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THE EFFECT OF MANAGEMENT ADVISORY SERVICES 
UPON THE INDEPENDENCE OF THE CPA 

r, \. 
Controlling Purpose: This paper is to present the situation in which a 
CPA's independence may be compromised through MAS practice and how his 
autonomy may be protected. 

I. This is an era of increasing numbers of malpractice suits against 
professionals. 
A. In public accounting, Management Advisory Services (MAS) have 

come under close scrutinization. 
B. The MAS specialist must prove his independence to peers, clients, 

and outside third parties. 
II. The MAS specialist must perform objectively and independently at all 

times. 
A. He must maintain an independent attitude during all engagements. 

1. Many are calling for a tightening of control and standards 
within the profession. 

2. This autonomy involves two types of actual practice. 
a. Independence in fact in objectivity and integrity. 
b. Independence in appearance to the general public. 

B. The appearance of independence to the reasonable man is the pri
mary key to most questionable cases. 

III. Management advisory services have grown into an integral third area 
of the public accounting profession. 
A. The ad,rice provided through MAS is intended to aid management 

in making decisions, not to make the decisions for management. 
B. MAS ha~1 actually been in existence longer than the attest func

tion. 
C. There are actually two types of advice which exist. 

1. Informal advi.ce transferred in everyday conversation. 
2. Structured engagements requiring analysis, design, and im

plementation of results. 
a. This work requires team effort. 
b. The practioner must be a many faceted individual. 

D. The pr(,fession itself is taking steps to insure independence in 
MAS work. 

IV. The AICPA ~ls attempting to gain control of the thirteen categories 
of MAS wor.k it has defined. 
A. The first category of MAS defined by the Institute is counsel on 

general business matters. 
B. Many businesses require advice on manual systems and procedures 

during growth. 
C. Financtal and economic analysis involving such methods as ratio 

and brl~ak-even point analysis is construed as the third category 
of MAS. 

D. Manage:rial informB.tion and control aids in future planning of 
profits. 

E. Cost B.lccounting such as standard costing and variance analysis, 
although elementary to the CPA. can provide needed cost controls 
for the client. 

F.. MAS pr,ecti tioners can prepare organizational charts to aid in the 
proper hiring of line and staff personnel in growing areas of 
business. 

G. Electronic Data ProceSSing is seen by most as the field where the 
greatest MAS growth will arise. 



H. Production processes and inventory control can be scheduled for 
optimum output at the most economical cost to the firm. 

I. The executive recruitment processes can be performed by MAS spe
cialists to alleviate burden from a growing and expanding client. 

J. Market research. although seemingly foreign to the CPA firms. 
should provide merely the information gathering through MAS. 

V. There has arisen. lately. some discontent with the services the CPA 
is providing to his client. 
A. The Metcalf Report has called for discontinue.nce of several 

servic~s. 
B. No evidence, however, has shown that the MAS practitioner is 

compromising his obligation to independence. 
VI. MAS entails a vast wealth of knowledge. 

A. It is v'ital to the continued functioning of many businesses. 
B. It is best to allow the knowledgeable CPA to provide such services. 

1. He must avoid involvement in management's decisions. 
2. MAS has come into its own as an integral third area of prac

tic~e in the public accounting field. 



THE EFFECT OF MANAGEMENT ADVISORY SERVICES 
UPON THE INDEPENDENCE OF THE CPA 

Other major professions, such as law and medicine, have 

been, for some time now, subjected to the ever increasing 

claims against them by their clients for malpractice. This 

trend is now slowly catching the public accounting profession 

in its grasp. Accountants are requiring more and more mal

practice insurance, and, although only human, they are being 

subjected to an ever increasing number of court cases with 

regard to their work. Due to this fact, the Certified Public 

Accountant (CPA) must be ever more aware of his Code of Profes-

sional Ethics and guard against compromising them for any rea-

son. 

Of the three areas of public accounting practice (audi-

ting, tax work, and management advisory services), management 

advisory service (MAS) has been most closely scrutinized, and 

even criticized, as to its violation of the independenoe that 

is the foundation of the profession itself. This problem 

stems from the fact that an accountant's independency is jeo

pardized by involving himself in the decision making process 

of management. 

The CPA's independence is being watched by various parties 

most of the time. An increasingly popular means of verifying 

the faet that a firm is performing to the standard of the pro

fession is by publishing a peer review study. This study, done 
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by another CPA firm, attests to the fact of a firm's complying 

with the rules and regulations governing the profession. This 

should also dispell any doubts held by peers or clients of the 

firm. There is still another group to which the firm must 

prove its independence. This group being the general public, 

the interested third party, and, with regard to MAS, this has 

proved to be a most difficult task. 

Th~~ public, usually the uninformed public, is a most di f

ficult subject to satisfy as to a practitioner of MAS's inde-

pendencf~. It may appear in many instances, without deeper 

investigation, that an industrial firm has hired a CPA firm 

to solve its problems by making decisions affecting the future 

outcome of a specific undertaking. 

