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Undercutting of Professional Fees

1.
This Council statement was issued to all practising members on 12 August 1985.

2.
Fee undercutting is an ominous sign of commercialism which threatens to undermine the accounting profession in Singapore. The experience from other countries like the USA, UK and the EEC suggests that commercialism is 'choking the profession'. The current litigation crisis gripping the accounting profession in the US should serve as a lesson for us. 

3.
The accountancy profession in Singapore as elsewhere has been built up over the decades based on established and time-tested professional values and practices.

4.
However, in recent months, it has come to the Institute's attention that some accounting firms are involved in proposing to prospective clients unrealistically low audit fees. Some firms even offer to waive audit fees for one or two years as a 'loss leader' to induce them to use other services offered by the firm concerned. Such allegations from members have been on the increase and it is believed that the practice has become sufficiently prevalent as to cause serious concern to the Council.

5.
The special nature of the audit function makes it impossible for a third party to evaluate the quality of the service provided. It has been alleged that by charging an unrealistically low audit fee, the member or member's firm may be misleading the public and clients into believing that they are getting good value for service. However, the low audit fee is made good by substantially higher fees for other services that are or would be provided by the same firm. Alternatively, the firm concerned could be charging higher than normal fees after the initial period of low or no fee. The inherent danger that such a firm will sooner or later have to 'cut corners' to survive has also been suggested. There is a further question of professional independence relating to the 'conflict of interest' situation of the audit firm which after having provided its services at unrealistically low fees for one or two years, finds itself in disagreement with its clients over the audit. The Council is of the view that the alleged practice is deplorable and unethical. It is demeaning and degrading to the profession and, if left unchecked, will spread and will culminate in the disintegration of the whole accountancy profession which, despite whatever existing shortcomings and defects, has served the public and the Republic well.

6.
A far more serious consequence of fee-undercutting is the lowering and even compromise of professional standards. The implications are far reaching with adverse consequences not only for the profession but for Singapore as a whole. Unreliable company financial statements would undermine foreign business and investor confidence in our Republic as a premier business and financial centre.

7.
Members are already aware that the general practice of the profession is to compute professional fees by reference to - 

(a)
the skill and knowledge for the type of work involved; 

(b)
the seniority of the persons necessarily engaged on the work; 

(c)
the time necessarily occupied by each person engaged on the work;

(d)
the nature of responsibility which the work entails. 

8.
The notable exceptions to this guideline apply primarily to charitable bodies, non-profit organisations and perhaps to the personal taxation and other affairs of some private individuals where business accounts are not involved.

9.
Under the code of ethics of the Institute, the alleged practice constitutes unprofessional conduct inconsistent with the integrity of an accountant and such an act by a member will render the exercise of the powers of the Disciplinary Committee expedient in the interests of the profession as well as in the interest of the public.

10.
The purpose of this statement is to advise (a) those members or members' firms who might have been involved in such practice to stop immediately and (b) those who are thinking of doing so to abandon any such plan, in their own interests and in the interests of the profession.

11.
Any practising member of the Institute aggrieved by another member In the manner described above is encouraged to make a formal complaint to the Institute by giving details of his complaint addressed to the Registrar.

12.
Action may also be initiated arising from a complaint by the Registrar or by the Institute's Financial Statements Review Committee.

