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Abstract

Although many individuas spend years and considerable effort to earn their auditing
certificates, only a small proportion actualy apply for the auditing license that would enable
them to sign audit reports. Instead, they break from certification functions or engage in
support activities in auditing firms, a Stuation that has generated concern within their
professional associations. In spite of the importance of this phenomenon for research and
practice, the issue is widely neglected in auditing research. In thisinvestigation, we focus on
the individual characteristics of newly certified auditors who apply for their auditing
licenses in anticipation of entering solo practice or a partnership in an auditing firm,
comparing them to their counterparts who do not apply for such a license. Our anaysis
draws on an integration of the human capital and entrepreneurship literatures, leading usto €
number of hypotheses that are tested through logistic regresson models. Our findings
suggest that newly certified auditors who (i) belong to the youngest and oldest age group or
(i) possess high genera or specific human capita or (iii) have stable jobs are less likely to
apply for an auditing license than are their middlie-aged counterparts, individuas with low
human capital or those employed in unstable jobs.
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INTRODUCTION

There is ample evidence to suggest that many people who invest the time and effort to
earn an auditing certificate do not go on to goply for the auditing license that would
dlow them to dgn audit reports. As the Char of the American Inditue of Certified
Public Accountants (AICPA), Robert K. Elliott, clams, “90% of Certified Public
Accountants (CPAs) do not peform cetification functions, focusng instead on
measuring and advisng busneses’ (Alles, Kogan, & Vasarhelyi, 2000, p. 16). The
AICPA a0 reported that 51% of its members were in public practice in 1985, but that
only 39.6% engaged in such activities by 1998. This downtrend in the proportion of
certified accountants in public practice is a genera phenomenon, as suggested by
Anderson-Gough, Grey, & Robson's (2002) smilar findings in the UK. Within the
public accounting professon, the case of auditing services provides some compelling
daa In Span, for example, the proportion of cetified auditors holding an auditing
license that would alow them sign audit reports decreased from 36.66% in 1991 to
28.62% in 2001 (BOICAC, 1991; BOICAC, 2001). These results appeded to
professond associations like AICPA, which conducted debates on the distinction
between CPA accreditation and actua practice of the professon (Howard, Kotaro, &
Gleim, 2001).

It is important to differentiate between the auditing certificste and the license to
practice. Earning an auditing cetificate involves a long process of traning and
socidisation, and requires one to pass qudification exams (Robson, Wholey, &
Barefidd, 1996). This process varies somewhat from country to country and does not
necessarily enable the successful candidate to sign audit reports. In order to legitimately
place their dgnatures on audit reports, certified auditors in most countries must acquire
an auditing license, which requires them to enrol in the corresponding tax register and to
demondtrate that they are covered by professional indemnity insurance.

Our review of research on the auditing maket highlignted some of its <dient
characterigtics. the profile of sudents entering the professon (Larkin, 1997; Wright,
1988; Zikmund, Cadandlo, & Wegener, 1977); the diffuson of nove governance
dructures among firms offering accounting services (Lee & Pennings, 2002); the
determinants of high employee turnover in auditing firms (Bullen & Hamholtz, 1935;
Dillard & Ferris, 1979; Lane & Parkin, 1998; Reed, Kratchman, & Strawser, 1994;
Rhode, Sorensen, & Lawler 1ll, 1977); and the effects of employee turnover on extra
traning, increesing codts, loss of expertise, and the additiond efforts that auditing firms
must deploy in order to support their reputations (Hill, Metzger, & Wermert, 1994). In
oite of such comprehensve understanding of the auditing market, little is known about
the small proportion of certified auditors who take the extra step of earning the auditing
license that would dlow them to sign audit reports. Our understanding of this important
characterigtic of the auditing market could be further enhanced by a study comparing
the profiles of newly certified auditors who gpply for their auditing license with newly
certified auditors who do not apply.
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The certified auditor who acquires an auditing license and engages in auditing practice
Is “fird and foremost an entrepreneur trying to make a successful living by providing a
saviceg' (Higson, 1997, p. 203). In the case of auditing organisations, management
owns the firm (Dillard & Ferris, 1989, p. 224) and the partners pu their persond wesdlth
and human capitd a stake (DeAngdo, 1981, p. 25). This entrepreneuria perspective
oreads throughout a market populated by smadl practice units, including sef-employed
auditors (Huefner, 1998). In the USA, for example, the AICPA reported that 131,627
firms peformed public accounting services in 1998 (see Footnote #1). Importantly,
23.50% (30,932) of such firms had only one employee and 35.8% (47,188) had between
2 and 9 employees. In the case of Spain, 68.30% of total auditing frms in 2001 were
sole proprietorships (BOICAC, 2001).

These data support predictions in the literature on the entrepreneurid profile of auditors
and indicate that certified auditors who gpply for therr auditing license may be regarded
as “potential entrepreneurs’ (Erikson, 2001). In this respect, we suggest the notion of an
auditing entrepreneur, which would encompass those certified auditors who apply for a
license in anticipation of engaging in a solo practice or in a patnership in an auditing
firm. At the same time, the theory of human capitd proves useful in illuminging at leest
two characterigtics of the auditing market: auditors who move to another firm or leave
professona practice (Ddton, Hill, & Ramsay, 1997a; Glover, Mynatt, & Schoroeder,
2000; Hunton & Wier, 1996) and the rdationship between human capita in auditing
firms on the one hand and organisationd performance and survivd on the other
(Pennings, Lee, & Wittdoostuijn, 1998). Therefore, an integration of the literatures on
entrepreneurship and human capitd may hep to ascetan the role of individud
attributes in the decison of newly certified auditors to apply for an auditing license.

Empirical support for this investigation is gathered from membership to the Instituto de
Censores Jurados de Cuentas de Espafia (Ingtitute of Sworn Auditors of Spain, ICJCE),
the earliest professond association of auditors in Span (Carera, Gutiérrez, &
Carmona, 2001). The ICICE was founded in 1942 and is ill in operation. In Spain, the
auditing professon is regulated by the state and has some characteridtics that differ from
the widdy sudied Anglo-Saxon settings (Bougen, 1997; Bougen & Vézquez, 1997,
Garcia Benau, Ruiz Barbadillo, Humphrey, & Al Husaini, 1999). As shown in Figure 1,
the practice of the accounting professon in many Anglo-Saxon countries requires an
individual to hold a professond cetificate: that of a Certified Public Accountant (CPA)
in the USA and as a Chartered Accountant (CA) in the UK. Certified accountants may
ather enter public practice or engage in services like corporate or governmenta
practice. For those who engage in public practice, performance of attest services is of
specid interest for our purposes, because it presents auditing as one posshility. In
Spain, the route into the practice of auditing differs from the Anglo-Saxon example in
severd respects. As a diginct feature, the Spanish setting is characterised by the
absence of an accounting profession, inasmuch as only the auditing professon exids
(see Fgure 1). To gan the right to Sgn audit reports, one must obtain an auditing
certificate, which requires a demanding three-step examination (Pont Mestres, 1991).
Individuas who earn the auditing cetificate can then ether aoply for an auditing

