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As the accounting pro‘ession continues its seemingly relentiess growth in providing consulting services, concerns continue 10
be expressed about the effect such activity has or may have on auditors' independence in periorming the attest function.
These concerns were expressed during the Metcalt and Moss Congressional hearings in the mid-1870s and in the report of
The Cormmission on Auditors’ Responsibilities, and have been echoed again during the hearings held by the Subcommitiee
on Quersight and investigations of the House Commitiee on Energy and Commerce in the iast Congress.

The Public Oversignt Board, at the request of the SEC Pracice Section of the AICPAs Division for CPA Firms, studied this

question carefully in 1878 and 1879, held extensive hearings, and issued its report, Scope of Services by CPA Firms. This

report concluded that there was no evidence that the rendiition of consuling services had in any instance adversely affecied

the independence of any auditing firm, bui, recognizing the widespread concern, urged disclosure concerning the extent of
. such services and “self-restraint and judgment before venturing into new areas of MAS”

These counsels have been unavaiing. Auditing frms have continued 1o proliferate in the areas in which they render consuliing
sarvices with no apparent efior] at self-restraint or moderation. Furthermore, at the urging of the profession, the Securities and
Exchange Commission rescinded ASR 250 which required disclosure by SEC registrarits of the extent of MAS fees.

The profession has taken some posiive steps 1o ensure auditor independence when performing MAS. it has proscribed
executive search and certain acluarial services tor SEC registrants that are audit clienis. The SEC Practice Seclion has a
long-standing requirernent regarding reporting of MAS fees and activities. The Section has also incorporated in its peer review
program various procedures 1o better assure that a firm's MAS services do not impair independence.

Asin 1979, the Boarg still knows of no instance in which it can be demonstrated that the provision of MAS o an audi client
interfered with independence in perdorming the audit function. However, there has coninued a perception that in some fashion
the expansion of MAS poses problerns.

in an effort to define the nature and exdent of these perceptions, the POB undertook a survey of various groups which either
use audiled financial staternents or have a high professional interest and concern with them. o assist in this effort, it employed
the well-known and highly esteemed firm, Audits & Surveys, Inc. The summary of the results of this survey ilows.

The methodology used, the nature of the groups surveyed, the questions asked, and the answers received are set forth plainly
in the summary and need no reiteration or explanation.

Net surprisingly, like any such survey, this one will lend itself 10 varying inferpretation. Advocates of unfettered MAS expansion
will find in some of the data confirmation of their conviction, Proponents of greater resiraint will ind comiort in other parts

of the report.

The Public Oversight Board is publishing this report without comment. it will, along wih others inferested in these matters,
study this seport caretully and may at a iater date, respond to it and state the implicatons it sees in the assemnbled data, and
perhaps frecommena measures responsive 1o the report.

To the best of cur knowledge this is the first comprehensive survey of the perceptions that exist among inferested and involved
groups with respect (o the relatonships that exist between MAS and audt services. We believe that this information wit be of
use 1o frms in developing policies in this important area, 1o reguiators and legislators in considlering the desirability of measures
affecting these matiers, and 1o companies in determining the course they should pursue.

In conclusion, we would ke 1o thank most warmty all those who responded 1o requests or information and provided us with
their thoughtiul and extrernely lluminating responses.

Chairman
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EXECUTIVE SUMMARY

INTRODUCTION

L

The PUBLIC OVERSIGHT BOARD coﬁmissioned AUDITS & SURVEYS, INC. to
conduct a mail survey to measure nine key publics’® perceptions of the
management advisory services (MAS) issue, This report presents the

results of that survey.

The main purpose of the study was to determine whether members of
these groups perceive that management consulting performed by
certified public accountants in public practice impairs their auditing
functions if performed for the same ¢lient. 7o measure these

perceptions, the questionnaire covered the following topic areas:

o Familiarity with the public accounting profession and with the

management advisory services issue;

0 Perceived impairment of objectivity for 16 specific management

advisory services performed by CPA's;

o Attitudes toward specific issues associated with MAS and

toward MAS overall;

0 How MAS is handled by companies,




During September and October 1986, Audits & Surveys conduclec the
study among samples of each of the groups listed below. There were
2,694 questionnaires mailed out. The response rate was 41 percent at

the cut-off date,
The key publics surveyed included:

¢ Chief Executive Officers of the 1,000 Jargest Americz-
industrial and service corporations‘

Audit Committe Chairmen of these same companies
Commercial Bank Loan Officers

Financial Analysts

Investment Bankers

Attorneys

Financial Writers

Accounting Faculty Members

Deans of Business Schools

OO 000 000

A full description of how the study was conducted appears in the
Methodological Appendix along with copies of the questionnaire and all

meiling pieces.

SUMMARY OF FINDINGS

THE RESULTS SUGGEST THAT MCMBERS OF THE KEY PUBLICS THINK THAT
PERFORMING CERTAIN MAKAGEMENT ADVISORY SERVICES CAN IMPAIR OBJECTIVITY
AND INDEPENDENCE AND THAT CAUTION NEEDS TO BE EXERCISED WHEN CPA'S
PERFORM ANY MANAGEMENT ADVISORY SERVICE FOR THEIR AUDIT CLIENTS. FOR
THE MOST PART THEY BELIEVE OTHERS HOLD THE SAME VIEW,




For erample, some three-quarters {75%) of the xey public groups

perscéaily aéree with the following statement:

“CPA's should be allowed to perform only those management
advisory services where it is clear that audit independence and

1

objectivity cannot be impaired.,” -

Ang rore than half (54%) believe that others zgree with this

statzwent. ({About a quarter could not say wha: others believe.)
SOMZ TW0-IN-TEN HOLD MORE EXTREME VIEWS.

