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EXECUTIVE SUMMARY 

What are the pros and cons of involving external auditors in banking supervision? The aim of 

this paper is to shed light on the relationship between the quality of banking supervision and the 

involvement of external auditors, considering the potential benefits and costs. On the one side, 

the involvement of private financial gatekeepers can improve overall credibility of the 

supervisory setting. On the other side, the involvement of private actors for the implementation 

of public tasks can give rise to a range of known risks. The article opens with economic analysis 

highlighting the pros and cons of involving external auditors and entrusting them with a measure 

of banking supervision. On the basis of the economic framework, the author constructs an 

original and systematic index of Auditors’ Involvement in Supervision – the AIS Index – based 

on 22 indicators, which is then applied to evaluate country by country the state of banking 

supervision in the world and the European Union. The resulting data set is used for econometric 

testing of the existence of drivers that can explain the political choices made over auditors’ 

involvement in supervision. Finally, institutional analysis is used to provide policy insights 

concerning the ECB’s task of banking supervision and the role that banks’ external auditors can 

play. Three main recommendations emerge, being the EU still an incomplete Banking Union. 

Firstly, by statute, the ECB cannot define the optimal level of auditors’ involvement in 

supervision, which is a political choice, while the heterogeneous preferences of national 

policymakers turn still matter. Secondly, the ECB can employ the metrics proposed here to 

evaluate and monitor the state of banking supervision country by country, in order to set optimal 

policy. Our suggestion is to adopt a mixed-rules approach, where 8 fixed criteria are mixed with 

14 flexible ones. Thirdly, the flexibility of the ECB approach could be progressively reduced as 

progress toward a complete Banking Union is made. 
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1. INTRODUCTION 

In November 2014, the Single Supervisory Mechanism (SSM) was established, which made the 

European Central Bank (ECB) the leading supervisory authority. The design and implementation 

of supervisory policy aimed at banking stability thus entered uncharted waters, putting several 

issues in question. One of the unexplored topics, before the Great Crisis and not only in a 

European context, has been the following: what are the pros and cons of involving external 

auditors in the implementation of specific banking supervisory tasks? And, consequently, are 

there any policy insights on this issue for the ECB, in its role of banking supervisor? 

The aim of this paper is to answer these two intertwined questions, shedding light on the 

relationships between the quality of banking supervision and the involvement of external 

auditors. The study conduced here provides the first systematic assessment, examining the three 

crucial dimension of the issue. 

First of all, the Great Financial Crisis highlighted the need for effective banking supervision. A 

supervision technology have to be implemented in order to detect in advance potential threats 

that can hit the safeness and soudness of the banking firms. On this respect the involvement of 

private financial gatekeeper – i.e. the auditors – can improve the credibility of the overall 

supervisory setting
1
. Expected benefits can arise: the support of insider actors – as the auditors 

are – can positively influence the behaviour of regulated firms, i.e. banks. For this reason it has 

been recommended
2 

that there be regular effective relationships between the supervisor and 

external auditors. in order to enable effective information exchange. The supervisor may request 

the auditors to perform different kind of collaborations, including the specific tasks that go 

beyond the standard audit report. 

At the same time the involvement of private actors in implementing public tasks can carry risks. 

The involvement of the auditors implies the evaluation at least of two crucial factors: opportunity 

costs and auditing quality. On the one side, the expected quality of the auditing reports defines 

the relative confidence with which supervisors can trust the information that auditors release. in 

this respect, the Great Financial Crisis not only revealed shortcomings in the overall architecture 

of banking supervision
3
, but also stressed the necessity to increase the quality of external 

auditing
4
; for example, the financial turmoil has led many to wonder whether the prevailing 

accounting models fairly represent the banks’ business models
5
. 

On the other side, the auditors’ involvement in supervision can carry two different kinds of 

opportunity costs: monetary costs and reputational costs. Monetary costs can arise when the 

supervisor delegates a specific task to the auditors. Reputational costs can surge considering that 

the auditors are private firms with physiologically close relationships with regulated firms. 

In other words, supervisors and external auditors have overlapping missions that, when 

intertwined, can produce both positive and negative spillovers. 

Therefore the crucial questions are essentially three: What is the state of art in the economics of 

the Auditors’ Involvement in Supervision (AIS)? How the identified economic principles can be 

used to evaluate the various national institutional settings of banking supervision with respect to 

1 Accounting credibility can trigger positive spillovers in different fields; Alvis 2015 shows that accounting credibility can increase a firm’s
	
ability to fund its investments.
 
2 Basel Committee on Banking Supervision 2014; see also Basel Committee on Banking Supervision 2008.
 
3 Masciandaro and Quintyn 2014.
 
4 Basel Committee on Banking Supervision 2014.
 
5 Blankespoor et al. 2013.
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the external auditors involvement? And finally: which are the policy insights for the relationships 

between the ECB’s task of banking supervision and the role of banks’ external auditors? 

The paper tackles the above issues and is structured as follows. Section Two presents the 

economics of AIS, highlighting the key factors that can drive policymakers’ choices in involving 

auditors in the support of banking supervisory activity. A policymaker selects the optimal AIS 

taking into account three factors: expected benefits from the reinforcing of supervisory action, 

expected opportunity costs, and auditing quality as a discriminating element. But how to measure 

AIS in the real world? Section Three proposes an institutional indicator of AIS and applies it to 

the evaluation of EU countries; similarities and differences are highlighted in a complete and 

systematic way, and consequently an optimal policy approach for the ECB is identified. Section 

Four concludes, summarizing the obtained results and the consequent policy recommendations. 

Finally Appendix One illustrates the theoretical model and Appendix Two offers the information 

used country by country to build up the institutional indicator. 
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2. ECONOMICS 

In order to analyse the design of high-quality banking supervisory settings, including the 

possibility of resorting to external auditors, we adopt a simple principal-agent framework
6
. Here 

supervision technology is a policy mix of continuous monitoring and random auditing, i.e. 

supervisors can use auditors to improve information quality, and at the same time enforce the 

supervisory setting
7
. 

The level of trust placed by the supervisor in auditing activity can vary. The auditors may be 

required to assist the supervisor in different ways, which range from being requested to draft 

reports on banking statements (passive collaboration), to be directly involved in the supervisory 

process by overseeing banks (active collaboration). 

Auditors’ involvement can increase the effectiveness of supervisory monitoring, notwithstanding 

the fact that the goal functions for the two players – supervisor and auditor – are different. The 

auditor is a private firm that serves the shareholders in evaluating a bank’s past performance, 

while the supervisor is a public bureaucracy that serves the citizens by avoiding future bad 

performances by banks. 

At the same time, in order to fulfil their respective mandates, both players implement actions to 

collect accurate and reliable information on banks. Therefore a positive spillover can emerge if 

the supervisor uses auditors’ activity to reinforce public gatekeeping. 

However the auditors’ involvement in supervision isn’t a free lunch. The use of external auditors 

in banking supervision implies a risk assumption, which depends on three different factors. 

First of all, the quality of auditing matters; the higher the level of accuracy of auditing 

representations is, the more useful the auditors’ involvement will be. 

Secondly the supervisory authority has to evaluate the monetary cost of involving external 

auditors, rather than use its own internal resources. In this case the opportunity cost is likely to 

depend, other things being equal, on the quantity and quality of the staff available in the 

supervisory authority, including its alternative uses. 

