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_______________________________________________________________________

Good morning, Mr. Chairman and members of the Committee.  My name is Julie D’Angelo
Fellmeth and I am the Administrative Director of the Center for Public Interest Law (CPIL) at the
University of San Diego School of Law.

CPIL is an academic and advocacy organization that, for the past 21 years, has monitored the
activities of 25-50 California agencies that regulate business, professions, and trades.

Our specialty is occupational regulation — when government should regulate, and how.

Our mission is to ensure that these agencies remember who they are supposed to be protecting —
not their licensees, but rather consumers of the services provided by their licensees.

For 22 years, CPIL has monitored the California Board of Accountancy.  We attend its board
meetings and we track its decisions and activities in our journal, the California Regulatory Law
Reporter.  And we have expressed concern about the Board and particularly its enforcement program
long before the Enron/Andersen disaster.

We participated actively in the Joint Legislative Sunset Review Committee’s evaluation of this
Board on two occasions — 1995-96 and 2000-01 — and our testimony critiquing the Board and its
enforcement program appears on our website at cpil.org.

Today, I am here to talk about issues that are clearly within your jurisdiction, regardless of any
federal changes on the horizon.  I would like to focus on two of the issue areas on your agenda:

— Self-Regulation of the Accountancy Profession; and 
— the California Board of Accountancy and its enforcement program.

I do not have formal written testimony this morning; however, I have brought several exhibits to
illustrate some of the points I will be making, along with a list of reform proposals that CPIL
supports.
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First, regarding the regulation of the accountancy profession, I would like to tell you that this
profession enjoys self-regulation to a degree unknown to any other trade or profession on the face
of this earth since the medieval guilds of the 1500s.

This self-regulation has gone unnoticed or completely ignored by everyone in a position to fix it —
until now.  The Enron/Andersen debacle has suddenly thrust the accounting profession onto the front
page of every major newspaper in this country, and onto the front burner of everybody’s stove —
as exemplified by Congress’ new interest in the profession,  the SEC’s “reform proposals,” and this
Committee’s inquiry this morning.

Enron’s sudden bankruptcy — after years of “unqualified” opinions by its allegedly independent
certified public accountants — has suddenly forced government at all levels to question: Just where
were the CPAs?  What are those CPAs supposed to be doing?  Is anybody regulating these guys?

Sadly, the answer is no.  From the top of the federal system to the bottom of the state system, you
will see that CPAs are largely self-regulated.  Sure, there are government agencies that purport to
regulate CPAs to some degree, but if you look behind the agency to the identity of the people who
are controlling this profession, you will see that those people are largely CPAs making decisions that
benefit and protect the CPA profession, rather than the public at large.

Let’s think about regulation for a minute.  Government regulates certain trades and professions
largely because it has decided that, if those practitioners perform incompetently, that incompetence
could cause irreparable harm to someone.  So regulation is largely preventive in nature — we
regulate to prevent future harm.  

And what is a regulatory agency supposed to do?  Most have three major functions:  

1.  Licensing — agencies set up a barrier to entry into a trade or profession, in an attempt
to screen out those who are unqualified and ensure that those who are licensed are qualified to
practice safely;

2.  Standardsetting — agencies establish standards and rules of professional conduct that
all licensees must follow; and

3.  Enforcement — agencies must be able to detect violations of those standards, investigate
allegations of violations, and remove or restrict the license of those who are incompetent or impaired
or dishonest — all to protect the public.

Let’s take a close look at the “regulation” of the CPA profession.
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From the top down, this profession is regulated not by government agencies but de facto by a private
voluntary national trade association — the American Institute of Certified Public Accountants (or
“AICPA”), which is widely known to be dominated by the needs and desires of its five largest
members, the Big Five Accounting Firms. 

In my view, the AICPA has usurped the role of government agencies in all three of their traditional
functions:

1.  Licensing.  The AICPA owns and controls every aspect of the major barrier to entry into
the CPA profession — the Uniform CPA Examination — which every single state in this country
administers.  Unsurprisingly, the pass rate on this exam hovers around 10% nationally.

