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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.

For 20 years, CPIL has monitored the activities of California agencies that regulate business, trades,
and professions.  We publish the California Regulatory Law Reporter, which chronicles the
activities and decisions of 25 California regulatory agencies. CPIL is the only public interest
organization in the state with this particular focus.

We have monitored the Board of Accountancy over the past decade with some concern.

I participated in this Committee=s sunset review of the Board in 1995; at that time, I submitted
extensive written testimony on the Board.  I intend to submit more written testimony this year C I
wanted to have the benefit of your background paper before addressing some of the specific issues,
and I received that background paper yesterday.

Your staff has very comprehensively outlined over two dozen issues for your consideration C 
obviously, I do not have time to address all of those today, so I would like to save most of them for
my written testimony.  In particular, I would like to address several concerns about the Board=s
enforcement system in my written testimony.  Some of those concerns have arisen in the context of
a major disciplinary proceeding that is still pending to this day.  It is not my intent to affect or
jeopardize that proceeding in any way, so I will save those comments until a more appropriate time.

In the time I have with you today, I would like to specifically and narrowly address two issues: (1)
the Uniform Accountancy Act that the Board is asking you to approve; and (2) the composition of
the Board of Accountancy.

1. UNIFORM ACCOUNTANCY ACT

First, I want to be sure you know the source of the Uniform Accountancy Act (UAA) proposal.
Although the Board is proposing it, it does not come from the Board.

The original source of the UAA is the American Institute of Certified Public Accountants (AICPA),
a voluntary national trade association of CPAs. 

As you know, the mission of a trade association is different from the mission of a regulatory board.
The role of a trade association is to promote and protect its members and their profession, while the
role of a regulatory agency like the one you=re evaluating has no business protecting the profession
it is regulating. 
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The role of a regulatory agency is public protection, not professional promotion.

The AICPA is an especially influential and intrusive trade association:

$ as you have heard, the AICPA still controls the universally-used Uniform CPA exam
C the barrier to entry into the CPA profession throughout the nation;

$ it adopts professional standards for accountants, and expects all state boards to
similarly adopt them; and

$ it even purports to have a disciplinary process whereby it censures and kicks people
out of its membership.

But rest assured the AICPA is not a governmental agency in any way, shape or form.  It is a trade
association.

And it is a trade association which on many occasions and on many issues is in agreement with its
biggest and most powerful members C the Big Five accounting firms.

The AICPA and the Big Five have been shopping this UAA around to various state legislatures for
a decade, and they have succeeded in getting many of them to enact parts of the UAA.  That does
not mean the UAA is good, or that it is right for California CPAs or California consumers.  All it
means is that the AICPA and the Big Five have clout when it comes to legislative lobbying in other
states.

Let====s look at the specific provisions of the UAA that the Board wants you to approve:  We=ve
heard a lot about the so-called A3 E=s@ of accountant licensure: examination, education, and
experience.  The UAA would dramatically change long-standing California law in all three areas.

EXAMINATION.  The Board C like every other accountancy board in the nation C
administers the AICPA=s Uniform CPA exam twice a year.  The exam has four parts, and you have
to pass all four parts to have passed the entire exam.

Under certain conditions, if you pass a part, you get Aconditional credit@  for that part and need not
retake it C you only need to retake parts you flunked.

Different states have different standards as to how one gets Aconditional credit@ for passing a part.

Historically, California=s rule has permitted a candidate who passes two parts at one sitting to receive
conditional credit for those parts.

The UAA=s standards on conditional credit, however, are much more strict than California=s
standards.  To receive conditional credit, one must take all four parts and pass at least two parts. 
Further, one must flunk the remaining parts by a score of at least 50% in order to get credit for the
passed parts.
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The use of this exam is fraught with problems C one of which is the pass rate (see page 24 of the
Board=s sunset report).  It should come as no surprise that the pass rate on an exam controlled by a
national trade association hovers around 10% nationally C that is, only 10% of those who take this
exam pass all four parts on the first sitting.  The other 90% flunk, and require at least three exam
administrations (a year and a half) to pass all four parts.  This pass rate is extraordinarily low C it
compares very unfavorably with the pass rates on almost every other professional examination.