1 Datafrom http://www.ai cpa.org/about/annrpt/1996%2D 1997/sources.htm and
http://www.ai cpa.org/about/annrpt/1997%2D 1998/sources.htm
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license that would enable them to sign audit reports or become an auditor on leave (see
Figure 2). The former route requires individuds to purchase professond liability
insurance and to enter themsdlves into the tax regiser of the Minisry of Finance as
fredance auditing professonds. Holders of auditing licenses offer their professond
savices ether as sdf-employed auditors or as patners in auditing firms — that is, as
auditing entrepreneurs. Alternatively, newly certified auditors may dther bresk from the
professon or perform support activities in auditing firms neither of which requires

them to hold an auditing certificate (see Figure 2).
Fg. 1. How to become alicensed auditor

Anglo-Saxon Context
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Fig. 2. The process to engage in audit practice.
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The decison of a newly certified auditor to obtain an auditing license and to become an
entrepreneur may be influenced by inditutional factors (e.g., changes in regulation), the
market (eg., compaative sdaries in different jobs), or individud factors (eg.,
education, age, job dahility). In this paper, we focus on the individud factors of those
who obtain an auditing certificate after a long process of examinations and proceed with
the gpplication of an auditing license vis-& vis their counterparts who do otherwise.

Our observation period extends from 1976 to 1988 — from the time the incipient
democracy brought about the liberdisation of the Spanish economy and the demand for
auditing services, to the adaptation of the Spanish auditing regulation to the provisons
of the 8" Directive of the European Economic Community (EEC). Spain enacted its
Audit Law in 1988, enforcing dgnificant changes in the organistion of the auditing
professon (Bougen, 1997). Regrettably for our purposes, the accompanying regulation
of the Spanish Audit Law rdieved professond associaions of the responghbility of
kesping records of such crucid characterisics as the educational background of
certified auditors at the time of accreditation. We therefore have a bresk in our series of
data that required us to end our observation period in 1988. We built our database from
the completed entries of al 2,633 newly certified auditors from the Officid Register of
the ICJCE during our observation period.

This invedtigation may be of interest to accounting researchers for several reasons. It
goes beyond the usud sudy of large, Anglo-Saxon firms to enhance our knowledge of
caexr decisons among newly cetified auditors and to highlight the qudification
potentid and the role of the auditing certificate in a model that combines the literature
on entrepreneurship with the literature on human capitd.

Auditing research has been dominated by studies that focus on large firms In a market
populated by smal firms and sole practitioners (Dillard & Ferris, 1989), investigation of
the reationship between the individud characterigics of newly certified auditors and
their decisons about becoming entrepreneurs may shed some light on a neglected
perspective of the auditing market.

Most of the auditing research reported in internationd academic journds has focused
not only on large firms, but dso on Anglo-Saxon settings in North America and the
United Kingdom (see Bougen & Vazquez, 1997). In this sudy we have gone beyond
these redtricted populaions by investigating Spanish auditors, thereby offering further
indghts into what appears to be auniversal problem in the auditing professon.

Some commentators believe that the reationship between the auditing professon and
auditing work has been “broken” (Abbott, 1988, p. 144), insofar as individuas do not
tend to engage in the professon for which they are certified. Therefore, an investigation
of the atributes of newly certified auditors as they are in the process of deciding if they
should apply for an auditing license that would enable them to sgn audit reports may
highlight the qualification potential of the auditing certificate and its role in the breach
that has occurred between the certification function and the profession at large.
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Findly, our study draws on an integration of the entrepreneurship and human capita
literatures that we deem reevant to explaining some specifics of the auditing professon
and that may be hepful in laying the groundwork for future research in thisarea.

Theory and hypotheses

The ealy contributions of Knight (1921) and Schumpeter (1934) to the
entrepreneurship literature lead to two opposing conclusons. Knight (1921) reasoned
that killed individuads who understand their own abilities would be likdy to turn to
entrepreneurship in order to capitalise on their expertise. And in fact, modern defenders
of this career theory, like Borjas and Bronars (1989), have found that education, age,
and work experience dl have podtive effects on the sdf-employment decision.
Schumpeter (1934), on the other hand, conceptudised the entrepreneuria decison as a
second-best  option for individuds who ae undble to remove some “dructurd
condraint” such as ethnic minority status, immigration status, or residence in a region of
high unemployment (eg., Car, 1996). Supporting this contention, Carroll and
Mosakowski (1987) have found a postive reaionship between sdf-employment on the
one hand and entrepreneuria family background and Protestantism on the other.
Furthermore, Evans and Leighton (1989) report that individuds with work experience
and spdls of unemployment, low-paid wage work, and many job shifts have higher sdf-
employment probabilities than do their counterparts who do not have these experiences.
Other variables affecting the choice for or agangt entrepreneurship include financia
capitd (Evans & Jovanovic, 1989; Blanchflower & Oswad, 1998), psychologica
factors (eg., perception of risk; Khilsrom & Laffont, 1979; Knight, 1921), and the
comparative, expected yields from entrepreneurship versus sdaried occupations (Evans
& Leighton, 1989).

Our sudy focuses on a particular time in the auditor's life (Carroll & Mosakowski,
1987) — the point a which newly certified auditors decide whether or not to goply for an
auditing license. For those who gpply for an auditing license, the auditing certificate
conditutes a prerequiste to the long process of edablishing their own business or
becoming patner in an auditing firm. In contrast, for those not interested in public
practice, the auditing certificate arguably represents a professond qudification that
may expand ther labour market opportunities (Anderson-Gough et al., 1998; 2002
Bullen & Hamholtz, 1985). In short, individuas who expect to cepitdise on such
expertise, ether by becoming auditing entrepreneurs or by enhancing ther Iabour
market opportunities, may approach the auditing certification process as an investment
in human capitd.