Finally, the supervisor has to carefully evaluate the reputational costs linked to the likelihood of 

supervisory failures associated with the use of external auditors. Auditors can be prone to act in 

order to please bankers, following short-sighted interests of profit maximization
8
. The higher the 

risk of capture, the higher the risk of supervisory failure. In other words, there is the risk that 

supervision relies too heavily on external auditors. In this respect, economic theory has 

highlighted that fact that when market failures are likely, private agents may lack incentives in 

monitoring banks (Stigler 1971). 

At the same time, however, it is possible that those who set regulations - the policymaker and/or 

the supervisor - do not optimize social welfare, but rather maximize their own private benefits, 

being captured by themselves (Stigler 1975)
9
. However it is a matter of fact that it is the 

policymaker and/or his/her bureaucratic agent – the supervisor – that defines the rules. Therefore 

6 Here we adapt the model introduced by Masciandaro and Dalla Pellegrina (2009). In general, see also Kofman and Lawarrée 1993.
 
7 Belhaj and Klimenko 2013 analyzed a mix of random auditing and temporary regulatory administration. For a legal analysis of the role of
 
external auditors as supervisory gatekeepers in the UK, see Singh 2013. Case studies are provided in Dewing and Russell 2010, Ojo 2012a,
 
2012b, and 2014.
 
8 The relevance of the issue regarding the likelihood of conflict of interest arising is even more striking considering that in the global market for
 
auditing services four firms – KPMG, PWC, Deloitte and Ernst & Young – play a dominant role.
 
9 Capture can involve more than one player; for example Orphanides 2014 described a case of capture involving politicians, supervisors and
 
external private gatekeepers. 
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we can simply assume that the policymaker will evaluate the relative risks of capture (auditor 

capture vs. political/ supervisory capture). 

How to design the rules of the game? We need a general economic framework to evaluate in a 

simultaneous and systematic way the pros and cons of having the auditors involved in 

supervisory action
10

. 

We assume that a policymaker sets the national regulation governing the relationships between 

supervisor, banking system and auditing firms, while having as a goal the effectiveness of 

banking supervision. 

The effectiveness of supervision depends essentially on two main drivers: the specific efforts 

made by banks to design and implement compliance policies; the general environment where 

banks operate, which summarizes all the factors that are out of the control for both bankers and 

supervisors. 

The regulation has to define a setting where the incentives for all the players – supervisor, 

bankers and audit firms – are all aligned. The crucial difficulty to address and fix is that, in 

general, uncertainty and industry-specific asymmetric information characterize the banking 

business. 

When information is asymmetric, the effectiveness of public supervisory action can by increased 

by resorting to private financial gatekeepers – the auditing firms. 

If bankers know that the action of public supervisors can be strengthened by involving private 

auditors, the credibility of the supervisory architecture will be enhanced. 

Therefore the first condition that the auditors’ involvement in supervision has to match is linked 

to the quality of auditing reports: higher quality increases expected public gains. 

But auditors’ involvement is not a free lunch. Opportunity costs have to be considered. The 

external auditor can provide better quality audits, being an insider in the banking industry, but at 

the same time he/she can be more expensive and/or more subject to the risk of capture, given her 

proximity to the industry. The opportunity cost includes the risk of moral hazard in the behaviour 

of private auditors. 

At the end of the day, each national policymaker will be characterized by his/her own knowledge 

and expectations regarding the pros and cons of auditors’ involvement in banking supervision 

(AIS), and consequently he/she will set the corresponding regulatory framework. 

10 The theoretical model is presented in the Appendix. 
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3. INSTITUTIONS 

Our general framework predicts the possibility of different degrees of AIS in the design of the 

banking supervisory setting, depending on well-identified structural parameters - i.e. auditing 

quality, expected reputational benefits, and expected opportunity costs. 

Unfortunately, in the real world the key parameters are hidden variables. At each point in time, 

we can only observe the politicians’ decision about the level of auditors’ involvement in 

supervision. Therefore the next step is to measure the degree of AIS in the actual supervisory 

regimes. 

3.1 The Index of Auditors’ Involvement in Supervision 

How can the level of AIS be measured? This is where the Auditors’ Involvement in Supervision 

Index (AIS Index) comes in. This index was created through an analysis of the degree to which 

external auditors in the 142 countries examined are involved in banking supervision. The country 

sample depends on the availability of institutional data
11

. 

To transform the qualitative information into quantitative indicators, we assigned a numerical 

value to each type of institutional rules that are relevant in evaluating the level of AIS in each 

national setting. 

In constructing the index, we consider three sets of qualitative characteristics of supervisory 

regimes: auditor requirements, auditing requirements, and auditor/supervisor relationships. 

First of all we consider a) if an audit by an external professional auditor is required for the banks 

supervised in a given country (auditing requirements). The more the use of an external auditor is 

an obligation, the higher the AIS level is likely to be. Furthermore, the obligation of having an 

external auditor can be designed with various degrees of severity: The auditor must: b) obtain a 

professional certification, and/or c) be included in an appropriate public and/or professional 

register, d) and/or meet minimum requirements in terms of bank auditing experience, e) and/or 

be approved or reviewed by the supervisor; and/or f) satisfy specific requirements, including g) 

mandatory rotation for the leading auditor
12

, h) and/or for the auditing firm. Finally the AIS level 

will be higher: i) if the banks are required to report to the supervisor any change of auditor, and 

explain the reason for such a change; and/or l) the banks are required to nominate more than one 

auditor. Overall, the AIS level associated with auditor requirements can range from 0 to 10. 

Secondly, we consider the law requirements associated with auditing standards. The AIS level 

will be higher if: a) the auditing has to be consistent with the international standards of auditing 

(ISA); and/or b) the national regulations explicitly prohibit auditors from providing both auditing 

and non-auditing services to the same banks; and/or c) if the audit report has to be publicly 

disclosed; and/or d) if audit documents have to be delivered to the supervisor, including e) 

qualified opinions on the bank accounts, f) any information on the safety and soundness of the 

bank, and g) on bankers’ misbehaviour. Therefore, the AIS level associated with auditing 

requirements can range from 0 to 7. 

Finally we take into account regulations regarding any kind of direct relationship –i.e. active 

collaboration – between auditors and supervisors (auditor/supervisor relationship). The AIS 

level will be higher if: a) the supervisor has the right to meet with the auditors without the 

11 Barth et al. 2013.
 
12 On the mandatory rotation see Velte 2015.
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approval of the bank; and/or b) the auditors are subject to independent oversight by a public 

authority; and/or c) the supervisor has the power to take action against the auditors; and/or d) the 

supervisor has the power to delegate part of its supervisory task to auditors, as part of the regular 

supervisory process (2 points), or just on an exceptional basis (1 point). Thus the AIS level 

associated with the auditor/supervisor relationship can range from 0 to 5. 

Summing up the results obtained in examining the three different sets of indicators, we can 

evaluate the AIS level country by country. The overall AIS index can then range from 0 to 22. 

3.2 Auditors’ Involvement in Supervision: Maps 

Having an institutional index we can analyse in a systematic way the state of auditors’ 

involvement in supervision all around the word. We start with the situation after the Great Crisis, 

using the latest available data (2011) on 142 countries. 

In general the mean level of the AIS Index is equal to 15.6 out of a theoretical maximum of 22 

(70%), while the median level is 16. Both figures mean that, on average, countries show a 

medium-to-high level of overall auditors’ involvement in banking supervision. The result is 

confirmed looking at the distribution of the AIS indexes (Figure 1). The relative majority of 

countries (69 over 142, 48%) have AIS values between 17 and 19. 