Further, the AICPA has failed to validate that exam since 1991 C contrary to the Department of
Consumer Affairs= guidelines for licensing exams, which state that Aoccupational analyses and/or
validations should be conducted every three to seven years, with a recommended standard of five
years.@

Until (1) this exam has been properly validated, (2) the vendor ensures that the requirements of
California law will be satisfied in the future, and (3) the significant issue of its ownership and control
by a national trade association has been resolved, there is no reason to impose additional barriers to
passing this exam.

The Board has produced no studies or justification for its desire to increase the difficulty of passing
this exam, and CPIL opposes this proposal.

EDUCATION.  The second AE@ is education. Business and Professions Code ' 5081.1
establishes the educational requirements for CPA licensure, and they are summarized for you on
page 25 of the Board=s report.  Basically, there are three options: (a) a bachelor's degree including
45 units of coursework in accounting or related subjects; (b) 120 units of college-level education,
including 45 units of coursework in accounting or related subjects; or (c) passage of the CLEP exam
and completion of 10 college-level semester units in accounting subjects.  In other words, current
law does not require a bachelor's degree for CPA licensure.

But the Board wants you to approve the UAA, which requires not just a bachelor=s degree but 150
hours of college-level education.  The Board proposes to move from a licensing scheme which does
not even require a baccalaureate degree, to one which requires the equivalent of a master=s degree.
That is a quantum leap, and it has not been justified.

The Board itself commissioned a study on this issue.1  Dr. Strickland=s study measured the
relationship between the Board=s current and the proposed 150-hour educational requirement and
pass rates on the May 1998 Uniform CPA exam.

Her study found Ano relationship between the number of semester units taken and performance on
any of the sections of the CPA examination.@2

                                                
1Oriel Julie Strickland, Ph.D., California Board of Accountancy: A Series of Studies Related to the Education

and Experience Requirements for Licensure in California (June 1999).

2Id. at 7 (emphasis added).
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Her study further found that most candidates taking that particular exam had not earned 150 units.
 Only 37% of those taking the exam had completed 150 units.3  In fact, Athe mode (most frequently
occurring number)@ was 120 units.  Thus, Athere are a substantial number of candidates who would
be affected by an increase.@4  Dr. Strickland noted that Acandidates who have earned bachelor=s
degrees from a university in the University of California (UC) system@ C some of our state=s finest
universities C are included in this Asubstantial number of candidates who would be affected by an
increase.@5

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.6  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 involve any specific 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 three interrelated justifications for this proposal:

(1) AAAAEveryone else is doing it.@@@@  The Board notes that the AICPA and the Big Five have persuaded
lots of states to go along with this proposal, and argues that Aour accountants need to be required to
have 150 hours so they can get licensed and practice more easily in other states.@

But the reason we license here in California is to protect our citizens from practitioners who are
incompetent or negligent or dishonest.  The Board=s purpose is to ensure that people who are
practicing here can do so safely and without harm to the public, not to enable our CPAs to more
easily practice in other states.

                                                
3Id. at 9.

4Id.

5Id.

6Id. at 8.
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(2) AAAAOh, but our accountants in this increasingly global profession need to be portable.@@@@

This justification applies to a very few of the very largest firms C specifically, the Big Five.  If those
firms want to be able to transfer their CPAs all over the world, then they should hire people who
have 150 hours or pay for them to complete 150 hours while they are in the firm=s employ.

But the needs of a few large firms is not a sufficient justification to make every single CPA licensed
in California complete 150 hours of education C when you currently don=t even require 120 hours
for licensure.

(3) AAAAWe want to move to toward uniform licensing standards.@

CPIL has nothing against uniform licensing standards or reciprocity, when the standards we=re all
agreeing to establish reasonable and defensible and empirically valid requirements for an entry-level
practitioner.

This Joint Committee=s review of licensing boards is guided by 11 criteria in Business and
Professions Code ' 473.4, and one of those criteria is the following:

(a) (4) if regulation of the profession or practice is necessary, whether existing statutes and
regulations establish the least restrictive form of regulation consistent with the
public interest....

Clearly, the 150-hour rule C

$ which the Board=s own study found has no relationship to performance on the CPA
exam, much less competence as a CPA,

$ and which includes no specified curriculum for the extra 30 hours (such that any
benefit to a CPA=s performance as a CPA will certainly be marginal)

is not the AAAAleast restrictive form of regulation@@@@ CCCC it====s an artificial barrier to entry into this
profession.

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),
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$ restrict competition, and

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

That is not in the public interest.