The MAS practitioner is engaged by businesses who do re

quire help in making certain decisions, yet the practitioner 

takes the engagement keeping in mind his need to approach the 

task objectively and independently. As a CPA, or affiliated 

with a CPA firm, the MAS practitioner is subject to the second 

general provision of the generally accepted auditing standards 

which states, "In all matters relating to the assignment, an 

independence in mental attitude is to be maintained by the 

auditor or auditors."l This applies to MAS work as well. 

The liberalization of many areas of the accounting pro

fession have brought with them the desire by many to tighten 

the control and standards within. As Louis M. Kessler writes: 

lAmerican Institute of Certified Public Accountants, 
Certification of Statements on Auditing Standards, AU Section 
220.01, p. 23. 



Surely there will be further tightening of indepen
dence standards the resolution of questions regarding 
conflict of interest, and a demand for increased inde
pendent attestation. There will be a need for better 
standards of measurement and deeper involvement of 
the accounting discipline in the decision making pro-2 . cess. 

These actions would indeed aid in confirming the MAS practi-

tioner's independence. 

Independence itself is, as a concept of Professional 
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Ethics, the ability to act with integrity and objectivity. 

That is, to be able to make impartial judgements and maintain

ing an tmpartial attitude on all matters. It requires a prac

tice without bias toward the client or its management. 

Independence requires that the practitioner be intellec

tually honest, but to be recognized as independent he must be 

free from any partiallity or influence of the client, manage

ment, or its owners. There are two differing types of inde

pendence and both are essential aspects of the CPA and MAS 

practitioner's obligation. The first is independence in fact, 

which is what the Code of Ethics has defined. If a pre.ct i tioner 

is acting with objectivity and integrity and is not obligated 

to the client, he is independent in fact. The second form of 

independence is also of prime importance to the profession 

and the MAS practitioner. It is independence in appearance. 

Kessler writes, "Admittedly the independence problem is far 

from resolved. While the respective audit and MAS partners 

in the same firm may know that they act independently and even 

2Louis M. Kessler, "The Scope of Practice," The CPA 
Journal. 44 (September 1974), p. 83. 



critically of each other, it is hard to demonstrate this to 

outsiders. ,,3 

This appearance of independence to outsiders has become 
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a prime target of those critics opposing MAS practices within 

accounting firms. This type of independence must be guarded 

by and substantiated to the best of the profession's ability 

if MAS are to remain an integral part of the public accounting 

practice. Public confidence would be impaired by evidence 

that independence was actually lacking, and it might also be 

impaired by the existence of circumstances which reasonable 

4 people might believe likely to impair independence. Although 

not even a part of the task at hand, it is the attitude of 

the general public that most determines the practitioner's 

independence or lack of it. 

Management advisory services have grown into an integral 

third area of the public accounting profeSSion. Much of its 

origin lies in the relationships that have grown between a 

CPA and his audit client. The CPA has come to know his client's 

business quite well over the years. The client knows his CPA 

is very knowledgeable from audits for which the CPA has been 

engaged. Problems occasionally arise that require more tech

nical or analytic s.kill than the client or his management pos

sesses. This is where the opportunity for an MAS engagement 

arises. The advice provided by the accountant is to provide 

a basis upon which the client's management decisions can be 

3Louis M. Kessler, "The Scope of Practice." The CPA 
Journ~l, 44 (September 1974), p. 84. 

American Institute of Certified Public Accountants, 
Certifi4~ation of Auditing Standards, AU Section 220.03, p. 23. 
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made, but it is not at any time to provide the decision for 

management 8 The American Institute of Certified Public Account

ants (AICPA) describes MAS as follows: The function of pro

viding professional advisory (consulting) services, the primary 

purpose of which is to improve the client's use of its capa

bilities and resources to achieve the objectives of the organi-

zation. 5 

This area of accounting has actually been around longer 

than the profession's mainstay. auditing. An early reference 

to MAS appears in the records of Edinburgh, Scotland. in 1744, 

to set up a system of bookkeeping. Auditing first began to 

be mentioned as an important facet of accounting in the l880 1 s. 6 

This leads to the fact that MAS involves two different types 

of advisory service. These two areas are the informal type of 

information given to a client in the course of everyday conver-

sation and the type of structured engagement with the firm's 

MAS department which results in the issuance of a management 

report. 

Many local firms at one time or another provide for im

proving systems. help tighten internal control. aid in securing 

financing, look into profit margin adequacy. recommend some 

cash-flow forecasting, or consult with and give advice to a 

client on a myriad of different questions. 7 Unconsciously, 

5MAS Executive Committee of the AICPA, "Statements on Man
agement Advisory Services," The Journal of Accountancy, 140 
(Febrgary 1975), p. 79. 

