May 16, 2008
Mr. Arthur Levitt, Jr.

Mr. Don Nicolaisen

Advisory Committee on the Accounting Profession

Office of Financial Institutions Policy, Room 1418

Department of the Treasury

1500 Pennsylvania Avenue, NW

Washington, DC 20220

Dear Mr. Levitt and Nicolaisen:

This is my second submission to the Advisory Committee on the Auditing Profession. What follows is an extension of my earlier comments on Human Capital Committee draft recommendations of The Department of the Treasury Advisory Committee on the Auditing Profession. My previously submitted comments can be found at The Department of the Treasury website:  http://www.treasury.gov/offices/domestic-finance/acap/index.shtml. It may still be worthwhile to read the earlier letter to gain some further insight into the following remarks.
 The recommendations discussed in this letter are summarized in the appendix.
As in the earlier letter, I speak only for myself in this letter and not for any of the individuals or entities with which I have been associated or any of their personnel.
 
An Academic Role
Academic accounting professionals are a part of a larger academic community serving broad social purposes that include the education of entry-level accountants destined to become practicing professional accountants, broadly defined. The students will take positions in industry, government, non-profit and public accounting sectors. While the Treasury Committee’s interest is primarily with the public auditing profession, academic accountants serve broader purposes and a broader population of employers. 
As in any profession, to meet their various missions, academic accountants must function effectively within their broader academic community. Failing to function effectively within the academic community will lead to a failed academic accounting endeavor and, eventually, to its failure to meet the specific needs of entry-level accountants destined to become practicing professionals.

Academics Accountants Need to Be Concerned
Academe needs to be concerned about our responsibility to students and the profession, if for no other reason than to serve our own long-term interests. A failure to respond to the real issues of curriculum design, student demand, and faculty shortages will lead us to fail our students, their future employers and our own private interests as well. It will allow others to set the agenda for change in the academy. There are already forces within the academy that have not in the past and do not currently view accounting as an academic discipline; rather, they view it as vocational training. Many practicing professionals hold very immediate and job-specific views about the role of academics in serving professional interests. Both groups have useful insights into the need for change in the accounting endeavor. Left to themselves, and for very different reasons, both groups might prefer to see accounting programs devolve into training institutes and continuing education programs. 
My experiences have convinced me that the practicing profession needs a truly strong academic accounting profession to assure its own success. Likewise, a viable accounting academic profession needs a successful practicing profession. The success and stature of academic and practicing accountings are mutually dependent. They risk joint failure if they fail to understand and accommodate the demands and needs arising from their differentiated environments.
The Human Capital Committee Recommendations


Because the Committee’s focus is on the auditing profession, the choice to focus recommendations that bear directly on auditing while recognizing that there will be an impact elsewhere is sensible. On the other hand, this limited approach is unlikely to promote long-term success as it relates particularly to the Committee’s Draft Recommendation 5. Draft Recommendation 5 is the key element to any long-term resolution of the educational issues addressed by the Committee. Subsequent specific actions will hopefully result from the adoption of a recommendation like Draft Recommendation 5. 


It is to be expected that the Committee may prefer not addressing some of the issues I raise because some of them do cut indelicately to the heart of the current academic model and infrastructure. My challenge to the committee is to make a difference for the future of higher education by articulating positions and arguments that would be recognized and accepted by knowledgeable academic accountants as well as by accountants in practice.
Draft Recommendation 5

Recommendation five suggests a platform to study the future of higher education in accounting for the auditing profession. Because the Treasury Committee is focused on the public accounting arm of the broader accounting profession, it may seem appropriate to limit the recommendation to the AICPA and AAA; but, a broader view would make possible more robust and lasting results. 

This limited choice of participants raises concerns about the other important stakeholders in future of accounting education, all of whom need to be considered. A narrow focus on the public auditor and academics, while understandable given the current Human Resource Committee focus, will suffer from a failure to consider other stakeholders, a consideration most evident in public universities where there is a continuing need to serve more than the demands of the public auditor. In addition, it seems inappropriate to limit the participants given the desire to create professionals who think deeply and broadly about society and business. While the AICPA historically has attempted to broaden its base, a larger set of stakeholders is required for the discussions embodied in Draft Recommendation 5 to succeed. 
In this respect, the COSO membership appears to more closely approximate the relevant stakeholders that represent the knowledge, skills and attitudes needed by an accounting graduate. Even COSO is rather narrowly accounting in focus; however, any discussion group can be selectively expanded to involve the best thinkers from other domains as needed: information systems, computer science, psychology, and education to name a few. While the Committee may consider such disciplines beyond its immediate scope, I urge a broader view of the issues, particularly in light of the auditing professions avowed need for more than technically trained students. 

Clearly, expanding the discussant set will create a more extended and nuanced dialog. Experience has indicated that such expanded dialog is necessary for success within the academic realm and for creating programs in academic settings that serve the auditing profession. A simple roundtable discussion attempting to solve accounting education problems would be inadequate to deal with their complexity and interdependence. Rather, a more complex interacting set of task forces attempting to address the broad as well as narrow interests of the students and their future employers is necessary. 
This process will require a controlling body to assure coordination and that viable action proposals are forthcoming on a timely basis. The COSO membership is closer in stakeholder representation to a viable controlling body than any one of its individual members. The idea embedded in Draft Recommendation 5 is on the right track, but the mechanism to achieve the expressed objectives needs to be broadened and more completely developed if it is to succeed.