We can get more information by looking at the three subsets of indicators. The indicator of 

auditor requirements, it is equal to 7.1 on 10 (71%), while the median level is 7.5. Then the 

indicator of auditing requirements is equal to 5.5 out of 7 (78%), while the median level is 6. 

Finally there is the indicator of auditor/supervisor relationship, which is equal to 2.8 out of 5 

(56%), while the median level is 3. Therefore, on average, the level of AIS is lower when we 

consider the specific rules concerning the active collaboration of the auditors in the supervisory 

activities. The result seems to be easily explainable: in an active collaboration, auditors are more 

likely to be delegated agents in supervision, especially when the supervisor has the power to 

delegate them part of its 333933supervisory tasks. Therefore, other things being equal, the 

expected opportunity cost of auditors’ involvement is likely to be higher. 
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Figure 1: AIS Index Distribution
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More information can be inferred if we add both regional and country-income perspectives 

(Figures 2 and 3). 
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Figure 2: AIS Index. Geographical areas
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Figure 2 provides a breakdown by regional grouping and shows that in the Middle East (16.8) 

and in Africa (16.4) the auditors’ involvement seems to reach the highest levels. Europe occupies 

the third position (15.6). 
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Figure 3: AIS Index. Country - Income Groups
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At the same time Figure 3 shows the AIS Index by country-income groups, highlighting that the 

auditors involvement is higher in the low-income group. 

It is worth noting that no country belongs to both sets with the highest AIS levels – the Middle 

East (14 countries) and the low income group (18 countries). 
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In order to better explore these preliminary findings, we can analyse the three sub-indexes – 

auditor requirements, auditing requirements and auditor/supervisor relationships – discovering 

that: 1) low income countries show higher levels of involvement in all the sub-indexes; 2) the 

same is true for Middle East countries. 

Trying to read together the two results, it seems likely that in both groups of countries, 

policymakers feel that the opportunity costs of involving private gatekeepers in the 

implementation of the banking supervision are relatively low. The drivers of this feeling aren’t 

necessarily the same. Two likely and not mutually exclusive explanations can be offered. 

On the one side, in countries with relatively low levels of public resources and/or public capital, 

including skilled bureaucrats, the policymaker can consider auditors’ involvement as an efficient 

device to increase the effectiveness of banking supervision. 

On the other side, we cannot exclude the case that in the same group of countries, policymakers 

consciously or unconsciously tend to underestimate the fact the involving private gatekeepers 

increases the risk of both distorted incentives and capture. However in the econometric part, we 

will check for the robustness of these two preliminary findings. 

Zooming in the European region, our starting point is that its AIS level is essentially equal to the 

world average (15.65 and 15.61 respectively), and that among the three sub-components, only 

auditing requirements exhibit a level slightly above the world average (6.02 and 5.57 

respectively). 

15
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Figure4: AIS Indexes in Europe, European Union and Eurozone

Europe

European Union

Eurozone

Deeper insight into the European situation can be obtained by comparing overall European 

results with the data of the European Union group (data availability for 26 countries, Czech 

Republic and Sweden not included) and the Eurozone group (data availability for 19 countries) 

(Figure 4). The two sub-samples show lower levels of AIS. Since we thought the issue deserved 

more attention, we analysed also the three components of the AIS Index. With respect the respect 

to the data found for the European region, the EU shows lower levels of both auditor 

requirements (6.57 vs 6.78) and auditor/supervisor relationship (2.76 vs 2.86). EU policymakers 
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seem to prefer a more arm-length relationship between private gatekeepers and banking 

supervisors. 

Among European Union countries (Figure 5), the AIS Index is highest in Lithuania (19/22), and 

lowest in Latvia (11/22); 13 countries are above the average level. Looking at the three sub

components and starting from the auditors requirements, the highest values are reached in 

Bulgaria, Italy and Romania (9/10); 15 countries are above the average level. 
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Figure 5 AIS Indexes: European Union Countries 
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In auditing requirements, 9 countries reach the maximum level (value of 7/7) and are above the 

average level (6/7). Finally Finland is the country where the auditor/supervisor relationship is the 

closest one (5/5), while 7 countries reach values that are above the average level. 

Now the interesting question is how homogeneous auditors’ involvement in supervision is across 

countries. Using standard deviation to quantify the amount of dispersion of the four sets of data – 

the AIS index plus the three sub-indicators – we found (Figure 6) that dispersion is 

unsurprisingly highest in the overall index of auditor involvement (2.37), while the highest 

homogeneity is reached in auditing requirements (0.80), with the other two indicators falling in 

between (1.75 for the auditor requirements, and 1.04 for the auditor/supervisor relationship). 
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Figure 6: European Union Indexes:  Standard Deviations
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Just for the sake of benchmarking, we compared the dispersion in Europe with the other regional 

groups (Figure 7), that ranges from the maximum level of South American countries (3.38) to the 

minimum level of the Middle East group (2.1), with Europe having the next-to-last value (2.37). 

Therefore we can claim that in Europe the degree of auditors’ involvement in supervision is 

relatively homogeneous. 
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Figure 7 AIS Indexes: Standard Deviations
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Finally, what about the Eurozone? Among countries belonging the euro area (Figure 8), the AIS 

Index reaches the highest level in Lithuania (value of 19/22), and the lowest in Latvia (11/22); 

nine countries are above the average level. 
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Figure 8 Eurozone AIS Indexes 
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Looking at the three sub-components and starting from the auditor requirements (Figure 9), the 

highest value is reached in Italy (9/10), the lowest in Finland (3/10); eight countries are above 

the average level. 
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Figure 9 Eurozone: Auditors Requirements 
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In auditing requirements (Figure 10) 6 countries – France, Italy, Lithuania, Luxembourg, 

Portugal, Slovenia – reach the maximum level (value of 7 out of 7) and are above the average 

level (6), while Austria has the minimum value (3). 
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Figure 10 Eurozone: Auditing Requirements 
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In the third sub-indicator (Figure 11), Finland shows the highest value for the auditor/supervisor 

relationship (5/5), 12 countries reach values above the mean, Greece and Ireland are 

characterized by the lowest values (1/5). 
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Figure 11 Eurozone Auditor/Supervisor Relationships
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Finally, how homogeneous is the degree of auditors’ involvement in supervision across the 

Eurozone? Using again the standard deviation to quantify the dispersion of the four sets of data – 

the AIS index plus the three sub-indicators – we found that (Figure 12) heterogeneity is highest 

in the overall index of auditor involvement (2.40), while the highest homogeneity is reached in 

auditing requirements (0.88), with the other two indicators fall in the middle (1.80 for auditor 

requirements and 1.10 for the auditor/supervisor relationship). It is worth noting that Eurozone 

values are lower than EU values across all indicators, i.e. auditors’ involvement in supervision is 

slightly less homogeneous in the former. 
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Figure 12 Eurozone Indexes. Standard Deviations
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In conclusion we can wonder if the Great Crisis started in 2008 changed the policy preferences 

regarding the arm-length relationship between private gatekeepers and banking supervisors. We 

used the World Bank Survey Data collected in 2011 – after the Crisis – and in 2007 – before the 

Crisis, which are unfortunately heterogeneous, i.e. the number of items that are investigated are 

not the same. In order to perform the comparison, we calculated the relative AIS Index for each 

country – given the maximum number of items, how many criteria are satisfied. 

Starting from the overall data, we discovered that on average the AIS index decreased (-20%), 

noting that only in 20 countries auditors’ involvement increased, while in 105 it decreased 

(Figure 13). Two possible and complementary explanations can be offered for this. 