John P. Sullivan, "The Accountant as Consultant: A 
Historical Review," The Journal of Accountancy, 138 (November 
1974)~ pp. 92-95. 

(Max Block, CPA, "A Management Service Department in a 
Local Accounting Firm," The CPA. 45 (June 1975), Pp. 76-77. 



the practitioner is in involved in some type of informal MAS 

enga.S2:emEmt a.lmost Ewpryday. 

Th€~ AICPA identifies the four basic stages of a struc-

tured MAS engagement as obtaining the engagement, analysis, 

design, and implementation. 8 The formal research and work 

done in this type of MAS engagement results in the presenta-

tion, to management, of formulated suggestions or plans to 
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aid in the making of difficult decisions. This type of engage-

ment requires a team effort of specialists in many varying 

fields (If knowledge. The MAS practitioner can aid the client 

in many different ways. It is often wise, however, to "sub-

contract" specialists from outside the firm and attorneys to 

handle those technical fields outside the expertise of a CPA 

firm's ~~S practitioners. 

The entire range of problems confronting a company in 

the areSlS of administration, finance, manufacturing, and mar

keting are inclUded in the scope of management services. 9 

These vSlrying disciplines of .knowledge require MAS to involve 

expertise in quite a number of ways. It requires the exper-

ience of an accountant or consultant in determining break 

even points, a psychologist in suggesting a principal return 

to sales, a company planner in suggesting further work on 

developing sales, or a cost accountant in deVising inventory 

profitability standards. This area of public accounting 

8Mark F. Asman, '''CPA-Client Practices in Management 
Advisory Services," The CPA Journal, 45 (May 1975), p. 22. 

9W1lliam E. Arnstein, CPA, Management Services by Accounting 
Firms, p. 6. 
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requires a team effort in each engagement as no one single 

practitioner can be a specialist in each of the technical fields 

involved in MAS work. 

In 1975 the American Institute of Certified Public Account

ants set up a committee to find out what MAS actually is, what 

its practitioners do, and what special knowledge, qualifica

tions or talents qualify them for MAS work. The Management 

Advisory Services Body of Knowledge and Examination Concepts 

(MASBOKE) committee adopted a definition of MAS stated by 

James E. Redfield of the University of Texas in 1961 as: 

Management Advisory Services by Certified Public 
Accountants may be defined as those services which p~p 
designed primarily to furnish advice or assistance to 
management through a profeSSional relationship with 
respect to planning, organizing, or controlling any 
phase of business activity.lO 

The committee also emphasized the need for a professional examination 

paralleling that of the CPA examination over the areas of gen-

eral knowledge, organizational functions and technical disci-

plines, and industry and the public sector. These areas were 

chosen to certify the practitioner's general knowledge and 

specia11zed fields of competence. It was determined. also, 

that the Code of Ethics should be expanded to govern this 

newest area of practice. 

These findings are to help support and sustain those 

management advisory services practice standards, having previ

ously been formulated, of (1) personal characteristics of 

integrity and objectivity, (2) competence in analytical approach 

10Robert M. Smith. "The MAS Body of Knowledge," The 
Journal of Accountancy, 141 (April 1976), p. 80. 
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and proc~ss, (3) ~x~rcising of du~ prof~ssional car~, (4) cli~nt 

ben~fit, (5) an und~rstanding of all significant matt~rs with 

th~ client, (6) planning, supervision, and control, (7) suf

fici~nt r~l~vant data for solid recommendations, and (8) com

munication of r~sults to the client. 11 

Th~ accounting prof~ssion is now moving in th~ right 

dir~ction to tak~ control of what has b~~n a qu~stionabl~ 

fac~t of its work to many critics of MAS. Th~ MASBOKE commit-

t~~ also d~t~rmin~d anoth~r int~restlng, yet quite obvious, 

point about management advisory servic~s. That being ••• MAS 

~mbraced so many s~rvices that it would be impossible to cover 

them all. 

It was also realized that the knowledge fields covered 

in MAS were so num~rous and extensive that no one could be 

expected to be an exp~rt in each of them.,,12 

In an attempt to organize and place th~ body of MAS know

ledge that is so vast, the AICPA made a survey of 2,504 CPA 

firms in order to d~termine the areas of MAS practice that 

were most popular. The results of this survey pres~nted thir

teen areas in which most MAS practice took place. The cat~

gories found to be those most practic~d were 1) counsel on 

gen~ral business matters, 2) manual systems and procedures, 

3) financial and ~conomic analysis, 4) manag~rial information 

and control systems, 5) cost accounting, 6} organization and 

personnel, 7) EDP op~rations. 8) EDP systems, 9) production 

IlMAS Executive Committee of the AICPA. "Statements on 
Management Advisory Services," The Journal of Accountancy, 140 
(February 1975), pp. 79-80. 

l2Hobert M. Smith, "MAS Conference Held in Chicago," 
Th~ Journal of Accountancy, 140 (December 1975), p. 104. 
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and inventory controls, 10) executive and managerial recruit

ment, 11) marketing, 12) operations research, and I) industrial 

engineering. 1) These basic categories entail a vast amount 

of knowledge, experience, and expertise. No one should attempt 

to present himself as expert in all these fields, it is next 

to impo:9sible to be so; instead, a number of practitioners 

who ar~ specialists in a couple of fields can probably accom-

plish much more working together in a team. 

