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What is this Study About?

The researchers investigate how firms respond to internal control weaknesses (ICWs) by
altering their hiring practices to require more accounting-specific skills. By analyzing job
postings from U.S. companies, the researchers aim to determine whether these firms seek to
improve their internal controls by emphasizing accounting skills among rank-and-file
employees.

What are the major findings of the study?

Firms significantly increase job postings that list accounting skills following the disclosure of
ICWs. This trend is more pronounced in firms with better financial resources and when the
ICWs are severe or related to personnel. Interestingly, the demand for accounting skills extends
beyond designated accounting roles, suggesting that firms value accounting knowledge across
various positions. Additionally, the study demonstrates that firms’ increased emphasis on
accounting skills correlates with improvements in internal controls and a higher likelihood of
remediating [CWs.

Why is the study important?

This study highlights a “bottom-up” approach to addressing ICWs by enhancing the accounting
skills of rank-and-file employees. Unlike the “top-down” strategies, such as replacing
executives, this approach involves a broader segment of the workforce, potentially leading to
more sustainable improvements in internal controls. The findings suggest that investing in the
accounting skills of employees can be a crucial strategy for firms to address and prevent ICWs,
ultimately contributing to better financial reporting and regulatory compliance. Overall, this
study provides valuable insights into the role of human capital in maintaining effective internal
controls and offers a practical perspective on how firms can respond to ICWs through targeted
hiring practices.
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