To my knowledge, every other national trade association that ever developed or had control of a
licensing exam widely used by states has relinquished that control to regulators or to a non-trade
association— except the AICPA. 

2.  Standardsetting.  Here, too, the AICPA has occupied the field.  Over the years, AICPA
has created an alphabet soup of literally dozens of committees and subcommittees and panels that
develop and adopt rules of professional conduct for the accounting profession.

You’ve heard about “GAAP” (generally accepted accounting principles) and “GAAS” (generally
accepted auditing standards) and “SAS” (statements on auditing standards) — these were all
developed and adopted by entities controlled by the trade association.  State boards do not adopt
their own accountancy standards; they rely on and attempt to enforce these national standards.

Exhibit A of my handout contains two “glossaries” that have been prepared by the California Board
of Accountancy.  These glossaries define those acronyms and many others you have heard and will
hear today, and they illustrate the extent to which most of the organizations that set standards for the
practice of public accountancy are controlled and/or funded by AICPA, the trade association. 

And these standards are so vague they do not even require auditors to keep their audit workpapers
for a defined period of time — as we have now learned in the aftermath of the Andersen debacle.
According to former SEC Chief Accountant Lynn Turner, they are so broad and vest so much
discretion in the auditor as to how to perform an audit that they are practically unenforceable except
in the most egregious cases.

3.  Discipline.  Here again, the AICPA influences the enforcement function by dictating the
rules of the profession; to the extent those rules are vague, proving a disciplinary is more difficult
for state boards that undertake it.

AICPA has also established the ground rules for what it considers the heart of any discipline system
— and that is the “peer review” process.  Peer review is exactly what it sounds like — it is peers
evaluating peers.  CPA firms looking at the audits performed by other CPA firms.  Yet another
example of the self-regulation of this profession.
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And — as I will discuss later — that peer review requirement is coming to California.  Last year,
you passed and the Governor signed legislation requiring CPAs who perform audits to undergo peer
review every three years, effective in 2006.  The precise implementation of this new requirement
has yet to occur — and must be done without delegating government authority to private parties (or
it should not be done at all).

Now you might be asking herself: Why is she talking about this trade association?  Isn’t there a
government agency in here somewhere?

The answer is yes and no.  

On the federal level, that agency is the Securities and Exchange Commission, which is primarily
established to ensure the integrity of our securities markets.  However, the SEC has regulatory
jurisdiction over a very small but important segment of the CPA profession — those who perform
certified financial audits of the books of publicly traded companies (mostly the Big Five firms).  The
SEC receives the financial statements of public companies and is authorized to bar CPAs and CPA
firms from auditing publicly traded companies if they commit unprofessional conduct.

However — and as has been admitted recently by new SEC Chief Harvey Pitt, the SEC is woefully
underfunded and underauthorized in light of the scope and importance of its duties.  

And in the “enforcement” arena, due to its underfunding and lack of authority, the SEC is forced to
rely primarily on something called the Public Oversight Board or “POB” – a private body that
oversees some of the standardsetting bodies and the peer review process, and purports to police and
enforce their standards against CPAs who audit publicly-traded companies.  But the POB is funded
and controlled by — guess who? — the AICPA.  

So, the AICPA — a national trade association — controls very directly (1) entry into the CPA
profession, (2) the standards of conduct and practice for the profession, and (3) discipline of CPAs
who audit publicly traded companies.  Federal government regulation of CPAs and detection of CPA
wrongdoing is minimal, at best.

On the state level, we have the California Board of Accountancy — and you will see that self-
regulation and self-control of the CPA profession trickles right on down to the state level.  I’d like
to address several key components of this self-regulation:

1. Board composition
2. Board funding
3.  Its licensing and standardsetting functions
4.  Most importantly, its enforcement program.
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Composition

Consistent with self-regulation, this Board has always been controlled by CPAs — most of whom
are members of the AICPA and similar state-level CPA trade associations.  Back in 1948, the Board
consisted of twelve CPAs (no public members).  As recently as 1993, it consisted of eight CPAs and
four public members — a supermajority of Board licensees.

