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CHAPTER I
INTRODUCTION
Purpose and Scope of Thesis
Concerning a Detailed Audit Program
Bank examiners for the major bank supervisory agencies
of the National and State governments have, for many years in
the past, believed that each individual bank within the banking industry should be thoroughly audited, at least annually,
by qualified, independent certified public accountants. The
banking industry in most areas has not supported the supervisory agencies' opinion concerning the employTnent of certified
public accountants to perform individual bank audits.
Numerous banks and bank directors seem to not recognize the
supervisory examiners as government agents, and seem instead
to recognize the examiners as management consultants.

During

the past decade many bankers have realized that examinations
by supervisory authorities represents primarily an appraisal
of asset control and asset management to ascertain that the
legal requirements of the government are being followed.
Supervisory examiners determine whether or not the government
bank policies and laws are being followed rather than whether

^Charles A. Agemian, "Up to Date Bank Audit and
Control," Banking. XLVI (1954), pp. 5^-60. Hereafter
cited as Agemian, "Up to Date Bank Audit,"

bank management policies, determined by the bank's board of
directors, are being adhered to by the operating personnel
of the bank.
The board of directors at each individual bank is
responsible for establishing management policies of the bank,
and these directors also bear the burden of seeing that the
bank's operating personnel follow the director established
policies.

Any board of directors of any corporation, whether

it be a merchandising or a manufacturing concern, is charged
with these same responsibilities! therefore, primary responsibility for the establishment of internal controls and audit
of the internal control performance within a bank rests with
a bank's directors.^
There are many routes and methods from which the bank
directors may choose internal control and audit procedures.
A portion of one route is to obtain a qualified, independent
certified public accountant to perform a regular audit of the
bank's assets, liabilities, operations, and accounting records
One of the basic reasons for employing this assistance from
outside of the bank is to protect the directors, since they
are responsible for the management of the bank.

Should any

damaging or disastrous financial losses occur within a bank,
and poor judgement on the part of the directors has occurred,
they are responsible.

The following chapters will explore

2Agemian, "Up to Date Bank Audit," p. 59.
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what the banking industry requires and what benefits the
banking industry expects from the audit assistance of an
Independent, certified public accountant.

The chapters will

also explore what services the certified public accountant
has to offer.

There will be no attempt to prepare a step by

step audit program for a bank or for each department within
a bank.

Only the broad general requirement and general bene-

fit areas of bank audits will be discussed and analyzed.
Areas of Bank Audit and Examination
Bank examination by supervisory authorities, which
Include the Federal Deposit Insurance Corporation, the
Federal Reserve System, the Comptroller of the Currency, and
State Banking Commissions, is invaluable, but it is not and
cannot be auditing.^

The supervisory agencies mentioned

would have to expand personnel and time requirements to
many times greater than what is now alloted if examinations
were expanded into audits.
Audits performed by certified public accountants in
accordance with generally accepted auditing procedures normally would Include inspections, sampling tests, and analysis
of accounts, records, procedures, assets, liabilities, income.

-^Casimir A. Slenkiewicz, "Problems of Bank Accounting
and Auditing," Journal of Accountancy. 104 (1957), pp. 3^-42.
Hereafter cited as Slenkiewicz, "Problems of Bank Accounting
and Auditing."
^H. Earl Cook. "Progress in Bank Examinations,"
Auditgram. XXX (1954), p. 30. Hereafter cited as Cook,
"Progress in Bank Examinations."

and expenses with direct confirmation on a test basis among
the bank's borrowers and depositors.

Normally a definite,

positive review of all internal control procedures and a
review of bank operations would be made to see that the
directors' management decisions are performed with diligence
and efficiency by their operating personnel.

If the certified

public accountant has only a stack of working papers remaining
after performance of the usual auditing procedures, the bank
concerned will not have gained much if any benefits from the
audit.

Reports both verbal and written should be prepared,

delivered, and explained to the bank directors and to their
operating personnel.

Audits by certified public accountants

should be more beneficial in those areas of bank operation
not observed or examined by supervisory examiners.

Of course

one of the basic, beneficial areas of an independent audit is
the new approach and additional assistance derived from having
someone away from the detailed operation of the bank give a
frank review of the bank's overall weakness and strength as
an operating business concern.
Review of Previous Research
Independent Accountants
During the past decade, certified public accountants
have written and published many articles which analyze the
services that are available to the individual banks and the
banking industry through the use of public accountants in

bank audits and allied problems.

The accounting profession

has recognized that the performance of bank audits is of a
highly specialized nature, and requires more than a general
knowledge of accounting and auditing.

Several of the larger

public accounting firms have developed a department exclusively to perform and supervise bank auditso
A major portion of recent research by public accountants
has revolved around developing and tailoring audit programs
for banks in accordance with the financial size of the
bank and in accordance with the Internal control present in
the bank.

Strong recognition has been given to the fact that

the audit, control, and accounting needs of each bank are
different.

A flexible audit program is a necessity in the

direction of any audit whether the firm involved is a merchandising, manufacturing, or banking firm.
The demand for the services of a public accountant, to
a great degree, remain seasonal. Research by accountants has
brought out that the public accountant would, in many instances,
be able to assist the banking industry at somewhat reduced
costs during the off season period.

Naturally this arrange-

ment could be beneficial to both the bank and the accountant
concerned.
Bankers
A large number of bankers have discovered that a great
many differences exist in the accounting treatment of certain
basic balance sheet and operating statement items.

Reserves

for loan losses, fixed assets and depreciation allowances,
bond profits and losses, and contingency reserves lack uniformity and definitive evaluation, so that it is difficult
to interpret bank statements and to make significant comparison of operating results.^

By personal research the bankers,

who have studied the work of accountants in the field of
corporate balance sheets and operating statements, recognize
that the independent accounting profession is qualified to
promote and develop uniformity in bank statements and operating reports.

This expansion of uniformity in the application

of bank accounting theory would assist supervisory authorities
in conducting their examinations, and can unquestionably be
accelerated and accomplished by the banking industry through
the employment"! of the expert accounting and auditing services
offered by the public accounting profession.
The primary purpose of the usual bank audit by a firm
of public accountants, contrary to popular impression, is not
to discover defalcations or other irregularities in the books
of a bank.

More and more the bankers, who employ accountants

to perform audits are beginning to recognize, and so state in
their writings, that the usual bank audit does not specifically
seek out irregularities.

Of course special purpose services

are available from public accounting firms.

Independent

^Slenkiewicz, "Problems of Bank Accounting and
Auditing," p. 3^.
^Edward F. Gee, "Banking on Accountants," Journal of
Accountancy. 100 (1955), P- 45.

certified public accountants have a flexible, varied array of
services to offer the banking industry, and the personal research by bankers has enabled many banking firms to benefit
from partial audits, solution of income tax problems, establishment of internal control programs, and a great many other
outstanding services. Each individual board of directors has
to determine what type and amount of public accounting service
will be best suited for their bank.
Supervisory Authorities
In recent years the supervisory authorities have used
every opportunity to emphasize to bankers and to the general
public that supervisory examinations are not audits.

In a

joint meeting of the executive committee of the National
Association of Supervisors of State Banks, the Federal Deposit
Insurance Corporation, the Comptroller of the Currency, and
the Board of Governors of the Federal Reserve System the
following statement was issued:
The board of directors of a bank can maintain
better control of the bank's operations with a view
to honesty, efficiency, and accuracy if experienced
outside auditors are occasionally employed to audit
the balance sheet, systems and controls, and preferably to verify loans, mortgages, and deposits. It
is not proposed that external audits be used as a
substitute for internal auditing in banks which are
large enough to maintain an audit staff, but rather
as a supplementary procedure for more complete protection of a bank and its directors. For banks too
small to have a regular audit staff, it is obvious
that a periodic inspection by qualified outside
auditors for the typical small bank would seem to
be of great value. The cost of such outside audits
for the typical small bank would seem to be a small

figure to pay for providing this additional measure
of protection to the bank and its Board of Directors,
from the standpoint of increasing the efficiency of
the bank's operationso
Much research and writing by supervisory authorities
explains and analyzes the position of the examiner in relation
to a complete audit.

The extensive methods which would be

required for examiners to develop and carry on an auditing
program would inevitably involve them in a clash with bank
directors, and would destroy the present teamwork arrangement
resulting from the present division of responsibility.'
Bank supervisors have been promoting with added impetus,
in the field of audit protection, the principle of prevention
rather than detection, as the guiding philosophy for bank
directors.

For example. Reed Dolan, Chief National Bank

Examiner for the Eleventh Federal Reserve District, stated
recently to the Annual Convention of the Texas Bankers
Association:
Far too many bankers think in terms of the
methods employed as being the means of detecting
irregularities, whereas, the proper attitude is
the recognition that their preventative aspects
have the far greater valueo°
Research for the education of bankers, concerning the
real function of examiners and auditors, appears to be a
basic problem for the supervisory authorities.

'^Cook, "Progress in Bank Examinations," p. 30,
%eed Dolan, Speech, May 13, 1957.

Additional Research
Questionnaire Survey of Banks
The results of a questionnaire survey of 215 Texas
bankswere recently published.

This questionnaire requested

information which concerned the complete audit program of
each answering bank.

One portion of the questionnaire con-

cerned the use of independent public accountants in each
bank's audit program.°

Some of the results of this question-

naire will be used in this thesis for purposes of comparison.
One of the basic sources of information for the preparation of this thesis was the results of the questionnaire,
which was used to survey 2^0 United States banks, shown in
the Appendix and analyzed in the next three chapters.
Definitions
To prevent confusion, the terms, certified public
accountant, independent accountant, public accountant.
Independent auditor, and auditor, are used synonymously
throughout the entire manuscript to indicate a certified
public accountant.

^Benjamin L. Johnson, "Questionnaire on Bank Auditing,"
Bankers Digest. 32 (195^), PP. 11-13. Hereafter cited as
Johnson, "Questionnaire on Bank Auditing."