The first category, counsel on general business matters, 

itself 1s still quite vague as to what it exactly entails. 

Within this category is where most informal type of MAS work 

would most likely take place. An example of this type of 

counselj.ng would be that of a client leasing property to others. 

The prac:ti tioner should be involved in this aspect of the 

client's business from the very start. The accountant is not 

just there to do the year end entries of leases already made. 

In this type of situation it would be best for the client to 

negotiate with the lessee, prepare a draft of the lease agree

ment, and, prior to finalization, give it to the public account-

ant for reviewing and comments. The accountant can give a 

broad ream of advice upon which to consider such pOints as 

the interest rate, investment tax credits, the lease 

maintenance, insurance, bad debts, and lease administration. 14 

If the accountant were to sit in on the negotiations his 

13L~onard Miller and Robert D. Niemeyer, MAS Departmental 
Repori4 ~rhe Journal of AccountancYfi 

140 (March 1975), pp. 87-89. 
william Simon, "~asing: W at You Should Ask Your CPA," 

Financial Executive, 45 (July 1977), pp. 32-35. 
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presencE~ may tend to have an adverse effect upon lessee-lessor 

communieations. Independence of the CPA may be compromised 

by havil~ an effect upon his client's decision as to terms of 

the leane agreement. The fact that the MAS practitioner sits 

in on the negotiations may also risk appearing as if indepen

dence has been violated to outsiders not familiar with the 

situation. The best way in which to remain independent of 

the cliE"nt t s decision making process is to avoid involvement 

in the negotiations. Advice may still be offered pertaining 

to the draft without affecting the decision previously made .. 

Another area of general counseling may involve advising 

a client on matters concerning insurance planning. This may 

also entail estate or industrial group insurance as well. 

The MAS practitioner may research and analyze the insurance 

needs and requirements of the client. The plans devised would 

be offered to the client and aid would be provided in the 

implementation of the plan decided upon. 

Many states, however, now have laws governing those who 

can actually provide advice concerning insurance plans. The 

research and information may have a great bearing upon the 

deci.sion by management, thus compromising the accountant's 

standard of ethics. Violation of a statute would also com

promise that facet of independence involving the accountant's 

integrity and honesty .. 

There are ways in which a firm can circumvent the problem 

of violating state laws including: 
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1) First, if the CPA happens to be a licensed attorney 
in his state. all the state insurance consulting laws 
specifically exempt lawyers licensed to practice in 
their states from the insurance licenSing requirement. 

2) A second way to minimize the problems is for someone 
in the CPA's office to obtain an insurance consultant's 
license. 

3) Have, through lobbying, state laws exempt the CPA from 
the insurance licensing requirement. 

4) A final possible alternative would be to avoid giving 
insurance advice. Call in a Chartered Life Under
writer (CLU). 15 

These alternatives still don't alleviate the total problem of 

hav1ng the pract1t10ner's independence jeopardized. The CPA 

must avoid making the choice of policies for the client. Upon 

completion of the research, a practitioner must offer only his 

findingf:J to management. Advice on which policies should be 

taken m~iY cause independence to be violated. Thus. anything 

but completing the research and offering the findings to the 

client may be construed as having a hand in management's 

decision making. 

Counseling on general business matters may also include 

the prol~urement of term loans by a client. This. being just 

the opp':)si te of the leasing discussed earlier, requires many 

of the same type of processes involved in the leaSing of 

assets. In many instances the CPA is the most highly quali

fied person to undertake such efforts as acqUiring term loans. 

His knowledge of the various facets of the firm's operations, 

15James S. Trieshman and E. J. Leverett, Jr., "AdviSing 
Clients on Matters of Insurance. The Journal of Accountancy, 
140 (January 1975), p. 95. 
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the industry and market as a whole, and of financial con

siderations to be analyzed qualify him very well for this type 

of task. 

All term loan negotiations require financial statements 

correspcmding to generally accepted accounting principles 

(GAAP) consistency during the loan's term of existance. The 

CPA is i.n the best posi tion to determine GAAP financial ratios 

and verify and determine restrictions on fixed assets. debt, 
16 and investments and acquisitions. The practitioner can aid 

the clifmt in dete~m1ning the best options to look for in ob-

taining a loan, but the CPA should not be involved in negoti-

ating the loan for the client. 

