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My name is Julie D=Angelo Fellmeth.  I am the Administrative Director of the Center for Public
Interest Law (CPIL) at the University of San Diego School of Law.

As you may recall, I submitted extensive oral testimony on the California Board of Accountancy in
December 2000, and then followed that up with extensive written testimony within the 30-day period
allowed by this Committee.

I would like to address the draft recommendations by the Department of Consumer Affairs and the
Joint Committee staff concerning the Board.  This Board is the subject of 18 separate
recommendations by the Department and the JLSRC staff C I=m happy to say that I agree with just
about all of them.

In particular, the Department and the Joint Committee staff appear to agree that the Uniform
Accountancy Act (UAA) should not be enacted in California.  CPIL strongly supports that position.

As I described in detail in my oral and written testimony, the UAA is a Amodel@ set of statutes and
regulations that was originally drafted by the major national CPA trade association C it was not
drafted by a government agency with public protection as its main goal, but by a professional
association which understandably has professional protection and promotion as its primary goals.

The UAA would dramatically change the licensure requirements for CPAs in California C the so-
called A3 E=s@ of accountant licensure: examination, education, and experience.  We believe these
changes, which are individually and collectively very complex, have not been justified.  They would
diminish the supply of CPAs and CPA services in California and restrict competition in the
accounting marketplace.

With regard to the examination, the UAA would stiffen the criteria for passing the four parts of the
Uniform CPA Exam administered in California C an exam that is controlled by that same national
trade association, an exam that has not been properly validated in almost ten years, and an exam that
already has a national pass rate of less than 10%.  It takes the average candidate three exam
administrations (or one and one-half years) to pass this exam.  The enactment of the UAA would
make it harder to pass this exam than it already is.  There is no justification for that.



The second AE@ is education.  The UAA would significantly increase the educational requirements
for CPA licensure.  Currently, California law does not require a bachelor=s degree or even 120 units
of college education to be licensed as a CPA.  The UAA would not only require a bachelor=s degree;
it would require 150 hours of college-level education C the equivalent of a master=s degree.

In an attempt to justify this increase, the Board hired an expert C it chose her and it paid her.  Dr.
Oriel Strickland measured the relationship between the Board=s current and proposed educational
requirement (150 hours) and actual performance by California applicants on the May 1998 Uniform
CPA exam.  Her study found Ano relationship between the number of semester units taken and
performance on any section of the CPA examination.@

I want to be very clear and very precise on this issue, because you have received some testimony
from the California Society of Certified Public Accountants (CSCPA) that I believe is misleading.

Dr. Strickland looked at the educational qualifications of the actual human beings who took the May
1998 CPA exam here in California and their performance on that exam, and she found Ano
relationship between the number of semester units taken and performance on any section of the CPA
examination.@

She did NOT find that Athe average examinee had completed 147.5 hours,@ as is repeated about 15
times in CSCPA=s written submission.  What she said was the following: AThe average number of
semester units taken for this sample was 147.5 (median = 141),@ which means that some people had
more than 147.5 units and some people had fewer than 147.5 units.  That is not the same as saying
Athe average examinee had completed 147.5 hours@ C which makes it sound like requiring 150 units
would not be a huge burden.

In fact, what Dr. Strickland found is that Athe mode (most frequently occurring number [of units
taken])@ was 120 units.  She found that only 37% of the people taking that exam had completed 150
units C which means that 63% had not.  She also stated that Athere are a substantial number of
candidates who would be affected by an increase. This is most likely to be the case for candidates
who have earned bachelor=s degrees from a university in the University of California (UC) system.@

Dr. Strickland=s study also noted that only three states have even five years experience with the 150-
hour requirement, and that these states are not similar to California.  Thus, it is not possible to tell
whether the requirement is having an impact on competence, or on consumer protection, or on
disciplinary rates.

Further, the Board=s proposal does not specify any curriculum for the extra 30 hours of education
which must be taken under the UAA.  So an applicant can take an additional 30 units in business and
accounting, or music appreciation, or underwater basketweaving.  It doesn=t matter, just so long as
I have 150 units C at great personal expense to me and with no clear relationship or even nexus to
competence.



The Board=s sunset report cites a couple of justifications for the proposed 150-hour requirement:

(1) AEveryone else is doing it.@  The Board notes that the national trade association and its supporters
C primarily the Big Five accounting firms C have shopped this proposal around and have convinced
a substantial number of state legislatures to enact it.

As we are learning from our energy crisis, however, not everything a legislature enacts is necessarily
in the public interest.