As your staff=s background paper reflects on page 12, these facts have now been recognized by the
Colorado legislature, which has repealed the 150-hour rule.7

CPIL strongly opposes the 150-hour rule, and urges you not to enact it in the first place.

EXPERIENCE.  The third AE@ is experience.  As you=ve heard, Business and Professions
Code ' 5083 sets forth two types of experience requirements for licensure as a CPA:

$ general accounting experience performed under the supervision of a CPA C the
number of years of experience required (set forth on pages 25-26 of the Board=s
report) is intertwined with the level of education an applicant has achieved under
section ' 5081.1.  Under current law, an applicant needs either two or three or four
years of general accounting experience, depending upon how much education he/she
has.

and $ Aattest experience@ C the Aattest@ function is, of course, the preparation of an audit or
review of a company's financial statements C the only tasks performed by a CPA that
actually require licensure as a CPA.

The UAA would radically change both of these requirements:

First, the UAA would decrease the number of years of general experience from two or three
or four years to only one year.

Most important, the UAA eliminates the AAAAattest@@@@ experience currently required by
California law.  Thus, in order to be licensed as a CPA, this Board would not require any
meaningful education or any experience in the attest function C the only function that absolutely
requires a CPA license, and the original reason we license CPAs in the first place.

CPIL is very concerned about the proposed elimination of attest experience for licensure. 

                                                
7Specifically, the Colorado Department of Regulatory Agencies concluded that Athe 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.@ Colorado Department of Regulatory Agencies,
Office of Policy and Research, Regulation of the Accounting Profession in Colorado: Colorado State Board of
Accountancy 1999 Sunset Review (October 15, 1999) at 43.
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Consumers have no choice when they need an audit done C they must hire a CPA.  And they assume
that CPAs are competent in the one function for which that license is reserved.

Two of the three groups surveyed by Dr. Strickland in her study agreed with our concerns.  She
surveyed (1) current licensees (CPAs), (2) CPA licensure applicants, and (3) people who identified
themselves as Ahiring managers@ at CPA firms:

$ 70% of the CPA respondents believe that the attest experience requirement is Aan
assurance of entry-level competence, provides valuable discipline in terms of
objectivity and independence, provides critical skills in areas other than attest, and
provides a common basis of applying knowledge to a situation.@  The majority of
licensees responding to the survey opposed replacing the attest experience
requirement with either additional coursework in auditing or more general
experience.8

$ As might be expected, the majority of CPA licensure applicants found the attest
experience requirement burdensome.  They complained that there aren't enough firms
out there doing audits to give all of them sufficient experience to meet the licensure
requirements.9

But $ two-thirds of those who identified themselves as hiring managers at CPA firms said
they could provide audit experience to all or most of their new hires.10

The Board insists that two other provisions will substitute for attest experience and ensure that those
performing audits are competent to do so:

$ One of the four sections on the Uniform CPA Exam tests the attest function.  But of
course none of us have ever seen the CPA exam, and we have no idea what it actually
tests or the extent to which someone can be deemed competent in attest simply
because they pass that part.  We know only that the name of the one of the parts
includes the word Aauditing.@

$ Second, the UAA provides for the licensure of CPA firms as Aattest firms@ C and only
CPAs who are employed by specially-licensed Aattest firms@ are authorized to
perform audits.  And those audits would be subject to mandatory peer review every
three years.

                                                
8Id. at 18.

9Id.

10Id. at 19.
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Now, I have to admit to you that this Aattest firm@ concept was initially kind of intriguing to us at
CPIL.  We thought this might lead to a specialty certification in auditing (which, by the way, we
would support) C where a person specially licensed to engage in audits has focused his/her education
and experience and examination and continuing education on audit procedures, which are crucial to
investors, the business community, lenders, the stock market,  government agencies, nonprofit
organizations, and all kinds of societal actors.

However, we were disappointed to learn that the AICPA has not provided any Aimplementation@
hints or guidance on this Aattest firm@ proposal.  And no state has really implemented it in any formal
way. 

But the Board pressed on C it created a Task Force on Attest Firms which held three or four
meetings during late 1999 and early 2000.  I attended one of those meetings and have read the
minutes of the rest C and you have the results in front of you.

The Board=s proposals regarding the Aattest firm@ concept on are pages 62-63 and 90 of its report.
Its proposed statute is new Business and Professions Code ' 5076 on page 96 of its report.