Some 12 percent agree that CPA's should be allowed to perform a full

range of MAS because impairment is not a problem,

Anot=er 9 percent take a harder line and agre2 that CPA's should not
be z1lowed to perform any MAS because there is always & possibility of

impzirment,

“But even those with these more extreme views zre likely to feel that

othzrs hold a more moderate position,

Whie all groups hold to the moderate positicn, CEQs and Business
Schoel Deans are somewhat more liberal than others, while Financial

Anzysts, Attorneys and Financial Writers so-ewhat more conservative,




MEMBE-S OF KEY PUBLIC GROUPS PERCEIVE THAT SOME SERVICES ARE MURL

LIKEL- TO IMPAIR OBJECTIVITY AND INDEPENDENCE THAN OTHERS. THZSE #AR
RELATED TO CORPORATE STRATEGY, TeE BALANCE SHEET AND FINDING AND
COMPINSATING MARAGEMENT.
About half or more of key public members think the following
manaczment advisory services could cause & “"great deal of” or "some"
impa “ment:
¢ Negotiating mergers, acquisitions and divestitures [75%)
¢ Performing actuarial services which directly affect a~ounis
involved on the balance sheet [64%)
o Identifying meryger and acquisition candgidates {62%}
s implementing a strategic plan (63%)
¢ Valuing assets acyuired in a business combination {813}
& Etxecutive search for senigr managewent personnel {28%°
s Renegotiations or redetermining price under a procu ez ent
contract {50%}
e Developing a strategic plan (438%)
o Developing an executive compensation plan {47%)

-
™
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OTHER SERVICES ARL PERCEIVED AS LESS LIKELY 70 XMPAXR OBJECTIVITY AND
INDEPENDENCE, THEY ARE SERVICES DIRECTED TOWARD INTERNAL COMPANY
OPERATIONS OR LIMITED PLANNING.

In order of perception that they pose "little” or "no" chance for

impairment, these are:

o Performing a plant site location study (75%)}

o Wesigning a computer system {73%)

o Designing a control system for managing long-term

" contracts (65%)

o Designing and installing a computer system (66%)

o Developing a market feasibility study (66%)

o Performing actuarial services for the company's pension
clan {64%)

o Tesigning and/or implementing a cash management system {(63%)

REACTION TO LEVEL OF POTENTIAL IMPAIRMENT FOR SPECIFIC SERVICES DOES
VARY SOMIWHAT BY KEY PUBLIC. CEOS AND BANK LOAN OFFICERS APPEAR LESS
CONCERNED THAN OTHERS, WHILE ATTORNEYS AND FINANCIAL WRITERS ARE MORE

CONCERNED.

ON OTHER ATTITUDE COMPONENTS OF THE MAS ISSUE, KEY PUBLIC OPINIGHS
AGAIN ARGUE FOR CAUTION AND A REASONED APPROACH,

MOST AGREE WITH THE FOLLOWING FOUR POSITIONS.
In order of decreasing agreement they are:

The auditing firm should be required to represent to
tne audit committee or board of directors that in its
opinion the performance of management advisory
services did not impair audit independence and
objectivity., (80% agree.)

e o



tven though performing a single management advisory
service may not impair auditor independence and
objectivity, performing a series of management
advisory services in the aggregate may. {73% agree)

The larger the management advisory fees in relation to
the auditing fees received from the same client, the
greater the likelihood that independence and
objectivity will be impaired. (72% agree)

All management advisory services performec by the
auditing firm should be reported in the client's
annual report., (68% agree)

MOST DISAGREE WITH THE FOLLOWING TWO STATEMENTS.

If the personnel performing the management advisory
services are not personally involved in the audit,
then impairment of independence and objectivity is not
an issue, (57% disagree)

LPA's who perform management advisory services are
better able 10 conduct more informed audits than those
who do not perform these additional services. (52%
gisagree)

AS «3TH PREVIOUS QUESTIONS, ATTITUDES VARY SUMIWHAT BY KEY PUBLIL.
GehzRALLY, IT IS THE CEOS AND AUDIT COMMITTEE CHAIRMEN WHO EXPRESS
MORZ LIBERAL ATTITUDES; WHILE ATTORNCYS, AND Ix SOME CASES, FINARCIAL
ANZLYSTS AND WRITERS ARE MORE LIKELY TO BE HARDLINERS,




A VERY LARGE PROPORTION (86%) OF THE AUDIT COMMITTEE CHAIRMEN SAY T-AT
THEIR COMMITTEES REVIEW MAS FOR IMPAIRMENT AND THAT THE REVIEW MORZ
OFTEN THAN NOT OCCURS BEFORE (76%) MAS TAKES PLACE.

VERY FEW HAVE EVER TAKEN THE POSITION THAT AN AUDITING™FIRM SHOULD NOT
BE USED BECAUSE AN MAS ASSIGNMENT COULD IMPAIR OBJECTIVITY (13%) OR 8L
PERCEIVED TO IMPAIR OBJECTIVITY (7%).

AUDIT COMMITTEE CHALRMEN WOULD NOT OBJECT (91%) IF MAS SERVICES
- PERFORMED HAD TQ BE REPORTED IN PUBLIC, d






1.

READING NOTES

+

Percentages read down when % signs are at top of columns.
Percentages read across when % signs are in left hand columns,
Percentages may add to more than 100% due to multiple answers.

Sometimes when figures do not add to totals shown, differences are

due to rounding the percentages.

An asterisk (*) in a table means the percentage figure is less than

one-ngif of one percent,

A desh (-] in a table means there were no responses in the ce’l,

“10"’






111. DETAILED FINDINGS

FAMILTARITY WIT+ THE ACCOUNTING PROFESSION AND WITH THE MAS ISSUE

L]

FAMILIARITY WITH THE ACCOUNTING PROFESSION AND THE MAS ISSUE IS HIGH.
YET, MEMBERS OF THE KEY PUBLICS SURVEYED ARE MORE FAMILIAR WITH THE

ACCOURTING PROFESSION GENERALLY THAN THEY ARE WITH THE MAS ISSut

ITSELF.