First of all, the information collected after the Crisis is more complete and systematic; therefore 

it is possible that countries, other things being equal, are less likely to satisfy a larger number of 

criteria. At the same time it is possible that in the aftermath of the Crisis, policymakers have 

changed their preferences, weighing more the cons rather than the pros in having closer 

relationships between external auditors and banking supervisors. 
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Figure 13 AIS INDEX 2011 - 2007: World 

DELTA AIS

The results are confirmed by looking at the European data (Figure 14). All the sub-groups show 

decreasing levels of the AIS Index: Europe (-11%), European Union (-19%), Euro area (-20%). 

Only in one country – Italy – the AIS Index increased, turning it into one of countries with the 

highest ranking in two of the three components (auditor requirements and auditing 

requirements). 
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Figure 14 AIS Index: European Groups 
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3.3 Auditors’ Involvement in Supervision and its Drivers 

Are there common drivers in determining the level of auditors’ involvement in a banking 

supervisory regime? In other words we are asking whether entrusting external auditors with 

supervisory tasks depends on specific and common structural factors – i.e. auditors’ involvement 

is endogenous – it has to be considered a completely random variable. 

Our answer to the above question is based on three crucial hypotheses. First of all, we assume 

that gains and losses of auditors’ involvement in banking supervision is a variable calculated by 

the policymakers in charge, who decide to maintain or reform the supervisory regime. Second, 

political decisions, no matter their specific goals, are likely be influenced by structural variables, 

which vary from country to country. Through econometric testing, we try to discover if some 

common structural drivers exist, considering the AIS regime as the dependent variable. 

Finally, economic agents have no information on the true preferences of the policymaker: the 

latter’s optimal degree of AIS is a hidden variable. 

The crucial element in considering the policymaker’s role in the design of the AIS architecture is 

to identify his/her preferences. The first approach to identifying the policymaker’s objective 

function could be the so-called narrative approach, in which official documents and statements 

are interpreted to gauge the choices of policymakers. One drawback of this approach is that there 

is often substantial difference between the pronouncements of policymakers and their actual 

preferences. One additional shortcoming is that it is uncommon that a policymaker expresses 

his/her preferences on a very technical issue such as auditors’ involvement in banking 

supervision. To the best of our knowledge, there are no existing documents that are useful to 

implement the narrative approach. 

The second approach, which we intend to follow here, considers the actual choices made by 

policymakers in determining the level of AIS (factual approach). At each point in time, we 

observe the policymaker’s decision to maintain or reform the existing AIS architecture. In other 

words, we consider that policymakers are faced with discrete choices. According to the factual 

approach, we can investigate if any structural driver plays a role in determining the actual shape 

of the AIS regime. 

To assess the issue empirically, we estimate a model of the probability of different regime 

decisions as a function of a set of exogenous structural variables. Weaving a cross-country 

perspective into an empirical analysis consistent with this discrete choice process involves 

claiming the existence of unobservable policymaker utilities Uij, where each Uij is the utility 

received by the ith national policymaker from the jth level of AIS. Since utility Uij is 

unobservable, we represent it as a random quantity, assuming that it is composed of a systematic 

part U and a random error term . Furthermore, we claim that the utilities Uij are function of the 

attributes of the alternative institutional level of AIS and the structural characteristics of the 

policymaker’s country. 

By combining the two hypotheses, we have a random utility framework for the unobservable 

AIS variable. As usual, we assume that errors ij are independent for each national policymaker 

and institutional alternative, and normally distributed. The independence assumption implies that 

the utility derived by one national policymaker is not related to the utility derived by a 

policymaker in any another country, and that the utility that a policymaker derives from the 

choice of a given AIS level is not related to the utility provided by the other alternative. 
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Therefore, the different supervisory regimes can be viewed as resulting from an unobserved 

variable: the optimal degree of AIS consistent with the policymaker’s utility. Each regime 

corresponds to a specific range of the optimal AIS, with higher discrete values of the AIS index 

corresponding to a higher range of the policymaker preferences. 

Since the AIS Index is a qualitative ordinal variable, a specific estimation technique is required. 

Our qualitative dependent variable can be classified into more than two categories, given that the 

AIS Index is a multinomial variable that ranges from 0 to 22. But the AIS Index is also an 

ordinal variable, given that it reflects a ranking: higher levels of AIS mean a deeper involvement 

of external auditors in banking supervision. Then the ordered model is an appropriate estimator, 

given the ordered nature of the policymaker’s alternative. 

Let y be the policymaker’s ordered choices taking on the values (0, 1, 2, ... , 22). The ordered 

model for y, conditional on a set of K explanatory variables x, can be derived from a latent 

variable model. In order to test for this relationship, let us assume that the unobserved variable 

y*, the optimal degree of auditors’ involvement in banking supervision, is determined by: 

y*=’ x +  

where  is a random disturbance uncorrelated with the regressors, and  is a 1 x K regressors’ 

vector. 

The latent variable y* is unobserved. What is observed is the choice of each single national 

policymaker to maintain or to reform its supervisory architecture. This choice is summarized by 

the value of the IAS Index, where it represents the threshold value. For the dependent variable, 

we thus have twenty threshold values. We used a maximum likelihood estimator, assuming that  
is normally distributed across country observations, and the mean and variance of  are 

normalized to zero and one. The test can be performed with an ordered model. 

The econometric analysis is based on a cross-section of data covering up to 142 countries 

worldwide at various stages of economic development. Country data were collected using 

official documents (World Bank) and national web sites, while checking information with the 

available surveys. 

We estimated several general specifications, obtaining as the best one the following equation, in 

a cross sectional setup by means of Ordered Logit: 

   
3

1

p

1

1

3

1

ipi

pm

mim

n

nini GOVERNANCEMACROGEOAIS   


where i identifies the country. The dependent variable is the AIS Index in the year 2011. GEO n 

is a set of three variables describing the regional areas – Africa, Middle East and Central 

America – which are econometrically significant. Furthermore, MACRO m represents the macro 

variable – Low Income – which captures the (weak) relationship between low level of income 

per capita and auditors’ involvement in supervision. Finally, GOVERNANCE p represents a 

number of other two control variables, used to test the robustness of our findings and identify 

other linkages to the auditors’ involvement. These include the general role of both the law legacy 

– Civil Law – and the public governance, proxied using the Voice index (the other public 

governance indexes show the same sign but are not significant). All right-hand side variables are 

dated 2011, but given the really specific nature of the left side variable, we can claim that the 

endogeneity issue is negligible. 
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Table 1 shows the set of results with only the variables listed above. The results are essentially 

three. First a deep auditors’ involvement is more likely to occur in some geographical areas. 

Secondly the auditors are more likely to be involved in banking supervision if Civil law legacy 

characterizes the country. Finally, the quality of the public governance is negatively related to 

the auditors’ involvement; in other words the AIS level is linked with poor public governance 

performances. 

