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P-R-0-C-E-E-D-1-N-G-S
(1:30 p.-m.)

CO-CHAIR NICOLAISEN: All right.
It seems like we"re at the appointed time --
1:30. Good afternoon. I"m Don Nicolaisen,
one of the Co-Chairmen of the Committee.
Sitting next to me at my right i1s Mr. Arthur
Levitt, who i1s also co-chairman.

Greetings, particularly to our
Committee members. Thank you very much, all
of those who were able to travel out to
Southern California. We appreciate that. We
appreciate the opportunity to be on the campus
at USC. This 1s one of the great universities
and one of the universities that 1 personally
believe has amongst the best accounting
programs in the world.

I say with a little bit of glee,
because I have been on the Board of Advisors
to the Leventhal Accounting School for almost
20 years. So | think 1t is top rate, and we

are delighted to be back on campus.
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So Zoe-Vonna Palmrose, one of our
members here, 1i1s smiling. She 1s on the
faculty at USC and i1s, 1"m sure, delighted to
be back. Randy Beatty, | saw you earlier in
the audience -- 1f you"re there, maybe you
could raise your hand -- representing USC. He
was here. Maybe he drifted off someplace.

MS. PALMROSE: He"s teaching.

CO-CHAIR NICOLAISEN: He"s
teaching, okay.

We have a fTew of our Committee
members  who will be participating by
telephone, and that"s okay. 1 think that will
be good. We"re missing Ann Yerger. Ann had
her baby Qlast night, 1 understand a little
baby girl named Libby. And from what we
understand, everybody 1is healthy and doing
we"ll, so we congratulate her.

With that, 1 think 1t"s now time
for us to get started with the agenda for the
day. We"re going to conduct 1t 1iIn three

separate sections, each at 90 minutes. We are
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going to hold fast to that 90-minute time
commitment In order to ensure that we have an
opportunity to deal with all of the things
that we want to talk about during the day.

We have 1nstructions that everyone
should pay attention to. We will, during the
course of the day, have a five-minute rule for
just about everything. So five minutes for
each of our guest presenters to provide their
opening comments, then five minutes for each
of those who care to 1interview or have a
discussion or ask questions of the panelists
to do so. And we"re going to hold fast to
that, so that we have an opportunity for
everyone to participate.

IT you see us waving our arms or
getting nervous, 1it"s because you are over
that Tfive-minute Ilimit, and we will take
action. We intend to enforce that.

We will have an opportunity for
each of the Committee members, i1f they choose,

to do followup questions with the panelists,
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and we would appreciate panelists” willingness
to be part of that process by responding to us
at —- within an appropriate period of time.

So let me start today with our
first panelist, who is Cindy Fornelli. She 1is
the Executive Director for the Center for
Audit Quality. And, Cindy, i1f you"d like,
your five minutes begin.

MS. FORNELLI: Thank you. Charrman
Levitt, Chairman, Chairman Nicolaisen, members
of the Committee, Secretary Steel, Treasury
staff, and observers, good afternoon, and
thank you for the opportunity to testify on
behalt of the Center for Audit Quality.

The Center was established one year
ago to encourage an open discussion of ways to
improve audit quality with all stakeholders in
our capital market. Our members are U.S.
public company auditing Tfirms that are
registered with the PCAOB.

We have approximately 800 members

and are led by a Governing Board that includes
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leaders from eight public company auditing
firms, the American Institute of CPAs, and
three public board members who represent
perspectives from the investor, issuer,
regulatory, and academic communities.

My written testimony covers several
critical areas that deserve the attention of
this Committee. But given the focus of this
particular panel, my brief comments today will
focus on people.

Quality audits begin with well-
rounded auditors. Therefore, i1t is essential
that we have an adequate supply of skilled
professionals to meet the growing needs of
investors and the challenges of public company
audits, as well as the qualified educators to
teach them.

Today, the vast majority of the
nation®s public company audits are the
responsibility of approximately 50,000 men and
women. That means the nation®s public company
auditing workforce, 1including roughly 50,000
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-- I"m sorry, 5,000 partners, doesn"t come
close to Tilling the University of Phoenix
Stadium that housed last night"s Superbowl.

That 1s a lean workforce for the
six largest firms to audit approximately 7,000
publicly-traded companies each year, and it
underscores the importance of attracting a
core of auditors who are better prepared than
ever before to deal with increasingly complex
transactions and a growing variety of
financial iInstruments.

To that end, the six largest firms
spent a combined $70 million pursuing new
staff during Tfiscal year 2007. That
translates iInto $5,000 spent 1iIn recruiting
each new hire. And the firms” investment in
people 1s complemented by a commitment to
training that exceeded $680 million last year
alone.