CHAPTER II
SURVEY METHODS AND PROCEDURES
Sections of United States Surveyed
Eastern
The majority of all articles, which have been written
on the subject of bank auditing by public accountants, indicate that the banking firms in the Eastern sections of the
United States utilize the audit services of the independent
accountant to a greater degree than do banking firms in the
Southwestern sections of the United States. Two Eastern
states. New York and New Jersey, were selected not necessarily as representative of the Eastern area, but as states
in which the services of public accountants would be more
fully utilized in bank auditing.

Needless to add, to deter-

mine what requirements were laid out and what benefits were
received in an independent accountant's audit, banking firms,
which regularly utilized independent audits, had to be
contacted.
Recent legislation in the State of New York gives the
Superintendent of Banking in that State the right to require
the employment of independent auditors by State banks under
certain circumstances.
The New Jersey State Law, which pertains to the audit
of banks by independent accountants, has been summarized
10

11
as follows:
The Banking Act of 194^, as amended, of the
State of New Jersey, requires that the board of
directors of every State bank (or the board of
managers of a savings bank) shall cause examinations of the affairs of the bank to be made
by or under the supervision of a person not a
director, officer, or employee of the bank, and
who is a public accountant, or such other person
whose qualifications for making such examination
have been approved by the Commission of Banking
and Insurance of New Jersey. These periodic examinations shall be carried out not later than
twelve months following the commencement of the
preceding such examination. The provisions of
the Act state further that the scope of these
directors' examinations shall be determined by
regulations of the commissioner or, in the absence
of such regulations, by the board of directors
of the bank. Regulations issued to date by^
the commissioner pertain solely to the confirmation of accounts with borrowers and depositors.
When compiled together, statements and answers from
the banks of New York and New Jersey will be labeled as
answers from East or Eastern banks for comparison with
answers and statements from Southwest banks.
Southwestern
The Southwest banks will include banks from Arkansas,
Louisiana, New Mexico, Oklahoma, and Texas for purposes of
comparison with the Eastern banks.

In comparing the survey

results from the Eastern and Southwest banks, there should
be some benefits other than complying with state law, causing

-^'^Suggested Scope of Bank Audits by Independent Public
Accountants. The New Jersey Bankers Association and The New
Jersey Society of Certified Public Accountants, (1956).
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Eastern banks to more frequently utilize the services of an
Independent auditor.
Size of Banks Surveyed
The relative size of all banks, which were selected
to receive a questionnaire, was determined by the total
amount of deposits held by each bank.

A directory of all

banks in the United States was utilized in obtaining the
sizes and the addresses of the banks which were to be mailed
questionnaires.-^-'-

The address of the bank with the largest

total deposits in each Southwest state and in each Eastern
state was selected, and then the next largest bank in each
state in terms of total deposits was selected.

This process

of selecting progressively smaller banks was continued in each
Southwest state, until virtually all banks from the Southwest
area with deposits totaling ten million dollars or more had
been selected.

Virtually all New Jersey banks, other than

mutual savings banks, with deposits totaling ten million
dollars or more were selected plus forty-five smaller banks.
Most New York banks, other than mutual savings banks, v.ith
deposits totaling ten million dollars or more were selected
plus twenty-two smaller banks.
In the discussion, comparison, and analysis of the
survey results, all banks from the Southwest and the East

^^Polk's Bank Directory. (Nashville, 195^)
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will be classified as either Class I banks with deposits of
less than twenty million dollars. Class II banks with deposits
of twenty million dollars to sixty million dollars, or Class
III banks with deposits of sixty million dollars or more.
There will be a discussion of the answers to questionnaire
section I from all answering banks by classes.

Questionnaire

section II answers will be discussed separately by classes.
Questionnaire Results
The Southwest and Eastern banks' reaction, which is
evident from the large percentage return shown by Table T on
page 14, to the questionnaire was very pleasing and rewarding.
Four hundred sixty letters and questionnaires, which were
exact copies of those shown in the Appendix, were mailed to
the Southwest and to the East as shown by Table I on page 14,
These questionnaires were mailed on June 20, 195^> and no
questionnaires received after July 21, 195^ were counted.
The first portion of Table I on page 14 reflects the breakdown of the questionnaires mailed and received by deposit
classes by state.

The second portion of Table I on page 14

reveals the number of State, chartered banks and the number
of National, chartered banks within each state, and further
reveals the number of questionnaires returned by State banks
and by National banks.
At the end of the year 1957 the Federal Deposit
Insurance Corporation was the insurer of slightly over two
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TABLE I
COMPLETE QUESTIONNAIRE RESULTS

Class I

Class II

Class III

(lTaT2)b

(T]^T2)b
2
2
5
10
2
2
3
5
20
42
32
20
12
51
22
39
21.
113
71

State Totals

State
[TWU)^
Arkansas
10
10
Louisiana
6
6
New Mexico
5
9
Oklahoma
1^
25
Texas
62. 22
Total 112.
New Jersey
33
New York
22
55
Total 107
Class Total 226 134

14
4

2

5
2S
69

5
31

31
21
52
121

^5

17
13
30

75

(l)a [gjb
14
16
30
9
15
26
35
130
230 1 5 ^
120
110
62
230 124
460 2^0

(3)
TOfo

53/^
60;'
74;
70J

tl
52%

—4

^7A
61%

Totals
National
State
,^Ran
(^)d^fnyB7T)c (1)^ ^f^yg (3)c (1)^ (21^ {1]^_
Arkansas
2%
11 2 0 %
14
55
177
to
3
232
0^.
Louisiana
16
41
10 24/.
140
9%
6
151
New Mexico
26
3 If.
26
9
17f
1
52
Oklahoma
1
2
^
26
1^2
197
23
3
3?9
Texas
12%
474
ii 14%
2g
211.
Total 776 115 1
999
41 "4% 1.7^5 136
New Jersey
268 "T2"
23%
15
99
47 47%
10
New York
30%
62
174
275
M2.
"7
Total 444
25
273
99 2§F
124
71
TT%
Totals
1.220 140 11% 1.272 140 TI% 2.422. 1 ^

I

a. T h e number of questionnaires mailed.
b. T h e number o f questionnaires received.
c. T h e percentage o f questionnaires received computed
to t h e nearest p e r cent.
d. Number o f banks in each state w h i c h a r e insured b y
the Federal Deposit Insurance Corporation.12

l^Assets. Liabilities and Capital Accounts Commercial
and M u t u a l Savings B a n k s . December 3 1 , 1 9 5 7 . Federal Deposit
Insurance C o r p o r a t i o n , Report N o . 4B ( l 9 5 S ) , p p . 1 0 , 2 4 , 3 6 ,
3 7 , 3 ^ , 4 2 , and 4 9 . Hereafter cited as F D I C , Report N o . 4 S .
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hundred billion dollars in bank deposits in the United States
and other areas.1^

The two sections of the United States,

which were surveyed, had within their boundaries 2,492 Federally insured State and National banks with deposits of over
sixty-two billion dollars.

The two hundred eighty banks,

which returned answered questionnaires, had deposits totaling
thirty-five billion dollars.

This thirty-five billion dollars

in deposits consisted of over eight and three-quarters billion
dollars in the Southwest banks and slightly less than twentysix and one-quarter billion dollars in Eastern banks. The
Southwest banks, which were audited regularly by independent
accountants, recorded one billion nine hundred million in
deposits, while the Eastern banks, which were regularly
audited, recorded eight billion six hundred million in deposits at the end of 1957. The Southwest and Eastern banks not
regularly audited recorded deposits of twenty-four and onehalf billion dollars in deposits with seven billion being in
the Southwest and seventeen and one-half billion in the East.
By eliminating the effect of three large Eastern banks, which
were not audited, with deposits of ten billion dollars, the
total return from the East would show a larger amount of
deposits in Eastern banks which were audited than in those
banks which were not audited.
Although the questionnaire returns in total do not
furnish enough information to establish an exact trend in

13FDIC,

Report No, 4^, p. 7o

16
each section of the nation, there is adequate information to
indicate the general trend of the bankers* attitude, in each
section, toward employing independent auditors to perform
bank audits.

CHAPTER III
QUESTIONNAIRE ANSWERS AND ANALYSIS
Section I
Class I

All Banks

Answers and Analysis

Seventy-nine Southwest banks and 55 Eastern banks of
Class I size answered the first section of the questionnaire.
Table II on page 19 reflects the yes and no answers to questions one through nineteen and twenty-one.
Only nine of the 24 Southwest banks, which had been
audited once or more by a public accountant, employ a public
accountant to perform a regular audit, while forty-eight of
the 51 Eastern banks, which had been audited once or more by
a public accountant, employ a public accountant to perform a
regular audit.

Thirty of the Eastern banks, which were regu-

larly audited, were New Jersey State banks which were meeting
their state legal requirements.
One hundred sixteen Southwest and Eastern banks furnish financial statements to shareholders at least annually,
but only two of this group furnish statements which are certified by a public accountant.

However, in contrast to this

non-certification of bank financial statements, ninety-five
banks recommend or require an independent accountant's
certificate to accompany the financial statements of a firm
which is applying for a loan from their bank.
The ownership of Southwest banks is more closely held
17

IS
than in the East.

Each Southwest bank in this class was

owned by an average of 113 shareholders with thirty-one banks
being controlled by less than five shareholders»

The Eastern

banks in this class were owned by an average of 250 shareholders for each bank, and only seven banks were controlled
by less than five shareholders.
There is widespread use in the Southwest and in the
Eastern banks of the tax services offered by public accountants, but not all Eastern banks, which are audited, use the
public accountant's tax services.

In the Southwest sixty of

the 6$ banks, which use the tax services of a public accountant, pay for some detailed analysis of the banks' income and
expense accounts. The public accountant's tax fees for this
class ranged from one'hundred to eighteen hundred dollars
with the majority paying about five hundred dollars each
year.
The Financial Institutions Act of 1957 was passed by
the United States Senate, and is now being considered by the
House of Representatives.