Table 1: AIS Index and its Drivers 

Ordered logistic regression Number of obs   = 134

LR chi2(6)      = 24.92

Prob > chi2     = 0.0004

Log likelihood = -2.824.244 Pseudo R2       = 0.0423

AIS Coef. Std. Err. z P>z     [95% Conf.Interval]

Africa 0.8457655 0.4750758 1.78 0.075     -.0853661.776.897

MiddleEast 1.280.597 0.5459723 2.35 0.019     .21051142.350.684

CentralAmerica -1.659.685 0.7744696 -2.14 0.032    -3.177618-0.1417528

Lowincome 0.2695426 0.5621267 0.48 0.632    -.83220541.371.291

Civillaw 0.8727639 0.3422706 2.55 0.011     .20192571.543.602

VOICE -0.4405018 0.1932866 -2.28 0.023    -.8193366-0.061667

Furthermore we wondered if the general governance of banking supervision can be associated 

with specific levels of auditors’ involvement, using as proxy for governance the degree of 

independence of the supervisor, i.e. the extent to which the supervisory authority is able take 

decisions independently (Barth et al. 2013). Table 2 shows that also supervisory governance is 

not correlated with auditors’ involvement. 

Table 2: AIS Index and Supervisory Governance 
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The same is true if we use another indicator of supervisory governance (Table 3), i.e. central 

bank involvement in supervision (Masciandaro et al. 2013), which is based on a simple intuition: 

the more the central bank is involved in supervision, the higher supervisory strength will be, 

being the central bank a powerful bureaucracy in its own right. 

Table 3: AIS Index and Central Bank as Supervisor 

Our findings on the drivers of auditors’ involvement seem to reveal that they essentially linked to 

geographical and historical reasons, while the ratings in terms of good public governance and 

supervisory governance do not seem to have had any significant impact. 

Finally we can check if our findings still hold if we analyse specifically the European region. We 

can observe (Figure 4) that the signs of all the relationships are confirmed, but all the coefficients 

are not significant, except for governance, which is still negatively and however very weakly 

associated with the AIS level. It is evident that there must be extreme caution in interpreting and 

using these results. 

Table 4: AIS Index and its Drivers in Europe 

On top of that, there might be concerns that the identified drivers are proxying for other country-

specific traits. At the same time, country-specific factors may drive the political selection of 
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auditors’ involvement in supervision. We implemented robustness checks, which are available 

on request. 

We controlled for macroeconomic performance and features (per capita GDP, inflation, 

unemployment, population). Then we controlled for the all set of public governance indicators 

provided by the World Bank, which includes indexes of legal system and government 

effectiveness. 

3.4 Auditors’ Involvement in Supervision: A Mixed Rules Approach for the ECB 

In the previous sections we performed a complete and systematic analysis of the relations 

between external auditors and banking supervisors in the European Union. We found that these 

relations as far from being homogeneous and their optimal shape cannot be defined a priori. 

However, by having a set of metrics we can identify if there are at least some basic rules which 

can be considered common principles in the area. 

Analysing each indicator country by country, and using as rule of thumb a level of the AIS Index 

greater than 90%, we discovered that 8 indicators do match the threshold. These indicators can 

become the common criteria to be adopted by the ECB in the design of its supervisory policy. 

Going into detail, the ECB can establish relations with external auditors, provided that: 

1) The auditor is a professional one, i.e. 

2) He/she has obtained a professional certification or passed a specific exam to qualify as 

such, and 

3) He/she is registered in an appropriate public and/or professional body 

4) His/her auditing reports on the banking financial statements required to be publicly 

disclosed together with these financial statements and 

5) Auditing reports have to be sent to the ECB, as well as 

6) Any other auditor communication made to the bank management; furthermore 

7) The auditor is required to communicate directly to the ECB any information that could 

affect the safety and soundness of the supervised bank, including 

8) Any case of presumed misconduct by bank directors or senior managers. 

In defining the other 14 features of the involvement of auditing firms in supervision, the ECB 

has to acknowledge that country rules are not homogeneous; therefore its approach must be 

flexible, aiming to maximizing from time to time the overall effectiveness of supervisory action. 
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4. CONCLUSIONS: RESULTS AND POLICY RECOMMENDATIONS 

The first global financial crisis since the Euro’s inception has highlighted the limitations of the 

decentralized approach to prudential supervision. In the face of the twin banking and sovereign 

crises in some Euro area countries, heads of state and government agreed on a Single 

Supervisory Mechanism (SSM) involving the European Central Bank (ECB) in the supervision 

of banks operating in the Euro area. This centralization of bank supervision represents the first 

step toward the Banking Union, which should also encompass a single resolution regime and a 

deposit guarantee scheme. The future of the Banking Union relies heavily on the effectiveness of 

centralized bank supervision. 

The launching of the SSM is in line with recent developments in member states after the crisis, 

where the integration view of central banking and bank supervision seems to be gaining 

consensus (Masciandaro and Quintyn 2013). Such integration is envisaged in the TFEU (Article 

127.6), which contemplates the ECB taking “specific powers in the area of banking supervision” 

for the eurozone countries. The political agreement at the basis of the SSM distinguishes 

between significant and non-significant institutions. With regard to the former, the ECB is vested 

with ample tasks (Article 4), which include issuance of regulations, guidelines or general 

instructions to national competent authorities that perform day-to-day supervision and adopt 

policy decisions (Article 5.5). When necessary, the ECB may act on its own initiative, and 

exercise directly all the relevant powers over one or more banks in order to ensure consistent 

application of high supervisory standards (Masciandaro and Nieto 2013). 

Therefore we can claim that the ECB can act as a regulator. At the same time, however, its 

regulatory perimeter is heavy limited by the fact that supervisory action has to take into account 

the guidelines provided by EU legislation and national regulatory settings. 

Consequently, the definition of the relations between the ECB and external auditors is likely to 

depend on the discipline of the auditors’ involvement in banking supervision for the Euro area. 

These considerations motivated the research undertaken in this paper. The study is a theory-

based exploration of the institutional features of auditors’ involvement in supervision, aimed to 

identify policy recommendations for the ECB. 

In order to evaluate how close should the relationship be between private gatekeepers and public 

policy, the analysis needs to be based on economics: what are the pros and cons in having the 

auditors involved in banking supervision? The study says that one size doesn’t fit all: each 

national policymaker is characterized by his/her knowledge and expectations regarding the 

potential gains and losses from auditors’ involvement in banking supervision (AIS), and he/she 

will set the regulatory framework accordingly. 

The first condition that auditors involved in supervision must meet is the quality of auditing 

reports. But at the same time the relative opportunity costs of such involvement have to be 

weighed. The external auditor can be more expensive and/or more subject to capture risks, given 

her proximity to the industry. 

Therefore rather than looking for an optimal AIS, we sought to measure the AIS level country by 

country. Here is where the Auditors’ Involvement in Supervision Index (AIS Index) was 

introduced. The index was created through an analysis of how the external auditors in the 142 

countries examined are involved in the banking supervision. The country-level information 

comes from the latest data available from the World Bank (2011). 
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In constructing the index, three sets of qualitative characteristics of supervisory regimes were 

considered: auditor requirements, auditing requirements and auditor/supervisor relationship. The 

AIS index ranges from 0 to 22. We applied the institutional index to analyse in a systematic way 

the state of auditors’ involvement in supervision all around the word, in order to have precise 

guidelines to evaluate the state of the art in the European Union. 

In the world sample, the average level of the AIS Index is equal to 15.6 on 22 (70%), while the 

median level is 16. The sample shows a medium-to-high level of auditors’ involvement in 

banking supervision. Furthermore, we discovered that auditors’ involvement is higher in low 

income countries, as well as in well identified regional areas – Middle East and Africa. 

Zooming in the European region, we have highlighted two facts: its AIS level is essentially equal 

to the world average (15.65 and 15.61 respectively); among the three sub-components of the 

index, only the auditing requirement shows a level slightly above the world average (6.02 and 

5.57, respectively). 