All told, the profession devotes
about 50 cents of every dollar In revenue to
personnel-related expenses, not including
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partner compensation. College and university
instruction is an equally important part of
the human capital equation.

Complicating the profession®s
recruiting challenge 1s a well-documented
decline in the number of academically
qualified accounting faculty. The shortage of
faculty stems from two realities -- the rising
number of retirements and the decreased number
of Ph.D. graduates moving 1i1nto Tfaculty
service.

There are several ongoing
professional efforts to address this
challenge. For example, the AICPA Foundation,
along with the 80 largest accounting firms,
are working to raise more than $17 million to
fund additional Ph.D. candidates at
participating universities. And at the
Center, we are reconstituting a Research
Advisory Board to sponsor and assist academic
research.

How might the Advisory Committee
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help us meet the human capital challenges? We
ask you to consider alternatives to
traditional classroom instruction to satisfy a
portion of the 150-hour rule. Just to be
clear, I am not suggesting a lessening In the
number of hours, but the consideration of
practicums or internships to expand the real-
world experience of future auditors.

We ask you to look into an iIncrease
in the number of H-1B visas, to expand the
pool of auditors and enhance global capability
of audit teams. We ask you to encourage a
collaborative effort among the business
community, the profession, regulators, and
academics, to help ensure that the accounting
curriculum 1s keeping pace with developments
g business transactions, international
economics, and financial reporting.

We ask you to encourage
accreditation bodies to revise their standards
to allow the employment of more audit
professionals, eilther active or retired, as
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adjunct professors. And we ask you to
consider solutions to liability risk. Some of
the best and brightest might be deterred from
entering the profession due to that risk.

There are differing perspectives
around liability caps as one possible
solution, and others will be discussing their
perspectives with you. As you engage in that
discussion, we also ask you to call for more
moderate reforms to the legal process that can
go a long way toward lessening the risk. Two
examples are caps on appellate bonds and the
right to appeal a denial of a motion to
dismiss.

Your consideration of the
recommendations outlined In my testimony, and
those of others, will serve to enhance the
public company audit profession and audit
quality. Working together, we can foster even
greater 1investor competence 1i1n the public
company audit process, and, by extension, our
capital markets.
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I thank you for your time and
attention, and 1 wish you all the best iIn your
important work.

CO-CHAIR NICOLAISEN: Excellent.
Thank you very much.

Our next speaker, next panelist on
the Human Capital Panel, 1s Brian James
Jennings, Chief Financial Officer of Energy
Transfer Partners, LP.

And, Mr. Jennings, you"ll see a
light that will go on there shortly. 1t will
be green when you start, and that"s your five-
minute clock.

MR. JENNINGS: Would you like me to
wait until the green --

CO-CHAIR  NICOLAISEN: No, no.
Please start. You can get a headstart.

MR. JENNINGS: Chairman Levitt,
Chairman Nicolaisen, members of the Advisory
Committee, fellow panelists, and other guests,
I1*m working today through a cold, so hopefully

you"ll be able to bear with me.
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My name 1s Brian Jennings. 1
currently serve as the Chief Financial Officer
of Dallas, Texas-based Energy Transfer
Partners. Energy Transfer is a New York Stock
Exchange-traded master [limited partnership,
principally engaged i1n gathering, processing,
and transportation of natural gas. We"re a
member of the S&P 500.

While we are not a household name,
through our ownership of both iIntrastate and
interstate pipelines, we are one of the
nation®"s largest natural gas transmission
companies. Each day we transport in excess of
nine billion cubic feet of natural gas in
pipeline systems that stretch currently from
the California border to East Texas.

In 2008 alone, we will 1nvest
approximately $2 billion building gas
pipelines and processing TfTacilities, and
expanding critical energy infrastructure in
this country.

On behalf of myself and Energy

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

17

Transfer, I want to thank the Advisory
Committee for i1nviting me to share my thoughts
on human capital issues facing the accounting
profession, and ultimately the impact of those
Issues on entities such as Energy Transfer.

I must preface my comments by
stating that I am not a Certified Public
Accountant. 1 feel somewhat undergunned here.

However, 1 serve as a Chief -- | have served
as the Chief Financial Officer for the past
six years, 1including my current position at
Energy Transfer, and my previous position as
Chief Financial Officer of Devon Energy
Corporation. In addition, I"m a member of the
Board of Directors of Arch Coal Corporation,
where 1| serve on the Audit Committee.

I hold a degree 1i1n petroleum
engineering from the University of Texas, and
a master®"s In business administration from the
University of Chicago"s Graduate School of
Business.

The perspectives 1 will share today
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on the current state of the accounting
profession reflect not only my experiences
serving as the Chief Financial Officer, but
also my experiences serving on the Audit
Committee of a public-traded company.