This Act as now written would

grant discretionary authority to the Comptroller of the
Currency, the Federal Reserve Board, and the Federal Deposit
Insurance Corporation to require independent audits by banks,
which are under the supervision of each agency, with the expense to be borne by the banks. ^

The agency officials in

lA-Lyman Bryan, "Washington Background," Journal of
Accountancy. 105 (195^), pp. 10-11.
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TABLE II
SECTION I FROM ALL CLASS I BANKS

Yes

Question
Number

(Ij^
24
9

1
2
3
4
5
6
7
S
9
10
11
12
13
14
15
16
17
IS
19
21

71
1
31
5S
6B
60
6
5
29
17
64
15
33
25
67
2^
10
a.
b.
c.

(2)b
51
kS
30
45
1
7
37
43
40
22
IS
9
12
50
4^
16
16
27
13
11

(1)^
55
70
7S
6
73
47
16
10
15
71
1
30
41
13
56
44
10
4
47
64

Total

NaC

No

1

{2)b'(1)^
4
6
1
24
2
7
45
5
42
1
15
5
10
1
9
4
2
5
3
73
40
20
36
21
2
2
s
4
37
2
44
S
19
37
4
40
?

(2)b (1)^
79
1
79
1
^9
-9
3
9
79
6
79
"9
3
2
6
79
2g
79
79
34
6
79
79
79
3
3
2
79
39
79
9
79
79
5
79
^

(2)b
55
55
55
55
55
55
55
55
55
55
55
55
55
55
55
55
55
55
55
55

The number of answers from Southwest banks»
The number of answers from Eastern banks.
No answer or not applicable.

connection with this Act testified that the discretionary
authority would be used sparingly.

Apparently the supervisory

authorities in the Eastern area have recommended independent
bank audits a great deal more often than Southwest bank supervisors.

Six Southwest banks, with five complying, have had

examiners recommend that their bank have an independent audit,
and twenty-two Eastern banks, with eighteen complying, have
had examiners recommend an independent audit.

20
Twenty-nine Southwest banks believed the costs of an
independent audit to be excessive, however only 17 believed
that independent audits were over-rated.

The large number

of Southwest banks not answering as to their feelings concerning the cost and benefits of audits indicates that many
Southwest bankers are not familiar with independent audits.
Not all regularly audited banks in this class from the
Southwest and the East divulged their audit fees, but the
average reported from both areas was seventeen hundred fifty
dollars with a low of one hundred seventy-five dollars and a
high of six thousand dollars.
Examinations of varied scopes of a bank's financial
condition and operations, by its board of directors, are
required either annually or semi-annually by both state and
federal supervisory authorities in the Southwest and the East.
An Independent accountant may be employed for this purpose,
but only fifteen Southwest banks, nine on a regular basis,
had ever used an accountant for this purpose.

All forty-

eight regularly audited Eastern banks used their independent
audit for this purpose.
Prevention of embezzlement within a bank is more important for properly controlling a bank's assets than is the
attempt to detect embezzlement after it has begun.

The

answers from Eastern banks indicate that stronger prevention
procedures, through internal control and internal audit,
exist within the banks of that section, than within banks

21
in the Southwest.

Thirty-three Southwest banks in this class

employ an internal auditor either full-time or part-time, but
only 25 of these auditors report directly to the board of
directors.

Sixteen Eastern banks employ an internal auditor,

and in each case the auditor reports directly to the board of
directors.

Even though 44 Southwest banks have no full-time

internal auditor and twenty-eight banks have suffered from
internal embezzlement, 67 of the Southwest banks in this class
consider their banks to be adequately safeguarded without the
use of an independent audit.

Embezzlement had occurred in

thirteen Eastern banks, which is 12% less than in the Southwest banks.

Nineteen Eastern banks believed that independent

audits were a necessity in their internal auditing program.
The use of an independent auditor is not to detect embezzlement, as shown from the fact that embezzlement was discovered
by an independent accountant in only one of the answering
banks, by government examiners in seven instances, and by the
bank personnel in all other cases. The independent accountant assists a bank's personnel in establishing stronger
preventative procedures to protect assets from embezzlement.
Class II Answers and Analysis
Forty-five Southwest banks and 30 Eastern banks in
this class completed and returned questionnaire section I,
and Table III on page 22 reflects the yes and no answers for
questions one through nineteen and twenty-one.
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TABLE III
SECTION I FROM ALL CLASS II BANKS

Question
Number
1
2
3
4
5
6
7
S
9

10
11
12
13
14
15
16
17
1^
19
21

*

(1)^
18
14
41
6
37
41
32
4
3
23
12

35
12
26
19
41
27
9

(2)b (1)^
28
27
24
31
12
44
26
3
42
5 37
26
7
25
3
17
11
7 . 39
1
5
6
14
S
27
9
29
22
31
26
19
8
23
22
3
17
13
1 35

Total

Na^

No

Yes

(2)b (l)a
2
6
18
1
1
4
26
3
2
25
1
3
1
5
9
2
2
9
2 41
20
8
6
20
1
7
2
4
3 18
7
1
17
1
1
29

V

(2)^ (1)45
45
45
45
4
45
45
1 45
45
4
45
14 45
23
45
4
45
1 45
1 45
1
45
45
4
45
1 45
45

—1—\h

(2r

^5

30
30
30
30
30
30
30
30
30
30
30
30
30
30
30
30
30
30
30
30

a. The number of answers from Southwest banks.
b. The number of answers from Eastern banks.
c. No answer or not applicable.
A larger percentage of Class II banks, than Class I
banks, in the Southwest had been audited once or more.
Eighteen out of 45 banks had been audited once or more, and
fourteen of these banks have a public accountant conduct a
regular audit. Twenty-eight Eastern banks have been audited
once or more, and 24 of these banks employ a public accountant to conduct a regular audit. One-half of the Eastern
banks, which are regularly audited, are New Jersey State banks
which are meeting their legal requirements.
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Sixty-seven of all Class II banks furnished statements
to their shareholders at least annually, and none of these
statements are certified by an independent accountant.

Sixty-

three of these same banks recommend or require an independent
accountant's certificate to accompany the financial statements
of a firm which is applying for a loan from one of these
banks.

This contrasting situation coincides with the idea

that bankers are lenders, not borrowers, and therefore they
do not need certified statements for obtaining credit or for
filing statements with regulatory bodies.
Again in this class as in Class I, the ownership of
the banks of the Southwest is more closely held, with each
bank having an average of 285 shareholders and with each
Eastern bank having an average of 620 shareholders.

The

number of banks in this class controlled by less than five
shareholders was negligible for purposes of comparison.
Sixty-six of the 75 Class II banks employ an independent accountant to assist in preparing income tax returns,
and in forty-nine of these banks there is a detailed analysis of income and expense items. This detailed analysis
includes audit procedures, but the aim of the procedures is
not to audit the bank records for internal purposes.

The

audit procedures for tax purposes would be planned to verify
the accuracy of the income and expenses which are reported on

15Lloyd I. Coveney, "Can the CPA Help Your Bank?"
Auditgram. XXXIV (195^), PP« 26-32.
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the income tax return.

The average fee paid by all Class II

banks was seven hundred fifty dollars. Many banks had their
tax returns prepared by their independent auditor, and thereby
accomplished two requirements with one visit by a public accountant.

Of course the public accountant employed to prepare

the tax return could be employed to perform an audit of the
bank.
In this class there were more instances, in which the
supervisory examiners recommended an independent audit, in
Eastern banks than in Southwest banks. There were four such
suggestions in the Southwest, with three complying, and seven
such suggestions in the East with five complying.
Approximately one-half of the Southwest banks in this
class and one-fifth of the Eastern banks in this class thought
that the cost of an independent audit exceeded the benefits
received.

About one-fourth of all banks in this class indi-

cated that the independent audit benefits were over-rated.
The independent audit fees ranged from an average of five
thousand dollars in the Southwest to an average of six thousand dollars in the East, with a low fee of six hundred
fifty dollars and a high fee of fifteen thousand dollars.
This tremendous variation in cost indicates a tremendous
variation in the scope of the audit programs.

Numerous

banks in this class were paying more for the tax services of
an Independent accountant, than other banks in this class
were paying for some type of audit.

25
The directors of Eastern banks met their annual or
semi-annual requirements for a directors' examination with
an independent audit in twenty-two out of 30 banks, while
the Southwest banks did likewise in twelve out of 45 banks.
The wording of question number fourteen, which failed to
mention federal requirements, led to several answers of no
from National banks.

The Comptroller of the Currency requires

the directors of National banks to conduct examinations of
their banks.
Again, as in Class I, the Eastern banks seemed to
have more effective internal control and more effective internal audit programs, than did banks in the Soutwest.

A

larger percentage of the Eastern banks had full-time auditors, and a larger percentage of the Eastern banks' fulltime auditors reported directly to the board of directors.
A large majority of all banks in this class considered their
bank's assets to be adequately safeguarded without the
services of an independent auditor.

Sixty per cent of the

Southwest banks had experienced embezzlement while only 43%
of the Eastern banks had experienced embezzlement.

These

occurrences of embezzlement were discovered by the banks'
own personnel except in seven situations.

There were four

discoveries by government examiners and three discoveries by
independent accountants.
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Class III Answers and Analysis
The answering banks from this class recorded deposits
ranging from sixty million to several billion dollars. One
Eastern bank had only 52 employees, while another firm reported
over fifteen thousand employees.

In this class there were

thirty-two Southwest banks and 39 Eastern banks which answered
section I of the questionnaire.

Yes and no answers from these

seventy-one Class III banks are shown by Table IV below.
TABLE IV
SECTION I FROM ALL CLASS III BANKS

Question
Number

(1)^
10
7

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
21

29
1
5
30
23
19
1
1
12
6
28
11
27
19
29
26
9
a.
b.
c.

