
 

WORKING PAPER R-2004-02 

Claus Holm & Bent Warming-Rasmussen 

Outline of the Transition from National to 
International Audit Regulation in Denmark 



 

 

 

Outline of the Transition from National to 

International Audit Regulation in Denmark  

 

 

 

Claus Holm 

Associate Professor, Ph.D. 

Aarhus School of Business  

Fuglesangs Alle 4 

DK-8210  Aarhus V. 

Telephone: (+45) 8948 6383 

Telefax: (+45) 8948 6660 

E-mail: hoc@asb.dk 

 

 

 

Bent Warming-Rasmussen 

Associate Professor, Ph.D. 

University of Southern Denmark 

Engstien 1 

DK-6000 Kolding 

Telephone: (+45) 6550 1383 

Telefax: (+45) 6550 1092 

E-mail: bwr@sam.sdu.dk 



 2

  
 

Abstract:  

Seen in a historic perspective, the development of audit regulation in Denmark reflects a 

few but very influential business scandals causing changes in law-regulation, and a 

profession which have reacted to confidence crises through an increasing level of self-

regulation. Audit regulation also reflects international developments in corporate 

regulation initiatives often in the wake of corporate failures with global impetus on the 

lost of trust in listed companies and their financial reporting. The purpose of this paper is 

to examine the transition from national (though international inspired) regulation to a 

predominately international orientation in audit regulation. The most central changes in 

audit regulations in the last years have concerned the auditor’s independence. Denmark 

has for instance repealed the demand for general independence, according to which 

auditors were not allowed to have other occupations than auditing and related tasks. The 

adaptations have resulted in a liberalization of an auditor’s opportunities to offer non 

audit services, just as they open up for the possibility of starting other businesses, 

simultaneously with running an audit firm. Conversely, the adaptations mean more 

restrictive rules for independence in specific cases, where an auditor signs written 

material for a third party. Concurrently stricter peer-review has been implemented, the 

disciplinary system has been changed into a public legal system, and in 2003 

complemented by a public oversight board for quality control. This reflects a series of 

initiatives with the aim to strengthen the control and sanction against unacceptable 

quality in an auditor’s work. In the future, Danish accounting and audit regulation will 

be largely identical to international norms for the issuing of financial statements and the 

verification thereof, with the exception of situations, where Danish law is considered to 

be more restrictive in its demands. 
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Seen in a historic perspective, the development of audit regulation in Denmark reflects a 

few but very influential business scandals causing changes in law-regulation, and a 

profession which have reacted to confidence crises through an increasing level of self-

regulation. Audit regulation also reflects international developments in corporate 

regulation initiatives often in the wake of corporate failures with global impetus on the 

lost of trust in listed companies and their financial reporting.  

 

The purpose of this paper is to examine the transition from national (though international 

inspired) regulation to a predominately international orientation in audit regulation. It is 

important to see the development in Denmark from the perspective of the institutional 

and regulatory setting in the past. Without such an understanding and without a 

consideration of the specific context of an existing set of regulatory requirements, it can 

be difficult to understand and to assess the relative importance of new regulation. In order 

to assist such an understanding, we have chosen to examine a number of key elements 

which separately plays an important role, and which together comprise essential 

information on the status of auditing in Denmark in 2004.   

 

Hence, this paper is organized in the following sections: 1) introduction with a focus on 

the historical development of audit regulation in Denmark, 2) the theoretical and practical 

education and training for the audit profession, 3) the standard setting process, 4) ethics 

requirements 5) the supervision and disciplinary systems, 6) auditor liability, 7) 

Corporate Governance and auditor communication, and finally 8) summary and 

conclusions.    

 

 

1. Introduction 

 

In Denmark, just like in the rest of Europe, audits by independent auditors became 

required by law as a consequence of the Industrial Revolution. Denmark had been a dis-

tinct agricultural country, and trade and industry had primarily consisted of small craft 
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businesses. The growing industry, that used external capital in the form of loans and 

stock, caused the need for a competent and independent audit. 

Serious political initiatives to ensure a law-required (statutory) audit and the foundation 

of the audit profession were therefore first taken around the turn of the 19th century. For a 

few years the implementation of a law was blocked by Minister of Justice Alberti, who 

later turned out to be an accomplice in Denmark’s, until then, largest business scandal. 

The Minister was convicted by a State Court to eight years in prison for fraud in an 

amount corresponding to 20 % of the yearly state revenues at that time. After the Alberti-

scandal legislation was quickly prepared, so that the first Danish Act exclusively 

concerning auditors (LAR, 1909) came into effect on May 14th 1909 (Christensen, 

2000:17).  

 

The 1909 Act was fairly brief and consisted of requirements for an auditor’s integrity, 

competency, and independence and some penal provisions. An authorized auditor should 

be of age, his estate could not be under legal restraint and he should have led a ‘honest 

course of life’ (integrity). To become an authorized auditor one was required to work for 

an authorized auditor for at least three years and to pass an oral and a written exam given 

by the Accountancy Committee1 (competence). An authorized auditor was not allowed to 

take public office or any other paid public employment. Furthermore, in 1913 it was 

added that the auditor could not be employed in certain branches of business that were 

deemed incompatible with the audit profession (independence). Already at that time, the 

penal provisions authorized the courts to revoke an auditor’s right to exercise his 

profession.  

