 Firm      (n=25)
	1.4 

(0.6)
	2.6

 (0.8)
	            2.4

           (0.9)
	3.6

(0.8)

	5 – Local Firm      (n=3)
	1.3 

(0.6) 
	2.3 

(0.6)
	            2.3

           (1.15)
	4.0

(0.0)

	6 – Big 5 Firm      (n=39)
	1.5 

(0.8)
	2.1 

(0.8)
	            2.3

           (0.9)
	3.6 

(0.8)

	7 – National Firm (n=8)
	1.3 

(0.5)
	3.3 

(1.2)
	2.1 

(1.13)
	2.8 

(0.7)

	8 – Local Firm      (n=6)
	1.7 

(1.2)
	2.3 

(0.8)
	2.5 

(0.55)
	3.5

 (1.2)

	9 – National Firm (n=13)
	1.5 

(0.7)
	3.1

 (0.7)
	1.9 

(1.08)
	3.4

 (0.9)

	 10 – Big 5 Firm   (n=17)
	1.5 

(0.5)
	2.6 

(0.9)
	2.1

 (1.14)
	3.5

 (0.7)

	 11 – Local Firm    (n=9)
	1.1

 (0.3)
	2.7 

(0.7)
	2.4 

(0.88)
	3.8 

(0.4)

	 12 – Local Firm    (n=4)
	1.3 

(0.5)
	2.8

 (1.3)
	          1.8 

         (1.0)
	2.5 

(1.3)

	13 – National Firm (n=20)
	2.0 

(0.9)
	2.7 

(0.8)
	          1.5

         (0.7)
	3.5

 (0.9)

	14 – Big 5 Firm      (n=14)
	1.3 

(0.5)
	2.5

 (0.7)
	          2.2 

        (1.05)
	3.8 

(0.4)

	15 – Local Firm     (n=11)
	1.4 

(0.5)
	2.3

 (0.6)
	          2.5 

         (1.04)
	3.9

 (0.3)


Table 3

Categorization of Firms into the Three Strategy Types 
Panel A: Mean Responses and Rankings of Responses to the Categorization Questions, by Firm


Knowledge Strategy
Client Strategy


Question 3i: Proprietary vs.
Question 3c: Focused vs.


General Expertise
Broad Variety of Clients


(Higher rank = former)
(Higher rank = former)

Firm
Mean Score
Rank of Mean
Mean Score
Rank of Mean

1
5.83
2
3.10
3                                                                       

2
3.64
11
5.80
11

3
3.20
15
6.00
12

4
5.48
3
4.00
5

5
3.33
13
7.00
14

6
4.37
6
2.70
2

7
3.75
10
5.60
9

8
4.00
9
7.30
15

9
3.31
14
4.90
7

10
4.31
7
3.10
4

11
7.67
1
4.70
6

12
4.75
5
5.80
10

13
4.10
8
5.20
8

14
5.21
4
2.30
1

15
3.55
12
6.70
13

Panel B: Categorization of firms by rank of mean from Panel A




Proprietary Knowledge Base



High
Medium
Low


Client
High
1, 4, 14
6,10



Selectivity
Medium
11, 12
7,13
9


Low

8
2,3,5,15

Table 4

Mean (Std dev) of Participants’ Response to NineStatements

About Current Practices in their Firma

	Expertise Dimensions
	All Participants

(n=216)
	Knowledge

Firms

(n= 116)
	Relationship

Firms

(n= 61)
	Full Service

Firms

(n= 39)

	Client Service
Item (3h):  Which is more likely to get a person promoted to partner (owner):  People skills with clients vs. technical expertise 
	3.5 a (1.7)

Range 1-9
	3.5 (1.6)

Inter Quartile Range 2-5
	3.4 (1.8)

Inter Quartile

Range 2-5
	3.8 (2.0)

Inter Quartile

Range 2-5



	Item (3j): Which is the greater value perceived by your clients:  Technical expertise of staff vs. personal relationships with staff
	5.0 (2.2)

Range 1-9
	4.5 (2.1)

Inter Quartile

Range 3-6


	5.1 (2.3)

