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26 August 2008
Comments re Second Draft Report of 

The Advisory Committee on the Auditing Profession

The task undertaken by this Advisory Committee was not a simple one.  There are a number of serious issues facing public accounting.  The need for review was evident.

At this point, however, there continue to be questions about recommendations.   I have some comments for consideration for only the first topic,  Human Capital. 

The general first recommendation is okay.  .  However, the items listed below this recommendation imply a scope for higher education that is far too narrow:   Item (a) merely is concerned with “updating the accounting certification examination to reflect changes in the accounting profession. . . . .:  “  (b) notes that the curriculum should “reflect real world changes in the business environment more rapidly in teaching materials” and (c) suggests “that schools build into accounting curricula current market developments.”  

Higher education in accounting as implied in the three statements noted above sounds very much like vocational or trade school training.  While schools that prepare individuals for specific accounting positions (technical institutes, community colleges, and for profit trade schools) are important in our society, we expect our universities to accept a much more comprehensive responsibility.  
That extended responsibility is not highlighted in your Human Capital Recommendation No. 1.  Because of the long tradition of universities in this country accepting  the task of extending knowledge through support of relevant research activity,  should not recommendations you propose reflect such a concern?

The universities in the United States provide advanced studies in accounting that culminate in M.B.A. degrees and Ph.d Degrees.  For these institutions of higher education, the three items noted above deserve reconsideration.    

The following are not stated as effective as they deserve, but possibly the point I am

attempting to make is evident.  These are merely suggestive for consideration: 

(a)  Universities providing advanced specialized accounting programs should undertake scholarly, objective study of both the theoretical and practical aspects of auditing and accounting to extend knowledge that will influence both the theoretical knowledge of the two fields and  the practice of public accounting. .  

(b)  Universities providing advanced specialized accounting programs should monitor and study in a scholarly, objective fashion real world developments and assess their relevance for making changes in curriculum and classroom practices in accounting and auditing.
©   The results of scholarly studies undertaken in universities should be reflected in teaching materials provided to students.

 . . . . . . . . . . . . . . . 

It has been almost fifty years (1959) since the two books noted in your Draft (Gordon and Howell Higher Education for Business  and Pierson and others The Education of American Businessmen were published.   A rereading of Gordon and Howell, Chapter 16 (especially pages 379 to 385), for example,  underscores the continuing weaknesses of  research in accounting and auditing in our universities.  
Where are the universities, for example, that are monitoring the impact of Sarbanes-Oxley on the practice of auditing?   How does stripping the so-called public accounting profession, for those who audit publicly-owned entities, of professional status shift the nature of personal responsibility that has long been the foundation of professional designation?   Where is there thoughtful study of exactly what is revealed about audit quality with an inspection process that has no standard strategy for all inspections so some general statements can be made about what is happening to the performance of audits?  What is the significance of inspections when firms again and again write a letter (not required and not always written) that indicates that consideration of deficiencies noted did not result in the need to change conclusions?  How  sufficient are disclosures in auditor reports that provide an unqualified report for the financial statements but an adverse opinion for the audit of internal control?  (Yet, in U. S. Government audits, generally if there are serious weaknesses in internal controls, the opinion is a disclaimer.)

- - - - - - -
I hope that your final report will identify what future studies are needed to probe continuing issues, such as the reality of the contribution of the PCAOB, an oversight body that took on audit standard setting and undertakes an inspection process.  To date, there has been no objective assessment of the effectiveness of the PCAOB.    

Your Advisory Committee had its first meeting less than a year ago.  You are now on the brink of issuing your report.  You have worked at a fast pace; you have explored some critical areas.  I am sure your wise leaders and all members of the Committee recognize that there is much yet to be resolved.   
Best wishes.

Mary Ellen Oliverio, CPA

moliverio@pace.edu