Na^

No

Yes

T2]^ (1)^
33
22
5
3>S
1
4
37
19
10
8
7
11
12
39
27
37
33
32
29
1

22
25
'^2

3
29
27
2
8
10
28
13
14
2
20
4
8
3
22

(2)b (l)a

6
17
34
37
34
1
20
20
24
1
22
22
12
2
5
5
9

37

2
1
3
3
32
7
12
2
1
1
5
3
3
1

Tota 1
(2)b (1)^
32
32
32
1
32
1
32
1
32
1
32
32
32
9
32
7
32
31
6
32
32
5
32
32
32
1
32
2
32
1
32
1
32

The number of answers from Southwest banks,
The number of answers from Eastern banks,
No answer or not applicable.

(2)b
39
39
39
39
39
39
39
39
39
39
39
39
39
39
39
39
39
39
39

39
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Ten Southwest banks, seven regularly, have had an independent audit, and thirty-three Eastern banks, 22 regularly,
have had an independent audit.

Five of the Eastern banks,

which are audited regularly, are New Jersey State banks.
There were only two banks, which furnish certified
financial statements to their shareholders, out of the 67
banks which furnished financial statements to their shareholders at least annually.

Sixty-seven banks also required

or recommended that an independent accountant's certificate
accompany the financial statements of a firm which was applying for a loan.

In Glass II and Class III banks, as compared

to Class I, there was a larger percentage of the banks requiring or recommending that an Independent accountant's
certificate accompany loan prospects' financial statements.
Southwest banks were owned by shareholders ranging.
In number for each bank, from eight to over five thousand,
and Eastern banks were owned by shareholders ranging, in
number for each bank, from 40 to seventy-one thousand.
A great many of all banks in this class operate their
own tax department, and prepare their own income tax returns.
In fact many of the banks, that are regularly audited prepare
their own tax returns.

Slightly over two-thirds, 23, of the

Southwest banks and slightly less than one-half, 19, of the
Eastern banks use an Independent accountant to file their
Income tax returns.
As in Class I and Class II banks, the supervisory
examiners in the Class III Eastern banks have recommended.
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more often than have Southwest examiners, that banks have
independent audits.
Again in this class as in the other classes of banks,
the majority of Eastern banks indicate that the cost of independent audits and the rating of any benefits therefrom are
reasonable.

The Southwest banks indicate by the number of

not applicable answers that many of their number have not had
enough contact with independent auditors to properly analyze
the cost and benefit relationships.
Bank directors generally lack the essential knowledge
of the internal operations of the bank and banking laws
governing such operations, consequently the directors permit
the bank's organization to do most of the examination work
connected to a directors' audit.1°

The type of audit or

examination, just described, would seem to be rather perfunctory, but twenty-one out of 32 Southwest banks and twelve out
of 39 Eastern banks consider examination along such lines to
be adequate.
Virtually all of the banks in this class have a fulltime internal auditor, but again a large number of Southwest
banks do not have the auditor report directly to the board
of directors.

Eighty-one per cent of the Southwest banks

have experienced embezzlement, and 74% of the Eastern banks
have experienced embezzlement.

Supervisory examiners located

l^R. G. Rankin, "Auditing Procedures for Directors,"
Banking. XLV (1953), p. 36.
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the embezzlement in three instances and bank personnel located
the embezzlement in all other instances.

The best embezzle-

ment protection is in the division of work among the bank's
personnel.
Section II All Banks Regularly Audited
Cost and Qualification
Questions three and eighteen concerned the qualifications of the independent auditor and his personnel, and
question nineteen concerned the cost of the independent
auditor's services in relation to benefits to the bank.
Audit time and the expense of an audit must be reasonably controlled and must be related to the benefits expected
to flow from them.l'^ Outside auditors employed by banks
should have had actual experience with the internal operations of banking and with the banking laws.l°

For an

independent accountant to serve a bank effectively, he must
have experience and training in bank accounting, auditing, and
opi^featlons, which differ considerably from usual accounting.1^

•^^Samuel J. Broad, "The Progress of Auditing," The
Journal of Accountancy. 100 (1955), pp. 38-44. Hereafter
cited as Broad, "Progress of Auditing."
Herbert Bratter, "Directors' Responsibility for
Internal Controls," Banking. XLIX (1957), pp. 68-69.
Stanley E. Shirk, "Independent Bank Audits," Auditgram^
XXXI (1955), pp. 20-23. Hereafter cited as Shirk, "Independent Bank Audits."
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Table V below reveals that seven Southwest bank?
and 48 Eastern banks completed answering questions three,
eighteen, and nineteen.

Table II on page 19 shows that nine

Class I Southwest banks are audited regularly, but two of
those banks were reclassified as Class II banks.

The regularly

audited Class II Southwest banks will number sixteen. Table VI
on page 31, instead of fourteen as shown by Table III on
page 22. This difference will occur throughout the remaining
tabulations.
As shown by Table V, one Southwest bank and two
Eastern banks are not satisfied with the qualifications of
the independent accountant and his employees.

Four banks

feel their operations are unnecessarily hampered by the
presence of the independent accountant, and six banks feel
that the relative cost of the independent account mt''^^
audit is excessive.
TABLE V
SECTION II COST AND QUALIFICATION
FROM ALL CLASS I BANKS

Question
Number

(1)^

6

3
18
19

2
1
a.
b.
c.

NaC

No

Yes

H)^ (l)a
45
2
5

1
4
?

Total

V

(2)^
2
45
41

(l)a
1
1

(2)b(l)a
1
7
1
7
2
7

(2)^
48
48
48

The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.
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Table VI below reveals that four banks question the
qualification of their independent auditors.

Six banks

answer that banks operations are unnecessarily hampered by
the independent auditor, which indicates some doubts as to
the auditor's qualifications.

Also, ten of the 40 banks

covered by Table VI believe their audit costs are excessive.
TABLE VI
SECTION II COST AND QUALIFICATION
FROM ALL CLASS II BANKS

Question
Number

(1)^
15
2

3
18
19

5
a.
b.
c.

No

Yes

(2)^ (l)a
19
1

Na''
(2)^ (1)^
3

4

14

18

5

10

16

1

Total

(2)^(1)^
2
16

(2)^
24

2

16

24

3

16

24

The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

Answers from twenty-nine Class III banks are shown by
Table VII on page 32. Three of these 29 banks question the
qualification of their independent auditor, and fifteen
Eastern banks feel that operations in their banks are unnecessarily hampered by the independent auditor.

Only six of

the 29 banks consider their independent audit costs to be
excessive.
Audit Program and Scope
The Comptroller of the Currency, the Federal Reserve
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TABLE VII
SECTION II COST AND QUALIFICATION
FROM ALL CLASS III BANKS

Question
Number

Yes

No

Na^

Total

,
,
(1)^
(2)b (lla
(2)b (1)^ (2)^ (IT^ TI)^
3
6
1§
1
2
2
7
22
18
15
7
5
2
7
22
19
1
5
6
14
3
7
22
a. The number of answers from Southwest banks.
b. The number of answers from Eastern banks.
c. No answer or not applicable.

System, the Federal Deposit Insurance Corporation, and more
than half of the states use a practically uniform report of
examination, while other states use it in only slightly
modified forms.^^ Since the examination reports are very
similar, the scope of each agency's examining procedures
would be much the same. Can the independent auditor eliminate duplicating some of the procedures done by the supervisory
examiners?

A great many times the examiners will come into a

bank and ask for the independent auditor's report before they
begin, and they omit certain items of their examination procedure if the items have been checked by the independent
auditor.^•'- The examiners do not want to see repetition of
their own report, but expect to see what is not usually performed by examiners, primarily, direct confirmation of

^•^Cook, "Progress in Bank Examinations," p. 28.
21 John J. Macklin,' ed., "Outside Bank Auditing,"
New York State Banker. 18 U956), p. 1.
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deposits and loans, detailed audit of assets, liabilities.
Income and expense, and an opinion as to the effectiveness of
the bank's internal accounting and auditing systems.^2

Natu-

rally any independent audit that is severely limited in scope
is worthless and is a loss instead of a gain.

Independent

auditors have a reasonable story concerning the decrease in
the details of their audit procedure.

The story is not a

self-serving cause, since the new auditing approach results
in lower fees than would be necessary if the demands of business required the primary reliance to be upon detail checking.^3
Questions twenty, twenty-one, and twenty-two cover
the area of duplication by examiners and independent auditors,
and the area of how much detail procedure should be utilized
In an independent bank audit.
Thirteen out of 55 Class I banks thought that the
Independent auditor and the examiner had an excess amount of
overlapping of efforts.

Five of the 4^ banks thought that

the independent audits were lacking in detail procedures,
and five of the 48 banks thought there were too many detail
procedures.

These forty-eight answers are shown by Table VIII

on page 34.

22Herbert E. Kirmmese, "Major Differences Between
Audit of Banks by CPA's and Examination by State Banking
Department," New York Certified Public Accountant« 27
(1957) pp. 95-99.
23Broad, "Progress of Auditing," p. 44.
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TABLE VIII
SECTION II AUDIT PROGRAM SCOPE
FROM ALL CLASS I BANKS

Question
Number
^
20
21
S2__
a.
b.
c.

Yes

No

NaC

Total

(1|^
1
1

(2)^ (T)^ (2)^ (l)a (2)b (1)^ (2)^
12
5
^75
^
^t "-^
"-J^
4
4
42
2
2
7
4^
5
5
41
2
2
7
48
The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

Of the forty Class II banks shown by Table IX below,
fifteen thought that an excess amount of overlapping occurred
in the efforts of independent auditors and examiners. Eight
of the banks felt that the independent auditor's procedures
were lacking in detail, and two banks felt that the procedures included too many details.
In the banks of Class III seven, all Eastern, out
TABLE IX
SECTION II AUDIT PROGRAM SCOPE
FROM ALL CLASS II BANKS

Question
Number
2^
21
22

Yes
(1)^
t
3
1

No
,
(2)b
9
5
1

(IF
10
12
14

Na^^'
,
r2)b
12
16
20

(1)5
1
1

Total

(2)b (pa
3
16
3
16
3
16

a. The number of answers from Southwest banks.
b. The number of answers from Eastern banks.
c. No answer or not applicable.