The theory of human cepitd has highlighted some of the individud determinants of
entrepreneurship (e.g., Carr, 1996; Hundley, 2000; Tucker, 1990), such as the effects of
the founder’s human capitd on organisationd performance (eg., Bates, 1985; Gimeno,
Folta, Cooper, & Woo, 1997; Pennings et al., 1998; Preisenddrfer & Voss, 1990). A
basc tenet of human capitd theory is that individuds spend time and money on
themsdves for the sake of future pecuniary and nortpecuniary returns (Becker, 1975;
Blaug, 1976; Schultz, 1963), thereby increasing their specific or generd human capitd.
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Generd human capitd refers to the acquistion of a comprehensve forma education
and traning like college education that is rdaively tranderdble across firms and
indudries. Conversdly, specific human cepita  strengthens an individud’s  knowledge
about the idiosyncratic routines and procedures utilised in a particular firm that are less
eadly transferred. As noted by Becker (1975), increases in human capitd, ether generd
or specific, lead to productivity improvements, but such advancements can only be
achieved a a cod. If that were not the case, there would be an unlimited demand for
traning.

General Human Capital

Individuds with high levels of generd human ceapita receive more formd training than
do those with lower leves of generd humaen capitd; furthermore, the high human
capital auditors are expected to be more efficient in ther jobs and to enjoy a
congderable number of labour market opportunities (Becker, 1962; Blaug, 1970;
Mincer, 1962). Conversdly, individuds with low levels of generd human capitd are
regarded as being less efficient in the workplace and are more likely to face spdls of
unemployment (Blaug, 1970; 1976) than are their counterparts with higher levels of
generd human capitd. Accordingly, individuds who am & increesng their generd
human capita are prone to sacrifice current returns because of their expectancies of
high, future earnings (Blaug, 1970; Mincer, 1962). Furthermore, as shown by Car’s
(1996) study of professona men, those with high leves of educaion are less likdy to
be sdf-employed than ae their counterpats with low educationd levels?, a finding
reinforced by Blanchflower, Oswald and Stutzer’s (2001) research. In summary, then, it
gopears tha individuads who invest in forma education and generd training tend to be
more efficient in therr jobs, which in turn increases ther chances of promotion and
tenure (Groot & Van den Brinks, 2000; Hachen, 1990) as wedl as their externa job-
market opportunities. In view of such internd and external opportunities, these
individuds are regarded as less likey than their counterparts with low generd human
capita to change their occupationd datus by becoming sdf-employed (Blanchflower &
Oswad, 1998). Taken together, these dudies clearly represent the entrepreneurid
decison as a default career choice.

Auditors with a high leve of educationa atanment are likey to ddiver conssent and
high qudity services ingde thar auditing firms (Pennings et al., 1998). Hunton and
Wier (1996) investigated the promotion of accountants working for private sector firms
and found that attained education and professond certification — thet is, genera human
capitd — exerts a dgnificant, podtive influence on the time-to-promotion decision. For
example, accountants with a pod-baccadaureate education experienced faster
promotions than did their counterparts with a bachelor's degree. Moreover, Hunton and
Wier (1996) reveded that professonaly certified accountants were promoted more
quickly than were their non-certified counterparts. In summary, auditing research is
consgent with predictions that individuds with a high generd human capitd ae seen

2 For occupational groups other than that of professional men, Carr (1996) found a positive relationship
between high levels of education and self-employment. Evans and Leighton (1989) reported additional
evidence of apositive relationship between general human capital and the probability of becoming self-
employed.
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to be more competent and reliable than are their counterparts with low general humen
capita, thereby increasing their chances of promotion and tenure. Further, inasmuch as
gened humaen capitd is tranderable across firms auditors with high generd human
capita enjoy good market opportunities. Such internd and externa opportunities
suggest that an auditor with high generd human capitd would be rductant to gpply for
an auditing license and become an auditing entrepreneur, leading us to hypothes se:

Hypothesis 1 (H1): Gened human capitd will be negativdly associaed with the
likelihood of newly certified auditors becoming auditing entrepreneurs.

Specific Human Capital

Mincer (1962) has conceptudised specific traning as an investment that increases the
margind product of those who invest in it by improving an individud’'s knowledge of
workplace routines and procedures. As noted by Becker (1975), the idiosyncratic nature
of specific human capitd makes it difficult to trandfer across organisations. Individuds
who acquire specific human capitd engage in within-the-firm training programmes and
have on-the-job experiences that incresse their expectancies of promotion and tenure,
providing them with little incentive to leave their firms (Mincer, 1993). The employee
employer rdaionship is further reinforced through programmes amed a enhancing
specific human capitd (Ceppdli & Cascio, 1991, Groot & Van den Brinks, 2000),
which ultimately increases the internd mobility of employees but poses serious barriers
to their externd mohbility.

Auditing firms face high levds of employee turnover, which affects ther efficency
(Ddton et al., 1997a; Rasch & Harrdl, 1990; Rhode et al., 1977). In order to curb this
problem, auditing firms deploy intend, extensve, and compulsory training
programmes that increase the expertise of ther employees in a firm's routines and
procedures, and their specific human capitd (Pennings et al., 1998). Such training
programmes are regarded as pat of a generd programme of socidisation of individuas
into the organisationa culture and, therefore, “they are first and foremost a commitment
to an individud firm” (AndersontGough et al., 1998, p. 3). Specific human capitd hdps
to produce high qudity auditing services and decreases employee turnover. Thus,
increases in gpecific human capital socialises employees, updates them in the particulars
of a firm's internd procedures, increases their productivity and chances of promotion,
and lowers the probability of their leaving the organisaion (Rillsbury, Cagpozzoli, &
Ciampa, 1989). Because internd procedures tend not to be transferable, auditors who
engage in within-the-firm training programmes expect to capitdise on such knowledge
by increasing their chances of promotion and tenure, and are less likely to become sdf-
employed in the auditing market than are their counterparts who have not been trained
in-house (Anderson-Gough et al. 1998; Robson et al., 1996). Thus we hypothesise:

Hypothesis 2 (H2) : Specific human cepitd will be negaively associated with the
likelihood of newly certified auditors being sdf-employed.
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One beneficid effect of specific human capitd is an increased likdihood of promotion
into a partnership in an auditing firm, a podtion requiring comprehensve knowledge of
internal procedures and commitment to the firm (AndersonGough et al., 1998). If the
accumulation of gpecific human cepitdl were not largely dependent upon time and
seniority (Becker, 1975), it would be difficult for auditing firms to provide intensve in-
company training to employees, while smultaneoudy ddivering professond services
to dients. Therefore, employees with long seniority in auditing firms have arguably
accumulated sufficient specific human capitd to become €digible for promotion to
partner postions. In accounting firms, for example, Robson et al. (1996) report that a
regular career from a junior accountant to a partnership position takes between 10 and
12 years. Promation to a partnership postion in an auditing firm, in turn, conditutes an
entrepreneurial decison that requires candidates to possess an auditing certification as a
prerequisite for gpplying for an auditing license. Thus we hypothesise:

Hypothesis 2-1 (H2-1): Specific human capitd will be pogtively associsted with the
likelihood that newly certified auditors are promoted to partnership postions in auditing
firms