Inter Quartile

Range 3-7
	6.1 (2.1)

Inter Quartile

Range 5-8



	Partner Autonomy
Item (3g):  Your firm encourages individuals to share their expertise by:  including it in evaluations vs. using informal culture and encouragement
	5.6 (2.1)

Range 1-9
	5.1 (2.1)

Inter Quartile

Range 3-7


	5.8 (2.0)

Inter Quartile

Range 4-7
	6.7 (1.7)

Inter Quartile

Range 6-8



	Partner Compensation 

Item (3f): How are partners (owners) compensated in your firm:  heavily based in individual performance vs. heavily based on group performance
	4.8 (2.5)

Range 1-9
	5.1 (2.3)

Inter Quartile

Range 3-7


	4.4 (2.3)

Inter Quartile

Range 2-7
	4.9 (3.0)

Inter Quartile

Range 2-8



	Item (3k):  Where is the greater emphasis of your firm’s compensation and rewards:  current annual performance  vs. long-run practice development
	4.6 (2.2)

Range 1-9
	4.9 (2.1)

Inter Quartile

Range 3-7
	4.6 (2.3)

Inter Quartile

Range 2-7
	3.5 (1.8)

Inter Quartile

Range 2-5



	Expertise Diffusion

Item (3a):  Which better describes the present distribution of expertise in your firm:  Spread widely throughout the firm vs. Concentrated in a few people
	3.5 (2.3)

Range 1-9
	3.1 (1.9)

Inter Quartile

Range 2-3
	3.5 (2.3)

Inter Quartile

Range 2-4
	4.8 (2.5)

Inter Quartile

Range 3-7



	Item (3b):  Your firm is better viewed as:  Pools of expertise available to all clients vs. separate teams dedicated to client portfolios
	4.2 (2.3)

Range 1-8
	4.1 (2.3)

Inter Quartile

Range 2-6
	3.7 (2.2)

Inter Quartile

Range 2-6
	5.4 (2.1)

Inter Quartile

Range 3-7



	Training

Item (3e):  Which is the better description of how expertise is currently developed in the firm:  By centrally developed training aids, support vs. individuals develop their own expertise.
	5.2 (2.2)

Range 1-9
	4.5 (2.1)

Inter Quartile

Range 3-6
	5.7 (2.2)

Inter Quartile

Range 4-8
	6.5 (1.9)

Inter Quartile

Range 5-8



	Firm-Wide Quality Control

Item (3d):  How does your firm manage risk:  informal unstructured methods vs. formalized highly structured methods
	6.5 (2.1)

Range 2-9
	7.5 (1.3)

Inter Quartile

Range 7-8
	6.0 (2.1)

Inter Quartile

Range 4-8
	4.7 (2.3)

Inter Quartile

Range 3-7




Table 5

 Mean (Std dev) Rating of Desirability of Expertise Management Factorsa 

	Expertise Dimensions
	All Participants

(n= 217 )
	Knowledge Firms

(n= 116)
	Relationship Firms

(n= 62)
	Full Service Firms

(n= 39)

	Knowledge Type

Item 4a:  outsource technical expertise
	4.4a (2.2)

Range 1-9
	4.4 (2.3)

Inter Quartile

Range 2-7
	4.4 (2.3)

Inter Quartile

Range 2-6.5
	4.3 (2.1)

Inter Quartile

Range 3-6

	Item 4i:  Have a formal firm wide strategy 
	7.6 (1.5)

Range 2-9
	7.8 (1.4)

Inter Quartile

Range 8-9
	7.9 (1.2)

Inter Quartile

Range 8-9
	6.6 (1.6)

Inter Quartile

Range 5-8

	Item 4m:  Centralize new product development
	6.2(2.0)

Range 1-9
	6.1 (2.0)

Inter Quartile

Range 5-8
	6.4 (2.2)

Inter Quartile

Range 5-8
	6.1 (1.7)

Inter Quartile

Range 5-8

	Client and Service Selectivity

Item 4c: Seek clients who need our current expertise
	6.86 (1.81)