Over half of thosé who responded say they are “very familiar" with the

profession, Another four-in-ten say they are “somewhat familiar,"

Less say they are as familiar with the MAS issue., About one-guarter
claim they are “very familiar" and about 45 percent "somewhat

familiar,"

THE RESULTS SUGGEST THAT SOME KEY PUBLIC GROUPS KNOW MORE THAN
OTHERS. CEOQS, AUDIT COMMITTEE CHAIRMEN, ACCOUNTING PROFESSORS AND
BUSINESS SCHOOL DEANS APPEAR MORE KNOWLEDGEABLE ON BOTH COUNTS.

-}Z=
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The public accounling
profession

Very

Somewhat

A Tittle

Not at all

No opinion/don't know
The @anaggment advisory
services issue

Very

Somewhat

A little

Not at all

No opinian/don’t know

TABLE 1

How familiar would you say you are with., ..

To0TAL
{(10549Y

5]
19

fi

25%

[“]

20

KIY pumEIES |
AT BANK - ' 1Y,
COMM. LOAN  FIN.  VEST. FIN.,  ACET. SCH.
CEO CHR.  OFF.  ANAL. BANK, ATTY. WRITER PROF, DEAH
TI36Y (136 (1707 TO%%) (947 (&%) (337 T122) (111
l 667 H 697% I A7%  41% A% 531 39y 5?1_‘] PJJ

N 29 16 49 37 13 55 27 16

2 2 5 9 17 4 6 6 5

- - 1 2 - 1 - - .

" . 2 - - - . . .
{-32&] r eusx] 8% 224 134t 19%  15% 36'2] {—32’&]
62 41 39 3] a8 45 55 87 43

13 8 27 31 23 24 21 14 18

2 2 [2_1] 14 1A 1 6 3 f}

2 1 5 1 2 2 3 ! 3




KEY PUBLICS' OVERALL VIEW ON THE MAS 1SSUE

w

MEMBERS OF EACH OF THE KEY PUBLIC GROUPS EXPRESS A MODERATE OVERALL
VIEW OF THE MAS IMPAIRMENT ISSUE.

SOME THREE-QUARTERS AGREED WITH THE FOLLOWING STATEMENT: .
“CPAs should be allowed to perform only those management advisory

seryices where it is ¢lear that audit independence and objectivity
cannot be impaired.”

GENZRALLY, MORE EXTREME POSITIONS ARE NOT HELD BY MANY,

Apout one-in-ten say that:
"CPAs should not be allowed to perform any management advisory

services since there is always a possibility that audit
independence and objectivity may be impaired.”

As many take the opposite position and say that the following
statement comes closest to expressing their views about MAS:
"CPAs should be allowed to perform a full range of management

gavisory services because impairment of audit independence and
gbjectivity is not a problem,”

WHILE ALL GROUPS HOLD A MODERATE POSITION GENERALLY, CEOS AND BUSINESS
SCHOOL DEANS ARE MORE LIKELY TO SAY THAT "AUDIT INDEPENDENCE AND
OBJECTIVITY 1S NOT A PROBLEM.™

ON THE OTHER END OF THE SPECTRUM, FINANCIAL ANALYSTS, ATTORNIYS AND
FINARCTAL WRITERS ARE SLIGHTLY MORE LIKELY TO BELIEVE THAT "THERE 1S
ALWAYS A POSSIBILITY THAT AUDIT INDEPENDENCE AND OBJECTIVITY MAY BE

IMPAIRED,"

«14-



TABLE 2

0. 6 Which of the following statements comes closest to expressing
your views about manayement advisory services?

TOTAL

KEY PUBLICS

CEO

AUDIT
COMM.
CHR.

BANK
LOAN
OFF,

(1059)

CPAs should be allowed to

perform a full range of

management advisory services

because impairment of audit
independence and objectivity

is not a problem 12%

CPAs should be allowed to
perform only those management
advisory services where it is
clear that audit independence
and objectivity cannot be

impaired 75

CPAs should not be allowed to
perform any management advisory
services since there is always

the possibility that audit
independence and ohjectivity

wmay be tmpaired 9

No opinion/don’t know 4

{125}

22%

67

6

{136}

15%

82

1%

81

FIN.
ANAL.

4%

74

17

TN~
VEST,
BANK,

11%

72

ATTY,

6%

76

13

BUS.

FIN. ACCT. SCH.
WRITER PROF, DEAN
{170y Tiz5y (947 {143}y (337 112z} 1T

6% 10% | 22%

76 78 64

1?2 R 14



OVLRALL, LEVEL Dﬂ FAMILIARITY WITH THE ACCOURTING PAJUFLSSION OR Wiie THE
MAS 1SSUZ APPEARS TO BE UNRELATED Tﬁ KEY PUBLICS' PERCEPTIONS., EVEN AMONé
THOSL w40 SAY THEY ARE "A LITTLE™ OR “NOT AT ALL FAMILIAR" WITH THE
PROFESSION OR MAS, THREE-QUARTERS AGREE WITH THE MODERATE VIEW,

It should be pointed out however, that CEDs and Business School Deans are
among the groups that claim they know more about the profession and MAS,

At the same time, they are sligntly more likely to say independence and

T objectivity are not problems.

“Looking at the data by key public group suggests that there might be a
smail association between knowledge and perception, but it is not very

strong nor definitive,



TABLE 3

Q.6 W=ich of the following statements comes closest to expressing
your views about management advisory services?

CPAs shoulc be allowed to
-perform a *ull range of
management advisory services
because imzairment of audit
independence and objectivity
is not a problem

{PAs shouls be allowed to
perform only those management
advisory szrvices where it is
clear that audit independence
and objectivity cannot be
_impaired

CPAs shou:d not be aliowed
to perfor— any management
advisory sarvices since there
is always a possibility that
audit indsoendence and
gbjectivity may be impaired

No opinio~/don't know

FAMILIARITY WITH

PROFESSION* MAS*
VERY/  LITILE/ VERY LITIL
TOTAL SOMEWHAT  NONE SOMEWHAT NONE
{1059} {991} (65) \728) {309}
12% 13% 3% 14% 6%
75 74 76 74 78
10 10 E} 10 8
4 4 i2 4 g

* Excludes those who say they “don't know” how familiar they are with
either the accounting profession or the MAS issue and those who did not
answer either familiarity question.