Age

The entrepreneurship literature contends that sdlf-employment decisons are contingent
upon the age of the individud (Casson, 1982). Young people, it is argued, lack the
experience, <kills, and materid resources to meke a successful entry into the
entrepreneurid market (Evans & Jovanovich, 1989). Such considerations, we contend,
may paticulaly goply to such professond sarvices as auditing, which rely upon
professona reputation and socid capital (see Anderson-Gough et al., 1998; Pennings et
al., 1998) rather than, for ingance, the manufacture of innovative products, which relies
upon credivity. Therefore, it is expected that entrepreneurid behaviour is more likely to
be found in older individuds than in their younger counterparts (Carr, 1996;
Blanchflower et al., 2001). Young individuas, we argue, use the auditing certificate as
a forma endorsement of thar professond qudifications, thereby enhancing their
chances of internd and externd mobility, and ae much less likdy to use it as a
prerequisite in the process of goplying for an auditing license and becoming an auditing
entrepreneur.

Entrepreneurship involves risk and uncertainty, which individuas perceive differently
as a function of their age. Older individuds — especidly those close to retirement — tend
to be risk averse (Bates, 1990), a characteristic that suggests they will be reluctant to
leave sdaried work for the uncertainties of sdlf-employment (Hachen, 1990). Legd and
finacid risks inherent to the auditing professon (Ddton et al., 1997a; 1997b; Simunic
& Stein, 1996) add to the usua uncertainties of entrepreneurship. At the same time, the
expectancies of financia return for older, newly certified auditors are lower than that of
their younger counterparts because they are restricted to the remaining, short period
prior to retirement. In summary, then, older, newly certified auditors take a high risk by
entering entrepreneurship and have low return expectancies, suggesting that they would
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be unlikdy to goply for an auditing license. For older individuas, pursuing an auditing
certificate serves the purpose of promotion and asignd of professona qudifications.

Middle-aged individuds have accumulated working experience, knowledge of the
market, and professona reputation (Borjas, 1986; Bruderl, Preisendorfer, & Ziegler,
1992; Knight, 1921). Furthermore, they can expect returns from their entrepreneurid
efforts over the long period before their retirement. In addition, the middle-aged auditor
Is likely to have enough materid resources to establish a new business and to tackle its
concomitant finencid and legd risks. Arguably, such individuds drive for an auditing
certificate in order to obtain a promotion to partner or to establish their own auditing
firm. Taken together, this reasoning leads us to hypothesise:

Hypothesis 3 (H3): The decison of anewly certified auditor to become an auditing
entrepreneur will have an inverted- U-shaped relationship with age.

Switching costs: Job stability

The chances of an entrepreneuriad entry are negatively related to the costs of leaving an
employment gStuation (Gimeno et al., 1997) — tangible expenses as wdl as more
intangible burdens. Such cods ae lagdy determined by the reaive Sability and
security between present and aternative occupations (Hundley, 2000). Public sector
employees provide a particularly strong example of switching costs because they enjoy
long-term  Stability, regular sdary, predictability, and an interna system of promotion
(Hincliffle, 1987), as evidenced by low employee turnover in public sector jobs
(Hachen, 1990).

Newly certified auditors assess their switching costs by comparing their occupationd
datus with eventud entrepreneurship in the auditing market. The later involves risks
aidng from dient liddlity and third paty lidblity (eg., Ddton et al.,, 1997b;
Johnstone, 2000; Simunic & Stein, 1996) that people working in jobs characterised by a
high degree of dability, security, and insulation from externa competition may consider
as being too high (Hachen, 1990). Therefore, such individuas with high switching costs
that make them unlikely to goply for an auditing license and become entrepreneurs in
such a market are more likely to use an auditing certificate to enhance their chances of
promotion. Thus we hypothesise:

Hypothesis 4 (H4) : The entrepreneurid decison of newly certified auditors will be
negatively affected by high switching coss from the present occupation of such
individuals.
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THE SETTING, DATA SOURCE, VARIABLES, AND METHODS

The setting and data source

Our stting is the ICICE, membership in which is regulated by its Bylaws. To become a
member of ICICE, one mudt: (i) be a Spanish citizen, (ii) be 18 years of age or older,
(@ii) hold a univergty degree or equivdent, (iv) and have professond experience in
auditing, accounting, and busness adminidration. In addition, one must (v) have
received a pass on a series of qudification exams, and (vi) never have been corvicted of
a cime. Upon mesting these requirements, successful candidates are granted an
auditing certificate and gain entry into the membership of the ICICE. In order to sSgn
audit reports, however, one requires an auditing license from the ICICE. An applicant
for an auditing license (i) must be on file as a fredance auditing professond in the
officid tax register, and (i) must have obtained acceptable insurance coverage for
professona indemnity. Therefore, the ICICE is comprised of (i) auditing entrepreneurs,
who hold an auditing license (gercientes or licensed auditors) and are ether <df-
employed or patners in auditing firms and (i) auditors who hold only an auditing
certificate (0 gercientes — nontlicensed auditors or auditors on leave) and are unable to
sgn audit reports.

The ICICE's directories and persond files of members contained information about the
name, address, date of admisson in the ICJCE, educationd background, occupationa
datus, previous jobs, and eventud agpplication for an auditing license a the time of
entry in the ICICE. Our data are based on 2,633 individuals with completed entries who
earned an auditing certificate between 1976 and 1988; 1,931 (73.34%) of whom filed an
goplication for an auditing license a the time of joining the ICJCE and 702 (26.66%) of
whom did not gpply for such a license but became auditors on leave immediately after
obtaining their auditing certificate.

Methods

We used a logigtic regresson in order to modd the likelihood that newly certified
auditors become licensed auditors rather than auditors on leave (Hosmer & Lemeshow,
1989), a decison smila to the eventud withdrawd of auditing partners from ther
firms in order to avoid litigation risks The probability of applying for an auditing
licenseis

a(x)
2 (x) -_&

where:
9(X)=by +b,x, +b,X, +...+b X,
O (C)=Prob (licensed auditor),
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by isthe estimated congtart,

b1 through b, are the estimated coefficients,

c1 through ¢, are the independent variables.
Operationalisation of variables

Table 1 identifies the variables used in thisandyss.

License. The dependent variable, License, depicts the decison of newly certified
auditors to goply for an auditing license or to become auditors on leave. This
dichotomous variable was coded 1 = licensed auditor; O = auditor on leave, a

categorisation dmilar to those used in the dudies in Amemiyads (1981) review of
individual choices among labour market opportunities (Daton et al., 1997b).