Recommendation 1 (Previously Draft Recommendation 5 and Revised): Ask COSO to lead a Commission to provide timely study of the possible future of higher education structures for the accounting profession. This Commission should consider the scope of all recommendations make by the Advisory Committee, but should not be limited by those recommendations.
My remaining comments and recommendations should be considered in light of the proposed creation of the above Commission to create actionable programs that will bring substance to the Committee recommendations.

The Remaining Four Recommendations Revisited:

The committee currently offers four additional recommendations and related sub-recommendations. Two of these recommendations are worthy, but not really very controversial in their current form. Draft Recommendation 4 addresses the need for data on which to make decisions, a recommendation we can all support. No doubt there will be difficulties in implementation. There will be arguments about the details of what to collect, the methods of collection, the sources of data, costs sharing and access, but the broad sense of the recommendation is sound. One significant concern does arise. Control over data should not fall to a single source. Centralized control of the data effort could create undue leverage in one organization and thus limit diversity and competition in programmatic developments. The Committee might consider a Data Oversight Group to counter this tendency. For example, should the AICPA, AACSB or any other single body become the focus of the data collection and data maintenance effort, perhaps a group like COSO could be designated to oversight the process.
Recommendation 2 (Previously Draft Recommendation 4)

The Supply and Diversity of Students

Draft Recommendation 2 is important in its own right, but also because it introduces the powerful concept of “diversity,” a concept necessary to a healthy future for the academic endeavor and the needs of the profession. Draft Recommendation 2 specifically focuses on racial and ethnic diversity, essential goals to pursue with the vigor indicated in the current Committee recommendations.  Expanding the overarching recommendation to include a call for broader student diversity in terms of other traits, such as economic circumstances, social and educational backgrounds, and professional career orientations, would focus both the academy and the practice profession on an even more diverse and larger group of potential entrants.  

Recommendation 3 (Previously Draft Recommendation 2 and Revised): Improve the representation and retention of all minorities and economically disadvantaged students in accounting in order to enrich the educational experience of all students and promote student success as they enter the profession.
Sub-recommendations (a) – (d as written. 

In a sub-recommendation (e) might be added to address the issues related to the economically disadvantaged.
In recent years the supply of students has risen and appears to be at a satisfactory level to sustain public accounting demand as well as satisfy other employer needs. In fact, the press suggests that we may be awash in students this year. On the other hand, it is only in the very recent past that the refrain was more about student shortages. We should not assume that the current experience portends a future with an infinite supply of entry-level accountants. Given the demographics and likely economic changes in the markets, we should perhaps be as concerned about the long-term supply of students as the long-term supply of faculty. 

Recommendation 4 (new): Continue to monitor the long-term supply of professional auditors from all sources to assure an adequate and continuing supply of students with the necessary knowledge, skills and attitudes for success.
Expanding on the Ideas about Diversity in Academe
The Committee has hit upon a very important conceptual issue when addressing ethnic and economic diversity, both of which will improve the students’ experience and contribute to broader social goals. Fortunately, the diversity idea has substantially more power than Draft Recommendation 2 suggests.

Diversity on many dimensions is critical to any academic discipline and its ability to contribute to and innovate in market conditions and to serve the future of its associated profession. Wide diversity in research ideas and teaching approaches are essential to viable academic communities in satisfying market demand.

This is a complex topic and I am probably not the one to do it justice, but let me offer the following observations. It may seem counter-intuitive to pursue diversity instead of mandatory conformity to meet the Committee’s expressed goals. I hope that when I have finished, you will entertain the thought that incentives are better than mandates.

It seems to some that the academic infrastructure has come to value conformity in its research and teaching. The acceptable domain of the “best” research appears to some to be circumscribed and limiting in topical coverage and research methods applied. The existence of essentially “cookie-cutter” undergraduate and graduate programs in so many of our institutions is also evidence of conformity. Whether this is “true” in some absolute sense, these characterizations are heard in the hallways and at the water cooler. Have we arrived at a point where research and teaching are bound by an orthodoxy that does not encourage innovation and change?
Mandates about journals’ editorial policy, research focus, and curriculum content are too easily and too often discussed as solutions. Solutions of this kind are, in my opinion, likely to be counterproductive to the academic and professional effort. Rather than complain about the lack of journal access or low intellectual content in accounting programs, we should consider changing the landscape of access and design, not by mandate but by appropriate incentives.  Mandates may change the status quo, but they shortly become the new status quo, the new orthodoxy with all of the failings of the old, only in different garb.
For example, in the research and publication domains, there are mechanisms that can be employed to create incentives for innovation in all kinds of research. The increasingly large numbers of academic and professional journals provide outlets for almost any readable idea. The AAA recently created its AAA COMMONS, an electronic platform intended to, among other things, provide a rich experimental laboratory for new ideas in research, teaching and service. It is already working as evidenced by the CIIA, the Auditing Sections new electronic journal. With some imagination, changes can be made that will allow the market for ideas to work itself out for both the academic and practicing professional.
The Committee should craft additional diversity recommendations that focus on altering the infrastructure, resource allocation and incentives of the academy. Outright mandates and requirements should be used only when an appropriate package of incentives cannot be developed. Broadening the field of options for researchers and teachers is a better path to follow than a new mandated uniformity. 
Recommendation 5 (new): Promote diversity in academic research such that all forms of research (Discovery, Integration, Application and Teaching) have the opportunity to be exposed to full academic and practice review. Possible sub-committee recommendations include:
(a) Support the AAA COMMONS as one means of expanding the diversity academic research, teaching and service opportunities.

