400 SW Water Street, Unit 404

Peoria, IL 61602

July 17, 2008

roviets@sbcglobal.net
Advisory Committee on the Auditing Profession

Department of the Treasury

Washington, DC 20220

Ladies and Gentlemen:
The objective set forth in your Committee’s 2007 Charter—i.e., “…to provide informed advice and recommendations to the Secretary of the Treasury and the Department of Treasury on the sustainability of a strong and vibrant public accounting profession…”(emphasis added)—is ill-defined.  The revelations provided in comments submitted by members of the six largest auditing firms show that the firms are financially weak.  The intentions of the firms’ partners, as exhibited by large annual payouts and the uniform support for limiting liability, are to keep the partners exempt from any major damages associated with their work.

The firms’ positions are a strategy, not a consequence forced upon them by recent events.  From the partners’ perspective, it is a good strategy.  A $418,000 capital investment by a partner yields $780,000 annual pre-tax earnings (averages for the six largest firms).    
The ratio of investments to compensation for audit partners is substantially less than the comparable ratios for executives of publicly traded companies.  Many boards require executives to invest 3 to 6 times their annual compensation—fully at risk, not hedged and not insured.  The governing boards of publicly traded companies establish investment guidelines to assure focused attention on shareholder value.   Furthermore, personal assets of executives of publicly traded companies are not protected from claw-backs by the formation of limited liability partnerships.
If the accounting firms are having difficulty attracting and retaining human capital, they should repackage their recruiting efforts.  Becoming a partner is an attractive opportunity—small investment, nice income, and very limited risk.
You probably are not going to convince audit firms’ partners to give up their advantages.  Nor should you allow the partners to co-opt your Committee’s purpose in order to lobby for limited liability of audit firms—yet another layer of protection.  Given the reticence of partners to leave capital at risk in their own firms, your Committee should be leery of the tendency to expand the scope of responsibilities of independent auditors.
After watching the Secretary of Treasury deal with turmoil in the mortgage industry the last few weeks, I believe he expects to receive clear advice from you about evidence that another industry important to U. S. capital markets is building high revenues on weak balance sheets.  Your decision to avoid addressing capital structure issues is disappointing.   

Sincerely,
Robert O. Viets, CPA                   