Tablel

Name and definitions of variables

Variable Definition

Education

Public Sector

License 1 =individual isalicensed auditor; O individual is an auditor on |eave

asuperior degree (Master or Ph.D.)
1 =individual isworking for aleading domestic or international auditing firm at time of entry; 0 =
individual does not work for such afirm

Age Individual’ s agein years at the time of entry into the profession
AgeSQ Agex Age

Big Firms

the public
Gender 1=femde 0=mde

1 = auditor has athree-year university degree; 2 = auditor has afive-year university degree; 3 = auditor has

1 = auditor was working in the public sector at the time of joining ICJCE; 0 = individual does not work in

Mar ket 1=individual established in Madrid, Barcelona, Seville, Valencia, or Biscay; 0 = individual established

Density elsewhere

Year  pesween 1984 and 1987; 4 = joined ICJCE in 1988

Education. The literature on human cegpitd has utilised years of education and
educationa levels as proxy measures of generd human capitd (see, eg., Carr, 1996;
Carroll & Mosakowski, 1987; Hundley, 2000). Thus the Education varigble, which
depicted the educationd background of the newly certified auditors, was coded with
three levels of education: 1 = a three-year universty degree, 2 = a five-year universty
degree; and 3 = atertiary degree (e.g., M.Sc., Ph.D.).

Big Firms. In-company training is regarded as a measure of employee socidisation
(Pemnings et al., 1998) as well as an enhancer of specific human capitd. Large firms
seek to acquant their employees with therr routines and procedures, providing them
with vad, in-house training progranmes (AlbaRamirez, 1994), which ultimately
increese the specific human capitd of employees (Becker, 1962, pp. 17-18). The
auditing market comprises large firms as wdl as andl units and sole practitioners
(Anderson-Gough et al., 2002). Empiricd evidence on the training programmes of big
auditing firms reveds a complex web of formal and informd rules that must be learned
by those working for such organisations (Anderson-Gough et al., 1998; Grey, 1998;

11
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Pennings et al., 1998). In contragt, the routines of smal accounting firms are not as
formdly edablished, and employess learn them through dgnificat onthe-job
exposure. Importantly, as noted by Robson et al. (1996), employees in such smdl firms
soend consderable time in nontauditing activities, which provides them with a generd
knowledge of the professon. Therefore, auditors working for the leading domestic or
international auditing firms are expected to gan more specific human capitd than are
ther counterparts in smdl firms The Big Firms varidble was created to identify
individuals working for large firms a the time of dfiliaion to the ICICE. This varigble
was coded: 1 = individuad worked for a leading domestic or international auditing firm
at time of entry and O = individud did not work for such afirm.

Age. This vaiade is regulaly employed in both the human capitd literature and the
entrepreneurship literature (Becker, 1975; Carr, 1996; Evans & Leighton, 1989; Rhode
et al., 1977). We used a continuous variable to measure the individua’s age, in years, a
the time of joining the ICIJCE. We hypothesised a quadratic or U-shaped reationship
between the individud’'s age and the likdihood of engaging in the practice of auditing.
Both the varidbles Age and its square vaue (AgeSQ) were included in our andyss in
order to capture such a non-linear reationship (Hosmer & Lemeshow, 1989: 95; see
Evans & Leighton, 1989).

Public sector. Hachen (1990) contends that job stability and job security are associated
with public sector jobs, and we draw on such ingghts to measure the switching costs
related to the entrepreneurid decison of newly certified auditors. Our dichotomous
variable, Public Sector, is coded 1 = individua was working in the public sector at the
time of joining the ICJCE, and O = individua does not work in the public sector.

Control variables. Previous research shows gender differences in the Spanish auditing
market (Carrera et al., 2001). Women were barred from the auditing profession by the
ICICE until 1976. Although the number of women in the ICICE have increased
annudly dnce 1976, the number of men joining the ICICE has been ggnificantly
higher, meking auditing a made-dominated profession (Carrera et al., 2001). Research
on Hf-employment decisons shows that women's decisons differ from those of men;
women, for indance, place higher emphass on thar families when meking the
entrepreneuria  decison(Blanchflower & Oswald, 1998; Carr, 1996; Hundley, 2000).
Thus we have created the Gender variable, which is coded 1 = femde and 0 = male,

The supply of auditing services depends on the number of auditors in the market
(Pemnings et al., 1998). In the case of the Spanish auditing market, auditor dendty is
largely contingent upon geographicd didribution. The Spanish provinces of Madrid,
Barcelona, Seville, Vdencia, and Biscay reported the highest densty of auditors during
our observation period. Thus we create the variable, Market Density, to identify the
province in which auditors edablished ther offices and offered their professond
savices 1 = individud edablished in Madrid, Barcdona, Seville, Vaencia, or Biscay;
0= individud established esawhere.

We argue tha the decison to become an auditing entrepreneur may be dso influenced
by contextua factors, such as expected changes and actud enforcement of auditing
regulations. Therefore, the moment an individud is granted an auditing cetificate may
conditute a relevant varigble for explaining the likdihood of applying for an auditing
license. We created the variable Year as an indicator of the time the individud joined

12
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the ICICE, edablishing four sub-periods in an atempt to capture significant changes in
the Spanish auditing professon. First, we consdered the period 1976-1979, which was
characterised by a monopoly of ICICE members in the provison of auditing services to
firms established in Spain. Second, the period 1980-1983 witnessed the removd of this
monopoly and the emergence of other professond associations in the country (i.e,
Registro de Economistas Auditores, the Register of Economists-Auditors, REA). Third,
the period 1984-1987 was characterised by the actual challenge of auditors from other
professional associations to ICIJCE's members. Findly, we consdered 1988 — the year
when the Spanish Audit Law was discussed and passed in the Spanish parliament.

Results

We conducted a preliminary anadyss of the reationship between the dependent and
independent variables. The univariate andyss reveded some degree of association
between the variables included in our mode and the probability of applying for an
auditing license. Table 2 depicts the descriptive datistics and the correation matrix for
the varigbles included in our modd. As shown in Table 2, aithmetic means indicate
that licensed auditors have a lower education level and are older than auditors on leave,
and that the latter are likdy to work for the public sector. The corrdation matrix
indicates that there are many Sgnificant corrdations, but of such low magnitude that we
did not identify collinearity problemsin our modd.