(b) Encourage professional firms to make their methodologies and tools available to the academic community to support all forms of research.

(c) Encourage firms to share data with academics to encourage all forms of research.
(d) Increase firm research support that serves to increase the diversity and productivity of research efforts.

Turning for a brief look at the curriculum with the diversity concept in mind, there is some agreement that we have created undergraduate and many graduate teaching curricula that look, for all intents and purposes, like overly technical, one-size-fits-all, cookie-cutter programs. These programs leave a lot to be desired in terms of delivering an intense intellectual experience and fail to provide the breadth and depth of knowledge, skills and attitudes necessary to the students’ future careers. Some have suggested that these programs exist because they are easy to teach; however, it has been my experience that the good academics work hard, putting in comparable time and effort on the “hard-stuff” of academia, just as the good professional practitioner do on their “hard stuff.” Bad academics and bad practitioners are alike in that we each try to get rid of them or minimize the damage they can do. 
Another explanation for the uniformity of programs is that they reflect an effort to satisfy the student recruiters and funding sources. Many observe that these programs maximize the pass rate on CPA exams. I cannot count the number of times as an accounting department chairman that professionals “just happen to notice” my institutions rankings on that particular test. Over time our service to the profession has become one of keeping them happy: a sort of academic’s incentive to provide client satisfaction with the CPA pass rate metric. As I said in my earlier letter, despite rhetoric to the contrary, the profession is largely getting what it demands and pays for in our current programs, perhaps because that is only what it is willing to pay for. 
Will the perceived problems with our curricula be resolved by mandating some particular curriculum formula? I doubt it. Over time, the result will tend to a new “one-size-fits-all” program solution that will draw “new” complaints similar to those leveled today. The Committee needs a seventh recommendation addressing the need for diversity in academic curricula that can be tested in the market place for ideas. This is a recommendation similar to research based recommendation above and recognizes the unique potential of the academic marketplace for ideas.

Recommendation 6 (new): Promote diversity in academic programs through experimentation such that many programmatic objectives and program formats are encouraged and have the opportunity to be exposed to full academic and professional review and market testing. Possible sub-committee recommendations include:
(a) Support the AAA COMMONS as one means of expanding the diversity academic curriculum development and the related teaching materials, and methods.

(b) Encourage professional firms to make their CPE materials, methodologies and tools available to the academic community to support innovation in the curriculum.
(c) Increase firm research support that serves to increase the diversity and productivity of teaching efforts.
Recommendation 6 may seem counter intuitive to those who seek to mandate curricula that adapt to new market conditions, but it is an essential step in creating incentives for faculty to adapt to new market conditions. Admittedly, both academics and practitioners will have more work to do in a world of curriculum diversity.  Academics will find that they need to devote more effort to curriculum design and delivery and the profession’s human resource policies will have to change to take advantage of the diversity. They will have to pay closer attention to the programs and they will have to abandon the high volume recruiting of “peas in the pod” students from one-size-fits-all programs.

Diversity in Access to the Profession:
The academic and practice professionals should consider an enhancement in the avenues for entry to the profession. This approach will not only create a greater and more varied supply of talent to meet the varying demands of the audit, but also provide incentives for academe to experiment with new and innovative approaches to curriculum design and teaching content. 

While the suggestions below may add to the demand for faculty and, thus, may look premature in the context of the current faculty shortage, we cannot wait for the faculty shortage to abate before taking action. 
A full discussion of the enhanced options will be left to the Commission proposed by Recommendation 1 (Previously Draft Recommendation 5 and Revised) process and will require consideration of the roles to be played by two, four, and five year programs as well as a variety of graduate programs. I will limit my discussion to the need for more diversity in programs generally. 
We should consider the creation of a broader array of programs that act as entry points to the profession. The programs would include graduate programs designed for the non-business undergraduate and graduate degree holders, internships, CPE, and even a possible return to the “old” Professional Articles approach for entry to the profession of accounting. Some of these programs may be oriented toward technical training while others may have minimal technical content and focus on critical thinking skills. Formal degree program focus will depend upon the mission of the institution. 
The call for greater diversity in programs, if it is to be successful, will not only alter the landscape of academe, but will also require that the profession adapt its hiring, training, assignment, and retention practices if they are to capture the value-added of these options. A more selective recruiting effort will be needed to meet the mix of characteristics necessary to a successful practice team. More targeted variations in training, mentoring and reward structures will be needed. It will be challenging as the profession leaves its current mass input recruiting model behind.