Range 1-9
	6.7 (1.8)

Inter Quartile

Range 6-8
	7.2 (1.8)

Inter Quartile

Range 7-8
	6.8 (1.8)

Inter Quartile

Range 7-8

	Item 4d: Accept only high growth clients
	6.39 (1.9)

Range 1-9
	7.1 (1.5)

Inter Quartile

Range 7-8


	6.0 (1.9)

Inter Quartile

Range 5-7
	5.3 (2.1)

Inter Quartile

Range 4-7

	Item 4f:  Provide whatever clients demand
	6.5 (2.1)

Range 1-9
	6.3 (2.0)

Inter Quartile

Range 5-8
	6.6 (2.3)

Inter Quartile

Range 6-8
	6.7 (1.7)

Inter Quartile

Range 6-8

	Item 4h:  Expand range of services provided
	7.6 (1.3)

Range 1-9
	7.5 (1.4)

Inter Quartile

Range 7-8
	7.9 (1.0)

Inter Quartile

Range 7-8
	7.3 (1.4)

Inter Quartile

Range 7-8

	Client Service

Item 4b: Grow list of clients
	7.0 (1.9)

Range 1-9
	6.7 (2.2)

Inter Quartile

Range 6-8
	7.4 (1.7)

Inter Quartile

Range 7-8
	7.1 (1.6)

Inter Quartile

Range 7-8

	Item 4k:  require all partners to be technical specialists
	5.0 (2.0)

Range 1-9
	5.0 (1.7)

Inter Quartile

Range 4-6
	4.6 (2.4)

Inter Quartile

Range 2-7
	5.4 (2.0)

Inter Quartile

Range 4-7

	Partner Compensation  

Item 4g: Require people to take on projects that generate profit for others
	6.9 (1.5)

Range 2-9
	6.8 (1.6)

Inter Quartile

Range 6-8
	7.2 (1.3)

Inter Quartile

Range 7-8
	6.3 (1.4)

Inter Quartile

Range 5-7

	Training
Item 4l:  Invest in specialized training for junior staff 
	7.0 (1.6)

Range 2-9
	7.0 (1.7)

Inter Quartile

Range 6-8
	7.1 (1.5)

Inter Quartile

Range 6-8
	6.6 (1.7)

Inter Quartile

Range 6-8

	Item 4j:  Increase depth of individuals technical expertise
	7.6 (1.3)

Range 1-9
	7.5 (1.4)

Inter Quartile

Range 7-8
	7.9 (0.8)

Inter Quartile

Range 7-8
	7.4 (1.6)

Inter Quartile

Range 7-8

	Decision Aids

Item 4e:  Sell decision aids to clients
	5.58 (1.7)

Range 1-9
	5.7 (1.6)

Inter Quartile

Range 5-7
	5.6 (1.8)

Inter Quartile

Range 5-7
	5.1 (1.8)

Inter Quartile

Range 4-6


Table 6

 Mean (Std dev) Rankings of Factors which Leverage Partner Earningsa 

	Factor
	All Participants

(n=216)
	Knowledge Firms (n=115)
	Relationship Firms

(n=62)
	Full Service Firms 

(n= 39)

	5a: Decision aids
	7.3a (2.4)

Range 1-11
	7.5 (2.1)

Inter Quartile

Range 7-9
	7.1 (2.4)

Inter Quartile

Range 5-9
	6.9 (2.8)

Inter Quartile

Range 5-9

	5b: Specialized technical knowledge of partners and staff
	3.9 (2.1)

Range 1-9
	4.2 (2.1)

Inter Quartile

Range 2-6
	3.8 (1.9)

Inter Quartile

Range 2-5
	3.5 (2.0)

Inter Quartile

Range 2-5

	5c: Matching clients to staff
	6.0 (2.4)

Range 1-12
	6.3 (2.3)

Inter Quartile

Range 4-8
	5.6 (2.5)

Inter Quartile

Range 4-7
	5.6 (2.5)

Inter Quartile

Range 4-7

	5d: Reputation of the firm
	4.6 (2.5)