Table2
Means, slandard deviations and correlations (p-vaue)
Licensed Auditors on
Auditors Leave _ _
Variable Mean  S.D. Mean S.D. License Education F%r%s 2;‘3'(')‘; Gender '\D":n”s‘ift
Education  1.70 052 192 042 -0195 1000
(0.000)
Bi
Fime 016 037 026 044 0111 0138 1000
(0.000) (0.000) -
Age 3446 6.88 3388 816 0.024 -0230 -0.218 1.000
(0.226) (0.000) (0.000) -
hlC o1 03 039 049 -0273 0180 -0247 0141 1000
(0.000) (0.000) (0.000) (QOD)  _..
Gender 0072 026 010 030 -0048 00 0040 0i64 0074 1.000
(0014) (0.000) (0.040) (0000) -
(000
Market -
Density 071 046 078 041 -0074 0091 0183 0,050 -0058 0026 1000
(0.000)  (0.000) (0.000) (do:o) (0003) (I8 -
Year 218 120 244 114 -0097 0254 0256 (')91 0026 0174 -0.026
(0.000)  (0.000) (0.000) (d000) (0175 (0000 (0.183)
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Modd 1 in Table 3 shows results of the multivariate logistic regresson modd for H1-
H4. All varigbles but Gender and the constant are sgnificant a a = 0.01. The Hosmer-
Lemeshow goodness of fit test indicates that the model is well fitted to the data.

Table3
Logt andyssresitsto test for differencesbaiween Licensad Auditorsand Auditorson Leave
Model 1 Model 2
(main effects) (main effects and interaction)

Variable Coefficient Coefficient
Constant -1.631** -0.678
onstan (0.964) (1.013)

Education
. -0.724* -0.752*
Education2 (0.129) (0.129)
. -0.758* -0.771*
Education3 (0.262) (0.300)
Bie firms -0.884* -3522
g (0.135) (0.743)
A 0.241* 0.199*
ge (0.050) (0.052)
-0.003 -0.003
AgeSQ (0.001) (0.001)
) -1.634* -1.601*
Public Sector (0.118) (0.118)
Gend 0.010 0.099
ender (0.170) (0.172)
. -0.338* -0.340
Market Density (0.117) (0.117)
Year

Year2 -0.768* -0.778
ear (0.126) (0.126)
Year3 -0.498* -0.747*
(0.186) (0.200)
Yeard -0.386* -0.380*
ear (0.135) (0.136)
- 0.087*
Age x Big Firms (0.024)
Pseudo R”: 0132 0.137

Log L -1325523 -1318.066
LR Chi* (10): 40252 41743
Prob > Chi*: 0.000 0.000

Standard errors are given in parentheses below the estimated coefficients.
*  p=.01 (two-tail test)
* % p= 10
Note:
Education2 Five-year university degree
Education3 Graduate degree (Master Degree or Doctorate)
Year2 Auditor’ s year of access: 1980 to 1983
Year3 Auditor’s year of access: 1984 to 1987
Yeard Auditor’s year of access: 1988
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Hypothesis 1 states that the likelihood of newly certified auditors becoming
entrepreneurs is negatively associated with their level of general human
capital. We found support for this contention if the coefficients of Education2
(individual holds a five-year university degree) and Education3 (individual
holds a tertiary degree) variables were negative and significant. Model 1 in
Table 3 reveals that both Education2 and Education3 have negative (-0.724
and -0.758, respectively) and significant (a = 0.01) coefficients. Ceteris
paribus, this finding demonstrates that newly qualified auditors with high
general human capital were less likely to apply for an auditing license and
become auditing entrepreneurs than were their counterparts with low general
human capital .

Hypothesis 2 contends that the likelihood of newly certified auditors
becoming entrepreneurs through self-employment is negatively associated
with their level of specific human capital. We would find support for H2 if the
coefficient of the Big Firms variable (individuals working for a leading
auditing firm) were negative and significant. Model 1 reveals that the
coefficient for Big Firms is negative (-0.884) and significant (a = 0.01).
Ceteris paribus, this finding indicates that newly qualified auditors with high
levels of specific human capital are less likely to apply for an auditing license
and enter self-employment than are their counterparts with low specific human
capital. Other things being equal, then, newly certified auditors who have
been exposed to on-the-job training programmes in their present firms (e.g.,
large auditing firms) are less likely to apply for an auditing license, and
become entrepreneurs through self-employment, than are their counterparts
lacking such in-company training (e.g., those hired by small- to medium-sized
auditing firms).

Hypothesis 3 predicts that the decision of a newly certified auditor to become
an auditing entrepreneur exhibits an inverted-U-shaped relationship with age.
Our results show that both Age and AgeSQ are significant (a = 0.01) and
suggest a concave relationship between age and the likelihood of becoming an
auditing entrepreneur. This finding is reinforced by the results of the
estimated odds ratios for Age, as derived from Model 1. Adjusted odds ratios
approach the likelihood for the outcome that newly certified auditors apply for
an audiging license at different ages. Figure 3 shows the adjusted odds ratios
for Age”.

3 We calculate adjusted odds ratios instead of adjusted estimated probabilities to avoid the eventual,
confounding effects of other variablesincluded in our model (see Appendix).
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Fig. 3. Propendty to become a Licensed Auditor by Age (adjusted odds ratios)
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Fgure 3 shows that middle-aged, newly certified auditors were more likely to engage in
auditing entrepreneurship than were their younger or older counterparts. Our results
showed that the likdihood of becoming a licensed auditor increased until newly
certified auditors reached 38-39 years, a which point there was a negative rdationship
between auditing entrepreneurship and age. For example, we measured the propensity to
become an auditing entrepreneur by comparing newly certified auditors 33 years of age,
the mean of the didribution of the variadde Age, with individuds tha earned ther
auditing certificate at other ages. Our results reveded that such propensty to engage in
auditing practice was i) 0.6 as frequent among individuds of 25 years, ii) 1.12 times
more frequent for 39-years-olds, and iii) 0.52 as frequent for 55-year-olds. In support of
H3, then, our results indicated that younger and older newly certified auditors were less
likely to become auditing entrepreneurs than were their middle-aged counterparts.

Hypothess 4 dates that the likdihood of newly qualified auditors becoming auditing
entrepreneurs is negatively associated with the stability and security of their present job.
Support for this contention would require the coefficent of Public Sector to be
ggnificant and negetive. Modd 1 in Table 3 shows that the coefficient of the variable is
negative (-1.634) and dgnificant (a = 0.01). Ceteris paribus, this result indicates that
newly certified auditors whose present job is secure and dtable are less likely to apply
for an auditing license than ae ther counterparts with less secure and dable
occupations. In particular, quaified auditors who work in the public sector tend not to
become auditing entrepreneurs, in spite of holding an auditing certificate.