I was asked today to comment on
skills, education, and training that I seek in
the external audit staff, as the Committee

considers critical human capital i1ssues 1In the

accounting i1ndustry. I have Dbeen very
fortunate i1n my professional career -- a
career which now spans three decades -- to

have worked with many talented and
professional audit staff.

I hope to share with the Committee
my experiences of audit excellence and discuss
with the Committee the skills and capabilities
I expect our external auditors to deliver.
From that discussion, 1 hope to explore with
the Committee the challenges and opportunities
facing the profession today.

I do want to take a moment to
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commend this Committee for i1ts willingness to
discuss human capital issues. The 1issue 1s
not, however, unique to the accounting Tfield
as we fTace critical shortages of accountants,
engineers, and scientists 1In my business.
These shortages, while manageable today,
represent 1n my view one of the nation®s
greatest economic challenges.

I look for our external auditors to
bring to each audit and quarterly review they
complete, the comfort letter they provide, a
broad-based and thorough understanding of our
business and the accounting rules that govern
our financial reporting.

The energy business i1s complex and
rapidly changing. In addition to
understanding the complexities of our
business, 1 expect our external audit staff to
maintain that understanding against a backdrop
of complex accounting rules and rule changes.

In addition to accounting skills
and business understanding, we expect our
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external auditors to bring to every engagement
the highest ethical standards, and they do.

Our partnership provides to the
market with each Tfinancial reporting event
disclosure that captures for current and
potential 1nvestors a complete and thorough
review of our business strategy, business
risk, and our financial performance.

We provide financial disclosure
that 1s consistent with current accounting
policies while remaining useful to iInvestors
seeking to understand our Tfinancial position.

I look to our external auditors, as does our
Board and our investors, to ensure the
integrity of our financial reporting and
disclosure.

The depth of experience of an
external audit team and what they bring 1is
critical to i1ts ability to provide value-added
insight to the audit function. That
experience must include familiarity with our
company and familiarity with our iIndustry. We
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want our external audit team to have the
confidence to look behind the financial
reports and schedules to the critical
accounting policies that we adopt and their
impact on our financial report.

We expect our external audit team
to bring their collective experience and their
firm"s collective experience to the table to
ensure the decisions we make are reasonable
and well tested. Bottom line: we expect our
external audit firm to be knowledgeable of our
company, knowledgeable of our industry, and
experts iIn the accounting policies that govern
our financial reporting.

We believe to capture this critical
skill set with an external audit -- we believe
we captured this critical skill set with an
external audit team, including the lead audit

partner who Is experienced and deeply staffed.

The challenge for the accounting

profession IS to meet our experience,
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knowledge, and continuity requirements.

Our partnership as consumers of
audit services, and the accounting profession
as the provider of audit services, face two
critical challenges related to ensuring the
continuity of the external audit team. The
first challenge to the audit team continuity
relates to the TfTive-year lead audit partner
rotation requirement mandated with other
important financial market reforms fTollowing
the passage i1in 2002 of the Sarbanes-Oxley Act.

The second challenge to external
audit continuity 1i1s the consequence of
mandatory rotation on audit partner retention
and career development. In two of the three
audit situations 1 have been i1nvolved in the
past four years, | have experienced lead audit
partner reassignment. In each case, we are
very pleased with the Ilead audit partner®s
leadership skills, technical capabilities, and
professional i1Integrity. The reassignment

decision i1n both circumstances was mandated by
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PCAOB lead partner rotation requirements.

For companies Jlocated 1i1n large
markets, those well served by a wide range of
audit firms with large experienced audit staff
and audit leadership, the transition may be
relatively seamless. For companies located in
smaller markets, or companies in specialized
industries such as energy, the rotation
requirement may cause a significant gap 1n
technical and sector experience.

The rotation requirement, while
well intended, may place the small market
companies at a significant disadvantage in
securing TfTor their 1nvestors the highest
quality external audit services.

In considering the impact of audit
partner rotation on human capital challenges
that face the audit profession, | drew upon my
experience and challenges that confront my own
industry. In the energy industry, employers

iIn this decade have faced a myriad of

workforce issues. We have an aging workforce.
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We have experienced dramatic and sustained
industry cycles. We have transformed our
sector through frequent consolidation.

In turn, we created an industry
that for a generation failed to recruit and
hire new employees with critical skills. Like
many businesses, we have of course to compete
today for new employees with a view of
employment and career goals that differ
greatly from our core babyboomer workforce.

One 1issue 1In particular that has
resonated with our newest generation of our
employees was the difficulties we have faced
with employee transfer and relocation. We
could spend an entire session discussing the
implications of generational differences 1n
the current workforce.

