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The Accounting

Profession

In Flux or in Trouble?

By Wayne A. Label

Editor's Note: Thisarticleis the text
of the address given at the opening
session of the 1987 ASWA Spring
Conference held May 12-17, 1987, at
Albuquerque, New Mexico.

The accounting professionis expe-
riencing major changes andis being
scrutinized by many groups includ-
ing the Congress of the United
States. John Dingell, chairman of
the House sub-committee on Energy
and Commerce is leading the main
investigation. Mr. Dingell has indi-
cated that “. . . there is a very large
problem, or a very large group of
very substantial problems, with re-
gard to accounting behavior” [1985,
p. 8].

Even the most unbiased observer
would conclude that some of the
attacks on the profession have been
correctly alleged. Of the 128 cases
reviewed by the AICPA’s special
investigations committee, only eight
were referred to the Institute's pro-
fessional ethics division with arecom-
mendation for future investigation
[Wyden, 1986]. Congressman Din-
gell’s evaluation of the profession’s
regulatory system is that “the ac-
counting profession’s self-regula-
tory system operates in secrecy and
has not disciplined a single firm
involved in well-known audit fail-
ures” [1985, p. 10]. Is it possible that
the concept of self-regulation is itself
oxymoronic?

The profession has only helped to
add fuel to the fire. In 1986, while the
Dingell Committee was investigat-
ing the profession, the chairman of
the AICPA could only say prelimi-
nary findings indicate “that there
may be substandard work being per-
formed by some members of our pro-
fession” [Berton, 1987]. Then, in April
1987, in a mail ballot of the AICPA
membership, an insufficient number
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of “yes” votes was cast to pass the
proposed amendment to the bylaws
that would require mandatory SEC
practice section membership. Cur-
rently, the AICPA program is only
voluntary. J. Michael Cook, the cur-
rent chairman of the AICPA, indi-
cated “. . . that in view of the vote,
the Institute will strongly support a
similar proposal by the Securities
and Exchange Commission for man-
datory peer review” [Berton, 1987].
Intervention by the Federal Govern-
ment is exactly what we in the pro-
fession want to avoid, and yet here
we have another example of not
being able to regulate ourselves.

There is hope for the profession
and the self-regulation of it if we
within the profession take note of
the criticism and make major
changes within a very short period
of time. The American Society of
Women Accountants has played a
major role in the past and has an
even larger role to play in the future
because of the increasing number of
women in the profession.

A Profession In Flux

Major changes have occurred in
the structure of American business
in recent years. There has been a
steady decline in the “smokestack”
industries and rapid growth in the
service industries. With the prolifera-
tion of small closely held business-
es and self-employed persons, the
average size ofcompanies is decreas-
ing in spite of the recent flurry of
mergers and acquisitions. In addi-
tion, there has been a greatincrease
in international business in the
United States as evidenced by an
increased number of international
companies and international joint
venture operations.

The increase in international com-
mercial activities has led to the for-
-mation of several major standard

setting organizations. Examples of
some of these organizations are:

+ The International Accounting
Standards Committee (IASC)

¢ The International Federation of
Accountants (IFAC)

* Thelinternational AuditingPrac-
tices Committee (IAPC)

e The European Economic Com-
mittee (EEC)

Comparability of financial state-
ments between similar businesses
of different countries is even more
important today than it was thirteen
years ago when the IASC was
formed. Perhaps complete harmo-
nization will never be achieved, but
for the sake of world commerce,
there must be much improvement of
current practice.

Public Opinion. Recently, the ac-
counting profession was the object
of a public opinion poll by Louis
Harris [1986]. The results of this
poll, which queried the public about
several professions, was both com-
plimentary and useful to our profes-
sion. By any standard, the reputa-
tion of CPAs and the accounting
professison came out very high. On
balance, when all of the attributes
are viewed as a whole, CPAs are
very well rated on such pivotal dimen-
sions as:

Honesty
Competence
Reliability
Objectivity

However, there are also several areas
indicated in the poll that ought to be
of concern for our profession and
where changes must be made.
Regulation of the Profession. The
poll indicated the public is worried
about the unscrupulous CPAs and
wants definitive action to be taken to
rid the profession of them. How
much time the accounting profes-
sion has before a major hue and cry
for stricter regulation emerges can-
not be determined. But it must be
assumed such demands could beim-
minent if measures are not taken
immediately from within.
Enforcement of Professional Stan-
dards. The Harris poll report indi-
cated that people want a tougher
system of enforcement of profes-
sional standards than exists today.
We are being given another window
of opportunity, and we must move
fast to take advantage of it before it



closes. The ultimate risk, of course,
is that government is hovering over
us ready to seize on any failure of
the standards enforcement process.

The Public’s Expectations. One
of the main conclusions of the poll
indicated:

.. .inshort, CPA’s problems lie

not in their worth being hidden

under a bushel, largely unap-
preciated. It is just the opposite.

They areriding so high in esteem

that their risks are that they will

fall short of the soaring expecta-

tions. If they fall from grace on a

few highly visible items, the back-

fire and the criticism can be far
out of proportion to what has

been done wrong. [Harris, 1986].
Part of the expectation problem on
the part of the public is represented
by their complaints against the ac-
counting profession in the area of
conflict of interests in dealing with
their clients.

Congressional Investigation

Congressional concerns generally
mirror those of the public. Congress-
man Dingell has indicated his con-
cern by stating, “Accounting firms
are moving into many related fields

. In some cases, we're finding
some very great conflicts of interest.
In other instances, they have dem-
onstrated an extraordinary lack of
competence” [1985, p. 11]. | must
pose the question, does it really mat-
ter whether the statement made by
the Congressman is based on reality
or perception?

Proposed Legislation. As far as
legislation is concerned, Congress-
man Dingell's attitude thus far has
been that “accountants are sup-
posed to regulate themselves. It is
my pious hope that they will pro-
ceedtodo sowith some speed so as
to obviate any necessity for federal
legislative or regulatory action”
[1985, p.9]. Nevertheless, one of the
members of the Dingell sub-commit-
tee, Mr. Ron Wyden, has introduced
legislation entitled, “The Financial
Fraud Detection and Disclosure
Act.” Mr. Wyden indicated that he
was introducing the bill because in
the sixteen hearings conducted by
the Subcommittee on Oversightand
Investigations during 1985 and 1986,

. . . the subcommittee compiled
an overwhelming record of dev-
astating financial frauds. Again

and again, the sub-committee
found that independent auditors
have failed to detect or to report
fraudulent activities ata number
of major corporations and finan-
cial institutions in this country
[1986, p. 6].

Mr. Wyden gave several examples
including E. F. Hutton, United
American Bank, Penn Square Bank,
E.S.M. Government Securities,
Home State Savings Bank of Ohio,
and American Savings and Loan of
Florida.

Mr. Wyden’s major concern and
his major reason for introducing the
bill into Congress were that current
accounting and auditing standards
only require the auditor to inform
corporate management of errors and
irregularities and to consider resign-
ing from the engagement. Wyden
felt that current Generally Accepted
Auditing Standards may help pro-
tect accountants from lawsuits but
do little to protect the consumer
from fraud and illegal activities.

Eart of the expectation
problem on the part of
the public is represented
by their complaints
against the accounting
profession in the area of
conflict of interests in
dealing with their clients.

Wyden reminded lawmakers that
the accounting profession was put
on notice ten years ago (referring to
both the Metcalf and Moss investiga-
tions by Congress in the mid-1970's)
that the public legitimately expects
independent auditors to make reason-
able efforts to detect and report fi-
nancial fraud. Finally, the Congress-
man stated that the only response of
the accounting profession from the
Cohen Commission Report of 1978
to the Treadway Commission Report
of 1987 was to indicate that it would
study the issue, but it has taken no
effective action. Whether this state-
ment is true or only perception on
the part of the Congressman may
not matter at all as far as the gap is
concerned in the public’s percep-
tion of the accounting profession’s
ability to self-regulate.