Range 1-12
	4.5  (2.5)

Inter Quartile

Range 3-6
	4.8 (2.6)

Inter Quartile

Range 3-7
	4.2 (2.4)

Inter Quartile

Range 2-6

	5e: Acquisition of a specific clientele
	4.9 (2.7)

Range 1-12
	4.1 (2.5)

Inter Quartile

Range 2-6


	5.5 (2.7)

Inter Quartile

Range 3-8
	6.2 (2.7)

Inter Quartile

Range 4-8

	5f: Success in retaining salaried staff
	4.4 (2.4)

Range 1-11
	4.3 (2.5)

Inter Quartile

Range 2-6
	4.3 (2.4)

Inter Quartile

Range 2-6
	5.1 (2.1)

Inter Quartile

Range 4-6

	5g: Ability of partners and staff to sell services to clients
	2.6 (2.1)

Range 1-11
	2.8 (2.1)

Inter Quartile

Range 1-4
	2.5 (2.2)

Inter Quartile

Range 1-3
	2.2 (2.1)

Inter Quartile

Range 1-3

	5h Firms investment in proprietary knowledge
	6.2 (2.5)

Range 1-12
	5.5 (2.2)

Inter Quartile

Range 4-7
	6.9 (2.5)

Inter Quartile

Range 5-9
	6.7 (2.8)

Inter Quartile

Range 5-9

	5i:  Size of the firm
	8.0 (2.6)

   Range 1-12
	7.8 (2.4)

Inter Quartile

Range 6.5-9
	8.2 (2.8)

Inter Quartile

Range 7-10
	7.9 (2.8)

Inter Quartile

Range 6-10

	5j: Hiring a large pool of junior staff
	9.2 (2.2)

Range 1-12
	9.4 (2.3)

Inter Quartile

Range 10-10
	9.1 (2.0)

Inter Quartile

Range 8-10
	8.7 (2.2)

Inter Quartile

Range 7-10


� To check the robustness of our results, we re-analysed our data using only the 9 firms that had been “purely” classified to the 3 types of strategies as shown in panel B of Table 3.  Under the pure classification analysis, the  MANOVA for Q3 items continued to be significant at p < 0.001 ( F = 8.726).  The seven Bonferroni t-test comparisons also remained significantly different at p < 0.05.  For Q4 and Q5 items (reported in the next two sections), the MANOVA also continued to be significant at p < 0.001 with F = 3.659 for Q4 items, and F= 3.141 for question 5 items.  The allocation of marginal firms to the three strategies thus had no significant impact on our results.


a In Question 1 of the questionnaire, participants were asked to choose one primary perspective on “professional expertise and its management in your firm.” One participant (out of 219) did not make a choice, so we report the choices made by 218 participants.





b Five international (Big 5) firms, four national firms and 6 local firms participated in the study.


a In Question 2 of the questionnaire, participants were asked to rank the importance of four sources  of expertise from 1 (most important) to 4 (least important).


b This range of 1-4 means that at least one participant rated this source to be 1(most important), and at least one participant rated this source to be 4 (least important).


a Participants were asked to rate eleven items (3a-3k) on a nine point scale. (Items 3i and 3c were reported in Table 3.) A rating of 1 means the left term (e.g. people skills) dominates absolutely, a rating of 5 is neutral, and a rating of 9 means that the right term (e.g. technical expertise) dominates absolutely.  The range indicates that individual ratings varied from 1 – 9 on this item. 


a Q 4 of the questionnaire asked participants to rate 13 items (4a – 4m) with regard to the desirability of that item on a nine point scale.  A rating of 1 means the item is “absolutely undesirable”, a rating of 5 is neutral, and a rating of 9 means the item is “absolutely desirable.”  Items with higher ratings are more desirable.


a Q 5 of the questionnaire listed ten factors that could lever partner earnings.  Participants were asked to provide two additional factors (if they wished to) and then rank the importance of these  twelve factors in levering partner earnings.  A rank of 1 indicates that the item is most important, and a rank of 12 indicates that the item is least important.  Lower ranks indicate greater importance. 
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