,^,)b
24
24
22.
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of 29 indicated that excess duplication existed in the work
of examiners and independent auditors.

Four banks, all

Eastern, were dissatisfied with the detail audit procedures,
three for more detail and one for less detail.

Table X

below reveals the twenty-nine Class III answers.
TABLE X
SECTION II AUDIT PROGRAM SCOPE
FROM ALL CLASS III BANKS

Question
Number
^
21
20
22
a.
b.
c.

'

'

' '

Yes
(1)^

(2)b
37
1

fo
(lia
7
7

^
(2)b
15
14
17

Na^'^

Total

(IF—TI)^ (1)-^
41
7
4
7

,
(2)^
22
22

The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

Audits and Investments
Questions ten and fourteen were phrased to determine
whether or not an independent auditor ever offered valuable
investment advice in connection with an audit, and if any
banks expected to receive such assistance from an auditor.
The investment policies of a bank would seem to be a highly
specialized field in which bankers would normally be experts
without outside assistance.
The answers from Class I banks. Table XI on page 36,
indicated that eight out of 55 banks had received valuable
investment advice from an independent auditor, and eight

36
TABLE XI
SECTION II AUDITS AND INVESTMENTS
FROM ALL CLASS I BANKS

Question
Number
^
10
Ik
a.
b.
c.

Yes

Uo

Na^^

Total

(1)^ (2)b (Ij^ (2)^ ( T T ^ T 2 ) ^ (1)^
^
7 ^
39
2
7
1
7
6
38
3
7
The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

(2)^
48^
48

banks believed that the auditor should assist them in their
Investment operations.
Five out of 40 Class II banks. Table XII below, had
received investment advice of value from their Independent
auditor, but only three expected such advice.
The Independent auditor had assisted five out of 29
Class III banks. Table XIII on page 37, with the investment
of bank funds, but only four banks expected such advice.
TABLE XII
SECTION II AUDITS AND INVESTMENTS
FROM ALL CLASS II BANKS

Question
Number
lO
14
a.
b.
c.

Yes

WaP

ffo
,

,

(T7^—ri)^ (Tys ri)^

(D^

Total
,

(2)b (T|^—r2)^

3
2
12
2l
1
2 16
1
2 14
21
1
1
16
The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

24
24
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TABLE XIII
SECTION II AUDITS AND INVESTMENTS
FROM ALL CLASS III BANKS

Question
Number

Yes
(1)^
3
1

10
1^
a.
b.
c.

No
(2)^^ (Tl^
2
3
3
5

Na^"
r2)b (l)a
17
1
17
1

Total

(2)b (i)a
3
7
2
7

(2)b
22
22

The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

Audit and Embezzlement
In the course of any independent audit the auditor
might detect embezzlement, but this detection is not and
should not be the purpose of the normal audit procedures
of a bank or any other firm.

Question number seven was

inserted to determine the number of instances in which an
independent accountant has detected embezzlement.

Question

number nine was asked to discover if the bankers believed
that an Independent audit did serve as a strong psychological
barrier to prevent embezzlement.

If independent audits are

conducted on a surprise basis, a strong portion of the psychological barrier should be established, and question
thirteen covers this point.

Questions fifteen and sixteen

were worded to explore what each individual banker thinks that
an independent auditor does during an audit in relation to
embezzlement.

3^
In only one of 55 Class I banks has an independent audi'
tor discovered embezzlement, yet thirty-six of these banks
thought that the auditor specifically searched for embezzlement.

Thirty banks out of 55 believed that a major purpose

of an independent audit should be to detect embezzlement.
All of the 55 Class I banks were audited on a surprise basis,
and fifty of these banks believed that the independent audit
represented a strong psychological barrier.

See Table XIV

below for detail answers from Class I banks.
TABLE XIV
SECTION II AUDIT AND EMBEZZLEMENT
FROM ALL CLASS I BANKS

Question
Number

(1)^
7
9
13
15
16

4
7
3
a.
b.
c.

No

Yes
(2)b (l)a
7
1
3
46
48
3
33
2
26

Na^
(2)b (l)a
47
1
13
1
16
1

Total

(2)b (1)^
7
1
7
7
2
7
6
7

(2)b
48
48
48
48
48

The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

Table XV on page 39 shows thp answers of forty Class II
banks.

Independent auditors detected embezzlement in three

of these banks, but twenty-five of the 40 banks felt that an
auditor specifically searched for embezzlement.

Twenty banks

believed that a major purpose of an independent audit should
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be a search for embezzlement.

Thirty-six banks were audited

on a surprise basis, but only thirty-three banks Indicated
that an independent audit provided a strong psychological
barrier against embezzlement.
TABLE XV
SECTION II AUDIT AND EMBEZZLEMENT
FROM ALL CLASS II BANKS

Question
Number

Yes
(1)^
1
14
14
11
10

7
9
13
15
16
a.
b.
c.

No
(2)b (l)a
2
15"
1
19
22
2
14
5
10
6

Na^'
(2)b (1)4
21
1
3
1
7
12

Total

(2)b (l)a
1
16
2
16
1
16
3
16
2
16

(2)b
24
24
24
24
24

The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

Embezzlement In one Class III bank had been discovered by an Independent accountant, but twelve banks thought
that the Independent auditor specifically searched for
embezzlement.

Eleven Class III banks in the East believed

that a search for embezzlement should be a major purpose of
an Independent audit.

Only sixteen out of 29 Class III

banks believed that an Independent audit served as a
strong psychological barrier against embezzlement, yet
twenty-seven banks were audited on a surprise basis. The
detail answers for the twenty-nine Class III banks are shown
by Table XVI on page 40.
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TABLE XVI
SECTION II AUDIT AND EMBEZZLEMENT
FROM ALL CLASS III BANKS

Question
Number

Yes
(1)^

7
9
13
15
16

5
7

2

Nac

No
(2)^ (l)a
1
7
11
2
20
10
4
11
6

(2)^
19
8

(l)a

10
10

1
1

Total

(2)b (l)a
7
2
7
3
7
2
7
2
1
7

(2)^
22
22
22
22
22

a. The number of answers from Southwest banks.
b. The number of answers from Eastern banks.
c. No answer or not applicable.
Management Benefits
Question four, five, six, eight, and seventeen are
worded to explore the possible independent audit benefits
from improved accounting systems, reduction in bank operating
costs, cost accounting and cost analysis, internal control
improvement, and use of the independent accountant's
certificate.
An adequate accounting system is as essential a
requirement for a modern bank as it is for any modern
successful business activity.^4 The latest type of service
offered by independent accountants has to do with improvement of accounting systems and procedures. Cost analyses
are included in this category. A new service has been

^^Slenkiewicz, "Problems of Bank Accounting and
Auditing," p. 3^.
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added recently in this field by the larger public accounting
firms for banking institutions.

Special studies are made to

determine the feasibility of using an electronic computer in
accounting activities and thereafter furnishing consulting
services if a computer should be installed.^5
Bank profits are pushed up or down by many factors.
One of the factors, which pushes down on profits, is expenses
Cost accounting deals with expenses, and there are few better
qualified to assist in cost accounting and analysis than independent accountants.

Through cost accounting and analysis,

independent accountants should be able to assist banks in
controlling costs and in many instances assist in reducing
costs.
Bank management is responsible for seeing that effective internal controls and internal audits are established
and maintained.

The independent accountant can create and/or

review the existing system of internal control. Who audits
the internal auditor?

The independent accountant is best

qualified for this task, and can further ascertain that the
internal audit program is sufficient.^^
Table XVII on page 42 reveals the answers from fiftyfive Class I banks.

Forty-three of the banks have had their

accounting systems improved by independent accountants.
Even though twenty of the banks have received independent

25shirk, "Independent Bank Audits," p. 23
2^Ibid., p. 22.
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accountant's suggestions which reduced operating costs, only
one bank has received any extended cost analysis from an
Independent accountant.

The independent accountant has im-

proved the internal control procedures in thirty-nine banks,
and only nine of the banks regard the accountant's certificate
as the most Important contribution of the auditor.
TABLE XVII
SECTION II MANAGEMENT BENEFITS
FROM ALL CLASS I BANKS

Question
Number

Yes
(1)^
7
1

4
5
6
8
17

5
1
a.
b.
c.

Ko
(2)^ (1)&
Jt
19
6
1
7
34
2
8
4

Na^^

Total

(2)^ (1)^ (2)^ (1)5
12
2
7
27
7
47
7
14
7
28
2
12
7

(2)^
48
48
kS
48
48

The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

As shown by Table XVIII on page 43# twenty-six Class
II banks have made beneficial changes In their accounting
systems as a result of an Independent accountant's advice.
Twelve of the 40 banks have received suggestions, which
reduced operating costs, from Independent accountants, however
only four banks have apparently received any basic cost analysis assistance.

Only five of the banks consider the Independent

accountant's certificate to be of major Importance, but twentyseven of the banks have had their internal control procedures
improved through Independent audits.
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TABLE XVIII
SECTION II MANAGEMENT BENEFITS
FROM ALL CLASS II BANKS

Question
Number
4
5
6
8
17

Yes

No

Na^

Total

(1)^ (2)^ ( 1 ^
(2)^ (1)5
2)^ (1]^
6 •
16
1
9
17
4
16
2
10 13
1
3
11
14
1
1
3
1 16
20
16
3
13
14
2
8
16
3
9
k
1
8
1?
a. The number of answers from Southwest banks.
b. The number of answers from Eastern banks.
c. No answer or not applicable.

r—y Vv

24
24
24
24

The results from twenty-nine Class III banks. Table
XIX on page 44, Indicate that twenty banks have had their
accounting systems improved through independent audits. Six
of the banks have had operating costs reduced, but no specific
cost analysis has been done by an Independent accountant.
Internal control procedures have been improved in sixteen of
the banks, but only five consider the independent accountant's
certificate to be of major importance.
Section II questions one and two will not be analyzed, other than to point out that all banks were audited
on an annual basis with the exception of thirty-two Eastern
banks and five Southwest banks. One Eastern bank was audited
at a five year interval and one at a three year interval.
Thirty Eastern banks were audited more often than once each
year.