The MAS practitioner must protect himself against risking 

his independence in appearance to third parties. Participat1ng 

in the negotiation will surely have a bearing upon the decision 

made by management. This type of practice will compromise the 

objectiYity with which an accountant would need to be able to 

continue providing services for the client. Having influenced 

management's decision, there would no longer be independence 

between the MAS practitioner and the client. In summary, the 

role of the CPA is not to negotiate the terms of the loan but 

to a.ssist the parties in making the deal they intend • 17 

Thp. second category, manual systems and procedures, in

volves the process by which many MAS engagements are acquired. 

Many small bUSiness clients don't have the experience or 

16 . 
Leonard H. Fell, CPA, "CPA Role in Term Loan Negoti-

ation~~" The CPA Journal, 47 (September 1977), pp. 83-86. 
Ibid, p. 86. 
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technical know how within their management to set up more 

advanced and intricate manual systems. The client will most 

likely turn to his CPA for advice and guidance as he grows 

within his industry. 

One of the basic types of services that mB.y be requi

sitioned by the client is write-up work (bookkeeping). The 

client may outgrow his existing bookkeeping capabilities or 

may not have any type of such experience to begin with. At 

any rate, the CPA is the most logical prospect to turn to so 

that this problem can be alleviated. 

This does present a problem, however, as to future periods 

when the client may require an independent audit of his books 

to fulfill such requirements as SEC registration. In ASH 126 

the SEC states: 

If any of these services involve managerial functions 
or the maintenance of basic accounting records, the 
accountant may find himself unqualified to render an 
independent opinion on the financial statements f01B any period in which these services were performed. 

The involvement in managerial functions should not impede 

the indE'!'pendenre of an accountant. Participating with manage-

ment can't help but interfere with the objectivity of the firm 

in performing the attest function. In this instance the CPA 

has compromised his independence in fact and appearance, 1n 

fact the~t the client's management is not making its decisions 

autonomously of the firm, and in appearance as to the fact 

18Nax Block, CPA, "Write-up Services and the Auditor's 
Independence," The CPA Journal, 45 (March 1975), p. 25. 
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that outsiders would probably be able to discern the coexist

ance of the firm and its client. 

On the other hand, the function of merely keeping the 

books (write-up) sheds a different light on the effect it 

would have on a practitioner's independence. It is the opinion 

of the AICPA that the ~udit function goes deeper, beyond the 

entries and bookkeeping, down to the sources of the work. 

The inv()ices, shipping documents, and other documentary evi

dence are the client's property used in the audit by the 

auditor, and not under his direct control. The function of 

write-up work does not necessarily jeopardize the accountant's 

19 independence. 

One of the basic manual systems supplied by CPA firms 

doesn't compromise the practitioner's autonomy, so long as 

no part is taken in management's decision making process. 

This is true of most' :I'lAS prac'tiees. yet the accountant', must' ' . 

still do his utmost to assume he appears independent. 

Financial and economic analYSis is the third major area 

of MAS l'10rk done by most accounting firms. One of the major 

types of financial analysis desired by most clients is ratio 

analysis for industry comparison. These ratios include the 

general areas of liquidity ratios, leverage ratios. activity 

ratios, and profitability ratios. Management is, of course, 

concernE~d with all those aspects of financial analYSis -- it 

19Ibid, pp. 25-30. 



must be able to repay its debts to long- and short-term 

creditors as well as earn profits for stockholders."20 

These ratios aid the client, stockholders, prospective 
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investors, and creditors in making decisions concerning the 

business. The ratios are also useful for comparison against 

industry averages and standards to guage activity and growth 

needs for the client. 

Economic a,nalysis hinges. with regard to business, upon 

the brea!(-even point analysis. This analysis takes into con-

sideration many of the desired aspects of managing a business. 

It covers supply and demand of one's market along with fixed 

and variElble costs required to remain producing and in business. 

Together these analyses provide a strong force governing 

many of the day to day and long range decisions made by man

agement.. The preparation of such analysis is quite straight 

forward; figures obtained from the client are inserted into 

formulas to arrive at comparative ratios and curves. It 

appea,rs thB.t the practl tioner would have a fairly difficult 

time impairing his independence in preparing analyses of this 

sort. The preparation is only part of what can be performed 

in an engagement of this sort. The MAS practitioner must act 

accordingly when presenting these analyses to the client. If 

they are merely presented, his independence should remain in-

tact. If, however, he involves himself in the decisions to 

be ma,de from them he may lose the objectivity that is so 

2°3. Fred Weston and Eugene F. Birgham, Essentials of 
Managerial Finance, p. 39-40. 
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necessary to solid independence. 

Maru~gerial information and control systems are seemingly 

an off-shoot of the previous topic; just a little more tech-

nical and a little closer to a compromise of the practitioner's 

independence. Preparing budgets and forecasts are two examples 

of provid.ing information and control for management of a 

business presently and in the future. As William E. Arnstein 

writes: 

Budgets are perhaps the most useful tool for planning 
and control available to business management. Most 
large companies have been using budgets for many years. 
So have many small companies. It is noteworthy that 
preparation of a budget is usually the first recom
mendation of the knowledgeable outsider brou~~t in to 
help a company solve its financial troubles. 