 

The 1909 Act came about in the wake of an extensive business scandal and as an answer 

to the demand for an independent and competent control of a company’s financial 

statements, in order to regain the public’s trust in those statements. Auditing for fraud and 

embezzlement was not made an explicit requirement under the Act, even though the 

business scandal involving the Minister Alberti had concerned just that.  
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The audit profession developed pari pasu with the spreading of the Industrial Revolution 

in Denmark. During the first two years after the implementation of the 1909 Act 21 

auditors were authorized by a transitional provision. In 1924 there were a total of 37 

practicing authorized auditors, divided over 31 audit firms. Altogether, these firms 

employed a staff of 93 people. In the 1950’s there were about 400 practicing authorized 

auditors, divided over approximately 240 firms. The firms employed about 1200-1400 

people (Christensen, 2000:19). 

 

In 1930 the status of the authorization had been tied to the state through the Act on State 

Authorized Public Accountants (LSR, 1930), i.e., identifying the official title of the “state 

authorized auditor” (SR: Statsautoriseret Revisor). The lifespan of the 1930 Act was very 

short (one year), where after the requirements were lifted into other laws. An exclusive 

auditor law was not re-established until 1967 in the Act on State Authorized Public 

Accountants (LSR, 1967). In the 1960s the need for auditors increased so rapidly that the 

traditional educational system could no longer meet the demand for State Authorized 

Public Accountants (because of the very strict competency requirements). The Danish 

government therefore introduced a second protected profession with fewer educational 

requirements. By establishing another protected title: the Certified Public Accountant 

(RR: Registreret Revisor) the 1970 Act (LRR, 1970) implemented the two-stringed sys-

tem that still exists in Denmark. Both categories of auditors grew in number and by the 

year 2000 there were approximately 2000 practicing State Authorized Public Account-

ants, divided over some 450 firms, employing a staff of about 9000 people. In the same 

year Certified Public Accountants numbered approximately 4400, divided over 1140 cer-

tified public accountancy firms, employing a staff of about 4000 people (Christensen, 

2000:18). Since then, the number of SR-auditors has been stable, while the number of 

RR-auditors has been reduced to approximately 2670 in 20042. 

 

The foreign reader might be surprised by the large number of auditors with protected 

titles, when taking into account the relatively small size of the country with only 5.3 mil-

lion inhabitants. The primary reason for this large number is that all limited companies 

are required by law to be subjected to statutory audits on their financial statement.  
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Another distinctive characteristic was implemented in Danish audit laws in 1994: the 

auditor is considered to be a ‘confidential agent of the community’ (Johansen, 2003: 64). 

This role for the auditor applies to any statement or report the auditor is required by law 

to sign or for any statement or report which is not just meant for the principal’s own use 

(Erkl.bek., 1996: §1). The new broader responsibility was implemented as a direct result 

of the 1990 bankruptcy of Nordic Feather Inc. (Nordisk Fjer), the biggest Danish 

business scandal in recent history. The unexpected bankruptcy sent shock waves through 

Danish business life, and several auditors and audit firms were involved. The explicit 

goal of the amendment to the act was to re-establish the public’s trust in financial 

statements and in auditors. In combination with stricter rules on independence the 

amendment was an expression of the idea that ‘auditing is a necessary function for 

society and its results are not just in the auditor’s client’s own interests, but also have 

substantial interest for a long line of other parties’ (own translation from Langsted, 

2000:91). An auditor shall therefore take into account the users’ reasonable information 

needs when auditing/issuing an audit report on a company’s financial statements, or when 

issuing reports on written materials meant for others than the principal. 

 

By the end of the 1990s, public debate increasingly raised a demand for Denmark to 

adopt the international accounting and auditing standards. From 2005 and onward, listed 

companies in Denmark are required to issue financial reports at group level in 

compliance with International Financial Reporting Standards (IFRS). The International 

Standards on Auditing (ISA) will be implemented in Denmark through a gradual transi-

tion from 2002-2006, concurrent with their translation to Danish.  

 

The debate about and the recognition of the necessity of following the international trend 

in audit regulation have caused another update. In the Danish Act on State Authorized 

and Certified Public Accountants (LBR, 2003), laws for the two groups of auditors in 

Denmark was for the first time gathered in one single law. A remarkable change is that 

auditors are now allowed to be active in business other than auditing and the related 

consultancy activities. The especially stringent rules, originating in the first Danish Act 
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on authorized auditors from 1909, forbidding an auditor to take public office or to work 

in other lines of business such as the real estate business, are thereby repealed. At the 

same time, auditing firms were allowed to engage in any consultancy business for which 

they had/could obtain the necessary competence, although they naturally had to observe 

the independence rules. The new Act states: “An auditor is not allowed to perform tasks 

(to issue reports not limited to the principal’s own use) if there are circumstances that 

may raise doubts about his independence in the eyes of a well-informed third party” 

(LBR, 2003: §11).  