Bridging Regulation And
Expectations Gaps To
Maintain Credibility

The profession is under pressure
now to respond to the criticisms
being leveled against it. Congress
and the public may not grant us any
more grace periods before action is
taken, action that may not be appre-
ciated or beneficial. Currently, there
are several efforts underway by the
profession that hopefully will bear
fruit.

The National Commission on
Fraudulent Financial Reporting (The
Treadway Commission). Formed in
direct response to the Dingell Com-
mittee, this commission has made
several recommendations. Most im-
portant among these recommenda-
tions are:

e Mandatory Audit Committees
should be used for all publicly
owned corporations.

¢ Audit Committee Chairman’s let-
ter should be submitted to the
stockholders.

¢ Management should acknowl-
edge in writing to stockholders
that it has the foremost and ulti-
mate responsibility for accurate
financial statements.

e The risk of fraud should be as-
sessed and monitored continu-
ously by the management and
reviewed annually.

« Internal controls should not be
structured mechanically. The cor-
rect emphasis should be on the
overall control environment.

» Corporate management should
be required to express an opin-
ion on the adequacy of internal
controls.

¢ There should be a mandatory
internal audit function for all
public companies.

¢ Companies should have a writ-
ten code of conduct which,
among other things, deals with
the obligation to account accu-
rately to stockholders. It should
be updated as a “living code.”

The Anderson Committee. Anoth-
er project just completed by the
AICPA and under consideration by
the members is the restructuring of
the Code of Professional Ethics. The
major reasons given by the Commit-
tee for the recommended changes
are 1) to improve the art of account-
ing; 2) to maintain public confidence;
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and 3) to carry out professional
responsibiity for self-governance.
Several of the proposals by the An-
derson Committee have already met
with difficulty in passing the neces-
sary two-thirds majority vote of the
membership or of even making it
through the Council vote to be pre-
sented to the membership. There
are several excellent recommenda-
tions of this committee that hope-
fully will be implemented. Once
again, if action is not taken by the
profession, we will be playing into
the hand of the federal government
to indicate that we can’'t meet one of
the major objectives of the Ander-
son Committee — “to carry out pro-
fessional responsibility for self-gov-
ernance” [AICPA, 1986].

The Future of Accounting Educa-
tion Report (The Bedford Report).
Another strong effort being made by
the profession to bridge the expec-
tation gap on the side of education is
The Bedford Report. One of the
major problems we have had in the
field of education is that frequently
many of the institutions responsible
for educating accountants fail to
evolve as rapidly as professional
practice itself. The accounting pro-
fession is expanding with new ex-
pectations of those who enterit. The
report concluded that the current
state of most professional account-
ing education programs is inade-
quate to meet the needs of this
expanded profession. The major prob-
lem facing the academic world is
that the curriculum has remained
virtually the same over the past fifty
years. As the profession has grown
and the demand for a greater knowl-
edge base has expanded, many col-
leges and universities in the United
States have continued to teach with-
in the same structure. A growing
gap exists between what account-
ants do and what accounting educa-
tors teach.

Currently, there are four states
that have state laws requiring a min-
imum of five years of education for
certification within their state. The
need for expanding accounting edu-
cation to a five-year requirement is
recognized in the Anderson Com-
mittee report and in the Bedford
Reportandis alluded to inthe Tread-
way Commission study. It is time
that both academicians and practi-
tioners realize that without making
this change, students graduating
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with accounting degrees will not be
prepared to perform in the changing
and complex business world.

Role Of ASWA

The increasing acceptance that
women are encountering in the ac-
counting profession is only a recent
phenomenon. In 1923, when the fol-
lowing observation appeared in the
December issue of the Journal of
Accountancy, times were a little dif-
ferent.

The fact of the matter is, women
are not wanted as accountants
on the staff of practicing public
accountants; inaword, then, the
prospects for women in the field
of accountancy are not brilliant.
As to the public field, it must be
admitted with regret thatthe wom-
an who succeeds is the rare ex-
ception [Richardson, 1923].

Times have changed a great deal
since this editorial was written. The
number of women in the accounting
profession grew from 82,000 to
379,000 between 1960 and 1980, a
fourfold increase. Fifty percent of
accounting graduates today are wom-
en, and experts predictthat the num-
ber will increase significantly by the
year 2000.

m growing gap exists
between what
accountants do and what
accounting educators
teach.