Budgets help provide for future use of men, materials, facil

ities, and financing required to make a profit. Budgets set 

standards to attainment when compared against actual sales 

and production statistics. 

The National Association of Accountants has defined 

long-term forecasting as a systematic and formalized process 

for purposefully directing and controlling operations toward 

desired objectives for periods extending beyond one year. 20 

Long- and short-range forecasting is provided to inform man-

agement well ahead of time of the resources needed to operate 

the business. 

These types of information and control are very vital to 

21~rilliam E. Arnstein, CPA, Management Services by 
Accoun~ing Firms, p. 49. 

f Ibid, p. 53. 
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the successful operation of a business. The MAS practitioner 

can aid management in a big way by preparing these documents. 

The use of these instruments goes hand in hand with the adoptioYl 

of operating goals in terms of sales and profits, ann there

fore the practitioner must be careful not to overextend 

himself and become involved with management in the setting of 

such definite goals. He could no longer be considered inde

pendent of the firm and the decisions of its management. 

As accountants, cost accounting is something that is 

quite familiar, yet the client may not agree. The MAS 

practitioner can provide for the client such technical cost 

systems as standard costing, variance analysis. and job and 

process costing plans. As long as the accountant remains 

independent of actually effecting management decisions by 

applying these typ~of plans in the production proc~ss of the 

client, his independence will not be violated. 

A~ a client's business ,g;rows and expands it requires 

additional manpower and personnel. MAS practitioners can 

prepare organizational charts to aid in the proper hiring 

of line and sta.ff personnel for the most efficient functioning 

of the client's operations. MAS practitioners may even go as 

far as supervising the training of the personnel hired, but 

he can in no way remain independent of management if he par

ticipates in the actual supervision of the production processes. 

Besides the skeleton of the firm's organization, the MAS 

practitioner may also aid in corporate planning studies in 

plant location, mergers. and acquisitions. Information for 



th~ client can b~ gath~red as to transportation, community 

attitude, zoning, labor supply. tax~s. and building sit~s. 
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H~ can d~v~lop cri t~ria for buying. scout for firms to a.cquire. 

and act as a third party ag~nt to conceal th~ identity 

of the c.li~nt. 

Through thes~ s~rvices h~ can provid~ th~ client with 

various advantag~s and alt~rnatives to th~s~ typesof organ

ization chang~s. Th~ practition~r must provid~ independent 

suggestions for the client along with detailed docum~ntation 

to back it up. The information must be provided objectiv~ly 

without th~ accountant's participation in the decisions that 

are mad~ by managem~nt concerning organizational change. 

Particularly in this instanc~. h~ cannot be identified witp the 

decision to change in any way and keep from becoming affil

iat~d with th~ cli~nt's firm. This, of course, will d~stroy 

the practition~r's image of independenc~ to third party ob

servers. 

Having an MAS practitioner with a background in computers 

can provid~ a great service to many growing clients. EDP is 

seen by most as the fi~ld in which the greatest amount of 

growth will b~. Computers are b~coming more and more sophi

sticated all the tim~, and th~ client, concerned with operating 

his business, cannot sta.y completely abreast of this fast 

moving field. The .knowledgeable MAS specialist can alleviat~ 

many of the client's worries and aprehensions about the compu

ter and i.ts advantages to his firm. 
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The specialist can provide information concerning vari-

ous types of computer systems and their operations and the 

advantages of the various component parts. He can provide an 

organizational chart for an effective EDP department for the 

computer's size and the client's output needs. The computer 

specialist can supervise the training of members of the client's 

staff to fill the jobs of programmer, operater, or analyst. 

He can lend advice on the advantages to the client of 

systems designs available and the work and costs involved in 

their implementations. Systems designs such as payroll, sales 

analysis, sales ledgers, invoicing, general and purchase led

gers, and production control may be quite advantageous in the 

smoother functioning of a clientls business. 

The type of work done by computers is determined by sever

al factors. The most important of these is size of organiza

tion. gmaller sole proprietorships do not generally require 

such technical sophistication, but the intermediate firms are 

now taking advantage of smaller, more compact systems which 

still provide the necessary output information to aid the 

client. Large national firms, of course, require large sophi-

sticated hardware with the capability to digest large amounts 

of input quickly and accurately.23 

The MAS computer specialist can provide all of the infor-

mation and expertise to implement these types of systems and 

see to it that their operations are B,dvantageous to the client. 

23stanley Oliver, Accountant IS Guide to Management Tech
niques, pp. 520-521. 
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He must avoid any decision making for management. He should 

provide every bit of information that will allow management 

to mak~ the decision most advantageous to the client. He 

should, however, not involve himself in actually programming 

or influencing the type of programs to be used by the client. 