 

An auditor’s consultancy services used to be limited by law to consultancy work on 

audits and related disciplines. The liberalization of the Act on State Authorized and Certi-

fied Public Accountants happened simultaneously with the Enron-scandal in the U.S. and 

the subsequent demise of audit firm (Arthur) Andersen. The resulting public debate 

meant that certain limitations were re-implemented. The rules of independence related to 

a specific client were made stricter for companies that are considered to have a special 

interest for society3. This means, for example, that internal auditor rotation within the 

audit firm is required every seven years, just as it is now forbidden for an auditor to 

participate in the client’s bookkeeping or in the drawing up of documents on which the 

auditor (or a member of his team) are to issue a report. Furthermore, the auditor or any 

other member of the audit firm are not allowed to sign a company’s financial statement, 

when they have compiled a list of candidates for recruiting purposes for crucial financial 

and administrative management positions in that company4. 

 

The question is whether liberalizing the strict independence rules in the former Danish 

Acts on State Authorized and Certified Public Accountants for the sake of internationali-

zation will improve the Danish user’s trust in a company’s financial statement and in the 

auditor’s report? An empirical study eliciting opinions on the independence issue from 

key financial statement users in Denmark indicates that the level of trust does diminish 

when auditors perform non-audit services for the same client for whom he audits 

(Warming-Rasmussen & Jensen, 2001), (Quick & Warming-Rasmussen, 2004).  
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2. Education and Training 

 

The Danish Company Accounts Act (AARL, 2004:  § 135.2) states that only a State 

Authorized Public Accountant (SR-auditor) or a Certified Public Accountant (RR-audi-

tor) is allowed to perform statutory audit on a company’s financial statements in Den-

mark. Both titles are protected by law (LBR, 2003: § 8) and both require a theoretical as 

well as a practical education (LBR, 2003: §§ 3 and 9). 

 

State Authorized Public Accountant (SR-auditor) 

The normal way to complete the theoretical part is as follows: After obtaining a General 

Certificate of Education at an Advanced Level, a bachelor’s degree in Business Eco-

nomics is required (Danish: HA, norm: 3 years). An equivalent to the latter demand is 

obtained by many students through the participation in a four years part time study 

(Danish: HD), which is supplemented at the end by a proficiency test. Finally, the 

theoretical audit part is obtained through a two-year fulltime Master’s Degree (Danish: 

cand.merc.aud.(CMA)), see figure 1.  

 

The bachelor’s as well as the Master’s degree are at university level; the Master’s degree 

CMA is offered by four Danish universities: the Copenhagen Business School, the 

University of Southern Denmark, the Aarhus School of Business, and Aalborg 

University. Approximately 500 new students are enrolled in CMA programs each year, 

but because of the strict requirements (every subject has to be passed separately) only 

about 350 students graduate. The CMA study consists of four main majors: auditing, 

accountancy, tax law and business law. On top of these a student has to choose two 

elective minors within the business economics discipline. These minors can either be 

specializations within one of the four majors, for instance family and inheri-

tance/succession law, or a wider orientation with special modules in for instance mar-

keting or organizational science. Finally, the student has to write a Master’s thesis within 

the field of business economics. To obtain the Master’s degree the student has to pass all 

the subjects separately and must score a passing grade for his thesis.  
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Figure 1. Educational Optimal Route for SR- and RR-auditors7 
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In addition to the theoretical education the student must obtain at least three years work 

experience within an audit firm. At least two out of these three practical years have to be 

completed after obtaining the theoretical degree. In parallel with this, the Institute for 

State Authorized Public Accountants (FSR8) offers a series of practically orientated 

courses, in which the auditor candidate solves a number of complicated practical cases, 

such as auditing financial statements in bankruptcy, auditing groups, auditing financial 

institutions and so on. These courses are offered in order to ensure the necessary wide 

practical experience.  

 

Finally, the auditor candidate appears before the Accountancy Committee for the practi-

cal examinations. The exam consists of both a written and an oral exam, where passing 

the written exam gives access to the oral exam (Executive Order on examination 

(Ex.bek., 2004)).  This exam is also very demanding, and only about 40% of the students 

pass the exam at first attempt. The candidate can try to pass the exam a total of three 

times, and since these possibilities are often used, the total percentage of candidates 

passing the exam for SR-auditor ends up on an average of 70%9.  
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Certified Public Accountant (RR-auditor) 

The theoretical part of this education is a business economics education (Danish: HD, 

norm is four years of part-time study). Thereafter the student takes the education for 

Certified Public Accountant at university-level. In recent years, this education has been 

offered in conjuncture with the CMA-programme, as the students have to pass the same 

four majors of the CMA study and finally also have to write a thesis within the field of 

these majors. Note that at the RR study the thesis is somewhat shorter than at the CMA 

study and that the candidates are not required to take elective minors.  

The requirement to the theoretical part was implemented in 1992 with the purpose of 

adapting the education of Certified Public Accountants to the demands for a qualified 

auditor as listed in the European Union’s 8th Directive. The number of graduates from the 

education for Certified Public Accountant after the new requirements has been relatively 

modest, as only about 30 students per year finish this education. The reason for this has 

not been researched, but it is assumed that the explanation for this is to be found in the 

increased requirements that are now almost at the same level as CMA-programme. The 

new rules have divided the potential candidates in three camps: Those who think the 

theoretical level is too high and exceeds their ambitions within the audit field. Those who 

think they might as well take the highest theoretical education, if there is no real dif-

ference anyway. And finally, those who think that the theoretical level is fine and 

conform to it. 