Many excellent studies and books
have been written that explore the consequence
of these iIssues. Most would agree that a new
generation entering our workforce and making
employment decisions is placing significantly
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greater value on the quality of their lives,
and the quality measurement often 1i1ncludes
where and how they work.

For many employers, transfer and
relocation -- synonymous In my generation with
promotion and success -- i1s declining 1in favor
of dual careers, fTamily requirements, and
location preference. 1 believe the five-year
rotational requirement will ultimately i1mpact
external audit employee development and
leadership retention.

Mandatory reassignment may
ultimately be a disincentive to those that
consider the audit career path as a
consequence of the uncertainty that
reassignment creates. That uncertainty may
drive talented audit professionals out of the
business. Sector specialization may
ultimately be iImpacted by the individuals who
seek to maximize career fTlexibility.

| believe that audit partner
rotation will have a greater impact on small
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to mid-sized public accounting Tfirms, and,
consequently, small to mid-sized publicly-
traded companies, as their markets may not
support the scale necessary to ensure seamless
rotation.

CO-CHAIR NICOLAISEN: Brian, can
you wrap up fairly quickly?

MR. JENNINGS: I have been a strong
proponent of the benefits that the adoption of
Sarbanes-Oxley has delivered. The adoption
has a profound 1mpact over the quality and
integrity of public accounting and financial
reporting.

As we begin to reexamine the long-
term consequence of Sarbanes-Oxley and PCAOB
regulations, | hope you will give i1mportant
reconsideration to the mandatory rotation
requirements. In the long run, we will be
better served by a talented and robust
accounting profession that attracts and
retains the very best employees and leaders.

Thank you.
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CO-CHAIR NICOLAISEN: Thank you
very much.

We will yield the floor next to
Philip Reckers, who is Professor of
Accountancy at Arizona State University.
Welcome to USC.

MR. RECKERS: First of all, 1 also

want to thank the Committee for inviting me to

share my i1deas here. 111 limit my comments
basically to three things -- recruiting
undergraduate and master-®s students,

recruiting Ph.D.s, and the i1llusion that there
are quick, easy fixes to the problems.

The educators who have appeared
before you, and the other educators 1 deal
with, and the numbers we have do not support
contentions that there 1i1s an undersupply of
accounting majors today, or that there 1s a
brain-drain of the best and brightest. The
numbers don®"t support that. If there was such
a shortage -- when things are rare, the prices
go up. They have not.
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I do think there 1s a disaffection,
a dissatisfaction with academics, and we don"t
pump up the reputation of the profession
adequately, so that our profession --
accounting -- 1is getting more students from
families who are middle 1ncome and above. We
have always wanted to be like law schools and
medical schools that didn"t just attract from
the lower economic strata. The blue collar
worker has a great work ethic, and that i1s who
we attract nationwide, and 1t hasn®"t changed
much In recent years.
Some disciplines i1n business have.
Finance i1s changing, so they are attracting.
You®"re going to ask, "Why?" And some of the
reasons very simply are what our students do
and how much they do when they get that first
job. They don"t like some of the work they
are assigned, and they get a lot of it.
Second, the profession has taken it
on the chin in the last 10 vyears. Their

reputation has gone down. It has not gone up
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on campuses.

So we"ve got -- and the third thing
iIs we have progressively locationalized
education 1n our colleges. We have become
more and more teachers of rules and code
sections, and students don"t want to just
memorize and learn rules. And they are
continually put down by other majors, who tell
them they are making decisions, and
accountants are just bean counters who
memorize rules.

And these same iInfluences are there
with respect to attracting Ph.D. students.
Everything else being equal -- and everything
else 1s pretty much equal -- when you look at
a student who i1s going to invest in doctoral
studies and accounting versus finhance, versus
marketing, how come they are doing better than
accounting i1n attracting Ph.D. students?

And, again, part of 1t i1s we have a
diminished reputation. We don"t want to hear

it, but there are fewer people who want to be
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associated with a profession that"s 1In the
newspaper and the headlines all the time In a
negative way. And they don"t like teaching
the stuff we"re being asked to teach -- rules
and code sections, more and more and more
vocational.

Faculty are partially at fault for
this. We have bowed and changed our
curriculum to where we are more and more like
vocational schools and less and less like
institutions of higher education. And we"ve
got to stop that from continuing. Even our
own Tfaculty, more and more of our existing
faculty will flee to teach i1n MBA programs
because they find the curriculum more
challenging.