Since 1994, and with the strong input of the Joint Legislative Sunset Review Committee, the
legislature has slowly whittled away this supermajority.  Even so, the Board currently consists of
six CPAs and five public members —so it still has a professional member majority, with which we
strongly disagree.  We do not believe anyone should be in a position to make government decisions
affecting the trade/profession he/she practices.  We have seen firsthand the conflict of interest this
poses, and we find an unlikely ally on this point in Harvey Pitt, who said on January 23, 2002 in
proposing to replace the POB with a public-member-majority body:  “We oppose any regulatory
system that is directly under the control of a profession it is designed to discipline.”

I want to be clear.  Many Board members, as well as others who volunteer their time in service to
the Board, are extremely well-intentioned and give enormously of their time and effort to public
service.  However, many are conflicted — undeniably conflicted.  They are not independent of the
profession.  Independence from the profession must be the cornerstone of any regulatory system —
otherwise, you have nothing but a cartel.

Funding

Like all occupational licensing agencies in California, the Board is funded almost exclusively by
licensing fees paid for by licensees of the Board.  It receives no general fund money.  And the
profession’s financial support of its licensing board gives the profession a very troubling proprietary
view of the board: “I pay for you; thus you should do what I want you to do.” From my observation,
the profession gets its way in most cases, even though the Board’s statutory priority is public
protection and not professional protection.

Licensing

As I mentioned earlier, this Board — like every other state board of accountancy in the country
—administers the Uniform CPA exam that is owned, developed, graded, and controlled in every way
by AICPA, the national trade association.  Obviously, this is inappropriate.  We no longer permit
trade associations to control the major instrument used to grant entrance into the profession.  To its
credit, the California Board knows that, and has been actively doing what it can on the national level
to persuade the AICPA to divest itself of this exam, like every other national trade association has
done.  
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Standardsetting

As I mentioned earlier, this Board does not set standards for the practice of public accountancy.
Instead, it relies on standards adopted by the alphabet-soup list of entities controlled by the AICPA.
And I have already discussed the loopholes and vagueness of many of those standards. 

Enforcement

The Board’s enforcement program — again, funded solely by CPA licensing fees —is very small.
I have included a chart to give you some sense of just how small it is.

Exhibit B displays the enforcement statistics of the Board of Accountancy for 1999-2000.  Arrayed
next to the Board of Accountancy’s statistics are those of the Medical Board, the State Bar, and the
Contractors State License Board.

As you can see, the Medical Board has roughly twice the number of licensees as does the
Accountancy Board.  The State Bar has three times the number of licensees, and CSLB has over five
times the number of licensees.  Thus, you would reasonably expect higher enforcement output by
those agencies in proportion to those ratios.

However, this chart reveals that the Medical Board takes 11 times as many disciplinary actions as
does the Board of Accountancy.  The State Bar — even during a year when it was completely
rebuilding its enforcement program after it was decimated due to Governor Wilson’s veto of its
funding source — took 22 times the number of disciplinary actions as did the Board of Accountancy.
And the Contractors Board took 38 times as much disciplinary action.

These comparisons are similar in all the other columns arrayed on this chart — complaints received,
investigations opened, accusations filed, and actions taken.  If you look across the “Total Agency
Budget” line, you’ll see one reason why the Board of Accountancy cannot take more disciplinary
actions: It is simply not funded to.  It charges much less in licensing fees than do these other boards,
and devotes a much lesser percentage of its budget to enforcement than do these other boards.  This
Board has only eight investigators to police over 41,000 active CPAs in California; the other boards
have ten times that many.

Why is this program so small and ineffective?

Because that’s the way the CPA-dominated Board has wanted it — Board members are mostly
CPAs, and many have been Big Five members or sympathizers.  They simply do not want a fully
resourced, aggressive enforcement program.  And they don’t have one — which is why this Board,
since 1993, has attempted disciplinary action against Big Five firms only twice, and one of those
cases is still pending.  Twice in nine years.
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I want to reiterate something you’ve heard this morning, because it is particularly applicable in the
enforcement context.  There’s the Big Five, and then there’s everybody else.  This Board’s
enforcement program is exactly the way the Big Five want it to be.  It is capable of handling a few
cases every year against small firms or sole practitioners, and it is rarely capable of mounting the
millions and millions of dollars in resources necessary to take on a Big Five firm.  Twice in nine
years.