 

To become a Certified Public Accountant the candidate also has to go through a period of 

three years working in a Certified Public Accountancy firm (or in a State Authorized 

Public Accountancy firm)10, after which the candidate has to pass the exam for Certified 

Public Accountant given by the Accountancy Committee. The exam consists of a written 

and an oral test, where passing the written exam gives access to the oral exam. This new 

intensified system turns out a mere 15 new Certified Public Accountants per year, which 

raises the question about the long term survivability of this group of the profession.  

 

In spite of the overlap between the two educations, the two professions are still separated, 

mainly because the Institute of State Authorized Public Accountants claim that SR-
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auditors have significantly deeper and broader theoretical and practical skills than RR-

auditors. 

 

Gender Division 

Empirically, women make up about 30% of the students enrolling in the studies in ques-

tion at commercial colleges or universities today. The proportion of female students at the 

CMA study was approximately 5% in 1986, but has been continuously rising throughout 

the years following 1986 until 1990. Since 1990 the percentage of female students has 

been relatively stable at about 25-30% (Rindom, 2001:6). Strangely enough, this increase 

cannot be seen to the same degree in the Accountancy Committee’s examination for State 

Authorized Public Accountant, and it is even less evident in the number of female 

partners in audit firms. The first female SR-auditor passed her practical exam in 1934, 

and it took another 17 years before the second woman passed the exam. In the sixties the 

yearly number of female SR-auditors rose to an average of 10, which was about 3-7% of 

the total number of students passing the exam. In the period 1990 to 2000 this percentage 

has been relatively stable at 12%.  

 

In-service Training 

Both the Institute for State Authorized Public Accountants and the Institute for Certified 

Public Accountants (FRR11) offer a wide range of in-service training. These courses are 

voluntary. The big audit firms offer their employees their own in-service training 

programmes that are more or less compulsory. 

 

3. Audit Standard Setting  

 

Historically, the standard setting process in Denmark has been inspired by national as 

well as international developments. As has been the case in other countries the interna-

tional element has been dominant in recent years, but national regulations and institu-

tional particularities still influence the standard setting process.  
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Regarding the institutional background, the process has been driven by one of two private 

member organizations for the profession. The member organizations reflect the two-

stringed qualification system with SR-auditors and RR-auditors. The standard setting 

process in Denmark has been dominated by the Institute of State Authorized Public 

Accountants in Denmark (FSR). Although membership is voluntary, the SR-membership 

percentage is 95. At present both accounting guidelines and auditing standards are based 

on FSR activities, although the procedures are not similar for the two fields. For example, 

accounting guidelines must be submitted to a public hearing process, while this is not the 

typical situation when implementing auditing standards12. 

 

The development of audit standards can be interpreted as a manifestation of an awareness 

of the professional responsibility to ensure and contribute to the fulfilment of general and 

specific audit obligations (FSR Statutes, 2003: §2). With a high level of membership and 

an awareness of the responsibility to self-regulate, the Institute has acquired a proprietary 

role in the national context which is still maintained in the new context of adopting 

international audit standards as national standards.  

 

Danish auditing standards (RSs13) are now based on the International Standards on Audit-

ing (ISAs) from the International Auditing and Assurance Standards Board (IAASB). The 

international standards are translated section by section and only special regulations in 

the Danish legislation are added. Hence most of the Danish standards and the interna-

tional standards are directly comparable. In three distinct areas additional national audit 

standards have been issued, i.e., RS 265 related to communication with the client through 

the use of long form audit reports (“audit protocols”), RS 585 related to the section in the 

annual report holding “the management report“ or “Management’s Discussion and 

Analysis”, because of the special Danish requirement for the auditor to issue an opinion 

on the full set of information comprised by the annual report and not only the financial 

statements14, and finally, RS 635 on “the cooperation between two appointed auditors” 

reflecting the possibility of having two auditors which  have to issue a joint opinion on 

the full annual report15. 
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It is necessary to distinguish between regulation through law and regulation through stan-

dards. A private organization cannot issue legally binding regulation. It is, of course, pos-

sible to issue rules of conduct for members of an organization, but the aim and the practi-

cal application of audit guidelines go far beyond the statutory rules of the organization, 

(Langsted, 2003:82). The purpose of standards is, of course, “to set a standard”. As such, 

the standard should be shared by the key stakeholders in order to serve the public interest. 

This perspective is an explicit objective for the standard setting process as stated in the 

mission statement by IAASB: “Establishing high quality auditing standards and guidance 

for financial statement audits that are generally accepted and recognized by investors, 

auditors, governments, banking regulators, securities regulators and other key 

stakeholders across the world” (IFAC, 2004: 122).  

 

In relation to regulating the expected work of the profession, a standard should also set a 

benchmark for good audit practice, i.e., enhancing the quality and uniformity of practice. 

As explained in an earlier section, audit regulation in Denmark has been founded in law 

since 1909. This regulation does not describe what the auditors should do, but the law 

sets forth certain requirements for the tasks handled by the auditors. The present law 

stipulates that audits should be conducted with due consideration of “the care, precision 

and speed required by the task”, and “in accordance with good auditor practice” (LBR, 

2003: §2.2). Hence, “good auditor practice” is established as a legal statute to be filled 

not only by law and court rulings, but also by the profession. Thus audit regulation 

through standards is accepted (given relevance) as the profession is expected to self-

regulate proactively through audit standards16.   