We provided insight into the European situation by comparing overall European results with EU 

data (n = 26 countries, no Czech Republic and Sweden) and the Eurozone data (n = 19 

countries). Among the European Union countries, the AIS Index reaches the highest level in 

Lithuania (value of 19/22), the lowest in Latvia (value of 11/22); 13 countries are above the 

mean level. Looking at the three sub-components and starting from auditor requirements, the 

highest values are reached in Bulgaria, Italy and Romania (value of 9/10); 15 countries are above 

the average level. 

Furthermore we calculated how homogeneous the degree of auditors’ involvement in supervision 

is across countries. Using standard deviation results to quantify the amount of dispersion in the 

four sets of data – the AIS index plus the three sub-indicators – we found that the dispersion is 

highest in the overall index, while the highest homogeneity is reached in the auditing 

requirements subset (0.80), with the other two indicators in the middle (1.75 for the auditors 

requirements and 1.04 for the auditor/supervisor relationship). 

Finally, among Eurozone countries, the AIS Index reaches the highest level in Lithuania (value 

of 19/22), the lowest in Latvia (11/22); 9 countries are above the average level. Looking at the 

three sub-components and starting from the auditor requirements, the highest value is reached in 

Italy (9/10), the lowest in Finland; 8 countries are above the average level. 

In auditing requirements, 6 countries – France, Italy, Lithuania, Luxembourg, Portugal, Slovenia 

– reach the maximum level (value of 7/7) and are above the average level (6), while Austria 

shows the minimum level (3). 

In the third sub-indicator, Finland shows the highest value in the area of the auditor/supervisor 

relationship (value of 5/5), 12 countries reach values above the average level, Greece and Ireland 

are characterized by the lowest values (1/5). 

Regarding the degree of homogeneity, we found that dispersion is highest in the overall index of 

auditors’ involvement (2.40), while highest homogeneity is reached in the auditing requirements 

(0.88), with the other two indicators falling in the middle (1.80 for the auditors requirements and 

1.10 for the auditor/supervisor relationship). It is worth noting that the Eurozone values for the 

four indicators are all lower than the corresponding European Union values, i.e. the auditors’ 

involvement in supervision is slightly less homogeneous. 

PE 542.673 26
 



 

   

     

    

       

 

        

   

 

     

  

 

      

     

      

  

 

      

      

    

      

       

      

  

 
 

 
 

      

      

 

 

      

    

   

       

  

The mapping of the EU situation was enriched by a reflection on how different levels of 

auditors’ involvement in supervision are associated with varying levels of effectiveness in terms 

of good public governance and/or good supervisory governance. Econometrically, we used 

ordered logit procedures because of the ordered and discrete nature of the dependent variable, the 

AIS level. We didn’t find any correlation; rather the countries choices seem to be associated with 

geographical and legal drivers. We controlled for a range of country-specific features. 

Which are the policy implications of our results for the design of the relationships between the 

ECB activity as supervisor and the role of the external auditors? Three main results emerged. 

The first result is that so far the ECB cannot define the optimal level of auditors’ involvement in 

supervision independently. The optimal level of AIS depends on the preferences of policymakers 

who set the regulations and on the present institutional setting – i.e. an imperfect Banking Union 

– where the choices of national policymakers still matter. 

At the same time – and this is the second result – the ECB can use the metrics proposed in this 

study to evaluate and monitor regulation country by country, finding out similarities and 

differences in supervisory settings. In today’s imperfect Banking Union, such metrics can be 

powerful tools to periodically redesign policy, which have to be consistent with a flexible rule 

approach. The ECB can devise its own set of rules, having common principles that are applied 

taking into account the various national features. It is a matter of fact that today national 

regulations and practices on auditors’ involvement in supervision are far from being 

homogeneous. 

Figure 15 summarizes our results, depicting the situation in the 19 Eurozone countries. The three 

dimensions of the bubbles represent the three components of the AIS index: auditor 

requirements, auditing requirements and auditor/supervisor relationship. 

It is evident that the three components are not perfectly homogeneous: some countries show low 

levels of both auditor requirements and auditing requirements, but at the same time high level of 

auditor/supervisor relationship (for example Finland, the red bubble); in other countries the first 

two dimensions are very high, but the third is very low (for example Italy); or the first and third 

dimensions are high, but the second is low (for example Austria, the white ball); and so on. 
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However, by having this metric, the ECB can identify if at least some rules can be considered 

common principles in the currency area. Analysing each indicator country by country, and using 

as rule of thumb a level of the AIS Index greater than 90%, we discovered that 8 indicators attain 

the threshold. These indicators can become the common criteria that the ECB can adopt in 

designing its own supervisory policy. In defining the other 14 features of the auditors’ 

involvement in supervision, the ECB has to acknowledge that country rules are not 

homogeneous; therefore its approach has to be flexible, aiming to periodically maximize overall 

effectiveness of the supervisory action. 

Thirdly and consequently, the flexibility of the ECB approach can be progressively reduced, if 

legislative progress toward a perfect Banking Union is realized. 
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APPENDIX ONE: THE THEORETICAL MODEL 

The Players: Policymakers, Supervisors, Banks and External Auditors 

We assume that there is a benevolent policymaker setting the rules of the game, who takes into 

account the existence of other three players: the supervisor, the banker, and the auditor. 

In the model there are two active players involved in principal-agent relationships: the public 

banking supervisor and the banker. Furthermore, the supervisor can use an auditor, who can be 

involved in the supply of information. As usual, all players are risk neutral. The supervisor 

maximizes social welfare while the banker looks at his/her own private function. Banking 

supervision is effective if the number of Safe and Sound Operations (SSOs) is maximized with 

respect to overall banking operations. 

We assume that the output of effective supervision is a number X of SSOs. It depends on two 

factors: the efforts made by bankers in implementing compliance and a random component. 

Effort e is private information of the banker. It is not observable by the supervisor. The situation 

of asymmetric information and the consequent risk of moral hazard stem from the fact that the 

banker, unlike the supervisor, is perfectly aware of his/her own effort in regulatory compliance. 

In a perfect information setup, the effort of the bank would be the only determinant of the bank’s 

compensation scheme. The level of effort could be inferred from the number of SSOs, and the 

relative compensation scheme would be applied. The problem is that the number of SSOs is 

likely to be affected by other factors, which are outside the control of both supervisors and 

banks, i.e. the quality of the environment where the bank operates. The quality of the banking 

regulation can be a way of evaluating overall environment quality. 

These factors can be indicated with the general expression “environment quality” and y are 

represented by the stochastic variable Q. To simplify the analysis we assume that Q can take 

only two values: Q1 and Q2, with Q2>Q1, i.e. environmental quality is increasing. Furthermore 

the following assumption holds: Q is equal to Q2 with probability (1-p), i.e. the environment is 

“good”, while Q is equal to Q1 with probability p, i.e. the environment is “bad”. 

In the first case, the environment is conducive to safe and sound banking operations, and the 

number of SSOs is likely to rise, for a given level of bank effort. In the second case, the 

environment is hostile, and the number of SSOs tends to decline. 

We assume that the Q is the private information of the bank. Therefore, when information is 

asymmetric, the bank can have an incentive to dissimulate the true state of the environment, in 

order to induce the supervisor to overrate the level of its effective compliance. 

Hence, we assume that the number X of SSOs is a linear function of both the bank’s effort e and 

quality of the environment Q: 

QeX (1)
 

The banker maximizes his/her utility – his, thereafter – which is equal to B . Banker utility 

depends on different components. 