Another reason the Board’s Enforcement Program has been so inactive is that it has been controlled
by the Administrative Committee, which is created in Business and Professions Code section 5020.
This is not a committee of Board members — incredibly enough, it is a committee of private parties
—all CPAs — yet another example of self-regulation.  For years, the Administrative Committee
screened every single complaint that came into the Board.  Only if the Administrative Committee
approved a complaint did it move on for further investigation. The Administrative Committee
functioned as a screen — a filter — of the profession, set up by the profession, for the profession.

After many years of advocacy, and with strong assistance from the Joint Legislative Sunset Review
Committee, we succeeded in cutting back the membership and role of the Administrative
Committee.  However, we continue to believe that the Committee’s very existence creates the
appearance — if not the actuality — of a conflict of interest.  It perpetuates the self-regulation that
this profession has enjoyed for far too long, and should be overhauled as have similar committees
at every other board.  If the Board needs more investigative CPAs (and all eight Board investigators
are in fact CPAs), then it should hire more investigative CPAs — Board employees who are not
affiliated with the practicing profession.

I’d like to mention one other aspect of the Board’s enforcement program that is critically deficient.
It has almost no ability to detect CPA wrongdoing in a timely fashion that might remotely protect
consumers.  It relies almost solely on consumer complaints, which usually come in long after the
damage is done.  Consumer complaints are surely one source of information, but most agencies also
rely on required reports from other entities that interact with licensees and are in a position to detect
wrongdoing.

For example, both the State Bar and the Medical Board have statutes requiring reporting by
various people when they come in contact with a Board licensee who has done something that
should be of interest to the licensing board.  Exhibit C arrays some of these reporting requirements,
and gives you an idea of the kind and amount of information that can flow into a board that wants
it.  For example:

—  courts are required to report to the State Bar when they issue sanctions against an
attorney in excess of $1,000 for misconduct;

— banks must notify the State Bar when an attorney bounces a check on his/her client
trust account;
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— attorneys are required to self-report when multiple malpractice actions are filed
against them, and when they suffer malpractice judgments or discipline by another
state;

— on the Medical Board side, hospitals are required to notify the Medical Board when
they revoke or restrict the admitting privileges of physicians;

— insurance companies are required to file reports with the Medical Board when they
pay out on malpractice judgments, settlements, or arbitration awards;

— coroners are required to notify the Board when they have done an autopsy and
suspect that physician gross negligence is the cause of death; and

— courts and licensees of both agencies are required to notify the relevant agency when
a licensee is convicted of a crime.

The Board of Accountancy has only a fraction of these notification mechanisms – and that is in
Business and Professions Code section 5063, which requires self-reporting by CPAs when they have
been convicted of certain crimes or disciplined by another state board.

In light of all these other creative detection mechanisms, the Accountancy Board’s statute is wholly
inadequate.  Exhibits B and C shows you that the number of external reports alone coming into the
Medical Board and the State Bar far exceed the number of complaints coming into the Accountancy
Board.

To his credit, Board Enforcement Chief Greg Newington has — within the past six months — asked
the Board for permission to sponsor legislation amending section 5063 to include self-reporting of
civil judgments and settlements in cases alleging fraud/negligence in the practice of public
accounting.  That’s a very modest proposal in light of all the other mechanisms already in place at
these other agencies — but he cannot get a vote on this issue.  The Board will not authorize him to
do this.

I would go much further.  I would require self-reporting of the filing of civil actions alleging fraud
or negligence in the practice of public accountancy.  I would also require insurers of CPAs and CPA
firms to report civil malpractice payouts.  I would require California CPAs and CPA firms to self-
report when the SEC institutes formal investigations of them.  I would require CPAs to self-report
when they file a restatement of earnings — essentially an admission that a material mistake has been
made.