How many of us believe that the kind of breadth of knowledge and intellectual development the profession indicates that it needs in its new entrants will be forthcoming from any mandated program of study? We need diversity and competition in our educational opportunities. The above are suggested as a beginning for discussions by the Commission recommended above.
Draft Recommendation 1
Draft Recommendation 1, in its over-arching form is apparently quite consistent with the need for diversity, innovation and experimentation in accounting curriculum development. The question remains, however, will the Committee’s recommendation lead to diversity in programs and the breadth of knowledge and intellectual power the profession demands? To answer this question we need to consider the aspirations and operational implications of sub-recommendations (a) - (c) as they reflect on the Committee’s overarching recommendation. 
Sub-recommendation (a) appears to be of particular importance given its prominence as the first sub-recommendation. Perhaps I have not read this recommendation correctly, but I come away from this section with a very uneasy feeling that it is a call for a CPA examination driven curriculum. The call for regularly updating of the examination sounds like an effort to make the CPA examination a leading indicator of what is important in academic curricula. If this is the intent of Recommendation 1, I see little hope that it can or will lead to either diversity, innovation or the possibility of meeting sub-recommendations (b) and (c) objectives, both of which seem more likely to be met by encouraging innovation and diversity in the marketplace rather than by linking curricula to the CPA exam and other mandates.
Assuming that I have not read this recommendation incorrectly, we need to ask about the prospects that the CPA examination will lead curriculum change? Actually and unfortunately the chances are extremely good if the past is any indication. The vast majority of academic institutions currently teach to the CPA examination. Most will likely continue to do so in the future and, thus, changing the exam will change their curricula. The Committee has, in fact, found the lever that does influence the content of many accounting programs already. Are these really the programs the profession wants even under a new and revised CPA examination?
Can the CPA examination, an entry examination to a profession subject to a variety of institutional, political and legal pressures, become the leading edge of accounting education change? As long as the examination is a hurdle for entry to the profession, an exam developed by a committee, almost any committee, faced with lead times to accommodate operational delivery requirements and ethically and legally concerned with fairness issues of content requirements, the exam will always lag current market developments. The time to market for a new exam is actually sufficient to sustain the lagging indicator status of the examination. Further, recent developments suggest that, at best, the exam can demand only the bare minimum screen for basic knowledge in business and accounting. Programs based on passing the exam will not likely be at the cutting edge of market developments, will not encourage diversity or innovations in curricula and will not reflect the intellectually challenging programs the profession wants and needs for its future practitioners.
I hope I have misread the intention of the Committee’s Draft Recommendation 1. The Committee has found the lever that has driven many program curricula in the past, but the Committee has not demonstrated how that lever can be made to work any better in the future than it has in the past. 

An entry level examination is probably necessary within the U.S. model of a regulated profession. Because accounting operates in an environment of large numbers when compared to law and medicine, it is likely that we will retain a general exam similar to the current version or, if some have their way, an even more objective answer based exam. Is this the way to drive curricular change that can instill in students the need for judgment and decision making? No. A diverse and experimental academic environment will impose costs on both academe and the profession, but it is a more likely path to accomplishing these goals. Success in meeting the diversity and market needs requires a joint effort in the academy and practice. In the past, a CPA exam based curriculum has not delivered what the professionals states they desire in our output. What makes anyone think it will do so now? 
The following revised recommendation is more broadly based than one targeting only professional auditors, even though the sub-recommendations have a largely auditing focus. 

Recommendation 7 (Previously Draft Recommendation 1 and Revised): Support a diversity of market-driven, dynamic curricula and content for accounting students that continuously evolves to meet their needs as they prepare to enter the accounting profession. Success and the ability to serve the Auditing Profession will require:
(a) Faculty and professional cooperation.

(b) Firms changing their recruiting practices, moving away from mass recruiting of like input, to take advantage of the diversity in programs and varied input.

(c) Firms funding experimentation and innovation rather than only rewarding curricula that permit successful mass recruiting efforts.

(d) Prepare new entrants to the auditing profession who: (1) understand the role of auditing in society, (2) are prepared to assist in performing high quality audits, and (3) are intellectually capable of continued learning to become complete professionals capable of leading audit teams to perform high quality audits.

(e) Develop an infrastructure of education and practice that will make it possible to continuously introduce new curricular content in the form of teaching materials as the accounting environment changes. Activities that will encourage these outcomes include:
a. Encourage cross-academic/practice sabbaticals, internships, and secondments to enhance curriculum development efforts as well as other research teaching and service programs.

b. Encourage professional firms to make their methodologies and tools available to the academic community in an educationally useable form.

c. Encourage firms to share data with academics to encourage both practice relevant research, but also to enrich the curricula and engage students.

(f) Create incentives for schools to build accounting curricula that provide both fundamentally long-lasting concepts and skills for students and apply them to current market conditions. Activities that will encourage these outcomes include: 
a. Encourage cross-academic/practice sabbaticals, internships, and secondments to enhance an understanding about current market conditions as they relate to curriculum.

b. Encourage professional firms to make their methodologies and tools available to the academic community in an educationally useable form reflecting their response to current market conditions and the students’ need to develop the appropriate knowledge, skills and attitudes to deal with those conditions.

c. Encourage firms to share data with academics to encourage both practice relevant research, but also to enrich the curricula and engage students on developments in the market.
(g) Make the necessary changes in the CPA examination develop process to keep the examination as current as possible given the political, legal and organization limitations on maintaining an entry level examination.
(h) Reconsider the role of the CPA examination in light of the potential development of alternative paths into the profession and the alternative curricula these programs will implement.
(i) Work with the AACSB and other national and international accrediting agencies.
Draft Recommendation 3