Management specialists can, usually for the small firm. 

plan and schedule production processes for optimum output at 

the most economical cost to the firm. He can provide a blue-

print to follow that will prove fast yet time, labor, and 

matertal efficient. 24 Time and motion studies aid in deter-

m1.ning how production can be maximized and control the costs 

that govern profit margins. The practitioner of MAS has the 

technical and analytic expertise to provide the client with 

constructive information as to production controls. 

An integral part of the production process, inventory 

control, can greatly affect the production rate. The astute 

practitioner can offer suggestions that aid in minimizing a 

client's inventory investment and maintain production at l.ts 

optimum level of efficiency. Suggestions as simple as the 

ABC method of categorizing inventory to focus cost control on 

the most expensive items may work a world of wonder in a smal-

ler firm. Providing a statistical measure of the minimum 

levE~1 of inventory at which production can exist t above which 

the economic order quantity (EOQ) will maintain inventory 

levels will aid greatly in preventing production shut-downs 

24William E. Arnstein, CPA, Management Servic~s by Accounti~ 
Firms, p. 115. -
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due to insufficient inventories. 25 

This area tends to begin leaning somewhat to the question

abl~ side when considering the practitioner's independence. 

It would seem to be most difficult to provide production sche-

dules without affecting the decision of management, but as 

long as only the suggestions are provided it is feasible that 

the specialist in MAS can remain objective. The scheduling 

of production or the controls of inventory can be decided upon 

by the client's managers without interference from the CPA 

merely using his suggestions on paper acting as guidelines 

upon which to act or disregard. This type of use should in 

no way ,compromise his ethical independence. 

'rhere has been an increasing trend for companies to look 

to their accounting firms for assistance in finding and evalu

ating talent, particularly at management level 1.n accounting. 

data processing, financial, and related areas. ~6 The one 

fact=lt of executive recruitment that could tend to makf'! a rea-

sonablf'! man considf'!r that typf'! of f'!ngagf'!ment a threat to the 

objf'!cti ',i ty and integrity of thf'! MAS specialist is helping to 

choose the most likely candidate for the position to be filled. 

EXE~cuti Vf'! search should involve just that. the process 

of locating those persons who are qualified to fill the neces-

sary position. Search services do not involve the actual 

placement of people in executive positions. Melvyn D. Croner 

25Ibid, p. 123. 
26!bid, p. 156. 
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writes concerning search and placement: 

Search services are performed by some accounting firms, 
many general management consulting firms and a wide var
iety of specialized firms. Placement services are per
formed by employment agencies, many professional soci
eties, universities, and a variety of governmental agen
cies. Search is oriented toward the needs of the em
ployer. Placement, on the other hand, is ~riented toward 
the needs and objectives of the employee. 2 

Providing the services of search, candidate prescreening, can-

didate evaluation, obtaining references and background veri-

fication, and a report to the client on each prospect consi

dered is quite helpful to the client. The hiring of employees 

for the client, however, violates Rule of CondUct 101-Indepen-

dence of the Ethics Rulings. As the AICPA has determined: 

Independence of the member'S firm would be considered 
impaired under Rule of Conduct 101 Bl since decisions 
as to employment of personnel are considered a manage
ment function. However, a member's firm may perform 
services consisting of recommending a pOSition descrip
ti':)TI and candidate specifications, searching for and 
in:l tially screening candidates, and recommending quali
fied candidates to the client. Such consulting assi
stance would not impair independence provided client 
management is responsible for any ultimate hiring de
cision. 28 

Executive recruitment can prove quite beneficial to the 

client (~ontemplating expansion in another location. The MAS 

specialist can provide much needed aSSistance, but he must 

refrain from any of the managerial functions such as hiring. 

Thus, the firm will uphold its independence in the eyes of a 

reasonable man. 

27Nelvyn D. Croner, "Executive Search Services by Accounting 
Firms It The Journal of Accountancy, 138 (August 1974), p. 74. 

~8American Institute of Certified Public Accountants, Inter
pretations of Management Advisory Services Practice Standards, 
p. 10. 
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Although marketing advice seems unusual to a CPA, the MAS 

practitioner is a specialist and expert in such fields. An 

example of the type of engagement that may be performed by a 

CPA firm may be in the area of sales forecasting. The need 

for sales forecasting is ever present, even if the company is 

not using a formal forecast. Comparison of past events and 

planning future quotas are a task every company underta.kes 

consciously or not. These aid the marketing department in 

guaging sales to increases in expected demands or finding 

other areas to test for market development as the case may have 

determined. 

With regard to independence, Arnstein writes, "While the 

management specialist may be brought in to establish fore

casting procedures, the forecasting itself is generally per

formed within the company.,,29 The forecasting involves the 

declsio11S that management will make as to sales regarding the 

result. 