Five Southwest banks were audited more often than

once each year.
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TABLE XIX
SECTION II MANAGEMENT BENEFITS
FROM ALL CLASS III BANKS

Question
Number

Yes

5
1
a.
b.
c.

Na^'

Total
— 1 —

(1)^
5
1

4
5
6
8
17

No
(2)b (1)^
1
15
5
4
7
11
1

(2)b
5
14
19
8
13

(l)a
1
2
1
2

(2)b (l)a
7
2
7
3
7
3
7
3
7

1

(2)^
22
22
22
22
22

The number of answers from Southwest banks.
The number of answers from Eastern banks.
No answer or not applicable.

The results of questions eleven and twelve have not
been presented in tabular form.

These two questions concern

the verification of deposits and loans, and the assistance
in performing director responsibilities offered to banks and
to bank directors by independent auditors.
There should never be a restriction placed on the
auditor's program which will eliminate the direct verification program he desires to pursue.^'^

Banks do make mistakes,

and one of the greatest is to engage an independent accountant to conduct an audit and request him to omit certain basic
procedures because of public relations or fee considerations."^^
Verification is a very essential portion of an independent

2'^Riley M. Renfrew, "Your Bank and the Independent
Auditor," Auditgram. XXX (1954), p . 1 0 . Hereafter cited as
Renfrow, "Your Bank and the Independent Auditor."
2 % h i r k , "Independent Bank Audits," p . 2 2 .
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audit, because that is one field in which the supervisory
examiners never venture.

In the past many banks have not

wanted any verification with their customers, as such action
might develop poor public relations.

The State of New Jersey

requires that 20^ of the loans and deposits of each State
bank be verified at least once each year through positive
verification procedures.

Ninety-eight of the 124 banks,

which were regularly audited, stated that their independent
accountants did verify deposits and loans by direct communication with the banks' customers.

However, ten of 30 regularly

audited Southwest banks did not have their independent accountant use this verification procedure.
An overwhelming majority of all banks regularly
audited, one hundred ten of 124 banks, indicated that independent auditors assist the bank directors in more ably
performing their responsibilities to their depositors and to
their shareholders.

CHAPTER IV
COMMENTS FROM BANKS REGULARLY
AUDITED AND DISCUSSION
Class I
Question twenty-four in section II of the questionnaire solicited comments from all banks which were regularly
audited.

These comments were to include what each banker

considered to be the major benefits and the major failings
which occurred in the regular independent audit of his bank.
Two Class I Southwest banks furnished comments as follows:
Independent audits of our bank gives the directors
a better "feel" of the bank; makes management aware
of audit procedures; brings out new procedures necessary to good internal methods; and checks on employees
as to shortages.
It is comforting to know that the figures which
we show on our general ledger are verified periodically by competent people who are trained in accounting
and auditing work. We also find it very advantageous
to have annual conferences with our auditors in regard
to accounting methods, tax procedures, safety controls,
and other matters which they deem important enough to
bring up. We have an audit committee made up of our
board of directors. This committee is made up of
competent businessmen, but they are actually at a loss
when it comes to making a detailed audit of our bank.
While this audit committee does make available for
members of our board of directors, pertinent information on our bank, I doubt if the information has
too great a value from the standpoint of an audit.
We have combined our directors' audit with our outside audit in order to take care of both these
requirements at once. While we have not uncovered
any losses or embezzlement by these audits, we are
convinced there is a wholesome psychological effect
on the entire organization because of these controls.
I recommend to banks, regardless of size, an auditing
program conducted by competent certified public account'
ants.
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Seventeen Class I Eastern banks furnished comments as
follows:
The independent audit gives the board of directors a verification of the institution-s records.
Federal and state bank examiners evaluate assets
rather than verify records, therefore this verification tool is necessary to the board of directors.
This bank finds no shortcomings of the audit.
The audit provides a strong psychological barrier in preventing defalcation and embezzlement.
Our independent audit satisfies state and Federal
Reserve authorities that our bank is conducted in
an honest and orderly manner, and provides good
publicity for customer, bank relations. The audit
causes employees to be more alert in their work,
and the results of past audits have proven to be
good morale builders among our staff. The audit is
also a satisfaction to our directors and stockholders when they know that an audit of the bank
has been made with no irregularities or serious
criticisms reported by the auditor. We have no
criticisms of our auditor. Our audits and directors' examinations have been very thorough and
systematic.
Verification of all balances is the major benefit
of our audit.
The better the audit, the better the bank operation will be.
The major benefits gained would be an unbiased
report to the bank's board of directors of the
auditor's findings. I do not know of any failings
or disadvantages to result from an audit by an
independent accounting firm.
We feel that an independent audit is very necessary for our bank.
Our experience with accountants of a general
nature was not too good. We have had a firm for
the last five years who have a group of experienced
bank men, and this audit group has proved to be very
satisfactory. We have used an independent audit
for many years, but we were not too happy until our
association with the last group. We felt that

kS

general accountants did not understand the things
that were important, and too much time was spent
on details to the exclusion of essentials.
Our major benefit is to satisfy the legal requirements of our state.
The major benefit is reconciling our records
direct with the customers on loans and deposits.
The audit allows the customer to know that he is
mutually protected with the bank. If the independent auditor is paid accordingly, he will cover
everything thoroughly.
The Independent audit promotes a feeling of
security, an excellent impression on the stockholders, and the state and federal examiners in
this district feel that all banks are better protected by this form of auditing.
This bank is subject to at least one official
examination made jointly by the Department of Banking and Insurance and the Federal Reserve Bank each
year. The directors are required to make at least
one examination each year, and they are required by
law to engage the services of a public accountant
for this purpose. Our public accountant makes at
least two additional surprise audits during the year,
We feel that any audit program^ which will tend to
forestall defalcations or embezzlements or a program
that will detect shortages quickly, is a benefit to
management.
Independent audits such as ours, while not as
satisfactory as a full-time auditor, are adequate
for a bank of our size. The saving is the greatest
consideration.
This bank has engaged the staff of a CPA firm
for many years, and have been fully satisfied with
the results In a genuine effort to keep the barn
door closed before the horse is stolen.
The major benefits derived from independent
auditors Include aid to the directors' examining
committee in conducting directors' examinations!
submitting reports and recommendations to directors; direct verification of deposits and loans
which our State Banking Department recommends;
the element of a surprise audit by someone other
than a member of the bank personnel; and suggestions
received in methods and operations. Our bank is

49
fortunate in obtaining the services of a firm which
has auditors with a knowledge of banking. There is
a possibility that in some communities there may be
difficulty in locating auditors who are especially
trained in bank operations.
Our Independent audit serves to alert our employees, and gives our customers a sense of security.
The audit mainly keeps the State Banking Department
happy. Our auditors do surprise auditing of about
twenty-five per cent, by number and dollar amount,
of our loans and deposits, and they conduct the
directors' examination. Our cost is high for the
benefits received, and most of the auditors are not
familiar with bank operations.
Our independent audit is the least expensive
method of auditing, and requires less clerical
assistance on our part while meeting the requirements of our banking department. The auditor
sometimes takes longer to understand our particular bank operations and with changing accounting
help, this often becomes somewhat of a problem in
explaining our particular methods.
Assistance to bank directors seems to be the major
benefit mentioned by most of the Class I banks.

The highly

specialized qualifications necessary for the auditors were
mentioned in most cases as being a necessity.
Class II
Five Class II Southwest banks commented on the benefits
and failings of independent audits as follows:
Our independent auditors are not sufficiently
familiar with bank operations to perform truly
satisfactory audits. Unlike supervisory examiners
who can appraise bank assets, independent auditors
have little or no experience in this line. Too
often independent auditors are thinking along the
lines of mercantile auditing which is ineffective
in a bank audit.

TEXAS TECHNOIAmiCAL
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We are entirely satisfied with the type audits
which we have had. We use a well known, nationally
recognized firm. This firm is experienced in bank
work and proceeds in an orderly manner. The scope
of the audit is determined by agreement between the
audit firm and the audit committee of the bank's
board of directors.
Independent audits should be used by every bank.
The benefits are the same as to any business* concern
if done properly.
The major benefits derived are that the directors
are showing due diligence in their duties and responsibilities and that defalcations could be uncovered
sooner than they would normally. The major failings
seem^to be universal. The accountants cannot keep
qualified men in their jobs long enough to have them
well versed in their duties. They spend too much time
on minor rather than major details.
There are two major benefits from an independent
audit. The auditor may uncover something that the
internal auditors are overlooking, since the internal
auditors' perception may be dulled by his familiarity
with the operation and he will pass over things that
would be noticed immediately by an outsider. Independent accountants give further assurance to the
directors that all is in order, and provide a check
on the internal auditing department which is the only
department in a bank that is not checked by someone
else. The major failings are the lack of familiarity
of the independent accountant with the banking business
and the naturally limited scope of any economically
feasible external audit.
The comments from seven Class II Eastern banks are as
follows:
We are required by state law to engage outside
auditors and generally they do an excellent job.
The only criticism is generally the lack of auditors
well versed in banking and bank accounting.
Our major benefit is direct verification of
deposits and loans, and audit verification of
income and expense. There are no major failings.