-7



TABLE 4

LEVEL OF FAMILIARITY AND PERCEPTIONS OF MAS 15SUE

Audit Committee Chairmen
Actounting Professors
{EQS

Business School Deans
Attorneys

Bank Loer Officers
Investme~t Bankars
Financial Analysts

Financial Writers

"VERY FAMI{IAR WITH"

«1Qu

ACCOURTING

PROFESSION MAS
69% 48%
67 36
66 32
59 32
53 19
47 8
46 13
41 22
33 15

OVERALL PERCEPTION OF

MAS [SSUE
FULL
RANGE  DEPENOS  NONE
15% 82 3
10% 781 8
22% 67 6
27% 64 n
5% 75 13
1% 81 2
11% 72 ¢
4% 72 -
62 7% 12




€. KEY PUBLICS' PERCEPTIONS OF OTHER'S VIEWS ON THE MAS ISSUEL

MEMBERS OF EACH OF THE KEY PUBLIC GROUPS PERCEIVE OTHERS' VIEWS OF THE
MAS ISSUE AS BEING MODERATE LIKE THEIR OWN, EVEN THOSE WITH MORE
EXTREME VIEWS, THINK OTHERS ARE MORE MODERATE IN THEIR VIEWS THAN THEY
ARE. MANY, OF COURSE, ALSO SAY THEY DO NOT KNOW HOW OTHERS FEEL ABOUT
%HE 15SUE,

For example, a little more than half say that others would take the
position that CPA's should perform only those services where it is
clear objectivity cannot be impaired. About one-in-ten each would
argue that others are more extreme one way or the other. A full
quarter say they cannot give an answer as to how others feel about the

issue because they just don't know.

Even among those who are more liberal in their own views and believe
that CPA's need not worry, more than half feel others’ views are more
moderate. Likewise, among those who take a hard Tine and say there is
a!wayg a possibility of impairment, they perceive others to hold the

more moderate middle position.

2w
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TABLE 5

Q.6 Which of the following statements cowes closest to expressing your views ahout management advisory
services?

G.7 Which of the following statements do you think comes closest to expressing the views of other people
interested in the role of CPA's?

+

Q.7 | .
PERCEPTION OF = Q.6 OWN VIEWS ON CPA’'S PERFORMING MANAGEMENT ADVISORY SERVICES
OTHER'S VIEWS
O MAS TOTAL FULL RANGE DEPENDS NONE DON'T_KNOW
- - Ti0%9) IRy Ty [9%)
FULL RANGE 9% 16% 8% 8% 21
(96) | | .-
DEPENDS 54 57 56 51] . 20
(571)
NONE 13 10 13 20 2
(139)
DON'T KNOW 2 18 23 21 76
(258)
TOTAL | | 12 T 9 K
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TABLE 6
Here is a llst of wanagement advisory services {MAS) that some certified public accountants {CPA’s)

perform. For each one, please indicate how much or Hittle you think it tmpairs audit independence and
objectivity if such advisory service is performed for an asudit client,

GREAT DEAL/ VERY LITTLE/ DON'Y KNOW/

SCHEWHAT NOT AT ALL NO GP!NEPN

Negotiating mergers, acauisitions and divestitures.....vevevens 16% 20 | 3
Performing actuarial services which directly affect

amounts included on the balance sheet. . ovivivrinrvrvrsnnsnnns 64% 32 4
Implementing a strategic pPlan..ssecoiresvssnsvsoseransssnnensans 631 32 5
Identifying merger and acquisition candidates....eveevcvenesaas 62% 34 44
Valuing assets acquired in a business combination......eeeuvans 61% 36 K]
Executive search for senfor management personnel...c.ivvieverces 561 41 3
Renegotiating or redetermining price under a

Procurement ConLratl. . uoiersavrenassnnsssansossansassossnnrnns 11154 _ 49 11
Developing 3 strategic Plan..scisesrsnracsesvesrsarvssrnvsncres 491 41 - 4
Beveloping an executive compensation Plan.....eeesevsensasvasns 4711 48 ' 4
Besigning and/or dmplementing a cash management Sysiem,...veves 33 63 4
Perfarming actuarial servbioen for the campany™s peasion plan,,, kX 64 3
Developing a market feastbility study..eevninnnnssnocrsanenaranns 3 55‘ 8
Designing and installing a computer SySteM.su.cvvrvnssssrnnnnas 29 66 | 5
Designing a control system for managing long-term

CONSEruction contracls, iiin v isvervssssscnsernenrsarsnnna 28 65 7




D, EVALUATION OF SPECIFIC MAS SERVICES ON POSSIBILITY OF IMPAIRMENY

Since most say that their views and those of others on the impairment
issue depend on which service is performed, evaluation of specific
services can provide some insight into perceptiors. Key public members
were asked to consider a Jist of 16 MAS services that CPA's perform and
- rate each one on how much or little it impairs &.31t independence and
objectivity when performed, Some services aré clearly perceived as

more of a problem than others,

HALF OR MORE OF THE KEY PUBLIC MEMBERS SAY THEY THINK THAT NINE
SERVICES MAY POSE IMPAIRMENT PROBLEMS WHEN PERFUIMED ALONG WITH
AUDITING. ALL SERVICES APPEAR TO BE RELATED TO LORPORATE STRATEGY,
BALANCE SHEET, OR FINDING AND COMPENSATING MANAGIMENT.

SERVICES NOT PERCEIVED TO BE A PROBLEM INCLUDE "HOSE CONCERNED WITH
INTERNAL COMPANY MATTERS OR LIMITED PLANNING.