 

The table below shows the timeline for the standard setting process in Denmark. The 

timeline indicates the major transitions in the process, and the three periods will be 

described in more detail below. From the first national guideline was issued in 1978 until 

the decision in 2000 to change to international audit standards, the process was influ-

enced by national considerations. The change from a primarily national to an interna-

tional context was decided on the general assembly meeting in FSR in May/June 2000. 

At the same time the term “standards” (Danish: “standarder”) was adopted instead of 
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“guidelines” (Danish: “vejledninger”). The period up to 2000 is subdivided in two main 

parts, in order to get a sense of the pace and focus of prior contemplations. 

 

Table 1. Timeline for Audit Standard Setting in Denmark 1978-2004 

1978-1990 1991-2000 2001-2004 

17 new Audit Guidelines 

(Revisionsvejledning 1-17) 

 

1 revised audit guideline 

 

4 new Audit Guidelines 

(Revisionsvejledning 18-21) 

 

10 revised audit guidelines 

 

29 new national  

Audit Standards 

6 Practice Statements  

 

8 remaining audit guidelines  

 (to be replaced in 2004/05)  

 

 

 

One new audit guideline was typically issued every year in the period 1978-1990  Excep-

tions were 1981 with three and 1989 with four new guidelines. Three of the early guide-

lines (early 1980s) were inspired by Auditing Statements issued by the Auditing State-

ments Board of the “Union Européen des Experts Comptables Economiques et Finan-

ciers” (UEC). As a member of this organization, FSR was required to forward the state-

ments to the membership body. In this period three of the statements were translated and 

provided with interpretative comments. The three statements were UEC AS number 2 (on 

the use of other auditors´ work), number 4 (on going concern) and number 6 (on quality 

control).  

 

Although the first Danish guideline was on the general principles of auditing, the fol-

lowing guidelines typically concentrated on special issues like the use of other auditors´ 

work. In 1983, the membership of the International Federation of Accountants (IFAC) is 

mentioned for the first time in the preamble of the guidelines. From then on the wording 

is that FSR is a member of UEC17 and of IFAC and is therefore required to publish the 

guidelines of these organizations. In contrast to the current situation, it was explicitly 
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stated that the international guidelines should not be taken as an expression of good audit 

practice in Denmark.  

 

In the period 1991-2000, the number of new guidelines decreased in favour of revising 

existing guidelines. This development partly reflected the general concern regarding 

expectation gap. This awareness could be seen as a parallel to the issue of a set of expec-

tation gap standards in the US.  In addition, the development reflects the implementation 

of requirements as stated in changing audit laws (reflecting the implementation of direc-

tives). Most explicitly, this is seen in the rapid changes in the guideline on the audit 

report (guideline number 7). This guideline was first issued in 1982 and has been revised 

several times, i.e., in 1988, 1991, and again in 1996 to reflect new audit law and of course 

new developments in audit practice. 

 

In the period 2001-2004, the standard setting process has shifted its direction and pace. 

With the FSR decision to adopt ISAs through translation, the direction was shifted from a 

primarily national to an international perspective on good audit practice. The pace has 

shifted compared to the prior periods too. A total of 28 new national audit standards 

(Revisionsstandarder)18 have been issued with implementation dates between January 1st 

2003 and June 30th 2004. 15 of these are brand new standards in a Danish context, and 13 

have replaced existing audit guidelines. In addition, six practice statements (Revisions-

udtalelser)19 have been issued between January 2001 and April 2004. The status of the 

standard setting process is that eight audit guidelines are still in force. These are (with 

one exception related to non-audit services) to be exchanged by either audit standards or 

practice statements within the timeframe of 2004-05.  

 

As mentioned above, FSR has taken a proprietary role in relation to the standard setting 

process. As an example of this role, the publication of audit standards is postponed in 

relation to the public to one month after the annual general assembly of FSR. Even 

though the audit standards are issued on behalf of both member organizations (FSR and 

FRR), the responsibility of developing and finally approving the standards is under the 

auspices of a committee of the FSR. Formally, the audit standards are termed “the audit 
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standards of the technical audit committee” (Revisionsteknisk udvalg´s revisionsstan-

darder). The board of FSR appoints this committee on technical audit matters. The com-

mittee has up till seven members and appoints its own chairman and vice chairman (FSR 

Statutes, 2003: §23.1). Earlier the committee was directly elected by the annual general 

assembly of FSR. The need for ensuring a suitable composition of the committee and the 

required shift in pace of the audit standard process might have influenced this change. 

 

The declared purpose of issuing audit standards (RSs), is that Danish audit practice 

should develop in accordance with international audit practise as it is conveyed in the 

international audit standards (ISAs) issued by the International Federation of Accountants 

(IFAC) through the International Auditing and Assurance Standards Board (IAASB). 

Through the IFAC membership, FSR and FRR are required to support IFAC in the 

ongoing efforts of development and enhancement of an audit profession with harmonized 

standards, capable of providing services of consistently high quality in the public interest. 