As more women enter the profes-
sion, therole of ASWA is increasing.
Women accountants of today have
an important responsibility to men-
tor the women coming into the pro-
fession. Those in the profession
need to differentiate between men-
toring and mothering.

Pacing, to control mentaland phys-
ical stress, is another area that must
be carefully considered in the plans
of one’s future. Studies show that as
women assume more stressful work-
loads, they tend to contact tradi-
tional male diseases, many of which
are stress related. Women, like their
male counterparts, must learn to
control this stress and pace their
lives better than accountants have
been able to do in the past.

If anyone is going to have an
opportunity to “humanize the work-
place,” the women in ASWA have
the best opportunity. Since women
are the ones that are most affected
by the pressures of both work and
home, they have to take the lead, for
no one else will do it for them.

One other area that has affected
women more than men is what has
been described as the “glass ceil-
ing” [Hymowitz, 1986]. Thisphenomenon
implies that women can only go so
far within an organization before
they hit an imaginary ceiling that
restricts theiradvancement. Whether
this ceiling is caused by the “good
old boy networks” or by other out-
side forces really doesn't matter.
What mattersis that one of the goals
of women accountants, as well as
the ASWA, is to work towards shat-
tering the glass ceiling.

Conclusion

All aspects of the accounting pro-
fession arein flux today, from expand-
ed services to legal liability to self-
regulation to internal controls to
restructuring the Code of Ethics.
The knowledge and skills used in
providing these diverse services ex-
tend far beyond the technical exper-
tise traditionally required to audit
financial statements. Therefore, it is
time that we in the profession answer
some very important questions:
What is the accounting profession?
What is the profession going to be-
come? What should the profession
be like in the year 20007 | suggest to
you that we are on a sinking boat if
the system does not change quickly.
The John Dingells of the world are
not undermining the profession, we
are doing it to ourselves.

I must emphasize that | am not
discouraged, only concerned and
challenged. We must work hard to-
gether in the near future if we want
this profession to succeed. ASWA
can and must play an important and
critical role in this transformation.

Q
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Accounting in Literature (continued from page 25)

But Ratliff is to be denied his vic-
tory. Flem dramatically reveals to
Ratliff something that Ratliff is now
aware of — that |saac is feeble-
minded, an incompetent. Ratliff is
shocked at Flem’s callousness and
wants no part of Flem’s trading of
Isaac’'s money. He gives Mrs. Little-
john, Isaac’s keeper, some cash to
hold for Isaac’s benefit, but we do
notlearn the amount until 116 pages
later when Mrs. Littlejohn uses it to
buy acow forlsaac. (Isaac has fallen
in love with the cow.) if the reader
has not followed the earlier transac-
tions, the sum of $16.80 paid for the
cow is meaningless. The amount
turns out to be exactly Ratliff's profits
on the goats and the sewing ma-
chine. From Ratliff's point of view,
he has broken even financially and
won a moral victory over Flem as
well. With a further show of righteous-
ness, Ratliff decides to burn Flem’s
three-year-old note for $11.80 and
put an end to the repugnant trading
on Isaac’s condition. But in doing
so, Ratliff has inadvertently paid off
Flem’s liability. Mulling over his de-
feat, Ratliff thinks

| just never went far enough. | quit
toosoon. | wentasfaras one Snopes
will set fire to another Snopes’s barn
and both Snopeses know it, and that
was all right. But | stopped there. |
never went on to where that first
Snopes will turn around and stomp
the fire out so he can sue that
second Snopes for the reward and
both Snopeses know that too. [p.
89]
He sends a message to Will Varner
saying “itain’t been proved yet” that
anyone can risk fooling with a
Snopes.
Readers who do not attend to the
precise and complex flow of account-

ing transactions in The Hamlet are
missing an essential component of
Faulkner’s intended effect. The care-
ful reader, the practiced accountant,
will be the one to find the greater
pleasure in watching these transac-
tions subtly unfold in this major
American novel. Q
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