One stood out head and shoulders above the rest as most troublesome --
Negotiating Mergers, Acquisitions and Divestit.~es." Some three-
quarters say that performing this service may “mpair independence
either "a grest deal®™ or “somewhat." At the other end of the scale
about three-quarters say that Designing A Comp.ter System," or
"Performing A Plant Site Location Study" would "very little" or "not at

all® impair independence and objectivity.

wg 3



REACTION TO LEVE. OF POTENTIAL IMPAIRMENT FOR EACH SERVICE DOES VARY

SOMEWHAT BY KEY “UBLIC. CEO'S AND BANK LOAN UFFICERS APPEAR LESS CONCERNE:

THAN OTHERS, WHI._E ATTORNEYS AND FINANCIAL WRITERS ARE MORE COMCERNED,

On almost every service listed where half or more of the respondents fel:
that audit objectivity and/or independence might be impaired, a smaller

proportion of Cid's, compared to everyone else, see objectivity and

independence at risk. CEQ's are Teast concerned with developing execulive

" compensation plans, searching for senior management or identifyiny merger

and acquisitior candidates. Except for one service, Bank Loan {fficers

"

also are slight’y less concerned than others.

Attorneys and Financial Writers, however, appear to be more concerned on
every issue then the key public as a whole., In each of these groups the
primary concer~ appears to be identifying or negotiating mergers and

acquisitions a~3 valuing assets acquired in a business combination,

-'2 4""




TABLE 7

. 3 Here is a list of management advisory services (MAS) that some certified pﬁh%ic accountants
(CPA's) perform, For each one, please indicate how much or little you think it impairs audit
independence and objectivity if such advisory service is performed for an adult client,

.. KEY PURLIC

T i e o ke e e e bt e

Negotiating mergers, acquisitions and
diVEStitureS‘.O..Ott"tthtt‘. llllllll LA

Performing actuarial services which
directly affect amounts included on
HIQ hdLlﬂCQ Sheetntttt1-00-'»--&0.1&.;1.;.‘

Impiementing a strategic plan.....ovuvnns ‘e

[dentifying merger and acquisition
Candidatesnt.OI..0..‘&“..'.!‘.!'0‘...'!.

Yaluing assets acquired in a business
Cﬁiﬂbinﬁtiﬁn...-o.-.oo-o...--.ao-.o-.

Executive search for senior management
personneltitih‘Ittltbltt‘ llllllllll L3R O IR O )

Renegotiating or redetermining price
under a procurement Contract..vvivernvres

Developing a strategic plan...vvvsivenrnnss

Developing an executive compensation plan.,

B ¥ T Y RS,

COMM. LOAW FIN.  INVEST. FIN.  ACCT.  SCH.

TOTAL | CEO  CHR, ~ OFF. ANAL. BANK, ATTY, WRITER PROF, DEAN
1059) 1125) T{136)Y {170y Ti2%Y '794) {143}y {33} {122y (ifth)
6% | leaz] [7s2] [72x] 81z 762 88% 767 ! 74 ' a1t

64 57 59 a9 | 718 67 64 64 73 &8
53 | 160 63 57 63 64 67 13 ; 63 [sa
62 | [381 63 [s1] 75 s 68 79 55 | 66
61 51 46 18 | 72 61 71 67 66 67
b6 m 57 57 EzJ | ez 67 63 By
50 43 18 a2 | 55 47 56 . 53 49 f4

29 a1 51 a5 | &2 40 56 64 a8 a4

47 35 51 2 | fa3 ] la3 ! 57 61 as a7




ATTITUCES TOWARD COMPONENTS OF THE MAS 1SSUE

o it

The issue of whether providing MAS services 1mpafrs audii independence
and osjectivity is associated with 2 number of related attitudes and
opinisns. Study-participants were asked to indicate how strongly they
agrees or disagreed with six of these attitudes and opinions often
heard in discussions or seen in articles about the MAS issue. The

respcrses suggest that key public opinion is cautious and reasoned,

MOST KEY PUBLIC MEMBERS AGREE THAT AN “AUDITING FIRM SHOULD BE REQUIRED
TO REPRESENT 70 THE AUDIT COMMITTEE OR BOARD OF DIRECTORS THAT
PERFO-MANCE OF MAS DID NOT IMPAIR AUDIT INDEPENDENCE AND OBJECTIVITY,"

Some 30 percent either “strongly agree" or "agree" with this view, and

this opinion is shared by members of each key'public group, especially

among Audit Committee Chairmen (91%).

-26~
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G.5 The fol!ow:ng is a series of statements people have made abou: the
issues surrounding (PA's performing management advisory services,
For each one, please indicate whether you agree or disagree by
checking the appropriate box,

Strongly Strongly No Ocinifon/
Agree Agree Disagree Disagree Don't Know

Even though performing a
single management advisory
- service may not impair
auditor independence and
objectivity, performing a
series of management
“advisory services in the :
AgQregate MEY.ceseecssennosasavaal}8d 58 18 3 6

If the personnel performing
the management advisory
services are not personally
involved in the auditf, then
impairment of independence
and objectivity is not an
1S5UB. L seraveerencnsrvancnsnanss 3% 26 54 13 5

The larger the management

. advisory fees in relation to
the auditing fees received
from the same ¢lient, the
greater the likelihood

that independence and objec~
tivity will be impaired......... {2}

51 20 3 5

e

The auditing firm should

be required to represent

to the audit committee

or board of directors that
in its opinion the perfor-
mance of management advisory
services did not impair
audit independence and
obJeCtivityseennennnannnennness |36% 44 g 3 9

All management advisory
services performed by the
auditing firm should be
reported in the client’'s
annual report.eescececranns 26% 42 21 5 5

CPA's who perform manage-
ment advisory services are
better able to conduct
more informed audits than
those who do not perform
these additional services.. 4% 34 40 12 9
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TABLE 9
3.5 cont,

The auditing firm should be required to represent to the audit committee or board or directors that in its
opinton the performance of management advisory services did not impair audit independence and objectivity...