51
We consider the major benefits to be the accountant's ability to objectively view our internal
systems and controls. While we do not consider our
independent accountant's audit to have any major
failing, there is a definite problem encountered
in the lack of time to effectively review all
procedures. The extent of our independent audit
is the preparation of our directors' examination
which in this state (New York) is comprehensive.
This is a question for which the answer is
directly contingent on the individual bank and its
management policy. Generally the surprise audit
is, without question, a great factor in helping
all organizations. The dispassionate review and
inspection of records, personnel reactions and conduct definitely help in re-appraisal, and give
insight to, sometimes, overlooked problems. The
major criticism may be that untrained people are
used who can waste time in routine checking of
questions which have an obvious answer.
Any reasonable independent audit of a bank is
of real value. The assets of this bank are verified
at least three times a year and some deposit liabilities each year. A real extensive independent audit
will generally be too expensive for the small bank.
Because of the independent accountant's experience in other fields and also in other banks,
constructive suggestions are offered and in most
cases accepted. The major failing in our independent
audit arises from the fact that no direct verification with bank customers is allowed.
In our audit we specifically stated what we
wanted our independent auditors to do. We wanted
direct verification of all deposits, notes, and
mortgages as to balances owing and on deposit,
and a review of our operations, especially those
operations to which the bank examiners pay little
attention.
Virtually all of the Class II comment'=? point up t-'ie
fact thatfi^reatbenefits are derived from the fresh, unbiased
approach of the independent accountant.

The assistance t^

the bank directors is also mentioned by many as a primary benefit.
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Class III
The following comments were received from four Southwest banks which are regularly audited:
Our directors would not have the time and could
not assemble the necessary manpower to make the
annual verification required by our bylaws. Our
accountants under the arrangement with us do not
attempt to pass upon the quality of assets. In
general, the major failing of any accountant or
examiner is their inability to discover defalcation
if the books are in balance, and the inability to
point out impending losses when they do not have
the same information which is, or could be, available to credit officers.
This bank benefits from the surprise audit of all
departments at the same time. There is a review of
all internal control procedures and suggestions are
made for improvements. The audit is a deterrent to
fraud and embezzlement, as our personnel are aware
that we will have a special audit each year on a
surprise basis. Banking is a specialized field and
the majority of independent accountants are not
familiar with this type of accounting.
Our major benefit is the directors' and general
publicts knowledge that the bank's assets have been
examined by accountants as well as examiners. The
independent accountant is not familiar with bank
operations.
The independent audit opens the eyes of directors
and management to possible carelessness of present
audit and accounting systems, and keeps full-time
auditors and accountants alert to possible loose
ends. If there are any failings of an independent
audit, they arise from the fact that the accountants
are not staffed with enough personnel who are familiar
with the overall bank operations.
Twelve Class III Eastern banks submitted the follov^ing
comments:
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The major benefit is the added protection afforded
the company's depositors, stockholders, directors,
officers, and employees.
The major benefit we receive is the annual and
constant check of our internal audit procedure,
which is constantly being-improved. We make our
own detailed cost analysis by departments.
The audit provides an excellent opportunity to
check the banks'' internal auditing system as well
as the general operations and strength of the bank.
Independent accountants representing the directors,
make an examination each year. This is an examination
and not an audit, as the examination is a comparison
of the assets and liabilities to the records and an
evaluation of assets at a given date. This examination, establishing what the records are, is a
complement to auditing done by our internal auditors
whose job is to determine what the records should be.
We believe that it is beneficial to have independent
accountants make this examination as it acts as a
check, not only on operating departments, but also
on the auditing department which has been checking
the records all year. The audit has a good psychological effect on employees. Because of the variety
of transactions which flow through a bank's records
every day, we believe that an independent accountant
making only periodic audits would not be as effective
as a well established internal audit staff.
The independent audit overlaps with supervisory
examinations and spends too much time on trivialities.
There are not enough suggestions in regard to bank
policies, and the accountant is reluctant to suggest
changes on an administrative level.
The major benefits are a direct verification of
account balances and the psychological reaction of
our employees to the outside auditor.
The public accountant gives a critical look at
the bank's controls, audit program, and operating
procedures. There are no failings if the scope of
the audit is covered in detail, and is related to
the objectives of bank management.
The audit points up areas of need in bank training and operations to maintain a high quality of
controls and audit procedures. Too often a rapid
turnover of lower level bank employees leads to
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neglect of some important control functions through
incomplete training of replacements.
The public accountant supports our internal audit
staff, and provides the viewpoint of persons who are
familiar with the operations and procedures of other
banks. The surprise element is a deterrent to prospective fraudulent procedures. The public accountants
are unfamiliar with the particular methods and procedures of our bank.
I feel that the greatest benefit is an outsiders opinion of how our bank is operated. The
directors, in their examinationp would certainly
get an unbiased opinion from a public accountant,
whereas we might be very reluctant to criticize
our own auditing functions. The independent audit
certainly audits the auditor.
The major benefit is to be able to say that once
every five years an independent accounting firm
audits the bank and finds everything in order. A
qualified outsider with his own point of view and
his firm's reputation at stake carries a lot of
weight in the eyes of the public, the courts, and
the banking authorities. We think such a look once
every five years is adequate. We use the independent
accounting firm at five year intervals only for our
annual trustees' examination. During the intervening four years we conduct the trustees' examination
with our internal auditing and accounting staff.
Instead of a major failing, I would say that the
personnel, who are engaged by the accounting firm
to count our six billion dollars of stocks and bonds
in the vault, are not as well experienced in handling
securities as our own personnel.
Two Glass III Eastern banks explained their use of
independent accountants in an observation capacity.

The inde-

pendent accountant observed the banks' personnel conduct the
audit and made recommendations as to improvements in internal
control and internal auditing.

In these two instances the

recommendations made by the public accountant were more
effective in inducing bank management to make improvements.
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than were similar recommendations by the internal audit staff.
Banks in all classes seem to indicate that each bank
must review its own situation, determine its particular needs,
and decide in what areas the independent accountant can be of
greatest service.

Cost is an important factor, but the manage-

ment and directors have an obligation to stockholders,
depositors, and employees to provide reasonable safeguards.
The director whose bank is not properly and effectively
audited or examined is assuming more responsibility than if
29
it were.
Several variants in arranging to have the public
accountant perform a directors' or trustees' examination are
possible.

One is to have the accountant plan the examination

and have the bank personnel carry it out under the account's
supervision.

Another possibility is to have him examine

certain departments each year, so that over a period of from
three to five years all departments of the bank are covered.
The first two variants are not so effective as an entire
examination carried out annually by a certified public accountant.^

For example, in a smaller bank where the personnel are

so limited in number that any system of internal control would
be useless, and the board of directors are not qualified auditors, they should, by all means, engage the services of an
independent staff of auditors.^-'- Of course a large bank with

29shirk, "Independent Bank Audits," p. 22.
30lbid., p. 22.
ties;

3lRobert D. O'Grady, The Bank Directors ResponsibiliInternal Audit^ Pennsylvania Bankers Association,

(1956) p. S.
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a large internal audit staff would require a different audit
approach.
Since many of the bank comments from all classes came
from the State of New Jersey where independent audits of
State banks are required by law, there should be some analysis of bankers' and examiners' approach to bank legislation.
The wisest and strictest legislation gives no assurance of
sound banking operations and complete observance of all laws
is no guarantee against bank fallures.^^

Some bankers think

that the boards of directors of our banks ought to have direct
verifications and independent audits before more states follow
the example of New Jersey and make them compulsory by law.33
In a recent survey of 215 Texas banks only 16% of these banks
indicated that they were audited by independent accountants,
but kS% of this same group of banks were of the opinion that
the Texas banking industry would benefit from a legal requirement for each bank to be audited in some manner by an
Independent accountant.^^

Bankers state very definitely

that they do not want the government managing their banks,
but one hundred four out of 215 Texas banks seem to indicate
the contrary.

^^Cook, "Progress in Bank Examinations," p. 30.
^^Carl L. Tewksbury, "Small Bank Auditing," Auditgram^
XXXI (1955), pp. 22-30.
^^Johnson, "Questionnaire on Bank Auditing," p. 13.

CHAPTER V
SUMMARY AND CONCLUSION
Bank Requirements
Even though all banks perform very similar functions
in the United States economy, each bank within the banking
industry seems to have its own peculiar management personality which differs in most respects from all other banks.
Of course the internal problems and internal organizations
of banking firms differ in accordance with their financial
size and geographic location.

Most of the banks contacted

by questionnaire indicate that independent accountants are
not as well versed as they should be in general bank operations and peculiarities of each bank.

The banks want

thoroughly trained, highly specialized accountants to perform bank audits, preferably specialized in each institution's
peculiarities.

This last type of specialized public account-

ant would be ideal but virtually impossible to obtain and if
obtainable, very costly in all probability.
Since the majority of the banks contacted are not
interested in obtaining an accountant's certification for
their financial statements, the banks want to specify what
areas of the bank will be audited and what the extent of
the audit scope will be.

Banks desire that a group of

flexible audit programs and procedures be offered by public
accountants.
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5S

Most banking firms require advice and assistance in
filing Income tax returns.
Adequate completion, by the public accountant, of the
annual directors' audit and examination requirements as outlined by supervisory authorities and the bank, is a necessity
in most banks that are audited.
The banking firms require from public accountants an
unbiased, frank approach which should bring improved control
methods and improved accounting systems into each individual
bank.

Those bankers, who have observed the difficulty that

occurs when an attempt is made to compare operating statements
from different banks, want public accountants to bring about
some conformity with generally accepted accounting principles
by banks in their recording and reporting.
Supervisory authorities and bankers expect a great
deal more audit emphasis by the public accountant in those
areas which are not touched through the supervisors'
examinations.

Banks want a minimum of overlapping by the

public accountant and the bank examiners.
A large group of the banks contacted want the public
accountant to specifically search for embezzlement, and in
turn believed that independent audit fees were excessive.
If public accountants set up procedures to search specifically for embezzlement, the cost of the detail efforts would
be prohibitive for the banks to pay.
Banks want audits which are the equivalent of a
physical examination at a medical clinic where there would

59
be one or more specialists to analyze and correct ailments
in each organ.