The Board and the UAA proponents point to Florida, which has had more experience than most
states with the 150-hour rule.  They point to a couple of accountancy journal articles and some
unpublished reports as support for the 150-hour requirement.

But Florida is only one state.  And Florida=s experience was noted by Dr. Strickland C the expert C
and rejected.  She determined Florida to be Anotably dissimilar@ to California.

While the proponents want you to focus on Florida, your staff has drawn your attention to another
state C Colorado.  The Colorado accountancy board adopted regulations in 1997 imposing the 150-
hour requirement in that state, to become effective in 2002.  However, in 2000, after a
comprehensive sunset review, the Colorado legislature invalidated the scheme before it ever took
effect.  The Colorado Department of Regulatory Agencies concluded:

[T]he 150 credit-hour educational requirement is an overly restrictive entry barrier
into the accounting profession with no demonstrable public protection function.
Adoption of the 150 credit-hour requirement is likely to raise consumer costs,
entrench market power in those accountants who attain the CPA designation, and
restrict competition.

(2) The other justification for the 150-hour requirement is basically that Awe need uniform licensing
standards so CPAs can serve their clients in a number of different states.@

However, this justification applies only to the biggest accounting firms.  And it only applies to firms
that do a lot of auditing, because auditing is the only accounting task that actually requires a CPA
license.  This is a very important point.  The certified audit or review of a company=s financial
statements is the only accounting function that is reserved for CPAs C everything else that CPAs are
currently doing can be done without a CPA license in any state.

Increasingly, the big firms are turning away from audit and toward much more lucrative consulting
contracts C these firms are providing all kinds of non-audit services because they are very lucrative
and because they don=t have to risk the liability that may accompany a botched audit.  They don=t
need the CPA license to perform these non-audit services.



So, you are being asked to completely restructure the longtime traditional CPA licensing
requirements for the convenience of people who don=t even need the CPA license to do what they
are doing!

In our view, the effect of the 150-hour rule will be to:

$ limit the supply of CPAs (in fact, nationwide, the number of people taking the CPA
exam for the first time fell 40% between 1992 and 1998, as this 150-hour rule began
to take effect across the country),

$ limit entrance into this profession by low-income people (especially minorities who
may not be able to afford the added costs of an extra year of possibly irrelevant
education),

$ restrict competition, and

$ artificially enhance the rates that can be charged for accountancy services by those
already licensed C which we as consumers of CPA services must bear.

That is not in the public interest.

The third AE@ is experience.  As you know, California law requires CPA candidates to have two kinds
of accounting experience: (1) general accounting experience C the number of years of general
accounting experience required depends upon the number of years of education an applicant has, but
it=s generally two to four years; and (2) experience in the Aattest@ (audit) function C again, the Aattest@
function is the preparation of a certified audit or review of a company=s financial statements, and is
the only task performed by a CPA that actually requires a CPA license. 

The UAA would radically change both of these experience requirements.

As to the general accounting experience requirement, the UAA would reduce the requirement to one
year.  Once again, the Strickland study C commissioned by the Board itself C does not support this
proposal.  She surveyed 7,500 randomly-chosen CPA licensees (22% of the licensee population) and
over two-thirds of the respondents said that either two or three years of accounting experience is
necessary to ensure competence.  Further, they noted a marked improvement in their own skill level
after they had completed between one and three years of experience.  Although the Board argues that
the extra education inherent in the 150-hour requirement will make up for decreased experience, it
is unclear how 30 extra units of physical education or music appreciation will enhance one=s
competence as a CPA.

And the Board proposes to eliminate the existing attest experience requirement altogether.  The
Board seeks to eliminate all required experience in the one function for which a CPA license is
required.  Again, Dr. Strickland=s study finds very little support for this proposal: 70% of surveyed



CPAs believe the attest experience requirement Ais an assurance of entry level competence, provides
valuable discipline in terms of objectivity and independence, [and] provides critical skills in areas
other than attest.@  They opposed replacing attest experience with either additional auditing
coursework or more general accounting experience.

The bottom line on the UAA?

$ The UAA would dramatically increase the number of hours of education (but not the
relevance of that education) required for CPA licensure.

$ It would dramatically decrease the amount and quality of relevant experience required
for licensure.

$ And it would make passage of the Uniform CPA Exam much more difficult.

None of these proposals have been justified.  None of these enhance CPA competence, and none of
these benefit the consumer of CPA services.  CPIL opposes the UAA.

Thank you for your consideration of these comments.