Hypothess 2-1 predicts that specific human cepitd will be postively associated with
the likelihood that newly certified auditors become entrepreneurs through promotion to
partnership pogtions in auditing firms. Support for this contention would require
cdculation of the joint effects of the newly certified auditor working for one of the big
auditing firms and having greater seniority with their firm. As we do not have daa
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indicating the length of time individuds have worked for the same auditing firm, we
have used the vaidble Age as a proxy for seniority. Therefore, such joint effects are
measured through the interaction term Age x Big Firms, and support for our hypothesis
would require a podtive, dgnificant coefficent. We dso expect a dgnificant and
negaive coefficient for Big Firms, as per Modd 1. The logigtic regresson shown in
Modd 1 did not cepture eventud interactions between varigbles and we therefore
caculated Modd 2 (see Table 3). We found that both Big Firmsand Age x Big Firms
ae dgnificant (a = 0.01). Furtheemore, we found the expected dgns for both
coefficents negtive (-3.522) for Big Firms and postive (0.087) for Age x Big Firms
In spite of the high corrdaion between this interaction term and Large Firms (0.982)
that might generate multicollinearity and loss of dgnificance for some vaiables (Capdli
& Cascio, 1991), incluson of this variable did not provoke loss of significance in the
Big Firms coefficient, but the model remained well fitted to the data, as shown by the
Hosmer-Lemeshow goodness of fit test. Therefore, our results indicated a podtive
relationship between auditing entrepreneurship and employment with a leading auditing
firm when age a the time of entry consdered. Findly, the remainder coefficients both
for independent and control variables are amilar to those displayed in the modd
without interactions.

We caculated the adjusted odds ratios to further explore the relationship between Age
and Big Firms The adjusted odds ratios measured the likdihood of a newly certified
auditor working for a big auditing firm becoming an auditing entrepreneur (see Figure
4).

Fig. 4. Adjusted oddsratios for variables Age and Big Firms
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As shown in Figure 4, the adjusted odds ratios depict different patterns for each group
of individuds. Newly certified auditors who do not work for a leading auditing firm
show a declining likelihood of becoming auditing entrepreneurs between the ages of 40
and 45 years. After the age of 45, however, auditors working for leading auditing firms
ae increedngly likdy to obtain their auditing licenses. For such individuds, this result
Is congstent with the relationship between age and promotion to partnership positions.

With the exception of Gender and the intercept, the remaining control varigbles are al
ggnificant a a = 0.01 in both models (see Table 3). The coefficients for the dummies of
the varidble Year are negative, meaning that the likelihood of becoming an entrepreneur
in the Spanish auditing market is smdler for the sub-periods 1980-1983, 1984-1987,
and 1988, in comparison to the firs sub-period, 1976-1979. However, this negative
impact is proportiondly smdler over time, indicating that individuals are more likely to
become auditing entrepreneurs a the end of the period under invedigation than in
previous years. The politica dability of the 1980s, the economic growth experienced by
the country, and the expectations generated by the new regulation for the Spanish
auditing market (the Audit Law was enacted in 1988) could explan this tendency.
Findly, the coefficient for Market Density was dSgnificant and negative (see Table 3).
As expected, in those regions where the number of competitors is higher, individuds are
lesslikely to become entrepreneursin the auditing market.

General discussion

Many individuds spend years and consderable effort to earn the auditing certificate that
would enable them to apply for an auditing license, which would ultimately dlow them
to sgn audit reports. Yet, when the time comes, many ether leave auditing or engage in
support activities within auditing firms. In spite of the importance of this phenomenon
for professond associations and for our understanding of the auditing professon at
large, the issue has been widely neglected in auditing research. In this investigation, we
focus on individud characterigtics of newly qudified auditors who apply for the
auditing license tha would dlow them to dgn audit reports. Empirica evidence
supporting this invedtigation is gathered from the achives of the oldet Spanish
asociation of auditors. Our hypotheses draw on an integration of the human capitd and
entrepreneurship literatures and are tested through logistic regresson models.

Our results provide support for the notion that newly qudified auditors with high
generd human capitd are less likdy to become auditing entrepreneurs than are ther
counterparts with low generd human cepitd. This finding suggests two additiona
condderations. Firg, dthough individuds with high generd human capitd participate
in the traning and examination programmes that earn them an auditing certificae,
professiona practice does not appea to them as much as it does to their counterparts
with low generd human cepitd. For the former, motivation to enrol in such a
demanding process may be a response to a willingness to increase their genera human
capitd, which in turn could enhance their prospects of job productivity, promotion, and
income (Blaug, 1970; Bullen & Hamholtz, 1985). Our findings reved that individuds
with high generd human capitdl who succeed in earning an auditing certificate do not
usudly apply for the auditing license that would enable them to sgn audit reports. We
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ague tha, for such individuds, the auditing certificate may represent professond
reputation as wedl as a widening of job opportunities (Hunton & Wier, 1996). Thus
holders of auditing certificates may pose implicit threats to ther present employers
because of their increased job opportunities.

Second, the notion that individuas with high human cepitd are less likdy to enter the
auditing professon than are ther counterparts with low human cepitdd may sgnd a
need for reflection on the pat of professond associations of auditors. Our findings
suggest that it may become difficult for the auditing professon to atract the most
talented individuas. Career theory, which consders sdf-employment as a decison of
those who wish to take advantage of ther cgpabilities, predicts that high levels of
human capitd will increese the likdihood of sdf-employment (Borjas & Bronars,
1989). In contrast, our results suggest that the mogt taented people will prefer other
occupations over auditing entrepreneurship. The entrepreneurid decison in the auditing
market, therefore, supports the predictions of sdf-employment as a default option for
those individuds facing congraints.

Our results indicate that newly certified auditors with high specific human cepitd are
less likdy to enter sdf-employment than are their counterparts with low specific human
capitd. This finding suggests two additiona condderations: in-house traning
programmes and the auditing certificate as levers for promotion.

Auditing firms face a high and codly turnover of employees (Hill et al., 1994; Lane &
Parkin, 1998). Therefore, training programmes are designed to update employees with
state-of-art techniques, to foster socidisation and contractud relationships, and to sgnd
opportunities for promotion (Anderson-Gough et al., 1998). Notwithstanding, the
traning programmes of auditing firms do not atempt to increase the generd human
capita of employees, as such knowledge may be easly transferred across firms and
ultimately benefit competitors (Becker, 1975). To some extent, such onthe-job traning
programmes am at exposng participants to a number of idiosyncratic procedures that
can only be trandferred to other organisations at a high cost, and ultimately decrease
employee turnove.

The auditing certificate may dso be used as a lever for promotion. Individuds who
paticipate in ther firms training programmes may condder that returns from such a
gpecific human capitd investments can be achieved orly if they continue to work for
ther present employer. Therefore, individuds with high specific working cepitd have
less incentive to assume the inharent legd and finencid risks of auditing
entrepreneurship (Smunic & Stein, 1996). In this context, newly qudified auditors with
highly specific human capitd who engage in the traning and examination process that
leads to an auditing certificste may be ggndling ther intent to leave ther present
employer and may thereby enhance their reputation and chances of promotion.

