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ABSTRACT

The emerging shortage of Ph.D. qualified accounting psofsshas led to considerable discussion.
While changes in AACSB faculty qualification has allowedren“professionally qualified” faculty,
Ph.D. qualified faculty are still in short supply.

One relatively recent approach to dealing with this shortsigée introduction of various initiatives
designed to encourage existing accounting practitionersain #éttie Ph.D. and transition into academic
careers. Many obstacles exist to such transitions, buddst of the transition is a key concern.

While student loans are available to support accounting regjdthe easily estimated future income
stream of an AACSB accredited accounting Ph.D. gradomtkes the situation on which could provide
the basis for a market based alternative funding program asseguritization format. Essentially, loans
to fund this particular type of study would be of high gyadihd easily characterized in terms of default
risk.

Loan Securitization is the process whereby loans witiilesi characteristics are pooled and then used to
back more easily traded securities. The advantageisohfproach is the transformation of relatively
illiquid claims into a format which can be traded in therenaquid capital markets. Thus, securitization
is essentially a method of facilitating the interactionwleen providers and users of capital. Loan
securitization has been used in many different settingggss pBper proposes the use of loan securitization
as an approach to channeling funds to accounting poaeis in transition to academic careers who are
engaged in earning the required Ph.D. in accounting.

THE PROBLEM: INTENSIVE DOCTORAL STUDY OPPORTUNITY COST FOR
ACCOUNTING PRACTITIONERS

The emerging shortage of Ph.D. qualified accounting fachids led to several initiatives
intended to encourage and assist certified accountingtfmaets in their transition to academic
careers. While awareness of the compensation levelandrnature of accounting faculty
positions is not high among practitioners, the highest @adern identified from surveys is the
cost of the transition.

One alternative to the current situation would be twelbp a system whereby promising
candidates could transition from full time practiceatperiod of full-time graduate study. If a
special form of funding were available to support appropyiaelected candidates, then most
likely, more candidates would move more rapidly throtighPh.D. study process.



The problem with this type of loan is that these loansild be relatively mispriced relative to
other types of non-government sponsored student loanss, Tthwould be expected that the
emergence of such financing would require some type petial inducement (such as
government guarantees) or some specific sponsorship dgstdsaich as an industry group
initiative). However, if such loans could be pooled aecustized, the result might well be to
gain the attention and participation of the larger edpiiarkets.

LOAN SECURITIZATION

Securitization in the most general sense is the tremafon of a financial relationship into a

financial transaction [2]. Securitization depends @faan to a set of future cash flows. If one
has rights to a set of future cash flows, one cdrtisete rights. If the right characteristics are
present, the cash flows can be associated with aigeadmich can have significantly different

market presence than the relationship which gave rideetoash flows. While any set of future
cash flows might be securitized, market participantatpresent most likely familiar with loan

securitization.

Loan Securitization is most frequently used when thentimg arrangements involve relatively
small increments of debt which are created in individ@addactions. For securitization to work,
the individual debt transactions must be basically similat present, securitization is widely
used in the repackaging for the larger capital marketsradustypes of consumer level loans.
Securities based on this pooled loan concept currentliy fexiautomobile loans, housing loans,
and student loans.

Loan securitization can be seen as freeing financiatutistis from the traditional funding role
they played in the past. The other roles of finanastitutions such as monitoring may persist
in the presence of securitization of loans. [9].

The key to securitization is that the individual claifves similar enough to serve as rough
substitutes for each other. Thus, the pool of claim& wguch the security is based is simply a
portfolio of similar, though not necessarily identidalancial instruments. For best results, the
underlying claims must be well documented with estimableulefand pre-payment rates.

Aside from these basic requirements, essentiallytygrgy of loan could be used in the process.

The specific characteristics necessary for loans tappeopriate for securitization are generally
agreed upon. First, there must be a considerable degstanofirdization in the loan product
[9]. Second, the cash flows associated with the loanst be clearly defined or readily
estimable. Third, the loans should have relatively fsk. Frequently, lower risk loans are
associated with assets which readily serve as collaj@ya However, low risk need not
necessarily be associated with collateral.

SECURITIZATION OF FUTURE INDIVIDUAL EARNINGS STREAMS

In recent years securitization has broadened to inctateathletes and musicians. Indeed, plans
are currently underway to introduce a formal marketstmurities based on the future earnings



of professional athletes [5]. In the case of the pseddSA Sports Exchange, the securitized
cash flows would be 20% of all future sports related earnii@snilar concepts are loose in the
European marketplace with at least one hedge fund which rpostfalio of soccer players.
Such approaches have been referred to as the “intelieatiem” of pro sports, in which
valuations (and salaries) are moving away from the gumass of insiders to more formal
statistical valuation approaches [5].

More recently, startup companjpstart began operations in 2013 with a business model which
sells rights to a specified percentage of an entreprsnanknown future earnings stream over a
specified period. The founders blpstart currently focus on technology entrepreneurs but
recognize the potential for such arrangements to wookhier industries [3].

Rock star David Bowie famously securitized his future rgsl earnings. However,
securitization of intellectual property has not advareedjuickly as was originally anticipated
[10]. This may be due in large part to the difficulty ofiraating the size and pattern of the
associated cash flows.

The limitations to growth in the securitization of fieundividual earnings cash flow streams
appears to arise from the difficulty or ease of esting the future cash flows. Presumably, if
the earnings stream of an individual were readily estieyasecuritization of that stream would
be relatively straightforward.

EARNINGS PATTERNSIN PROFESSIONAL ACCOUNTANTS  AND
ACCOUNTING FACULTY

Considerable data is available on expected salariesrofieck accounting professionals and
accounting Ph.D. in full-time academic positions. Datalso available which demonstrates the
salary premium derived from successful completion offgmsional certification in the
accounting field.

OUTLINE FOR THE CREATION OF APACS

The authors propose the creation of a system whesdegt accounting practitioners are offered
funding for a period of intensive doctoral study as thepare for full-time faculty positions in
accounting. Because of the qualification of the borrgwtreir future earnings streams can be
easily and accurately estimated. Thus a pool of such ladhks the requirements for
securitization.

That is, the three major characteristics necedsargecuritization are present. In this particular
instance, one might most reasonable expect succedstduation of standardized professional
doctoral study loans which then in turn could be poolededDsecuritization of the accounting
faculty members’ earnings streams for this purpose would likest await main streaming of
the private salary securitization concept. In eithasec it is likely that some mechanism
(industry based) would be required to both introduce and ewettse loan program. With
appropriate planning, securitization could follow.



CONCLUSIONS

This paper has discussed the potential use of securitiziatisolving the educational funding
issue implied by current shortage of Ph.D. accountingtiac&pecifically, the possibility exists
for a securitized loan program which would support cedtifecounting practitioners during
their transition through focused Ph.D. programs In thecasithssessment, the characteristics of
the individuals involved make future earning streams andfication premiums reasonably
estimable. Both direct securitization of future earnisiggsam premiums and securitization of
loans secured by future earnings are discussed. Further gleegibof the conceptualization is
left for future research.
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