KEY PUBLICS

AUDIT INVEST- = ACCOUNT-  BUS.
COMM, LOAN  FINANCIAL  MENT FINANCIAL ING SCH.
TOTAL | CEO  CHRMN. OFFICER ANALYST BANKER ATTORNEY WRITER  PROFESSOR DEAN
(1059) |(175) Ti36) (170 (175) [94) (143) 37) (122) . i
STRONGLY AGREE 36% | 32 A3 37% 40% 37% 38% 33% 28% 331
AGREE 44 46 48 50 a1 40 42 46 a1
DISAGREE 9 13 6 6 8 10 g 9 15 6
STRONGLY DISAGREE 3 2 3 ? 2 * 1 3 4 8

DON'T KNOW 9 6 1 5 10 13 10 ' 9 - 12 12




i

THEHE 1S ALSC WIDESPREAD AGRIEMENT WITH THE STATIMENT THAT YTHE LARGER
THE 945 FEL IN éELAT}ON TO AUDITING FEES RECEIVED FROM THE SAME CL!E&T,
THE GREATER THE LIKELIHOOD THAT INDEPENDENCE ANT OBJECTIVITY WILL BE
IMPLIREDL®

About seven-in-ten say this, But there is some variability among the

grours. For example, CEQ's are somewhat less likely to agree (59%),

whiiz the financial analysts {(83%) and attorneys {81%) are more likely.
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4.5 cont.,

TABLE 10

The larger the management advisory fees in relation to the auditing fees received from the same c!ient the
greater the likelihood that independence and ohjectivity will he tmpaired,..

TOTAL

{1059)
STRONGLY AGREE 21%
AGREE 51
DISAGREE 20
STRONGLY DISAGREE 3
DON'T KNOW 5

KEY PUBLICS

AUDTT THVEST- ACCOUNT- BUS,

COMM, LOAN ~ FINANCIAL  MENT FINANCIAL ING , SCH,

CEO  CHRMN. OFFICER ANALYST  BANKER ATTORNEY WRITER  PROFESSOR DEAN

(125) (136) (170) (125) {94) 1143) {33) {122) (1)
9%! 162 16% 25% 24% 26% 24% %% 2%

50 58 52 58 50 55 46 {41 48

29 21 22 12 18 13 24 2s 20

8 4 3 1 i 1 3 2 5

4 1 7 5 6 4 7 5




ABOUT Tw(-THIRDS AGREE THAT "ALL MARAGEMINT ADVISORY SERVICES PERFORMED BY

THD AUDITING FIRM SQOULD BE REPORTEDY IN THE CLIENTS ANNUAL REPORT."

But again veiws differ by key public groups. A larger proportion of CEQs
actuyally cisagree with this position, while Audit lommittee Chairmen are
almost evenly split, 0On the other hand Bank Loan Officers and Financial
Writers, perhaps concerned with disciosure and access to information argue

more stro-cly for thig point-of-view,

THERE IS5 ALSO CONSIDERABLE AGREEMENT WITH THE STATEMENT "EVEN THOUGH
TPERFORMIAG A SINGLE MANAGEMERT ADVISORY SERVICE MAY NOT IMPAIR AUDITOR
INDEPENDENRCE AND OBJECTIVITY, PERFORMING A SERIES OF MANAGLMENT ADVISORY

SERVICES IN THE AGGREGATE MAY."®

Some 53 pzrcent “agree” while 14 percent "strongly agree”. While CEQ's and
Augit Co-~ittee Cnairmen in the main concur with the overall view, about a

tnird of =ach group register some disagreement,
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G.5 cont,

report...

STRONGLY AGREE

AGREE

DISAGREE

STRONGLY DISAGREE

DON'T KNOW

TABLE 11

KEY PUBLICS

Al} management advisory services performed by the auditing firm should be reported in the client's annual

AUDTT TNVEST- ACCOUNT-  BUS.

COMM, LOAN  FINANCIAL  MENT FINANCIAL ING - - SCH.

TOTAL | CEO  CHRMN, OFFJCER  ANALYST BANKER ATTORNEY WRITER PROFESSOR DEAN
11059) j(125) 1136} (170} (1757 (93] (133} 33) {127) {am
26% 6% 115% 32% 37% 23% 251 42% 247 32%
42 30 35 56 39 45 a1 42 44 43
21 42 K1) g 13 20 23 9 25 13
5 | |17 9 2 4 3 5 3 i s

5 4 2 i 7 8 6 3 7 8
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Q.5 cont.

TABLE 12

. Even though performing a single management advisory service may not impair auditor independence and
objectivity, performing a series of management advisory services in the aggregate may...

STRONGLY AGREE

AGREE

DISAGREE

STRONGLY DISAGREE

DON'T KNOW

TOTAL
{1059)

141

59

19

KEY PUBLICS

ACCOUNT-  BUS.

AUDTT INVEST- :
FINANCIAL ING SCH.

COMM. LOAN  FINANCIAL  MENT

CEO  CHRMN. OFFICER ANALYST BANKER ATTORNEY WRITER  PROFESSOR DEAN
(175) 113887 ~TI70) (175) T98) §Tk) 37 1727 I
9% % 8% 18% 10% 16% 24% 16% 18%

52 60 70 68 62 64 54 ‘5% 58
30 28 17 10 19 14 15 20 15

5 2 * 3 1. ) 3 2 7

5 8 5 10 8 6 3 7 2
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Q.5 cont,

TABLE 13

1f the personne)l performing the management advisory services are not personally involved in the audit, then
impatrment of independence and objectivity is not an issue,..

TOTAL

{(1059)
STRONGLY AGREE 3
AGREE 26
DISAGREE 54
STRONGLY DISAGREE 13
PDON'T KNOW 5

KEY PUBLICS

AUDIT

TRVEST~ ACCOURNT-  BUS.

COMM. LOAN  FINANCIAL  MENT FINANCIAL ING - SCH.