Draft Recommendation 3 addresses the faculty and, more generally, the human delivery components of the Committee’s proposals.
The Ph.D. faculty shortage:
There is clearing a current shortage of Ph.D. faculty today and one projected to become worse in the future. The faculty shortage is measured as against the currently rising demand by students for accounting programs. While I will not venture a prediction, the substantial increase in demand for accounting programs may contribute to greater demand for Ph.D. programs as well. At least it is something to watch and consider. Perhaps recruiting these students to Ph.D. programs will be more successful than in the past, particularly if we create a diverse group of graduate programs.
For the immediate future, the current and evolving Ph.D. shortage may be the most binding constraint on the academy’s ability to deliver on its over-arching-principles of leadership in research, teaching, and service. Further, given the time it takes to recruit and prepare a new Ph.D. for productive service, even with an adequate input of students, the time to correct the shortage problem will be long. Perhaps the current faculty creation model need not be as long as some suggest? 
For example, the question of whether current Ph.D. programs are “too long” does not, in my mind, have a simple answer, and certainly not a one-size-fits-all answer as implied by some of the recommendations surfaced during the hearings. Would the market be better served by developing variable-length programs within institutional programs and/or across programs in different institutions? 
Recommendation 8 (new): Reconsider the infrastructure of the current Ph.D. supply chain and the incentives in the current academic environment to answer the questions like the following:
· Is an average time of five to seven years to complete a Ph.D. in a top-tier research institution reasonable?  
· If it is reasonable for a select set of institutions, should all academic institutions with differing missions and resource availabilities make any attempt to emulate these programs? 

· Why do so many academic institutions try to emulate the top tier research mission driven institutions?  

· Is the balance between the so called “exotic” research methods over practice-based methods a real issue? 
· Would a different infrastructure of faculty education address the issue the “exotic” versus practice by encouraging different programs to adopt a different focus?

· Should some institutions develop Ph.D. programs that balance the research and teaching goals differently? 
· Would a top or next-tier institution, however defined, find it more desirable to solve teaching shortfalls with Ph.D.s from programs designed with different mission purposes than their own?

· Could the top tier research institutions support programs with differing missions through a set of planned Ph.D. student and faculty exchanges?

· Would the introduction of select top quality professionals in the classroom, improve teaching and research?

· What balance of professional educators in the classroom is appropriate to each institution in meeting its missions?
Solving the academic Ph.D. shortage is unfortunately a very difficult problem with a long lead-time even if radical changes to program length are instituted. Today there is currently no way to clone a population of Ph.D.-ready intellects. Redefining the meaning of Ph.D. for accounting as some have suggested is an artificial solution and not likely to succeed in maintaining a viable accounting presence in the academy. Nevertheless, we need to begin the serious and very difficult discussions necessary to create incentives for a variety of Ph.D. program missions. We need to begin now recognizing the needs of academia as well as the need to ultimately meet professional market demands.
The Declining Investment in Accounting Ph.D. Programs: The Dean’s perspective:
The production of Ph.D. ready faculty has declined by approximately half its past peak production levels. It is probably not the case that the amount of academic and budget resources devoted to these same programs has declined relatively by half. In fact, these programs have become relatively more expensive on several dimensions. Consider the accounting Ph.D. program from the dean’s perspective to gain a flavor for the problem. 

Why are deans wary of investing in accounting Ph.D. programs? It may be true that that the MBA program provides more immediate ego gratification, but there is something more basic at work than a solution to the ego problem would resolve. The current accounting Ph.D. program model does not address the real economic problems faced by deans, particularly deans in public institutions facing declining state support. Less well-endowed private universities face a similar difficulty for different reasons. Both are running their business schools more like businesses than in the past. Presidents and state legislators expect business programs to support themselves and to earn money to support non-revenue producing activities in and out of the business school. Universities are not as different from practice in the need to manage multiple service lines. 

In response, many colleges of business and departments of accounting are now running a variety of lucrative programs: programs designed to attract graduate students, particularly international students, off-site masters programs, web-delivered graduate and undergraduate programs, and all types of CPE programs. These programs have become attractive because state legislators have essentially allowed for a market-based fee structure for these programs. My guess is that we will find more innovation and market based responses in these programs than in our current, often CPA exam driven, programs.

It is particularly interesting to me that international programs have gained so much ground in recent years. The U.S. educational model, for all its problems and critics, is still one of the longest-lived and lucrative exports of this country. Despite our problems, any investigation of this phenomenon will convince most that we are doing something right beyond trading on the general quality of life in the United States. We should not be complacent, however, particularly as we look to the Asia-Pacific region where we are currently attracting many students. The Asia-Pacific countries are building their own institutions for home consumption and future competition with the U.S.
Returning to the more to the immediate question, what does the Ph.D. program contribute to the business model of colleges of business? As most Ph.D. students teach much less than they did 10, 20 or 30 years ago, the programs no longer supply a cheap faculty substitute. Perhaps worse from the dean’s perspective, the smaller Ph.D. programs pull the most research active faculty into small Ph.D. seminar teaching and away from larger classes in undergraduate and MBA programs. We can argue that the dean should adopt a longer and broader view of accounting and business education. I agree, they should, but perhaps we need to discuss seriously and seek ways to make some of our programs more economically appealing to the university at large and particularly to our deans. 
These discussions will not resolve the immediate need for more Ph.D. faculty. Current market reactions to the shortage may be providing a partial answer to the short-term problem. It already appears to be the case that two-year program schools, four-year colleges, and universities without Ph.D. programs have suffered a loss in Ph.D. faculty members. Some are retiring after long and productive careers. Others are showing up in the larger state Ph.D.-granting universities, some as tenure track faculty, but more often as non-tenure track faculty. In the short-term we are likely to see this migration continue. 

