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By FLOYD NORRIS
10 September 2004
The New York Times
(c) 2004 New York Times Company 

ARE the Big Four accounting firms members of an endangered species, destined to die from litigation? 

Within the accounting profession there has been growing fear ever since Arthur Andersen vanished in a sea of liability that it was only a matter of time before another firm followed. And then, the thought goes, the others would find it impossible to persuade partners to stay, lest their net worth be decimated as happened at Andersen. 

Perhaps the situation is not unlike the one that confronts the major airlines. Never has there been such need and demand for the service they provide, but as commercial ventures their viability is dubious at best. The difference is that there are a host of low-cost airlines willing to take up the slack if Alitalia or United should vanish, while it is not at all clear who could replace the Big Four. 

The alternative of government auditors is an unattractive one. The quality of the audits would be suspect, if only because of the difficulty in attracting good auditors at government pay, and political influence could be a problem. Consider the way technology companies got the House of Representatives to oppose reasonable accounting for stock options, or the fact that the European Commission is on the verge of overruling an international accounting rule on derivative accounting after heavy lobbying by banks. 

It is easier to understand how we got to the current situation than it is to figure out how to get out of it. Over time, the big accounting firms sought growth rather than excellence. Partners were rewarded for bringing in more business and penalized for offending clients with tough audits. There was no effective regulator. 

When the Securities and Exchange Commission found evidence in e-mail messages that a senior partner at Andersen had participated in the fraud at Waste Management, Andersen did not fire him. Instead, it put him to work revising the firm's document-retention policy. Unsurprisingly, the new policy emphasized the need to destroy documents and did not specify that should stop if an S.E.C. investigation was threatened. It was that policy David Duncan, the Andersen partner in charge of Enron audits, claimed to be following when he shredded Andersen's reputation. 

Now there are real reforms. The Public Company Accounting Oversight Board in the United States is watching over audit quality, and other countries are following suit. 

The firms appear tougher. ''We are turning down clients at an unprecedented rate,'' said James H. Quigley, the chief of Deloitte & Touche's American operations, in an interview. ''We are very rigorous in terms of who we become associated with in this world of unlimited liability.'' 

But better audits now will not repair poor audits of the past, and the firms yearn for legal protection. In the United States, that is so unrealistic politically that no specific proposal is pending. In Britain, their plea for a cap on damage awards was rejected by the government this week. 

This may be a case of Catch-22. If auditors are doing a good job, they deserve to be protected from lawsuits that could put them out of business. But without the threat of such suits, will they do a good job? 

The probable outcome is that the firms will muddle through. Plaintiffs lawyers will temper their demands, knowing they need to keep the firms in business. If Big Four managements really appear to be determined to run quality firms, governments are not likely to bring criminal charges that will put them out of business, even if individual partners committed outrageous acts. 

Good auditing is essential to functioning capital markets, but in too many cases in the 1990's, auditors deemed it their job to help companies find ways to twist accounting rules and mislead investors. The reforms may have arrived just in time to save the Big Four. 