One of our modds included interaction effects between the variables Age x Big Firms,
and there was a dgnificant and negative impact of this interaction on the probability of
becoming a licensed auditor. We expected an interaction between age and specific
human capitd (an individud’s idiosyncratic experience in hisher organisation, such as
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knowledge about clients). In organisations with internal labour markets, Hachen (1990)
observed that the longer the contractud relationship, the greater the opportunity for
upward mobility. In large firms, auditors with long seniority are likely to be promoted
into partnership pogtions, and firms typicaly meke such decisons after an individud
has been employed for 10 to 12 years (Robson et al., 1996). Auditing partnerships, in
turn, involve an entrepreneurial decison in terms of ownership and management of the
firm, which may explan why older employees in big auditing firms are more likey than
ther smdl-firm counterparts to engage in the examination process that leads to an
auditing certificate as a pre-requiste to obtaning an auditing license. In short, these
newly certified auditors gpply for an auditing license to enhance their promotion
opportunities for a patnership postion within their present firms rather than
establishing their own auditing business.

Our results indicate that newly qudified auditors goply for auditing licenses and
become auditing entrepreneurs with a probability that exhibits an inverted-U
relationship with age the youngest and the oldest are less likdly to undertake auditing
practice than ae ther middle-aged counterparts. This finding suggests tha the
development of auditing practice involves exposure to ligbilities, which are not essly
assessed by young people who lack auditing experience (see Johnstone, 2000; Simunic
& Stein, 1996). Furthermore, young people may lack the necessary expertise to curb
ther involvement in such lidbilitties and may lack the financid resources to afford
professond ligbility premiums or the high fines that could result from losng a court
cae. In a gmilar vein, older people may perceive that the potentid returns from an
auditing practice would be diminished because of ther impending retirement, a factor
that may discourage them from goplying for thar auditing licenses and becoming
auditing entrepreneurs. Whereas older individuas hired by the large firms may rightly
assume that they can acquire future compensation packages from partnership positions,
those who aim at solo practice face considerable income uncertainties,

Findly, we found tha individuds in dable jobs ae less likdy to become auditing
entrepreneurs than are their counterparts in less stable occupations. As noted above, the
development of a solo practice or being a partner in an auditing firm involves risks and
ligbilities (Johngtone, 2000; Smunic & Sten, 1996). Arguably, individuds in sable
jobs (eg., civil servants) may tend to be risk adverse- to choose the advantages of a
dable job over higher private sector sdaries (Hinchliffe, 1987). Consequently, for
individuds in dable jobs, the motivation for paticipaing in the traning and
examination process that leads to an auditing certificate may stem from ther interest in
enhancing thelr reputation and incressing their promotional opportunities within  the
public sector, and from a desre to dgna ther willingness to undertake occasond
collaboration with auditing firms. Such cooperation, in turn, may hdp these individuds
increase their public sector income, which is often rdatively low, without assuming the
risks associated with auditing entrepreneurship. The auditing qudification certificate
may adso enhance the career prospects of civil servants in, for example, internd auditing
agencies.
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Limitations, extensions and concluding remarks

There are five limitations to this study that may encourage other researchers to further
investigate the career decisons of auditors. For example, we employed a limited time
frame and a limited number of proxy variables. Furthermore, our analyses did not
include the comparative sdaries associated with different career options, individua
differences in financid worth and attitudes toward risk, or the various inditutiona
factors that may have an impact onauditor’s career decisions.

Because there was a break in the sequence of our data, we were only able to study the
limited time frame of 1976 to 1988 and did not have the opportunity to capture the
effects of more recent changes in the auditing market. Yet changes such as the
increasing diverdfication of accounting firms to cope with the sagnation of revenues
from auditing sarvices (eg., cetification of the integrity and security of information
gysems of firms) could affect an individud’'s decison to obtain an auditing license and
become an auditing entrepreneur.

In this study we used educational background and the contractua relationship with large
auditing firms as our limited proxy variables for generd and specific human capitds,
respectively. Although such proxy varigbles have been used conggently in the human
capitd literature, we believe that other proxy variables, such as a firm's invesment in
traning, may provide additiond indghts into the notion of human capitd in auditing
firms

Little attention has been pad in this sudy to the financid remuneration of auditors in
various sectors of the economy. The comparative salaries of employees in auditing
firms, public sector agencies, and sdf-employment units may provide indgghts into the
decison not to apply for an auditing license dfter one has received a qudifying
certificate.

The <Hf-employment decison involves set-up costs that ae likdy tied to an
individud’s financid capitd (Blanchflower & Oswad 1998). Additiondly, there may
be large individud differences in the perception of the auditing industry as a highly
risky business in which persond wedth, human cepitd, and reputation are a Stake
(DeAngelo, 1981). Individual differences in financial worth and attitudes toward risk
could provide additiond indghts into the entrepreneurid decison of newly certified
auditors.

Findly, our examindaion of the variables affecting the career decisons of newly
certified auditors has focused primarily on individua factors. Investigation of the effects
of institutional factors such as regulation changes, which affect the risk of becoming an
auditing entrepreneur; as well as market factors, such as the opportunity costs of
rgecting such possble career paths as tha of a financid advisor, would enhance our
understanding of a neglected areain auditing research.
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Taken together, our results provide a depiction of individuals who ether gpply or do not
goply for an auditing license when they earn ther auditing cettificate. We find that
auditors (i) who are a the younger or older end of the age continuum or (ii) who have
higher levels of generd or specific high human capitd or (i) who have dable jobs are
less likely to gpply for the auditing licenses tha would endble them to dgn auditing
reports than are their counterparts who (i) are middle-aged or (i) have low human
capitd or (iii) have ungable jobs. These findings have implications for the practice of
auditing. In particular, professond associations of auditors might wish to reflect about

the extent to which the practice of auditing actudly appeds to highly qudified
individuds.
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Appendix

The adjusted odds ratios were caculated taking as reference group the median of Age
(med (Age) = 33) asfollows:
Pr { PR=1! Age=Age , AgeSQ=Agesq,, X*=x* }
Pr { PR=0! Age=Agei , AgeSQ=Agesqi , X*=x* }
Pr { PR=1! Age=med(Age), AgeSQ=med(Agesq), X* =x* }
Pr { PR=0} Age=med(Age), AgeSQ=med(Agesq), X* = x* }

adiOR =

! Ri&Agei - 33+ &gAgesqi - 3323
adjOR=¢ b

where Age is the tindividud’s age a the time of joining the ICICE and X* isthe st of
variablesincluded in the modd that are different from Age and AgeSQ.
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