Quick fixes -- there are no quick
fixes. Somebody who tells me among the quick
fixes for the Ph.D. shortage i1s we"ll just
bring more practicing professionals into the
classroom, TfTull-time or part-time adjuncts,

they" 1l teach more -- people who tell me we"re
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going to Tfix education by setting up a
government commission who iIs going to mandate
accounting curriculum, what that tells me
primarily 1i1s they don"t understand higher
education. These quick fixes, then, are going
to do more to exacerbate the problem than they
are to help i1t.

What we need to do in the short run
iIs find some way to induce existing TfTaculty
who are about to retire to postpone retirement
for a few years, so we have time to get some
of the other efforts underway and yielding
benefits. We need to change the economics.
It 1s too costly on the individual to get a
Ph_D. In accounting and to go into education.

We have to 1mprove the reputation
of the profession, so that people want to be
associated with 1t. And we"ve got to quit --
we"ve got to reverse the trend of
vocationalizing our education and return our
schools to institutions of higher education.
Hopefully, the movement to our principles-
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based accounting, away from rules-based
accounting, will facilitate that.

I1"11 stop there. 1711 be happy to
answer questions at that point In time.

CO-CHAIR NICOLAISEN: Great. And
I"m sure there will be plenty, and we"ll move
on to our next -- actually, you submitted a
very good, strong, and 0long piece, and we
appreciate that.

And Barry Salzberg, who iIs
Deloitte"s CEO, is up next. And he has also
presented us with a great deal of Information
iIn his submission. So, Barry, we will ask you
to follow up. And 1T you can keep 1t to fTive
minutes, i1t would be greatly appreciated. The
lights are right 1n front of you.

MR. SALZBERG: Thank you. Good
afternoon. Thank you, Chairman Levitt,
Chairman Nicolaisen, and members of the
Committee. I really do appreciate this

opportunity to be before you and share

perspectives about the audit profession and
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the talent issues that we face.

Our ability to fulfill our role 1iIn
the capital markets and to the investing
public 1s directly dependent on the quality of
our people, who are our number one asset. It
iIs, therefore, 1i1mportant that we Tfocus not
only on attracting the best and brightest, but
also 1In retaining and optimally deploying the
talent we currently have.

Today, we put a great deal of
effort i1nto doing all three. In fact, the
profession is widely recognized to have some
of the most progressive talent programs among
all businesses. | have included In my written
submission some recommendations for  the
Committee to consider, 1including these TfTour
very specific recommendations 11n the human
capital arena.

A national licensing system -- to
create a seamless, fTlexible, and consistent
framework fTor professionals throughout their

careers. Such a system should also provide
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relief from duplicative disciplinary
proceedings by states that have no nexus to
the conduct at issue.

Adoption of immigration reforms for
educated professionals -- this i1s not a matter
of choosing foreign nationals over U.S.
citizens. In fact, In a tight global market,
we need both. And this will be even more of
an 1i1ssue 1f we converge to international
financial reporting standards, or IFRS.

Improvements to  education and
training, including 11mproved and expanded
curricula and more credit for qualified
practice 1internships, and allowing for more
adjunct professors without negatively
Impacting accreditation, and suggesting that
firms with substantial audit practices provide
them.

So while each of these i1tems is an
important part of the solution to the talent
iIssues Tacing our profession, they could be

overshadowed by another i1ssue that has a much
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greater potential to harm the profession®s
ability to attract and retain the best talent
over the long term. That is the unprecedented
level of risk and pressure currently faced by
our professionals.

I am privileged to lead a firm
which 1ncludes capable, talented, and deeply
committed audit professionals, who recognize
that their individual actions affect our firm
and 1ts reputation and are committed to doing
the right thing. OFf course, | expect no less,
and our clients and their 1iInvestors will
accept no less.

However, the risks and pressures
the profession faces greatly impact these
individuals, including the risks of a
catastrophic civil judgment or regulatory
action that can put a firm out of business.
Others are more personal, such as the
frequency with which a partner must uproot his
or her family to comply with partner rotation

rules. Add to these the increasing lack of
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respect fTor the professional judgments an
auditor must make every day.

Consider the impact of the current
environment on the confidence of an auditor
who 1s fTaced with making a judgment on a
complex 1ssue. You"ve entered a profession
that requires an extra year of college past
the CPA exam, you must comply with multiple
continuing professional education and ethics
requirements, understand numerous complex
rules, regulations, and standards, and have
your work reviewed by a regulator, all
designed to ensure that you are able to make
the judgments necessary to do your job, yet
your professional career could lie under a
cloud i1f your good faith and well-reasoned
judgments are challenged or even reversed 1In
light of subsequent events.

During the Human Capital Panel of
your December 3rd hearing, there was a
discussion of the need to inspire young people

to view public accounting as a profession on
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par with law and medicine. I wholeheartedly
agree, but this is difficult In an environment
where audit firms face catastrophic litigation
risk and where professional judgment 1i1s not
respected as i1t should be.