 

On behalf of the Institute the committee submits audit standards (RSs) which are based 

on the International Standards on Auditing (ISAs) from the International Federation of 

Accountants (IFAC) (FSR Statutes, 2003: §23. 2.) The audit standards are translated sec-

tion by section and only in the case of more strict legal requirements, any special regula-

tions in the Danish legislation are added (and marked clearly in italic letters). Hence most 

of the Danish standards and the international standards are directly comparable.  In addi-

tion RSs are issued in areas not covered by ISAs. At the moment, RS 265, 585 and 635 

are examples.  

 

Audit standard drafts are issued to each of the members of FSR and to FRR for a mini-

mum hearing period of three months. The committee is allowed on its own judgment to 

submit the drafts for hearing among other interest groups (FSR Statutes, 2003: §23. 3). At 

the end of the hearing period the committee evaluates the text of the draft in the context 

of the comments received during the hearing process (FSR Statutes, 2003: §23. 4). The 

draft is approved by the members of the committee with a 2/3 majority vote (i.e. with a 

minimum of five of seven members) and is hereafter issued as the particular audit stan-
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dard of the committee (FSR Statutes, 2003: §23. 5). In the case of revisions required by 

law or by changes in ISAs (if not changing the real contents of the RS), the committee is 

granted the right to change the text with the same majority vote, but without adhering to 

the hearing and publication procedures of a new standard (FSR Statutes, 2003: §23. 6.) 

 

Both SR- and RR-auditors are expected not to violate the requirements set forth in the 

audit standards. In case of obvious violations the matter can be presented to the discipli-

nary system, see also section 5 and 6. On the other hand, it is impossible to establish audit 

standards for all situations and conditions that an auditor might face. In the preface to the 

Danish audit standards, it is stated that the auditor should consider the approved standards 

as the fundamental principles to be applied. It is up to the individual auditor to use his 

professional judgment in order to exactly decide which procedures are necessary in order 

to use these standards, because this will be contingent on the specific conditions of the 

individual engagement. This emphasis on the professional judgment could be considered 

to be in contradiction to the strict rule of adherence to the Standards. In effect, the 

translated section 17 of the preface of the set of audit standards clearly states that: “The 

nature of the IAASB’s Standards requires professional auditors to exercise professional 

judgment in applying them. In exceptional circumstances, a professional auditor may 

judge it necessary to depart from a basic principle or essential procedure of an 

Engagement Standard to achieve more effectively the objective of the engagement. When 

such a situation arises, the professional auditor should be prepared to justify the 

departure” (IFAC, 2004: 128). Hence, a departure should be seen as exceptional and must 

be justified. However you may also view the emphasis put forth by FSR as having a 

wider scope reflecting a principle based interpretation of the standards. In effort, the 

standards are seen as essentially holding principles in relation to which the auditor has to 

meet the requirements by using his professional judgment regarding the choice of the 

specific procedures needed. 

  

Earlier this year (2004), the Commission issued a proposal for a new and modernized 8th 

directive on statutory audit in the European Communities.20 One of the central articles in 

the proposal states that member states shall require statutory auditors and audit firms to 
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carry out statutory audits in accordance with the ISAs and that the Commission, under 

certain conditions, shall adopt the standards for application in the Community.21 Member 

states are expected to adopt the provisions necessary to comply with the directive 

(sometime within 2006-2007).22 23 With the current status of the translation project, this 

will be without problems from a standard setting perspective. A remaining challenge in 

the standard setting process is to address small statutory audits in practice. Due to the 

new requirements in the audit standards many small company audits may in reality be 

suited for reviews instead. However, reviews can not replace statutory audits as long as 

these are required by law. Is the profession ready to handle the challenge (including the 

issue of what should be the authoritative text) in small as well as large audits?   

 

4. Ethics 

 

Ethics is a philosophy which defines right and wrong behaviour. As a consequence, the 

formulation of ethical rules for a profession, in this case the audit profession, is an 

attempt to regulate the behaviour of the members of the profession.  

 

In Denmark the rules for right auditor behaviour are fundamentally formulated in the Act 

on State Authorized and Certified Public Accountants (LBR; 2003). The Act stipulates 

strict requirements on three areas, namely competence, integrity and independence – both 

as regards to being qualified for and being able to function as a SR- or a RR-auditor. 

First, the requirements for competence are stated in § 3 and primarily state the demands 

for the theoretical and the practical education, (see section 2). Second, the requirements 

for integrity are also stated in § 3 and primarily list the demands for an auditor’s standing, 

i.e. an auditor has to be of age, he cannot be under suspension of payments or be bank-

rupt, he cannot have a due debt of DKK 50.000 or more to the state, and finally, accord-

ing to § 3.5 authorization can be denied if he does not have a clean criminal record24 and 

he must have conducted business in such a way that there is no reason to assume that he 

will perform his main tasks as an auditor in a reckless manner.  
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Third, the requirements for independence are mainly found in § 11 (LBR, 2003)25. This 

paragraph states that an auditor cannot perform audits and issue audit reports in case there 

are circumstances that may raise doubts about the auditor’s independence in the eyes of a 

well-informed third party. The 2003 Act lists a number of cases where - according to the 

law - such circumstances exist. Mainly, it prohibits the auditor or members of his audit 

team to audit a company’s financial statements, when named persons are tightly related 

through family ties to the client company’s management or to persons who have a 

controlling influence on the client company’s economic matters. Auditing is also 

prohibited when named persons have economic interests in the client company. The Act 

further stipulates that the client company cannot have economic interests in the audit firm 

or have the right to appoint members of the board in the audit firm. A set of particularly 

strict rules have set up for companies with a special interest for society26 (FSR ethical 

code draft, 2004: section 63), viz. strict prohibitions against participating in the client’s 

bookkeeping or similar recordings on which the statements or reports of the auditor are 

founded. Likewise an auditor must refrain from auditing these companies if he has 

participated in recruiting employees for crucial financial and administrative management 

positions in the client company for the past two years (LBR, 2003: § 11.8). 