And I would get creative and ask other users of financial statements audited by California CPAs —
especially government users such as the California Insurance Commissioner, the U.S. Department
of Labor (which reviews audits of pension funds) and HUD (which uses audits when considering
whether to fund housing projects) — to share information with the Board when they believe an audit
has been poorly prepared.
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Finally, whenever the Board of Accountancy sets out to engage in disciplinary action, it must prove
“gross negligence” — an “extreme departure” from professional standards, while most other
California regulatory boards can discipline based upon “repeated negligent acts” (often a warning
signal of the extreme gross-negligence disaster that this agency must wait for).  We suggest adding
“repeated negligent acts” as a basis for disciplinary action.

Before I get to the reforms we propose, I’d like to make one last comment connecting the Bily case
with this Board.  As described earlier this morning, the Bily decision (3 Cal. 4th 370 (1992)) cuts
off a judicial remedy under state law for large classes of investors and others who reasonably and
foreseeably rely on financial statements that have been negligently audited by an auditor.  The
decision immunizes CPAs from liability to such “third parties” — even though the auditor has been
negligent, even grossly negligent.

While we absolutely disagree with the holding, it is not unprecedented.  The legislature curtailed the
civil remedies of medical malpractice victims when it enacted the Medical Injury Compensation
Reform Act (MICRA) in 1975.  And in 1989, the California Supreme Court cut off third-party bad
faith claims against insurance companies with its decision in the Moradi-Shalal case.

In both cases, civil remedies were limited but the relevant regulatory systems were enhanced.  In the
1975 MICRA bill limiting the civil remedy, the legislature also overhauled the structure and
resources of the Medical Board of California — because if you are going to cut off the civil
remedies of injured patients, you at least ought to beef up the regulatory agency that is responsible
for removing those dangerous physicians from the marketplace so as to prevent injury to future
victims.

And after the Moradi-Shalal decision, the legislature and the Insurance Commissioner beefed up the
enforcement system of the Department of Insurance — because that department’s disciplinary
process is now the only thing that will help prevent injury to future victims of many bad faith claims
practices.

The California Supreme Court decided Bily in 1992. At no time since then has the legislature
meaningfully considered the ramifications of Bily, or the need to significantly enhance the
enforcement program of the Board of Accountancy to help prevent injury to future victims of
negligent auditors and negligently-prepared audits.  Now is your chance.

It seems clear you can’t have both Bily (no civil remedy, no deterrence) and no government
enforcement because the Board of Accountancy is resourced at such a meager level.  And because
of the extreme reliance of pension funds and small investors on this profession’s honesty and
competence, here you should consider both — (1) legislatively reverse Bily and make these people
accountable, and (2) create a strong and independent regulatory system so there is rarely an occasion
to rely on court redress.
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Attached as Exhibit D is a list of reforms suggested by the Center for Public Interest Law:

On the self-regulation issue, we urge you to:

— Convert the membership of the Board of Accountancy to a public member majority
— create a regulator that is truly independent of the profession.

— Convert the existing Administrative Committee to a panel of subject-matter experts
who can be used on an as-needed, case-by-case basis as expert reviewers and
witnesses in Board disciplinary matters (under strict conflict-of-interest review and
confidentiality requirements).

— Require the Board of Accountancy to itself implement the new “peer review”
requirement for those permitted to perform the audit function, and prohibit it from
delegating this responsibility to a private organization.

— Cease the use of the AICPA’s Uniform CPA Exam in California until its control is
transferred to a non-trade association.

Second, we urge you to enhance the effectiveness of the Board of Accountancy’s enforcement
program by considering one or more of the following:

— Impose a disciplinary surcharge on accountant licensing fees — something that is
earmarked for enforcement —so the Board can hire more investigative CPAs and
meaningful enforcement of standards is feasible.

— Enact legislation enhancing the flow of information about CPA misconduct into the
Accountancy Board — at the very least, amend Business and Professions Code
section 5063 to enhance CPA self-reporting, and require insurers to report CPA
negligence payouts. 

— Add “repeated negligent acts” as a basis for discipline by the Board of Accountancy.