First, banker disutility is assumed to be a quadratic function of effort, given that we know that 

compliance can be costly for more than one reason. 
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Secondly, we assume that a compensation scheme is in force, following the standard “stick and 

carrot” framework. On the one hand, the supervisor defines a rating system J (“carrots”), which 

evaluates the degree of compliance of the banker. The rating system directly influences the 

banker’s rewards. It is likely to assume that higher grades in supervisory ratings signal higher 

levels of reputation, whose value a banker can translate in monetary terms. At the same time, a 

rating system does not come for free for the supervisor. 

On the other hand, the supervisor can specify a punishment fee BP (“stick”) that can be applied 

to the banker (where max

BB PP  , given the usual compatibility constraint) if a signal of 

misbehaviour occurs. The fees represent the revenues from enforcement activity. 

The objective function of the banker becomes: 

)()()( BB PEegJE 

(2) 

As usual, we assume that the utility of the banker cannot drop below a minimum level, or 

reservation utility, which we assume here to be equal to zero. One extreme interpretation of the 

participation constraint ( )( BE  >0) is bank closure: if compliance n is too costly ―for example 

in situations where the environment is too unpredictable ― the banker can simply stop his 

activity of providing savings and credit services. 

Now we can define the supervisor’s objective function. We assume that the supervisor is a 

benevolent civil servant who wishes to maximize social utility
13

. 

The social utility S coincides with the number of SSOs. The supervisor takes into account both 

the rewards/benefits given to good bankers and the sanctions hitting bad bankers. 

For the supervisor, expected utility should be equal to the expected value of the number of SSOs 

minus the compensation provided to the banker through the ranking system, J , plus the 

revenues, obtained from the punishment fees, BP . We have: 

)()( BS PJXEE  (3)
 

Having defined all the basic assumptions, we can identify the optimal supervisory scheme. 

Supervision without auditing 

With perfect information, sanctions play no role. The rules of the game are such that the
 
supervisor can select the incentive scheme J , according to the following timeline:
 
a) Given the environment’s quality Q;
 
b) The banker learns Q;
 
c) The supervisor designs the incentive scheme, specifying a benefit for the banker by
 

offering a rating system J as a function of the effort; 

d) The banker chooses his effort e and produces a number of SSOs; 

13 The supervisor can be a bureaucrat. In this case he/she is a career-concerned agent; see Alesina and Tabellini 2007. 
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e) Rating J is assigned and rewards are paid. 

The supervisor can define an incentive scheme that depends on all the three relevant variables, 

i.e. effectiveness X, effort e, and quality of environment Q: 

))(1()()( 222111 JeQpJeQpE S  (4) 

subject to the banker’s participation constraint, which is )( ii egJ  with J =1,2. 

Therefore the optimal supervisory scheme under symmetric information implies that the 

supervisor equalizes the marginal private cost of the bank’s effort in producing SSOs with the 

marginal public value of the number of SSOs ( )121  ee . At the same time the supervisor 

rewards the banker just enough to make it fully compliant with the rules, independently from 

quality of environment: 

(5) 

 

2

1

2
)()(

2

21 
e

XJXJ

The reward is fixed, and each banker produces the optimal effort in every situation. Compliance 

is perfect. 

Supervision with auditing 

The situation radically changes if we assume, as in the real world, that the supervisors are 

outsiders to the banking industry, and can observe neither the level of quality in the banking 

environment quality nor the effort of the banker. 

In this setup, the policymaker sets rules where the rating scheme depends on the number of the 

SSOs. The compensation design must satisfy the two standard incentive compatibility 

constraints: 

2

)(

2

2

1
1

2
2
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J
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dQe 1

(6) 

where 12 QQdQ  and assuming 

The information advantage the banker enjoys can give rise to a rent, when a suboptimal effort is 

exerted and claims are made that the low number of SSOs is due to adverse environmental 

conditions. 

Can the outcome of regulation be improved by the introduction of an auditor? The role of the 

latter is to produce a report that is useful to evaluate the compliance policy that has been adopted 

and implemented by the banker. The auditor can help disentangle the contribution of external 

factors from the efforts made by the banker in affecting supervisory outcomes. 

In practice, the role of the auditor is to monitor bankers in order to evaluate their level of 

compliance and allow comparisons between the banks. 

Therefore, we assume that the policymaker defines a set of rules where the supervisor can use an 

auditor, paying an opportunity cost Z , and the audit likelihood is associated with the outcomes 

of continuous supervisory monitoring. The banker knows that the supervisor can involve the 

auditor. In other words the supervisory strategy is a policy mix: continuous monitoring can 
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trigger random audit support. The random audit can improve the information set of the 

supervisor and the effectiveness of his/her action, paying the corresponding opportunity cost. 

The auditor, using his/her professional skills – her, thereafter – 

is able to (imperfectly) detect environmental quality, and through this she can make an inference 

about the level of effort exerted by the banker. She observes a signal s that is correlated with Q 

― then 12 ss  ― and reports to the supervisor , where ),( 21 ss . 

The assumption is that: 

)1()|(Pr)|(Pr;)|(Pr)|(Pr 12212211 rQsobQsobrQsobQsob  ,where 
2

1
r

In other words, the probability that the auditor detects the correct environment quality is r. The 

parameter r represents the quality of the auditor’s work, i.e. the precision of the signal it sends. 

The auditor can thus reduce the asymmetric information existing between the supervisor and the 

banker. When an auditor is delegated, the cheating banker faces a risk of detection, since the 

supervisor may ask the auditor to provide evidence on the true effort of banking compliance. The 

auditor thus becomes an enforcement device. 

The external auditor can provide better quality audits, being an insider to the banking industry, 

but at the same time she can be more expensive and/or more subject to capture risks, given her 

proximity to the industry. The opportunity cost includes the risks of moral hazard in the 

behaviour of private auditors. 

We assume that audit quality and audit opportunity costs are not correlated. Obviously we can 

relax this assumption without any loss of generality. 

Suppose now that the procedure goes as follows. Depending on the number of SSOs, the auditor 

may be asked to prepare a report, using both off-site and on-site inspections. If the auditor 

concludes that the environment is likely to be good, the supervisor will conclude that the lower 

number of SSOs is likely to be the result of insufficient compliance on the part of the banker; the 

banker will suffer the punishment, BP . 

In other words, the fee policy is associated with the presence of the auditor. Therefore the fee 

income can be a proxy of the revenues associated with the auditors’ involvement in supervision 

(AIS). 

Now the timeline is the following: 

a)	 Given Q and the signal s; 

b)	 The bank learns Q but has not observed s; 

c)	 The supervisor designs the incentive scheme, specifying a benefit for the banker by 

offering a rating system J as a function of the number X of SSOs but also a punishment 

, which depends on the result of the report  of the auditor ; 

BP

d)	 The banker chooses its level of effort e and produces a number X of SSOs; 

e)	 The supervisor asks the auditor to intervene with probability )(X ; 

f) The auditor produces the report ; 

g) All transfers are realized. 

The use of the auditor is optimal - i.e. 0 - if the threat of fines for the bank  BP - is greater 

than a specific value ),,( pZrk , where: 

)12)(1( 


rp

Zp
k (6) 
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The Optimal Auditors’ Involvement in Supervision 

Now the policymaker is able to compare the expected benefits in involving the auditor – which 

are summarized by expected revenues – with the expected opportunity costs, taking into account 

the quality of the audit. 