Here=s what we know:

$ All existing firms that do attest would, of course, be Agrandfathered in@ and licensed
 as Aattest firms@ C without any assurance that they are competent.

$ To retain Aattest firm@ status, a grandfathered firm would have to do an audit and
undergo peer review within three years.

$ Any new CPA or CPA firm that wants to perform audits must apply for licensure as
an Aattest firm.@ To be licensed, the firm must hire a Aqualified person@ who has attest
experience that is currently (today) required for licensure.  Then the firm must get an
audit engagement, do the audit, and be peer reviewed within one year.

This might sound good, but in my view, much more information is omitted than included.

As I mentioned, I attended one of the Task Force=s meetings and have read the minutes and
documents of the other meetings, and I can attest (no pun intended) that the devil is in the details on
this proposal.  And none of those details are here. For example:

$ For new firms, in which none of the CPAs have any experience or education in audit,
is there any requirement that the Aqualified person@ C who has been specially hired
to give the firm the requisite expertise C supervise the audit?  No.

$ Any requirement that that person even participate in the audit?  No.
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$ Any requirement that that person be in the same state in which the audit is being
performed?  No.  In fact, after the conclusion of the peer review, that new firm is free
to fire that experienced, qualified person.

$ And just who are these peer reviewers?  Board members?  Board staff?  Members of
trade associations?  Private parties?  How are they appointed?  How can we be sure
they lack bias and conflicts of interest? What are their duties and authorities?  There
is no information here.

$ If the peer reviewers find something wrong with the audit, what can they do?  And
who can they do it to C the firm (which, after all, is the licensee) or the CPAs
involved in the audit?  There is no information here, and this was a major issue
before the Task Force upon which no consensus was reached.

$ Finally, nothing in the Board=s proposal addresses the cost of peer review.  For the
big firms, cost will be meaningless C partly because they are all members of the
AICPA and must have a certain level of peer review done on a regular basis in order
to stay members.  So it won=t make any difference to the Big Five.

But to small firms and sole practitioners who are not members of AICPA and who
want to offer audit services, the cost could be prohibitive C it could preclude them
from offering these services.  Once again, here is a proposal that has the potential of
limiting supply, limiting competition, and driving the cost of these services up.

This Board wants you to approve the enactment of a very broad, sweeping statute which gives it
authority to adopt regulations governing this whole process.  In my view, that=s a bad idea.  We just
don=t know enough C there=s not enough here.

As we were back in 1995, CPIL is very concerned about the proposed elimination of attest
experience for CPA licensure. We understand that very few CPAs are doing much audit any more
C which is very unfortunate due to the critical importance of this function. 

But this proposal would only further undermine the importance of the attest function C which has
been weakened by the Big Five firms= emphasis on lucrative consulting instead of auditing. 
Weakening the attest function hurts consumers and the investing public. 

IN SUMMARY:

$ The UAA dramatically increases the number of hours of education (but not the
relevance of that education) required for CPA licensure,

$ it dramatically decreases the amount and quality of relevant experience required for
licensure,
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$ it makes passage of the Uniform CPA Exam much more difficult, and

$ the Aattest firm@ concept C which is intended to ensure competence in auditors C
does not.

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.

II BOARD COMPOSITION

The Board of Accountancy currently consists of six accountants and four public members.

This contrasts with the composition of almost every other non-medical occupational licensing board
within DCA C which routinely have public member majorities.

CPIL strongly supports conversion of this Board to a public member majority.  In my observation,
the current professional member majority C coupled with constant advocacy by CPA trade
associations before this Board C overwhelms the public members.

At every committee and full Board meeting, the CPA profession and other related non-CPA
professions are well-represented before the Board by numerous advocates. Further, the Board is
staffed with CPAs who investigate and analyze enforcement cases; and the Board cannot make a
disciplinary decision in an unprofessional conduct case without receiving and considering expert
testimony from a CPA.  In short, the Accountancy Board is generally overwhelmed with testimony
and input from the CPA profession; there is simply no reason to require that CPAs be the
decisionmakers as well.

The Board argues that consumers are best served by a professional member majority because these
individuals are expert in the subject matter.  We disagree.  We believe that only the profession is
best served by a professional member majority, and that is not what this Board is supposed to be
about.

This Board is about public protection, and we believe public members with no profit stake in their
own government decisionmaking are better positioned to ensure that goal.

Thank you for your consideration of these comments.