— Create a special unit of prosecutors in the Attorney General’s Office to specialize in
financial/accounting fraud/negligence (similar to the Health Quality Enforcement
Section created for the Medical Board and related health care agencies in
Government Code section 12529).  This reform would also eliminate the Board’s
longstanding practice of utilizing expensive outside counsel to represent it in major
cases against large accounting firms.

— Require the Department of Consumer Affairs Director to appoint an outside
enforcement monitor to study the Board’s enforcement program, identify problems
(particularly in its outreach, receipt, and investigation of complaints), and make
recommendations for change to the Board and the legislature (similar to the
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enforcement monitors created in the past for the State Bar, Contractors State License
Board, and the Dental Board).

Regrettably, Andersen/Enron is not an aberration, but is the latest and most tragic in a long line of
audit failures that have largely been ignored by government at all levels. If something as egregious
and harmful as the Andersen failures can occur within a relatively respected, established, and large
accounting firm, what does that imply about compliance at the edges?  CPA self-regulation has
failed.  Please don’t pass up this opportunity to make meaningful changes to your regulation of the
accounting profession. 

Thank you for your consideration of these comments.



Exhibit A

Exhibit A is on file at the 
Center for Public Interest Law



EXHIBIT B

1 1999–2000 CBA statistics taken from CBA’s Oct. 1, 2000 Sunset Review Report.

2 1999–2000 MBC statistics taken from MBC’s 1999–2000 Annual Report.

3 Calendar year 2000 State Bar statistics taken from State Bar’s 2000 Discipline Report.

4 1999–2000 CSLB statistics taken from NewPoint Group, CSLB: Reengineering Project Assessment (Sept. 4, 2001); Papageorge and Fellmeth,
Initial Report of the CSLB Enforcement Program Monitor (Oct. 1, 2001); and Joint Legislative Sunset Review Committee, 2000 Sunset Review of CSLB
(Fall 2000).

5 MBC’s 10,445 complaints received includes 8,962 complaints plus 1,483 reports of physician misconduct that are required to be reported
to MBC  by hospitals, insurers, physicians, and others under Business & Professions Code §§ 800 et seq. and 2240 (see Exhibit C).

6 The State Bar’s 15,021 complaints include 10,846 complaints plus 4,175 reports of attorney misconduct that are required to be reported
by courts, banks, insurers, and attorneys under Business & Professions Code §§ 6049.1, 6068(o), 6086.7, 6086.8, and 6091.1 (see Exhibit C).

7 This figure was not reported by CSLB or the JLSRC for 1999–2000, but was derived by calculating 57% (CSLB’s historical ratio of complaints
received to investigations opened) of the 19,075 complaints received by CSLB in 1999–2000.

8 Multiple complaints against the same licensee are frequently combined into one accusation (or “notice to show cause,” in State Bar parlance).

9 CBA’s 33 formal disciplinary actions include 12 decided cases plus 21 stipulations/defaults.

10 MBC’s 366 formal disciplinary actions include 67 surrendered licenses. Of the remaining 299 disciplinary actions, it is not possible to
discern the number of stipulations/defaults.

11 The State Bar’s 742 formal disciplinary actions include 521 orders of original discipline plus 221 stipulations to discipline.

12 CSLB’s 1,282 disciplinary actions include 192 actions taken via accusation, 207 automatic revocations/suspensions for failure to pay an
arbitration award, and 883 automatic revocations/suspensions for failure to comply with a citation.

1999–2000 
Board of

Accountancy1

(BASELINE)

1999–2000
Medical Board2

CY 2000
State Bar3

1999–2000
Contractors
State License

Board4

# Licensees 41,300 active
(66,000 total)

83,000 Calif. (2x)
(108,000 total)

137,000 active (3.3x)
(171,000 total)

213,000 active (5.2x)
(280,000 total)

# Complaints/Reports
Received

510 10,445 (20x)5 15,021 (29x)6 19,075 (37x)