In other words, the optimal level of AIS – variable Ω – will be a function of the difference 

between benefits and costs. Assuming for the sake of simplicity that AIS is a linear function we 

get: 

)12)(1(
),(




rp

Zp
PkPf BB

The optimal level of AIS will depend on the behaviour of the three structural drivers. The AIS 

will be higher: a) the higher the expected benefits are; b) the higher the auditing quality r is; c) 

the lower the opportunity costs Z are. 
BP

First of all it is evident that the more a policymaker is convinced that auditors’ involvement 

increases the credibility of the supervisory setting, the higher the likelihood that a set of rules 

comes into force that increases the role of auditors: 

01




BP
(7)
 

At the same time, higher opportunity costs in involving the auditors reduce involvement: 
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Finally auditing quality increases optimal involvement: 
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APPENDIX TWO: BANKING SUPERVISION AND EXTERNAL AUDITORS IN THE 

EU COUNTRIES 

AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
No

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
No

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
No

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No ---

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis X

AUSTRIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No ---

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis X

BELGIUM

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm Yes

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

BULGARIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) No

b. Auditing firm Yes

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No ---

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis X

CROATIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) No

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

CYPRUS

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS

5.1 Is an external audit a compulsory obligation for banks? Yes

5.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.3 Are auditors licensed or certified? Yes

AUDITING REQUIREMENTS
5.1.1 Are auditing practices for banks in accordance with international auditing standards?  Yes

5.1.2 Is it required by the regulators that bank audits be publicly disclosed? Yes

5.4 Do supervisors get a copy of the auditor's report? Yes

5.6 Are auditors required by law to communicate directly to the supervisory agency any presumed involvement of 

bank directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

5.6.1 Are external auditors legally required to report to the supervisory agency any other information discovered 

in an audit that could jeopardize the health of a bank? 
Yes

AUDITOR/SUPERVISOR RELATIONSHIP
5.5 Does the supervisory agency have the right to meet with external auditors to discuss their report without the 

approval of the bank?
No

5.7 Can supervisors take legal action against external auditors for negligence? No

CZECH REPUBLIC

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey III (2007),  by James R. Barth, 

Gerard Caprio, and Ross Levine.

** Note that here, data from Survey IV were not available.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) No

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
No

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

DENMARK

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such ---

b. Register with an appropriate public and/or professional body No

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm ---

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management ---

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department Yes

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No ---

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis X

ESTONIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? No

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) No

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
No

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
No

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No ---

b. Yes, as part of the regular supervisory process X

c. Yes, on an exceptional basis ---

FINLAND

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? No

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? Yes

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

FRANCE

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? Yes

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
No

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department Yes

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No ---

b. Yes, as part of the regular supervisory process X

c. Yes, on an exceptional basis ---

GERMANY

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.

PE 542.673 46
 



 

   

 
 

AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
No

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
No

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No X

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

GREECE

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

HUNGARY

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) No

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

IRELAND

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm Yes

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

ITALY

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? No

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
No

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
No

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department Yes

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

LATVIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No ---

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis X

LITHUANIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

LUXEMBOURG

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
---

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department Yes

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No ---

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis X

MALTA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

THE NETHERLANDS

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
No

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
No

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

POLAND

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such No

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? No

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

PORTUGAL

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm Yes

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

ROMANIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience Yes

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee No

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

SLOVAKIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
No

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management No

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

SLOVENIA

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
No

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? No

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
No

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
Yes

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. ---

c. Yes, it happens on an exceptional basis. X

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department Yes

b. Specialized public entity (e.g. independent audit regulator) No

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor Yes

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

SPAIN

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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AUDITOR REQUIREMENTS
5.1 Is an external audit a compulsory obligation for banks? Yes

5.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.3 Are auditors licensed or certified? Yes

AUDITING REQUIREMENTS
5.1.1 Are auditing practices for banks in accordance with international auditing standards?  Yes

5.1.2 Is it required by the regulators that bank audits be publicly disclosed? Yes

5.4 Do supervisors get a copy of the auditor's report? Yes

5.6 Are auditors required by law to communicate directly to the supervisory agency any presumed involvement of 

bank directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

5.6.1 Are external auditors legally required to report to the supervisory agency any other information discovered 

in an audit that could jeopardize the health of a bank? 
Yes

AUDITOR/SUPERVISOR RELATIONSHIP
5.5 Does the supervisory agency have the right to meet with external auditors to discuss their report without the 

approval of the bank?
No

5.7 Can supervisors take legal action against external auditors for negligence? No

SWEDEN

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey III (2007),  by James R. Barth, 

Gerard Caprio, and Ross Levine.

** Note that here, data from Survey IV were not available.
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AUDITOR REQUIREMENTS
5.1 Is an audit by a professional external auditor required for all commercial banks in your jurisdiction? Yes

5.1.1 If yes, does the external auditor have to ...:

a. Obtain a professional certification or pass a specific exam to qualify as such Yes

b. Register with an appropriate public and/or professional body Yes

c. Have a minimum required bank auditing experience No

d. Be approved or reviewed by the supervisor (e.g. by having a pre-defined list of approved auditors or by 

providing written approval)
Yes

5.1.2 Are specific requirements for the extent or nature of the audit spelled out? Yes

5.2 Are there mandatory rotation requirements (i.e. limits on the number of consecutive years audited) in place 

for the …

a. Lead auditor (engagement/concurring partner) Yes

b. Auditing firm No

5.3 Are banks required to promptly report to the banking supervisor any change of external auditor and the 

reasons for the change?
Yes

5.3.1 Are banks required to nominate more than one external auditor? No

AUDITING REQUIREMENTS

5.4 Do laws or regulations require auditors to conduct their audits in accordance with International Standards on 

Auditing (ISA)?
Yes

5.5 Do regulations explicitly prohibit auditing firms from providing non-audit services to the banks whose 

financial accounts they audit?
No

5.6 Is the audit report on the financial statements of a bank required to be publicly disclosed together with these 

financial statements?
Yes

5.7 Do supervisors receive a copy of the following ….

a. The auditor's report on the financial statements Yes

b. The auditor's letter to bank management Yes

c. Other communication to the audit committee Yes

5.8 Are auditors required to promptly inform banking supervisors when they intend to issue qualified opinions on 

the accounts?
Yes

5.8.1 Are auditors required to promptly inform banking supervisors when they identify information that could 

affect the safety and soundness of a bank?
Yes

5.9 Are auditors required to communicate directly to the supervisory agency any presumed involvement of bank 

directors or senior managers in illicit activities, fraud, or insider abuse?
Yes

AUDITOR/SUPERVISOR RELATIONSHIP

5.10 Does the banking supervisor have the right to meet with the external auditors and discuss their report 

without the approval of the bank?

a. No ---

b. Yes, it happens on a regular basis. X

c. Yes, it happens on an exceptional basis. ---

5.11 Are external auditors subject to independent oversight by…

a. Ministry of Finance or other government department No

b. Specialized public entity (e.g. independent audit regulator) Yes

c. Banking supervisory agency No

5.12 In cases where the supervisor identifies that the bank has received an inadequate audit, does the supervisor 

have the powers to take actions against …

b. The external auditor No

5.13 Do supervisors delegate part of their supervisory tasks to external auditors?

a. No X

b. Yes, as part of the regular supervisory process ---

c. Yes, on an exceptional basis ---

UNITED KINGDOM

* Questions and their relative answers have been collected from the "World Bank Surveys on Bank regulation", Survey IV (2011),  by James R. Barth, 

Gerard Caprio, and Ross Levine.
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