 

Apart from the above the 2003 Act lists a series of circumstances that could cause 

independence problems (LBR, 2003: § 11.3). The circumstances that could raise doubts 

exist when an auditor or a member of his audit team has performed such tasks for the 

client company that in effect he or she is performing a self-review or when he or she has 

performed as an advocating part for the client within the last two years. The  audit firm 

has to implement guidelines to ensure that an auditor always has to consider whether 

there are any circumstances which can raise doubts about the independence of the people 

involved before taking on an audit task (LBR, 2003: §11.4). 

 

As mentioned in section 1, rotation of auditors internally in the audit firm is required no 

later than seven years after the appointment of the responsible auditor in case of compa-

nies with a special interest for society (LBR, 2003: § 10.2). Further, (LBR, 2003) §§13.1 

and 13.2 state that the total audit fee from one specific client cannot exceed 20% of the 
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audit firm’s total turn-over for more than three consecutive years. For tasks where the 

auditor has to issue a report that is not just meant for the principal’s own use, he cannot 

demand a higher fee for his work than can be considered reasonable. Nor is he allowed to 

make the payment or size of his fee dependent on other circumstances than the work 

performed (no cure – no pay condition is not allowed). 

 

As indicated, the material components of auditor ethics in Demark are regulated by law. 

In addition FSR plans to join the IFAC’s Code of Ethics. The first draft of the Danish 

translation of the Code of Ethics (Retningslinier for revisors etiske adfærd) was 

completed in May 2004. FSR expects to present the guidelines for approval at their 

annual general meeting in May 2005, after which these guidelines will be binding. 

IFAC’s ethical rules will be sharpened though, where Danish law is more restrictive than 

international rules. The most characteristic example in this case is § 21 in the new ethics 

code, which imposes the duty on auditors to report economic crimes directly to the Public 

Prosecutor for Special Economic Crimes (Statsadvokaten for Særlig Økonomisk 

Kriminalitet) in case a majority of the board of directors and management of the audited 

company is involved or has knowledge of these economic crimes. This clause originates 

from the latest update of the Danish Act on State Authorized and Certified Public 

Accountants in 2003, where Parliament  imposes the duty on auditors to counteract 

economic crime (LBR, 2003: § 10.6).   

 

Finally, since the foundation of the Institute FSR has had a series of collegial rules in its 

statutes with the aim of creating and maintaining good reputation of FSR-members. 

Among other things these rules formerly prohibited advertising for the audit firm and a 

firm’s uninvited soliciting of a colleague’s employees or clients. These rules were 

repealed in 1994 as being out of date (Jensen, 2000: 216). Only the general rule is still 

valid, viz. the one that prohibits members “to cause one’s colleagues’ substantial eco-

nomic or non-economic damage by improper behaviour, such as uttering false or mis-

leading statements, or to cause an obvious danger for this…” (FSR Statutes, 2003: §§3 

and 4). The remaining Statutes are therefore mainly meant to regulate ethics between 

colleagues.  
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5.  Oversight System  

 

The two sets of recommendations from the EU Commision on quality assurance27 and on 

auditor independence28 respectively were adopted through the revision of the laws regu-

lating auditing in Denmark in 2003. As explained earlier, the regulation of the two groups 

of auditors was combined in one single law (LBR, 2003) and has had several implications 

on the supervision and control over the audit profession in Denmark too. First, public 

oversight on quality control requirements has been introduced though a brand new 

institution (revisortilsynet). Second, the disciplinary system has been simplified. Third, 

transparency has been promoted through a new more public oriented registration of all 

licensed auditors29 by the Danish Commerce and Companies Agency (DCCA)30.  

 

The new public oversight on quality control requirements must be seen as an addition to 

the existing quality control system for the part of the profession holding the State 

Authorized auditors. The members of FSR have for the past 10 years been subjected to 

obligatory quality controls through their membership of the organization (Bærentsen, 

2004:7). In accordance with the FSR statutes (2003: §25.2) the members and the audit 

firms are required to submit to quality control. The FSR quality control is regulated 

through a set of internal guidelines and checklists. The result is summarized and publicly 

disclosed in a quality control report once a year. With the new audit law, quality control 

has been directly linked to the issuance of opinions as a mandatory requirement. For RR-

auditors quality control with a 5 year recurrence was implemented for members of FRR 

in 199831. With the public oversight the focus on quality control has clearly been 

strengthened at the audit firm level. In the first year (2004), 472 audit firms have been 

submitted for the public based quality control (302 SR-firms and 170 RR-firms (Seheim 

(2004). Hence, the extension of the demand for quality control to all auditors is expected 

to increase the quality awareness (especially among the FRR firms).  