While this may be “good” news for the Ph.D.-granting programs, it is distinctly bad news, in the short-term, for the two-year programs, four-year, and masters-only colleges and universities. Nevertheless, it appears to be part of a response to identifying workable mixes of Ph.D. and practice professional full-time faculty at these institutions. I do not know if there are sufficient numbers of Ph.D.s for these Ph.D. granting programs to capture and “solve” their individual needs for Ph.D. faculty. However, if you accept, as I do, that the institutions are responding, it seems clear that Ph.D.-granting institutions’ hiring practices indicate that they value a Ph.D. even if not granted by a peer institution.

As a result, the evolving solution will likely be to place the bulk of proposed practice professional academics with two, four, five, and non-Ph.D.-granting colleges. As I noted in my earlier letter, there are already a cadre of outstanding professionals making contributions to top-tier Ph.D.-granting institutions. I am sure more will be found, but the largest demand for professional’s as academics will be in these other degree granting programs. 

As we seem to have an evolving short-term evolving solution, I would oppose any mandates from professional associations or government agencies that would create a one-size-fits-all solution to the allocation of practicing professional academics as counter-productive. With the time this response makes available, we may just have time to re-engineer our Ph.D. programs. We need to begin the process now. The leading Ph.D. granting institutions must not sit back and deal only with their institutional solution, hoping that their drawing power will resolve their problem. Instead these same institutions need to take the lead in finding innovative long-term solutions.
Recommendation 9 (new): Reconsider the economics of Ph.D. programs across differing institutional missions that will allow for diversity in program missions, related program structures and teaching resources. Issues that might be considered include:
· Research and teaching balance.

· Length of programs.
Recommendation 9 could be subsumed in Recommendation 8, but, due to its singular importance as a resource issue, I have pulled it out for separate treatment.


Among the many open issues still not discussed in any detail, two deserve particular attention. First, how will these recommendations be implemented in the current resource environment? And second, should professional schools of accounting be developed on a model similar to the medical and law schools?  
Funding

The immediate funding discussion assumes that accounting will generally remain a discipline within a business school environment with perhaps some, but very limited, distinctions on matters of budgets and faculty rewards made for accountants when compared to the other business school disciplines. Most of the four-plus-one and five-year accounting programs now in existence provide varying examples of the limitation of this model, yet this is the most likely near-term future of accounting programs.

I seriously doubt that the resources, human or financial, exist in most institutions to implement any significant or rapid change in the educational landscape such as those suggested above. That is, as important as these recommended changes are, they will likely see only slow and uneven implementation over the next five to ten years. There will be progress, even significant progress, on some fronts perhaps. For example, it seems to me that we are on the cusp of an acceptance of a greater diversity in research programs. The same might be said about curriculum and teaching programs; however, I am less convinced that the changes in this arena can proceed very quickly as they demand significant human and financial commitments as well as significant changes in how the profession interacts with academe. Ph.D. programs will be no exception to the rule of generally slow change under current circumstances. A few institutions will stand out on one or more dimensions of change. But it is unclear which of these experimental exceptions will survive.
We can all conjure up a set of dire consequences associated with little or no significant change in even the next five years. Where are the people and the money to come from? It is all too easy to point out that the limited Treasury Committee focus on the auditing profession cries out for a truly significant commitment from that profession, a commitment of both human and financial capital. While the audit profession has a responsibility to step up on these issues, .the details about how they should do so are undeveloped. Because it will be their personnel and their money, I suspect we will not be considering a broad-based educational effort similar to what I propose above. Rather, it seems reasonable that the audit profession would adopt the same narrow focus as the Treasury Committee, promoting targeted efforts around their targeted needs. I have no quarrel with the firms on this account. It will be their money. It will be the academic institutions and faculties responsibility to use that money wisely or not accept it at all. In fact, there might be some reason to expect the firms to create their own “graduate programs in accounting” and avoid the problems of dealing with institutions and faculty with other, often competing, objectives.

 There is some reason to expect the firms may take a broader view given their broad client service focus. To date, any broader view they may have adopted has led to investments in other business school disciplines, computer science and engineering departments, to name a few other areas that interest the profession broadly. Unfortunately, for the academic accountant, this focus has not rebounded to the advantage of accounting departments in the current higher education program and budget structure. The firms are well aware of this and have expressed a desire for greater integration of accounting, business, computer science, law, etc., even when institutional and individual resistance appears to be difficult to overcome.
It is easy to specify the problems and hard to offer pragmatic solutions to the sum of these problems. What is clear, on the other hand, is that without a substantial injection of both human and financial capital only small and uncertain steps will be taken to satisfy the Committee’s recommendations. There will be change certainly, but it is not likely to be a broad-based movement.
The firms are not the only potential source of funding. On several important occasions in the past the U.S. government has stepped in to advance particular programs of change in academe. Engineering and the sciences have generally benefited the most by these efforts. Specific areas of engineering and science have also suffered when the funding agencies priorities shifted. That is one of the prices paid when supported by a central government. Is accounting an area where Congress can see an overriding social benefit to be gained by enhanced research and educational program funding? 
At this juncture, the only recommendation I can venture is that the Treasury Committee give serious thought to recommendations that involve substantial new resources to support change as well as recommendation on how to capture those resources.
Recommendation10: Form a Blue Ribbon Committee of well-known, respected, knowledgeable and powerful members of the stakeholder groups represented on the Treasury Committee and charge them with bringing their influence to bear on their respective constituencies, private foundations, and the federal government to build a significant base of human and financial, but particularly financial, resources to support change.
Professional Schools of Accounting