Therefore, In addition to our
specific human capital recommendations, | urge
you to specifically consider four of our other
recommendations that will strengthen the
profession and 1mpact our ability to retain
and deploy talent.

Reforms to the private litigation
system, iIncluding caps on catastrophic auditor
liability and certain reforms to the
bankruptcy laws. To develop workable
arrangements that would address the 1mpact of
regulatory action in the U.S. and globally,
that could have cascading effects
disproportionate to the conduct at issue. A
rule or framework to provide protection for
good Tfaith, well documented, professional
judgments, and lengthening the partner
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rotation rules from five to seven years.

We hope the Committee will
carefully consider all of our recommendations,
those 1 have discussed here today, as well as
others outlined 1n my written submission. 1
believe all are both practical and reasonable,
and would greatly support the profession®s
current efforts to attract, retain, and deploy
the best talent for the benefit of the
investing public.

We are glad to be working with you
toward improving the attractiveness of a
strong, independent, sustainable auditing
profession.

Thank you.

CO-CHAIR NICOLAISEN: Great. Thank
you very much.

We will now move on to our Tifth
panelist, Mr. Gilbert Vasquez, Managing
Partner of Vasquez & Company, LLP. If 1 have
mispronounced your name, maybe you could help

us with that.
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MR. VASQUEZ: You did a good job. 1
pronounce 1t Vasquez. Many people have
different pronunciations.

CO-CHAIR NICOLAISEN: Right.

MR. VASQUEZ: Thank you very much,
Chairman Nicolaisen and Chairman Levitt,
members of the Advisory Committee, and guests.
I"m a partner iIn the Tfirm of Vasquez &
Company. We"ve been i1n business since 1967.
We have about 50 people In our firm, and we
specialize i1n performing audit services to
nonprofit organizations, both privately held
and publicly held, publicly-traded companies.

1"d like to thank you for giving me
the opportunity to express my views regarding
human capital and the role of minorities in
the accounting profession, and especially
Latinos. Many times people want to speak for
all groups. I kind of focus iIn on Latinos,
because that"s what 1 know. That"s what 1
understand, and 1 can speak more directly to

that.
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When 1 began my career i1n public
accounting, minorities were a non-issue. That
IS to say, there were no hiring opportunities.

I remember very well when 1 graduated from
college there were seven of us that went up
for interview, and we all have Spanish
surnames. Two others had -- were Japanese.
None of us got hired. The Japanese guy, he
had a -- he was a straight A student. That"s
the way 1t was. Obviously, things have
changed, but not as much as they need to
change.

When 1 was serving on an AICPA
Committee in 1970, the Committee on Minority
Improvement and Equal Opportunity, 1 asked the
AICPA, "How many Latino Committee members do
you have?" They couldn"t give me an answer.
I finally figured out there was maybe one
other one besides myself.

That caused me to found what was
then the American Association of Spanish-

Speaking CPAs. It"s now called ALPFA, the
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Association of Latino Professionals in Finance
and Accounting. And 1 did that because I
found out that -- from AICPA that by having an
accounting organization you could nominate up
to 15 people a year to committees.

Well, you start iIn one direction,
you go to another. Now we have 7,000 members
located throughout the United States, 30
professional chapters, 20 student chapters,
and I am very honored to have been recognized
as a founder of the organization. 1 have also
served as Past President of the California
Board of Accountancy.

Here 1In Los Angeles County where |1
live, there"s about 10 million people. About
4.7 million of those are Latinos. Yet In our
accounting profession nationwide there i1s only
three percent Latino, one percent African-
American, and four percent Asian. Obviously,
that"s not a number that any of us like to
see.

Within the 10 top firms here in Los
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Angeles County, 1 have estimated there are
less than 10 Latino partners. Obviously, that
doesn®"t sound good and doesn®"t create a good
opportunity for Latinos that want to go iInto
the profession, and, you know, they are a very
valuable source of human capital.

What are the issues as | see them?
There"s a lack of Hispanic candidates that are
available 1n the accounting profession, and in
part because they don"t understand the
accounting profession. They don"t really know
what it 1is. I can tell you, | didn"t know
what 1t was until I was In my second year of
college.

I believe that there aren®t enough
Hispanic mentors and Hispanic role models to
do that. Some of the solutions that we need
to look at -- try to reach out to Latinos much
earlier than when they enter college,
providing for financial literacy programs that
are directed at them, looking at scholarship

opportunities that really focus on Latinos,
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especially in the CPA firms that hold stronger
internship programs that may be -- reach out
in this fashion.