In the situation where a company wants to introduce a 

new product, the consumer survey and mar.ket test should be 

performE~d. Upon its performance, interpretation of the results 

by a trained specialist is required to get actual representa

tion of these results. A mans.gement advisor may be obtained 

for intE~rpretation of a consumer group t s actual attitude or 

the success of a market test on a larger scale. These inter-

pretations should be in the form of an autonomous report or 

29vl111iam E. Arnstein, Management Services by Accounting 
Firms, p. 213. 
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suggestions given to management to digest and make decisions 

upon. 

Upon completion of the market testing and decisions by 

the client to sell the products, he may also require a study 

of the most conventional channels of distribution available. 

These types of engagements for MAS practitioners run quite a 

fine line between participation and independence. The deci

sions made from such tests, studies, and forecasts will have 

a great effect upon the future success of the client. For 

this reason, the practitioner must refine the details and 

alternatives, and then he should present his information, in 

report form, to the client for its management's final decisions. 

As stated previously, in the MASBOKE report, management 

advisory services cover such a broad spectrum of knowledge 

that no one person can be considered an expert in every field. 

For the same reasons this discussion could in no way cover all 

of the fields of each of the categories determined by the 

AICPA. This paper has drawn upon various examples to show 

the fine line that must be walked by the MAS practitioner, 

CPA or a firm affiliated specialist, in order to protect the 

firm and himself against violating his independence, as governed 

by the Code of Professional Ethics. 

Management advisory services are a fast growing area of 

a great number of CPA firms today. The client may take every 

opportunity available to utilize the vast storehouse of know

ledge contained within his CPA firm. The advice given through 
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MAS engagements is quite constructive to the client lacking 

experience and technical training to perform these functions 

knowledgeably himself. 

Recently, however, independent management consultants 

have been lobbying very hard against the continuance of many 

of the services presently being performed by MAS departments. 

The Senate Subcommittee on Reports, Accounting and Management 

issued a report in January 1977. This report, known as the 

"Metcalf Report," stated: 

The best policy in this area--and the policy which 
is presently followed by most accounting firms--is 
to require that independent auditors of publicly 
owned corporations perform only services directly 
related to accounting. Nonaccounting management 
services such as executive recrUitment, marketing 
analysis, plant layout, product analysis, a.nd actu
arial services are incompatible with the public 
responsibilities Sf independent auditors. and should 
be discontinued.) 

Unanimously approved by all subcommittee members, the report 

does not call for immediate congreSSional action. Neverthe

less, it does indicate that new legislation may be necessary 

if the profession is slow to implement the subcommittee's 

recommended changes. 

Even with the issuance of this report, though, there has 

not yet been a hint of evidence provided to the effect that 

the auditor is actually compromising his independence. It 

appears that independent consulting firms are becoming wary 

of increasing competition. rather than actually being concerned 

)OThe Senate Subcommittee on Reports, Accounting and Man
agement.. "The Fina.l Report of the Metcalf Subcommittee, 11 The 
Journal of Accountancy, 145 (January 1978). p. 94. 



that th~ CPA is violating his prof~ssional ~thics. B~ing 

involv~d in MAS for the cli~nt only h~lps th~ firm to gain 

mor~ knowl~dge of a cli~nt's operations. 

But if it turns out that the profession has to com
promis~ on something, Washington observers say that 
accountants are more likely to sacrifice something 
connected with consulting, such as giving up execu
tive search, rather than submit to government regula
tion of auditing ••• 3l 

Management advisory services represents to th~ AICPA 
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and Congress what the vast reaches of outerspace represent 

to NASA, a large expense, the last frontier, that is a chal-

l~~se but not impossible to conquer. The task at hand for 

the governing bodies of the accounting profession is one of 

determining who is going to have control of setting the stan-

dards and limitations of MAS. 

Management advisory services have become a vital part of 

public accounting practice. To take them away would not only 

hurt those firms participating, but it would probably injure 

the clients of those firms even more. Th~ practitioner who 

knows his client's operations so well, having been banned 

from practicing MAS, would cause the client much additional 

time and expense in obtaining another management consultant. 

At this point in time it is best to allow the CPA to 

continu~ his practice of MAS. As stated earlier, no one has 

yet proved that such service has actually intp.rfe~ed with the 

accountant's objectivity or integrity. Public opinion, that 

of a reasonable man, is the greatest indicator of the auditor's 

independence, and, as of y~t, only those competing for a share 

31 "Should CPAs be Management Consultants?" Business Week, 
April 18, 1977,p. 73. 
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of the market have indicated any real dissatisfaction with 

the CPA's performance. The accountant must be ever mindful, 

however, of his commitment to ethical practices within the 

profession. He must refrain from extending MAS into the mana

gerial decision making function of his client. Here he has 

violated his independence and can no longer remain objective 

toward the client's management. As long as these services 

are performed only to the extent of providing expert techni

cal and analytical advice, they are an integral third area of 

the public accounting profession and should be continued to 

be provided to clients that are in dire need of such aid. 
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