Some have recommended that professional schools of accounting, similar to medical and law schools, offer significant elements in the solution to the problems and issues discussed above. By analogy, the strongest cases for this approach seem to exist for graduate level education. Law Schools and Medical Schools are both post-baccalaureate programs. While they may demand certain knowledge and skills before entry, they tend to allow for a broad-based array of undergraduate educations. This seems to be particularly true of the law school model where students enter from business programs, political science, history, and a myriad of other programs that offer little or no legal education. I could be convinced that this kind of program will not produce a narrow accounting graduate. 


Unfortunately, the accounting profession has supported the five-year program approach that, in most cases, ultimately did little to broaden the accounting students’ education. Some argue that it did exactly the opposite: producing an even narrower focus on accounting over the five years and driving out the older masters of accounting and MBA program options. I made this case in my earlier letter to the Treasury Committee. Earlier in this letter, I offered programmatic change suggestions, not for separate Schools of Accounting, but for a broader array of options for entry to the profession, including graduate programs designed for non-business undergraduate students. It was my attempt to separate, at least for some graduate programs, the undergraduate accounting degree and graduate education and permit the graduate programs to tailor themselves to the undergraduates they recruit. Ideally, those with undergraduate degrees would not receive substantial additional accounting, but be treated to a broader and more intense intellectual experience. Those entrants with no accounting would bring their broader experience to bear when taking the accounting graduate courses.
It is the fear of a continuing narrow focus that causes me to step back from supporting proposed separate schools of accountancy. I remain very skeptical of any approach that does not amount to a full graduate education program similar to the law school or medical school, leaving the undergraduate program with little or no specific demands in accounting. We have seen the consequences of half-measures in the development of the five-year programs.

I support, in addition to my earlier diversity in programs recommendation, a post-baccalaureate Graduate School of Accounting where there are very limited or no demands for accounting education at the undergraduate level. The Graduate School of Accounting program should be long enough that the faculty and profession will not see the need to impose narrow strictures on the four year baccalaureate degree as a precondition to entry. Like the Law School model, the Graduate School of Accounting should be prepared to accept students coming from a broad array of four year undergraduate programs, e.g. business (with, at most, one-year of accounting), computer science, engineering, arts and sciences generally. Those with traditional undergraduate accounting educations should not be accepted, but directed to other graduate education opportunities such as those discussed earlier in this letter. 
A graduate program of this nature will require a minimum two-year graduate program and perhaps a three-year program similar to that found in Law Schools. Creating a program of this nature will likely require State legislative action in the public institutions. To be comparable is status to the Law School, it would also require some level of state funding, solving some of the financial problems discussed above. But is either legislative action to create such schools or, even if created, action to fund these schools a likely prospect? 

To accomplish something of this magnitude will take time and the support of the members of the committee proposed in Recommendation10. It will also likely require a great deal of private financial support as well as part of any agreement.

Conclusion
There are no simple solutions to most of the problems discussed. If they were easy, they would have been solved already. Any solution process should involve serious engagement of all stakeholders. We need an exerted effort to involve not merely auditing practitioners and academics, but also the broader accounting community and leading academic thinkers from other fields to help us find viable solutions that serve all of the stakeholders across the spectrum of academic institutions and programs. 
Appendix A
Revised and Expanded Recommendations

Recommendation 1 (Previously Draft Recommendation 5 and Revised): Ask COSO to lead a Commission to provide timely study of the possible future of higher education structures for the accounting profession. This Commission should consider the scope of all recommendations make by the Advisory Committee, but should not be limited by those recommendations.
Recommendation 2 (Previously Draft Recommendation 4)

Recommendation 3 (Previously Draft Recommendation 2 and Revised): Improve the representation and retention of all minorities and economically disadvantaged students in accounting in order to enrich the educational experience of all students and promote student success as they enter the profession.
Sub-recommendations (a) – (d as written. 

In a sub-recommendation (e) might be added to address the issues related to the economically disadvantaged.
Recommendation 4 (new): Continue to monitor the long-term supply of professional auditors from all sources to assure an adequate and continuing supply of students with the necessary knowledge, skills and attitudes for success.

Recommendation 5 (new): Promote diversity in academic research such that all forms of research (Discovery, Integration, Application and Teaching) have the opportunity to be exposed to full academic and practice review. Possible sub-committee recommendations include:
(a) Support the AAA COMMONS as one means of expanding the diversity academic research, teaching and service opportunities.

(b) Encourage professional firms to make their methodologies and tools available to the academic community to support all forms of research.

(c) Encourage firms to share data with academics to encourage all forms of research.
(d) Increase firm research support that serves to increase the diversity and productivity of research efforts.

Recommendation 6 (new): Promote diversity in academic programs through experimentation such that many programmatic objectives and program formats are encouraged and have the opportunity to be exposed to full academic and professional review and market testing. Possible sub-committee recommendations include:
(a) Support the AAA COMMONS as one means of expanding the diversity academic curriculum development and the related teaching materials, and methods.