Community colleges -- that is where
a lot of our Latinos are, and so we need to --
I think we need to look out at those kinds of
opportunities and reach out at that level, to
bring people into our profession. |1 think the
AICPA and the accounting firms themselves have
to do a better job of promoting accounting.
It"s a good, exciting profession, but we"re 1in
the woodwork. People just don"t know who we
are.

It"s difficult to retain Latinos, |
believe, because there isn"t enough of them.
We try to -- 1 think each firm wants to get
some, so they try to recruit them in different
fashions, and so that makes retention | think
a difficult process. Mentoring and providing
programs internally within the firms
themselves 1 think is important.

I mentioned ALPFA. Fifty percent
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of our members are women; 50 percent are men.
Fifty percent of our members are students; 50
percent professional. We try to focus i1In on
CPE, professional training, networking
opportunities. The Big Four and some of the
other firms are there to provide support.

In conclusion, 1 think that the
effort, the outreach program, has got to be
enhanced. It"s got to be more focused, and,
clearly, extra efforts have to be made for
firms to recruit Latinos.

I have -—- I"m a small firm. 1 even
use the H-1B program. I have difficulties
with Latinos and other minorities. Our Ffirm
has a cross-section of people, like we all do.

But, again, that effort has got to start with
our profession, and hopefully it will continue
as 1t has iIn the past.

Thank you.

CO-CHAIR NICOLAISEN: Okay. Thank
you very much.

Just a reminder to those of you who
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are participating by telephone on this
conference call. IT you could Kkeep your
buttons on mute until you have something to
ask or say, so we"d jJust appreciate i1t. We
have some background noise.

We*"Il  turn now to our last
panelist, David Burritt, Chief Financial
Officer and Vice President, Global Finance and
Strategic Support Division -- 1it"s a long
title —- Caterpillar in Peoria, Illinois. And
I think he was snowed iIn today, so he"ll be
joining us by telephone.

David, are you there?

MR. BURRITT: Yes, I am, and thank
you .

Mr. Co-Chairmen and distinguished
Committee members, good afternoon, and thank
you for the invitation to provide comments.

With 2007 sales and revenues of
about $5 million, Caterpillar is the world"s
leading manufacturer of construction and
mining equipment, diesel and natural gas
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engines, and industrial gas turbines. Today,
Caterpillar has nearly 500 operations i1n 50
countries, more than 100,000 employees, and
there are more than 120,000 dealer employees,
and thousands of suppliers doing business on
every continent.

Over half of our sales are outside
the United States, solidifying Caterpillar®s
position as a global supplier and leading U.S.
exporter.

I appreciate the opportunity to
discuss ways we can ensure the viability and
resilience of public company auditing and
accounting profession. | am pleased that the
Advisory Committee and the Human Capital Panel
recognized input from accounting and finance
professionals. You clearly understand how
critical that 1iInput 1i1s to i1mproving the
quality of our auditing function. Thank you
for the focus.

In addition to the role of public
company auditing, management accountants play
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a vital role 1n high-quality Tfinancial
reporting. Management accountants perform a
range of activities that enable an
organization to fTormulate and i1mplement its
strategy, drive business performance, and
create stakeholder value. These activities
start with demonstrated accounting expertise,
including transaction processing and financial
reporting.

Accountants working throughout the
financial reporting supply chain enable
external auditors at the end of the chain to
do their jobs right.

I"ve had the privilege to speak at
many Institute of Management Accountants”
meetings over the past few years. Last June,
I accepted the James Bullock Award on behalf
of Caterpillar®s commitment and continued
sponsorship of continual learning for
accounting and finance personnel.

I can tell you that a certified

management accountant certification, or other
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professional credentialing, i1s key for our
1,800 accountants. And we have a credential
expertise requirement for our senior
leadership team to help ensure long-term,
transparent financial reporting and FAC
compliance.

1 am a Certified Management
Accountant and a Certified Public Accountant.
Our finance and accounting professionals serve
as strategic business partners. They are
committed to a standard of excellence grounded
In a strong ethical foundation and a lifelong
commitment to learning. Although auditors
clearly play a vital role i1n the financial
reporting supply chain, that role i1s at the
end of the chain, after the accounting work
has been performed.

We can 1mprove the quality of human
capital and related outcome audit and overall
financial disclosure quality by broadening the
mission and principles of this Committee, and

other related committees, to 1Include the
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proper education and certification of internal
finance function personnel.

Financial reporting supply chain is
only as strong as i1ts weakest link. Technical
competency must exist throughout to i1mprove
the quality of financial disclosures.
According to the U.S. Bureau of Labor
Statistics, there are approximately TfTive
million finance function professionals In the
U.S. They drive business performance in the
areas of decision support, strategic planning,
internal controls, risk management, audits,
and the like.