# Staff Investigators 8 75 (9x) 80 (10x) 155 (19x)

# Investigations
Opened

158 2,083 (13x) 4,033 (26x) 10,872 (69x)7

# Accusations (Formal
Charges) Filed

28 290 (10x)8 383 (14x)8 224 (8x)8

# Formal Disciplinary
Actions Taken

339 366 (11x)10 742 (22x)11 1,282 (39x)12

# Citations/Fines/
Reprovals Issued

70 250 (3x) 118 (1.7x) 846 (12x)
(licensee only)

Total Agency Budget $9.9 million $33.5 million (3.4x) $37.1 million (3.8x) $45 million (4.6x)

License Renewal Fee $100/year $300/year $395/year $150/year

% of Budget Spent on
Enforcement 56% 73% 77% 59%



Exhibit C

State Bar
CY 2000

Bank reports of NSF checks on client trust accounts 3,595

Court reports of sanctions for attorney misconduct 152

Insurer reports of legal malpractice claims and filings 307

Attorney self-reports of criminal indictments and convictions, civil action
filings/judgments/settlements, and discipline by other states 121

TOTAL REPORTS 4,175

Medical Board
1999–2000

Insurer/court/employer/counsel/physician reports of medical malpractice
judgments, settlements, arbitration awards 1,206

Coroner reports of suspected physician gross negligence 29

Court/physician reports of criminal convictions 31

Hospital reports of internal disciplinary action against physician privileges 110

Outpatient surgery setting report of patient death or transfer to hospital 107

TOTAL REPORTS 1,483



Exhibit D

REFORMING REGULATION OF THE
ACCOUNTANCY PROFESSION IN CALIFORNIA
____________________________________________________________

Submitted by the Center for Public Interest Law to the
Assembly Business and Professions Committee

February 19, 2002
_____________________________________________________________

A. The Legislature should end self-regulation of the accountancy profession in California by doing
the following:

1. Convert the membership of the Board of Accountancy to a public member majority (or,
preferably, an all public member board).

2. Amend Business and Professions Code section 5020 to convert the existing Administrative
Committee to a panel of subject-matter experts who can be used on an as-needed, case-by-case
basis as expert reviewers and witnesses in Board disciplinary matters (under strict conflict-of-
interest review and confidentiality requirements).

3. Require the Board of Accountancy to itself implement the new “peer review” requirement for
those permitted to perform the audit function (instead of permitting it to delegate public power
to private trade groups).

4. Cease the use of the AICPA’s Uniform CPA Examination until its control is transferred to a
non-trade association.

B. The Legislature should enhance the effectiveness of the Board of Accountancy’s enforcement
program by doing the following:

1. Impose a discipline surcharge earmarked specifically for enforcement on accountant licensing
fees so the Board can hire more investigative CPAs and meaningful enforcement of standards
is feasible.

2. Amend Business and Professions Code section 5063 to require CPA self-reporting of (1) the
filing of civil actions alleging fraud and/or negligence in the practice of public accountancy;
(2) civil judgments and settlements in cases alleging fraud and/or negligence in the practice
of public accountancy; (3) an SEC notice that it has instituted a formal investigation against
a California CPA; (4) the filing of any restatement of earnings; and (5) any notice issued by
any governmental agency user of audited financial statements of suspected fraud/negligence.
Failure to self-report is grounds for discipline.



3. Enact legislation requiring insurers of CPAs and CPA firms to report to the Board when they
pay out on a claim against their insureds in cases alleging negligence in the performance of
public accountancy.

4. Add “repeated negligent acts” as a basis for discipline to Business and Professions Code
section 5100 (similar to BPC § 2234(c) applicable to the Medical Board). 

5. Create a special unit of prosecutors in the Attorney General’s Office to specialize in
financial/accounting fraud/negligence (similar to the Health Quality Enforcement Section
created for the Medical Board and related health care agencies by Government Code section
12529).  This reform would also eliminate the Board’s longstanding practice of utilizing
expensive outside counsel to represent it in major cases against large accounting firms.

6. Require the DCA Director to appoint an outside enforcement monitor to study the Board’s
enforcement program, identify problems (particularly in its outreach, receipt, and investigation
of complaints), and make recommendations for change to the Board and the Legislature
(similar to the enforcement monitors created in the past for the State Bar, Contractors State
License Board, and the Dental Board).