(b) Encourage professional firms to make their CPE materials, methodologies and tools available to the academic community to support innovation in the curriculum.
(c) Increase firm research support that serves to increase the diversity and productivity of teaching efforts.
Recommendation 7 (Previously Draft Recommendation 1 and Revised): Support a diversity of market-driven, dynamic curricula and content for accounting students that continuously evolves to meet their needs as they prepare to enter the accounting profession. Success and the ability to serve the Auditing Profession will require:

(a) Faculty and professional cooperation.

(b) Firms changing their recruiting practices, moving away from mass recruiting of like input, to take advantage of the diversity in programs and varied input.

(c) Firms funding experimentation and innovation rather than only rewarding curricula that permit successful mass recruiting efforts.

(d) Prepare new entrants to the auditing profession who: (1) understand the role of auditing in society, (2) are prepared to assist in performing high quality audits, and (3) are intellectually capable of continued learning to become complete professionals capable of leading audit teams to perform high quality audits.

(e) Develop an infrastructure of education and practice that will make it possible to continuously introduce new curricular content in the form of teaching materials as the accounting environment changes. Activities that will encourage these outcomes include:
a. Encourage cross-academic/practice sabbaticals, internships, and secondments to enhance curriculum development efforts as well as other research teaching and service programs.

b. Encourage professional firms to make their methodologies and tools available to the academic community in an educationally useable form.

c. Encourage firms to share data with academics to encourage both practice relevant research, but also to enrich the curricula and engage students.

(f) Create incentives for schools to build accounting curricula that provide both fundamentally long-lasting concepts and skills for students and apply them to current market conditions. Activities that will encourage these outcomes include: 

a. Encourage cross-academic/practice sabbaticals, internships, and secondments to enhance an understanding about current market conditions as they relate to curriculum.

b. Encourage professional firms to make their methodologies and tools available to the academic community in an educationally useable form reflecting their response to current market conditions and the students’ need to develop the appropriate knowledge, skills and attitudes to deal with those conditions.

c. Encourage firms to share data with academics to encourage both practice relevant research, but also to enrich the curricula and engage students on developments in the market.

(g) Make the necessary changes in the CPA examination develop process to keep the examination as current as possible given the political, legal and organization limitations on maintaining an entry level examination.
(h) Reconsider the role of the CPA examination in light of the potential development of alternative paths into the profession and the alternative curricula these programs will implement.
(i) Work with the AACSB and other national and international accrediting agencies.
Recommendation 8 (new): Reconsider the infrastructure of the current Ph.D. supply chain and the incentives in the current academic environment to answer the questions like the following:
· Is an average time of five to seven years to complete a Ph.D. in a top-tier research institution reasonable?  

· If it is reasonable for a select set of institutions, should all academic institutions with differing missions and resource availabilities make any attempt to emulate these programs? 

· Why do so many academic institutions try to emulate the top tier research mission driven institutions?  

· Is the balance between the so called “exotic” research methods over practice-based methods a real issue? 

· Would a different infrastructure of faculty education address the issue the “exotic” versus practice by encouraging different programs to adopt a different focus?

· Should some institutions develop Ph.D. programs that balance the research and teaching goals differently? 

· Would a top or next-tier institution, however defined, find it more desirable to solve teaching shortfalls with Ph.D.s from programs designed with different mission purposes than their own?

· Could the top tier research institutions support programs with differing missions through a set of planned Ph.D. student and faculty exchanges?

· Would the introduction of select top quality professionals in the classroom, improve teaching and research?

· What balance of professional educators in the classroom is appropriate to each institution in meeting its missions?
Recommendation 9 (new): Reconsider the economics of Ph.D. programs across differing institutional missions that will allow for diversity in program missions, related program structures and teaching resources. Issues that might be considered include:
· Research and teaching balance.

· Length of programs.
Recommendation10: Form a Blue Ribbon Committee of well-known, respected, knowledgeable and powerful members of the stakeholder groups represented on the Treasury Committee and charge them with bringing their influence to bear on their respective constituencies, private foundations, and the federal government to build a significant base of human and financial, but particularly financial, resources to support change.

� Subsequent to the Treasury submission, two journal articles were created from the letter for publication in Current Issues in Auditing (CIIA), a copy written electronic publication of the American Accounting Association (AAA). These articles will be published shortly. In Part II of the CIIA publication, I expanded on my earlier Treasury letter observations concerning the Human Capital Committee issues. This letter draws on these expanded comments, but is not limited to them. Perspectives on the Auditing Profession Part I: Practicing Profession, Current Issues in Auditing, Forthcoming, 2008 and Perspectives on the Auditing Profession Part II: The Academic Profession, Current Issues in Accounting, Forthcoming, 2008.





� Upon retirement from academe in 2002, I had completed nearly 35 years as a professional academic accountant. Prior to retirement, I served one year as an Academic Accounting Fellow at the U.S. Securities and Exchange Commission (2000/01). After retirement from academe, I returned to the SEC as the Deputy Chief Accountant (Professional Practice) for two years (2004-2005). My responsibilities as Deputy Chief Accountant focused on the professional practice of auditing SEC registered public companies. The duties also included oversight of auditing standards development by the PCAOB and handling independence issues coming to the Commission. Subsequent to leaving the Commission at the end of 2005, I accepted a part-time position with Grant Thornton LLP as a Senior Policy Advisor. I hold certificates as a C.P.A, C.I.A., C.M.A. and C.F.E.
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