CEO  CHRMN. OFFICER  ANALYST BANKER ATTORNEY WRITER  PROFESSOR DEAN

(125) Ti36y ~Ti70) (175} (94) §LE)) 135 1zzy ~ 11

74 A% 2% 2% 21 1% *y 1% 5%
37 33 29 22 30 10 15 23 32
43 52 58 58 45 66 61 sy 45
9 10 7 12 13 20 15 15 14
A 2 4 5 1 . 4 9 4 3



THERE WAS [ ISAGREEMENT EXPRESSEU WITH TWO STATEMINTS, TWO-THIRDS O THE
KEY PUBLIC MEIMSERS DISAGREED WITH “IF THE PERSONKEL PERFORMING THD MAS ARE
NOT PERSOALLY INVOLVED IN THE AUDIT, THLR IMPAIRMENT OF INDEPENDINIE AND

OBJECTIVIT+ IS NOT AN ISSUE.®

Again, CEC's buck the trend and are less likely to disagree with inis
statement, as are Audit Committee Chairmen and Deans. On the othe- hand,
Attorneye seem least of all convinced that if the personnel are d:fferent

“tnen impe” nent 18 not an issue,

THERE IS A_SO CONSIDERABLE DISAGREEMENT WITH THE NOTION THAT CPA'S MAKE
BETTER AU ITORS IF THEY CONDUCT MAS. SIX-IN-TEN DISAGREED WITH T=IS
STATEMENT “CPA'S WHO PERFORM MAS ARE BETTER ABLE TO CONDUCT MORE INFORMED

AUDITS TH2N THISE WHO DO NOT PERFORM THESE ADDITIONAL SERVICES,®

Perhaps rot surprisingly, Accounting Professors and Business Schgot Deans

are more " ikely to express the opposite view than the others.
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TABLE 14
0.5 cont,

CPA's who perform management advisory services are better able to conduct more informed audits than those who
do not perform these additional services,..

~ KEY PUBLICS

AGDTY [NVEST- ACCOUNT-  BUS,
COMM, LOAN  FINANCIAL  MENT FINANCIAL WG~ SCH.
TOTAL | CEQO  CHRMN., OFFICER  ANALYST BANKER ATTORNEY WRITER PROFESSOR DEAN
Ti059) 1(125) 11367 "(170) (1257 " (94) SLK)) 33) {1722y 1NN

STRONGLY AGREE 4% 2% n 4% 4% 4% 3% *% 9% 8%

AGREE 34 33 41 46 25 33 17 33 - 145 38

DISAGREE 40 48 38 35 50 40 52 39 28 R .

STRONGLY DISAGREE 12 10 14 1 i7 12 13 12 10 17

DON'T KNOW 9 7 4 9 5 1m 15 18 R



F.

AUDIT COMMITTEE CHAIRMEN'S EXPERIENCES WITH MAS

To obtain & measure of if, when and to what end audit committees review
MAS services, a series of questions were included specifically for

Audit Committee Chairmen.

A VERY LARGE PROPORTION OF THE AUDIT COMMITTEE CHAIRMEN SAY THAT THEIR
fDM%ITTEES REVIEW MAS FOR IMPAIRMENT AND THAT THE REVIEW MORE OFTEN
THAN ROT OCCURS BEFORE MAS TAKES PLACE. VERY FEW HAVE EVER TAKEN THE
POSITION THAT AN AUDITING FIRM COULD NOT BE USED BECAUSE AN MAS
ASSIGNMINT COULD IMPAIR OBJECTIVITY,

ALSO, AUDIT COMMITTEE CHAIRMEN WOULD ROT BE BOTHERED IF MAS SERVICES
PERFORMZD HAD TO BE PUBLICLY REPORTED.

THE DATA SUGGEST AUDIT COMMITTEE CHAIRMEN USE CPA FIRMS 7O DO BOTH MAS
AND AUDITING MORE OFTEN THAN SELECTING A NEW CPA FIRM 7O DO MAS, BUT
AUDIT CHAIRMEN SAY THEY ALSO USE NON-CPA MANAGEMENT CONSULTING FIRMS TO
DO MAS TYPE WORK.
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(.9%a

Q.9b

. Q.éc

Q.%d

Q.10

NOTE:

TABLE 15

Does your audit committee review
management advisory services engage-
ments performed by your auditing
fir- to determine if audit indepen-
derce and objectivity could be
impaired?

Is such a review conducted before
or after the auditing firm performs
maragement advisory services for
your company?

Has your commitiee ever taken the
position that your auditing firm
should not be used for a specific
MAS assignment because it could
impair the firm's independence or
could be perceived as impairing
incependence?

If all management advisory services
pe~formed by your company’s auditing
fi~ would have to be publicly
recorted, would you recommend that
me~agement not use the firm for
ma~agement advisory services?

YES

NG

DON'T KNOW/
NO ANSWER

-

BEFORE
AFTER

DON'T KNOW/
NO ANSWER

"YES, COULD IMPAIR

YES, PERCEIVED TU
IMPAIR
NO

YES

NG

DOR'T KNOW/
NG ANSWER

86%
12

76%

6%
91

Du~ing the past three years, how many times has your company used
the management advisory services of the following kinds of

providers?

LESS THAN 5 TIMZIS  DON'T
NONE 5 TIMES QR MORE  KNOW
a. CPA firm that performs the
annual auditessesesvenes veves 1% 57 33 4
D. Other CPA firm, . iiiincnnnss ereelB% 36 7 24
¢. Non-(PA management consulting _
firMI.“-.OCOI.II“‘C" ...... 4‘:‘; 38 32 26

LZSE QUESTIONS WERE ANSWERED BY BETWEEN 69 AND 45 AUDIT COMMITTEEL

CHAIRMEN,

* ADDS TO MORE THAN 100% BECAUSE SOME SAID REVIEW CONDUCTED BEFORE AND
AFTER.
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1V, MLCTHODOLOGICAL APPENDIX

o Population and Sample

. The population for the study was defined by the Public Oversight
: Board as member of nine key publics. These are listed below along
with the sources used to define the sampling frame,