Only those accounting firms, which employ a

large staff with experts and the ability to train more experts
in all the public accounting service areas of taxes, audits,
and consulting services, would be able to adequately perform
the many bank requirements for public accountants.
Bank Benefits
Many banks pay large fees for tax assistance and tax
advice from public accountants.

A great deal of these fees

pay for audit work which supports the tax returns. With not
too great an increase in fees, this tax service could be converted into a fairly thorough audit and also meet the tax
needs of the bank.

Fees paid to a public accountant can be

beneficial both internally and externally to the bank.
Cost accounting and cost control as developed by
independent accountants and the accountants within most
manufacturing firms may be modified and applied to the
banking process for the advantage of each banking firm.
This area of cost analysis and cost control assistance by
Independent accountants in connection with bank audits has
just begun.

Cost analysis and possible cost reduction has

been further augmented by the recent developments in the
field of electronic computers.

The larger accounting firms

have specialists in this new field to assist banks and all
other business concerns with problems of this type.
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Proper control and management of any business firm
involves placing personnel with management policies, with
firm assets, with records of these assets and operations,
and with customers.

The management policies establish which

personnel have access to what records, assets, and customers.
Once these relationships have been established, there has to
be inspection to see that these relationships are followed
and remain adequate as the firm expands or changes operations.

These relationship problems are compounded in a bank,

since most of the bank's assets are easily pilfered and easily
negotiated.

The public accountant is constantly analyzing

these relationships in all audits of any type firm, consequently banks may benefit from all the auditing experience
of a public accountant.

The accountant can assist the bank

in establishing and maintaining the most efficient relationship with the most control.
The bank customers, employees, shareholders, and the
directors are given, along with all the tangible benefits of
an audit, an intangible benefit in the form of a morale boost
when a capable independent accountant has acknowledged that
their deposits are in good order; their work has been satisfactory; their investment is sound and well.managed; and their
policies are being followed through properly.
Bank directors are responsible to four different factions in the operational decisions made by them in connection
with their bank.

These four factions are the depositors.
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shareholders, employees, and the business community in which
the bank operates.

The decisions and policies approved by

the directors determine how the depositors' and shareholders'
deposits and investments will be managed by the bank employees
to earn enough to pay the employees a fair wage, to protect
the deposits, to earn a fair return for the shareholders, and
to serve the needs of the business community.

How does the

average director, who is only at the bank for directors^
meetings, ever determine if the bank employees are following
the proper policies and not jeopardizing the directors?

He

employs a qualified, certified public accountant to assist
him carry this onerous responsibility.
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APPENDIX
A.

Copy of Questionnaire
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3702-2Sth Street
Lubbock, Texas
June 14, 195^
Cashier of the Bank
Dear Sir:
To complete the requirements for obtaining an KBA
degree from Texas Technological College, I am writing a
thesis entitled "Bank Audits by Public Accountants, Requirements of and Benefits to the Bank as a Going Concern."
As a portion of my research, I am surveying approximately
500 banks in seven states through the use of the enclosed
questionnaire. Since I am surveying only a small portion
of 14,000 U. S. Banks, I am in dire need for information
from you and your bank.
I am soliciting some of your time and some assistance
from you in requesting that you complete the questionnaire
and return it to me in the enclosed self-addressed, stamped
envelope. The information collected will be used for statistical purposes only. There will be no indication in my
writings as to what information any specific banking firm
furnished.
If possible for you to do so, I would appreciate your
sending to me a copy of your latest, published financial
statements.
Your kind consideration in completing the above requests will be sincerely appreciated.
Yours truly.

J. M. HILL
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QUESTIONNAIRE CONCERNING THE REQUIREMENTS AND BENEFITS
OF BANK AUDITS BY PUBLIC ACCOUNTANTS
Please answer each question by checking in the parentheses beneath the proper answer (either YES, NO, or NA for
not applicable) after each question. Questions which require a one word or a one amount answer are so designated.
Answer section II as well as section I, if your bank regularly engages an independent auditor to conduct an audit.

Section I —

General questions for all banks surveyed.
YES
NO
NA
1. Has your bank ever been audited by
an independent public accountant?
( )
( ) v )
2. Does your bank employ an independent
accountant to perform a regular audit of the
financial records and statements of your
t \ t \
bank?
. . ( )
( ) ^ )
3. Is a regular annual audit of your bank
by an independent accountant required by State
or Federal law?
v )

/ \
( )

/\
^ )

4. Does your bank furnish financial
statements at least annually to all shareholders?
. . . . ( )

i \
I J

( \
\ )

5. If financial statements are furnished
to your shareholders, are the statements certified by an independent accountant? . . . . I J

t \
\ )

( \
\ )

6. Is controlling interest of your bank
vested in less than five shareholders? . . . ( J

i \
I J

t \
[ )

7. Does your bank ever recommend or
require an independent accountant's certificate to accompany the financial statements
of a firm which is applying for a loan from
your bank?

i \
\ i

i \
vJ

S. Does an independent accountant assist
you in filing your Federal and/or State income
tax returns?
. . . . . I ;

( )
\ )

i \
\ )

9. Does your independent tax accountant
conduct a detail analysis of your income and
expense items for tax reporting purposes? . . ( )

( )

( )

I ^
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YES

NO

NA

10. Have Federal or State bank examiners
ever recommended that your bank should have
an audit by an independent accountant? . . . (
11. If the answer to question 10 was YES,
did your bank comply with the suggestion? . . (
12. Do you consider the cost of employing
an independent auditor to be excessive in
relation to the benefits derived?
(
13. In your estimation do independent
accountants and bank examiners over-rate the
benefits to be derived from an independent
audit?

(

14. Does your State require the board of
directors to perform an annual audit of your
bank records?
(
15. Do you ever employ independent
accountants to assist you in conducting the
directors' audit? . . . • . • . . •

{

vl6. Does your bank employ a full-time
auditor who maintains a continuous check on
all bank records and transactions? . . . .
17. Does this internal auditor report
directly to the board of directors? • . . .
\AS.
Do you consider your bank to be
adequately safeguarded against embezzlement
without the services of an Independent
accountant? . . . .

(

19. Have fraud and/or embezzlement ever
occurred within your bank?
(
20. Who located the fraud and/or embezzlement, your own personnel, examiners,
or an Independent accountant?
• • •_
21. Do any of your employees have unlimited access to cash and/or other negotiable
securities within the bank as well as having
unlimited access to the bank accounting
records?
()

(

)

(

)

6a
22. How many persons are employed by
your bank?
23.
stock?

How many shareholders own your bank

24. What is the total par value of your
capital stock (as shown on your balance
sheet)?
25.
assets?

What is the total value of your bank

26. What is the total amount of deposits
with your bank?
27.

Is your bank a National or a State

bank?
2S. What is the annual fee charged by
your Independent accountant for preparing
your income tax return?

Section II -- Answer the following questions only if your
bank engages an independent accountant to
conduct a regular annual audit of your bank
records and financial statements.
YES

NO

NA

3. Do you feel that the accountant and
his employees who conduct the audit are qualified to perform expert analysis of the bank
records, internal control, and every-day
transactions?
( )

( )

( )

4. Have the Independent accountants ever
suggested beneficial changes in your accounting system?
( )

( )

( )

5. Has the independent accountant ever
offered a suggestion which reduced your operating costs?
( )

( )

( )

1. Is the audit conducted on an annual,
semi-annual basis, or other interval? . . . .
2. How many persons are generally sent
to your bank by the independent accountant
to conduct the audit?
•
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YES

NO

6. Has the independent accountant ever
prepared unit cost analysis or schedules
which reflect your costs per transaction or
costs per piece of paper processed?

( )

( )

( )

7. Have your independent accountants
ever discovered embezzlement and/or fraud
within your bank?

( )

( )

( )

S,
Have your independent accountants
improved your internal control procedures?. . ( )

( )

( )

9. Do you think that independent
audits of your bank provide a strong
psychological barrier to assist in
preventing any possible defalcation or
embezzlement?

( )

( )

( )

10. Have the independent accountants
ever offered any beneficial advice concerning your investment operations?

( )

( )

( )

11. Do your independent accountants
verify, by direct communication with the
customers and individuals involved, amounts
of customers' deposits and loans due to the
bank?

( )

( )

( )

12. Do you feel that the independent
audits assist the bank directors in more
ably performing their responsibilities to
their depositors and to their shareholders? . ( )

( )

()

13. Are the independent accountant's
audits conducted on a surprise basis? . . . . ( )

( )

( )

14- Do you expect any suggestions,
which concern investment operations, as a
service of an independent audit?

( )

( )

( )

15. Do you feel that the independent
accountants specifically search for embezzlement and/or defalcations?
( )

( )

( )

16. Do you think the search mentioned
in question I5 should be a major purpose
of a bank audit?

( )

( )

( )

NA
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YES

NO

NA

17. Do you consider the independent
accountant's certification of your financial statements to be his most important
contribution to the operation of your bank? . ( )

( )

()

IS. Are your normal operations unnecessarily hampered by the presence of the
independent accountant and his employees? . . ( )

( )

()

19. Do you consider the cost of the
independent accountant's audit to be in
excess of the benefits derived from the
audit?

( )

( )

()

20. Is there an excess amount of overlapping of efforts by the auditor and the
State and/or Federal examiners?

( )

( )

()

21. Do you consider the usual bank audit
program of an independent accountant to be
lacking in detailed verification and checking
procedures?
( )

( )

()

22. Do you consider the usual bank audit
program of an independent accountant to include too many detailed verification and
checking procedures?
( )

( )

()

23. What is the annual audit fee charged
by your independent accountant?
24. What do you consider to be the major benefits
derived from the independent accountant's audit of your
bank, and what do you consider to be the ma.i'or failings of
the independent accountant's audit of your bank? (answer
on the enclosed blank sheet of paper)