The Institute of Management
Accountants has determined that more than 90

percent of the professionals work iInside

organizations. Ironically, only a small
percentage -- approximately five to seven
percent -- works iIn auditing.

At Caterpillar, we are striving to
create an 1inclusive environment that Tfully

engages current and new employees. We are
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developing a diverse global leadership team
that reflects the markets we serve and the
communities where we work. Our goal 1is to
have the right people on our team and to fully
recognize, and take advantage of, their unique
skills, abilities, experiences, and cultural
background.

But we face a challenge as we
recruit new professionals. Many new graduates
are entering the workforce without the
appropriate skill set needed to work 1in
industry. The accounting curriculum at most
U.S. ~colleges and universities focuses on
compliance and audit. It does not leverage
the quality, risk and performance management
and leadership development.

These skills are critical to
applying professional judgment on the job and
building quality iInto end-to-end business
practices such as financial reporting.
Accounting (graduates today often are not
properly prepared for government, corporate,
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or not-for-profit practice.

I urge the Committee to broaden its
mandate to address these concerns, and we must
carefully examine whether the current
accounting educational system prepares
graduates for careers iIn the various fields of
accounting and how 1t can be improved iIn the
context of the 1iIncreasing globalization of
business and the onset of IFRS.

Thank you for allowing me to
comment.

CO-CHAIR NICOLAISEN: Great. Thank
you very much. David, you are going to hang
on, | believe, for the rest of this panel.

MR. BURRITT: Yes, Sir.

CO-CHAIR NICOLAISEN: Good. Thank
you very much.

Let"s turn 1t over now to questions
from our Committee members, as we have a
custom of doing. We"ll begin with those on
the Human Capital Subcommittee. Gary Previts

iIs the Chairman of that Subcommittee, and 1
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think he 1s joining us by phone. Gary, are
you available?

(No response.)

Doesn"t sound Hlike 1i1t, so let"s
turn to Barry Melancon, who s iIn the room.
Barry, you have the honor of kicking this off.

MR. MELANCON: Thank you, Don.

I guess | would start with Dr.

Reckers.

MR. PREVITS: Yes, Don, I am on
line

CO-CHAIR  NICOLAISEN: You are.
Okay .

MR. MELANCON: Well, 1 will yield
to the Subcommittee Chair.

(Laughter.)

CO-CHAIR NICOLAISEN: All right.
Barry yields. Gary?

MR. PREVITS: Yes.

CO-CHAIR  NICOLAISEN: Go right
ahead.

MR. PREVITS: I have a question,
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first, for both Barry Salzberg and for Cynthia
Fornelli with regard to their recommendation
about practica or internships. And 1 think
what would be very useful to the Committee 1is
to have maybe a stylized outline of how we
could begin to develop that program on a
national basis.

As you may be aware, in
engineering, particularly at our school, 1in
Case, there i1s a very large co-op program that
has been 1n place for many, many years. It"s
set up in a different environment, but i1t has
the same goal, which is to value practical
experience. But 1t 1s run, actually, on a
nationwide basis.

There 1s 1 think National Science
Foundation or some other national TfToundation
funding that makes 1t possible for the
interchange of individuals and the arrangement
for, you know, such co-op practices. And 1
woulld just suggest that In order to make this

thing work i1t cannot be an unfunded mandate.
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It 1s going to involve resources and effort on
both sides of the equation.

My second question 1i1s fTor David.
David, you"re on the phone also, 1 believe.
David Burritt?

MR. BURRITT: Yes.

MR. PREVITS: I would appreciate
the details on the two comments you made about
the number of finance professors that have --
finance professionals 1In the Bureau of
Statistics as to the five million number, how
that"s broken down. I think you said the IMA
has determined certain percentages are doing
certain types of work.

I would certainly appreciate the
details of that analysis. I did not have a
chance to look 1In your testimony to see if
It"s there.

And then, the -- 1 think the
indication that accounting curricula are
essentially focused on auditing and other

matters, 1 would also like to see the -- you
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know, the analysis that supports that, so that
we have that to work from perhaps i1n contrast
to some of the other, vyou know, pre-
conceptions that are out there.

I1"d be happy to hear any responses
to those two observations.

MR. BURRITT: Okay . We will be
providing our written testimony tomorrow, and
will be giving you additional detail iIn the
coming days on your specific questions.

MR.  PREVITS: That would be
helpful. Thank you.

Cynthia or Barry, any comments
about the notion of practica and internships?

MS. FORNELLI: This 1i1s Cindy.
Well, 1 guess obviously since I"m the only
woman on the panel.

(Laughter.)

But we would be happy to work with
Barry, the other Tfirms that are part of the
Center for Audit Quality, the AICPA, to

outline what some of those practica and

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