Key Pubiic Group Source List

o CEQ's Fortune 1022 Industrial and
Service forpanies -~ Research
Project Corp.

o Augit Committee Chairmen  Fortune 10320 Industrial and
Service Co~panies -« Directorship

Magazine
0 Bank Loan Officers Robert Mor-is Associates
o Financial Analysts Financial =naiysts Federilion,

1986 Membersnip Directory

0 investment Bankers Securities Industry Association,
1986 Directory and Guide

0 Attorneys American Zar Association,
19841985 Jommittee Directory

0 Financial Writers Pubijc Oversight Board, American
Institute of Certified Public
Accountants

0 Accounting Faculty Accounting Faculty Directory, 1986

-~ James R, Hasselback
6 Business Schoel Deans American ~ssembly of Collegiate

Schools cf Business, Membership
Directory, 1985-1986
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A randor skip ihte}va1 sample was taken from each of these Yistings.
In the case of CE0s and Audit Committee Chairmen, the Foriune 1000
list was randomly divided in half, and then CEOs drawn from one half
and Chairmen from the other so that.these two groups would not

.~

pverlap.

A total of 2,694 names were drawn as shown below, By the cut.off date

we received back 1,059 responses for a response rate of 41 percent.

NUMBER UNDELIVER-  NUMBER RESPONSE

KEY PUE_IC GROUP MAILED ABLES RETURNED RATE
Ced 375 13 125 35%
AUBIT COMMITTEE CHAIRMAN 358 31 136 42
BANK LCAaN OFFICER 339 2 170 50
FINANCIAL ANALYST 378 10 125 34
INVESTVMINT BANKER 365 3% 94 23
ATTORNE ¥ 372 21 183 41
FINANCI AL WRITER 146 9 33 24
ACCOUNTING PROFESSOR 182 3 122 63
BUSINESS SCHOOL DEAN 181 2 i1l 62

TOTAL 2,694 126 1,058 41

After tne cut-off date another 12 questionnaires were returned, and 6
more u~deliverables, raising the final return rate to 42 percent. The

additional returns were not used in the analysis.

Questiosnnaire and Mailings

The questionnaire was designed by Audits & Surveys based on a draft
supplied by the Public Oversight Board. An advance letter alerting
sample members was sent out on Public Oversight Board stationery.

Two maiiings of the questionnaire each carried a covering letter on
Audits & Surveys stationery. Several versions of the letters were

prepared to accommodate various endorsements.
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A1l questionnaire mailings included a self-addressed stamped return
envelope. Additionally, a postcard was included for completion if
a respondent wished a copy of the results.,

Copies of all mailing materials appear following this Appendix.

The mailing schedule appears below:

Advance Letter September 5 « September 11
First Wave Questionnaire September 15 - September 19
Second Wave Questionnaire QOctober 3 - October 7
Cut-0ff Date October 29

Data Processing

A1l guestionnaires were edited by Audits & Surveys’ Coding
Department, Questionnaires were keypunched and 20 percent key
verified. The tabulation consisted of a banner which inciuded the

following:

Total {weighted)

Key Publics {from mailing list)
{E0s

Audit Committee Chairmen

Bank Loan (Officers

Financial Analysts

Investment Bankers

Attorneys

Financial Writers

Accounting Faculty Professors
Deans of Business Schools

Familiarity with:
Accounting Profession (Q.2a)
Very/Somewhat
Little/Not at Al
MAS fssue {Q.2b)
Yery/Somewhat

tisdr o iNat+r at+ A1Y




Qverall Attitude Toward MAS Issue ((Q.6)
Full Range
Depends
Not at A1}

The "total” column represents weighted percentages. These were
arrived at by weighting each one of the key publics equally when
calculating total column percentages, rather than having the total

column reflect the uneven sample sizes for .each group,
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A sample of some of the comments writien on the gquestionnaire by tne
respondents.

q.8

Do you have any other comments about the management advisory

o

services issues?

The AICPA should indicate areas from which CPA firms should be
excluded in MAS consultation,

The validity of an audit may be impaired when the results are an
indizator of the success of a plan developed by the auditor,

I believe that CPA firms do offer very competent management advisory
ser,ices; but at the same time, ] also believe that they should not
provide those services to firms whom they audit.

It should be advisory only. Not operational,

Peczle's gerce9t1o of independence important issue whether or not
trus impalrment exists.

Suc~ services if performed by the company's auditor should de
regsrted in the Proxy Statement,

T con't think payments to an auditing firm are intrinsically more
"ce-rupting” for MAS than for the audit itself.

I t=ink it's a non-issue,

I o not believe that a client's occasional use of their {Fi's MAS

fwseirs audit independence and objectivity even if in a given year

the MAS fees paid by the client constitute & high proportipn of the
¢itents total fees pa%d the CPA, To me the important relationship

is tnat of the client's total fees paid the CPA to the (PA's total

fezls from all clients for all services, i.e. the importance of the
aczount to the financial well-being of the (PA,

Wn“le 1 do not believe the area is a serious problem, 1 think
sé“zguards can be impiemented both within CPA Tirms and witnin
puzlic companies which empioy them to assure that indepencence is
neT compromised by MAS services,

I “eel strongly that the total amount of MAS should not be allowed
to vecome important relative to the audit assignment.

Wrile this questionnaire is valuable, one cannotl always generalize
ir assessing the impairment of audit judgment resulting from
menagement advisory services since much depends on specific
circumstances,
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potential for.conflict of interest is very large; should separate as.

the investment community has Separated stock/broad recommendations
and investment banking.

Public perception of independence can be maintained only by applyiny

stringent rules. CPA's should be allowed to provide any management
services, but not for their audit clients. Two or mwore CPA firms
will be needed to service one client, -,

The U.S. CPA enjoys a special position due to S.E.C. Rules and
Regulations, Leave most of the management consulting to
professionals in that field.

Independence is more directly related to the magnitude of fees paid

‘relative to the size of the audit firm as opposed to the type if

management advisory services performed,




