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Despite a projected growth in demand for accountants, and  with increased enrollment in accounting programs, Professor Carcello argues that there is a considerable shortage of ‘suitably qualified’ accounting graduates to meet the needs of the public company auditing profession and to serve effectively the interests of the investing public.  He further argues that the shortage is due to the less desirable return on investment in obtaining an accounting degree in both the undergraduate and PHD levels. Simply, the reward vis-à-vis cost is not attracting the ‘best and the bright’ of university and college students. Professor Carcello then advocates a new education model – professional schools of auditing and licensure model, to adequately address this human capital challenge.

According to the author, the costs of obtaining an accounting degree simply outweigh its benefits.  Thus the ‘best and brightest’ are turning away from accounting, once a respected profession, and turning toward more financially rewarding profession such as investment banking and law.   Professor Carcello cites his own studies and many others to support this premise.  While the cost of getting a 4-year education is comparable for all college majors, accounting graduates have to incur cost of additional 150-hours of education for CPA examination. Evidence from studies suggests that this 150-hour education requirement is a negative factor in attracting students into accounting major. In order to reduce cost, Professor Carcello suggests reducing the requirement from 150 to 120 hours of education.  But at the same time, he warns that such reduction would undermine the stature of the accounting profession and limit the graduates’ exposure to the body of knowledge they must master to excel.  In addition to the dollar cost, there is ‘effort’ cost for accounting graduates. Simply, accounting graduates have to work harder than other majors, as perceived by students, and harder today than in the past.  Given the accelerated risk and complexities in today’s business transactions, accounting graduates have to master expanded competencies, such as GAAP faire value analysis, SOX 404, ethics, enterprise risk management, fraud detection and prevention - just to name a few. The needed competencies no doubt raise the ‘effort’ cost for accounting graduates.

Yet, the financial reward for obtaining an accounting degree is undesirable. Professor Carcello’s  own study shows not only that the starting salaries for accounting graduates are lower than that for investment banker and lawyers, but also the salary gap has been growing over the last 20 year. For example, in 1985, in New York City, an accountant made 69 and 60 percent of the starting salary of an investment banker and lawyer, respectively.  But in 2007, that percentage is 35 and 45, respectively.   Further accountant’s starting salary barely keeps up with inflation over the years and doe not keep pace with personal income growth.   “If the profession really wants ‘the

best and the brightest,’ the solution is easy. Increase the wages.”

Finally, accounting profession, once respected, has been “commoditized” and become the “dangerfield” of the business community – there is less respect for the accounting profession than before.

Professor Carcello further expands that this same cost-benefit relationship is preventing the ‘best and brightest’ from entering Ph.D accounting programs and from becoming accounting faculties.  The costs exceed the benefits for both individual students and the institutions.  To an individual, while the benefits of obtaining an accounting Ph.D and becoming an academic are substantial – well paid, interesting work, tremendous autonomy, the opportunity cost, which is conservatively estimated at $200,000, is simply too great to overlook.  The individual would also have to take on the risk of not successfully completing the Ph.D program and not being able to publish in ‘tier A’ journals – hence risking tenure track.  Even so, for the same period of time the candidate completes the accounting Ph.d and meets all the requirements to be a tenured faculty, he/she would have made significantly more financially in public practice than a tenured faculty and have become partner in a firm, with potential to make even more.

To an institution, accounting Ph.D program is always very expensive and time consuming with extensive student and faculty interaction.  And to the administration, it offers no immediate return financially and in term of public exposure. Most institutions also lack capacity to add more accounting Ph.D students. Thus institutions consider accounting Ph.d as a lower-prority program and opt to offer MBA that is more attractive to the bottom line of the institutions.

Professor Carcello points out two areas of concern in accounting Ph.D. One is that there are less number of candidates -22%, significantly less than other sub-areas of accounting, studying auditing that is important to public companies. This is attributed to (1) two of the three ‘tier A’ journals are focused on financial accounting and the Ph.Ds feel that they’d have better chance getting published financial accounting and becoming tenured,(2) there is lack of available auditing data for research.  The second concern is that recent Ph.D students are not CPA-certified and have little or no experience in practice.  This lack of real-world practice can deprive student of great learning experience.

Finally, the author suggests two solutions to the human capital challenge. One is a market-oriented solution, that is, the market can dictate the selection of an auditing firm and determine the salary of an auditor.  In this solution, an investor could select stocks in a mutual fund based on the quality of the corporation’s auditing firm with audit service “provided by individuals who are bright, motivated, well trained, and, most importantly, committed to the public’s interest” and where “auditors who can deliver higher quality services (e.g., those who are better at detecting fraud and errors)would command fee premiums, and salaries would rise to reward those who provide such valuable services better than others.”  But such ideal solution does not currently exist as the author recognizes.  Instead the author proposes an educational solution. 

To the author, there is an inherent divergence of purpose between auditing and business school where public company auditing is taught. While business school strongly focused on profit and profitability of companies, public company auditing emphasizes public interesting.  Hence, Professor Carcello proposes professional schools of auditing, much like law or medical schools and establishing national licensure for professional auditors.  Both are to be overseen by PCAOB in conjunction with others.
Professor Carcello believes that professional schools of auditing address many of issues that he raised. Primarily, the accreditation process can mandate the curriculum in public interests, with clear intention to minimize the fractionalization of auditors and client firms.  Secondly, curriculum can be designed to meet the unique and ever evolving needs of public companies; students are exposed to the breadth and depth of the auditing competencies.  PCAOB can also make available client and firm data to schools for  Ph.D research and solve the challenge of data inadequacy in auditing research.

Furthermore PCAOB should establish national license for public company auditors. With this approach, the CPA exam would be extended to include 5th and 6th sections that over issues in auditing.  After passing the exam and with two years of auditing experience, a candidate can obtain a CPA-PCA license.  And PCAOB can inspect the works of individual licensee.

In short, the model of professional schools of auditing and national CPA-PCA license can raise the prestige of auditing professionals and better prepare graduates to serve the public interests. This would also attract the ‘best and brightest’ to the auditing profession.