 

The public oversight is required to supervise quality controls in all audit firms with a 

recurrence at least within four years. Compared to the control procedures carried out in 



 22

FSR and FRR, the public controls also focus more explicitly on independence issues. It is 

the function of the public oversight to issue guidelines for the control and approve the 

controllers performing the actual quality controls. In accordance with the EU recommen-

dations, the nine members of the public oversight board are predominantly non-auditors. 

However, it has been deemed important to have (four) auditor representatives due to a 

higher familiarity with the subject matter.  

 

The new Danish system extends the EU demands for quality control from a public control 

of auditors of “public interest entities” (in other words listed companies, banks and insur-

ance companies)32 to all auditors interested in issuing an opinion. On the other hand, the 

original text of the proposal for a new Directive requires that only non-audit practitioners 

can participate in the governance of the system of public control of auditors of “public 

interest entities”. Hence, an implementation of this proposal would demand another com-

position on the public control board or a distinct composition related to the quality con-

trol of audits tied to “public interest entities”.  

 

The new public oversight board does not handle complaints. These are handled in the 

disciplinary system (see also section 6 on liability). The new audit law introduced one 

common tribunal for the two groups of auditors. This change can be seen as a logical 

conclusion at the end of a series of adjustments to the disciplinary system33. Until 1967 

there was no obligatory public disciplinary system in Denmark. FSR was active in super-

vising its members but due to the fact that membership was not compulsory the entire 

system of disciplinary observance was voluntary. With laws for the two groups of audi-

tors, in 1967 (SR) and 1970 (RR) respectively, disciplinary committees were established. 

In the 1980s and at the beginning of the 1990s, strong public criticism was levelled 

against the disciplinary committees. The main points of criticism were that members of 

the profession were responsible for the disciplinary observance, that sanctions against 

offending auditors were relatively light (e.g. the maximum penalty was only DKK 5000) 

and that only a select few groups were permitted to initiate disciplinary proceedings 

against an SR-auditor, i.e. the Danish Trade and Corporations Office, the Finance 

Minister, the FSR and the FRR (Goldin, 1997:21).  
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From 1993 to 2002, a new disciplinary system consisting of two levels was implemented 

reflecting the expressed points of criticism. The first level was the Disciplinary Tribunal 

(Disciplinærnævn) with a tribunal for each group of auditors. The second level was the 

Accountants Tribunal (Revisornævn). Guidelines were set up to ensure that the majority 

was held by non-auditors at both levels. Furthermore, the legislators ensured that the 

penalties were made more severe and that any party with legal interest could bring an 

auditor before a disciplinary court. In 2002, the disciplinary system was simplified from 

two levels to one. The Accountants Tribunal had functioned as a court of appeal and had 

had the right to revoke the auditing licence. These responsibilities were now combined at 

the Disciplinary Tribunal. With the new 2003 Act, the system was further simplified from 

a tribunal for each of the two groups of auditors to just one instance. With the new law 

requirements, the tribunal is now also responsible for handling cases related to 

inappropriate quality controls. As a natural consequence of the new emphasis in the audit 

law on auditor tasks related to the issuing of opinions34, the competence of tribunal is 

now related specifically toward these tasks. I.e., the Disciplanary Tribunal handles com-

plaints against auditors regarding inappropriate behaviour compared to the responsibili-

ties to be expected by auditors in particular situations (good practice). As such, the tribu-

nal does not handle complaints on audit fees. Criminal and Civil Liability for Damages 

must be determined by the court system as part of the general jurisdiction system. With 

the slimming of the disciplinary system to one level, appeals to rulings made by the tri-

bunal are also referred to the general jurisdiction, i.e., to be decided at the High Court 

(Landsretten). A second appeal possibility with the Supreme Court (Højesteret) is theo-

retically available, but has never been used in the past.  

 

The 13 members of the Disciplinary Tribunal are appointed by the DCCA and the com-

position ensures a predominance of non-auditors, i.e., the chairman is a judge, six mem-

bers represent the two groups of auditors, and six members represent the financial state-

ment users35. In Denmark the disciplinary judgments should be made public if possible 

(Goldin, 1997:99-100). Traditionally the decision about publication has been made by the 

disciplinary courts. In recent years most cases were published (i.e. approximately 80 %). 
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In addition it is usual to publicise the names of the punished auditors in order to increase 

their punishment (Goldin, 1997:100). 

 

All disciplinary cases are handled by courts, i.e., FSR and FRR do not have the opportu-

nity or the means at their disposal to punish their members. The membership bodies can, 

however, expel members of the organisation, who violate quality standards (e.g., FSR 

statutes, 2003: § 3.4). The expelled members are still able to practice because they are 

state authorized to do so. In relation to disciplinary complaints, the two organizations 

may, however, be asked to provide a “responsum”, i.e. an expert opinion on good 

practice (audit practice, accounting practice or auditor practice)36.  

 

Due regard is now taken to the public interest in being able to identify potentially suspect 

or below-standard auditors. As mentioned above, a significant implication of the new 

audit law is the registration of all licensed auditors by DCCA. In addition to the practical 

purpose of keeping track of auditors in order to carry out the recurring quality controls, 

this facilitates a transparency related to active licensed auditors for potential users of the 

services offered by the auditors. In order to be able to offer the public supervised service 

of issuing opinions, each and every auditor is now required to be registered in this list 

which is publicly disclosed at the webpage at DCCA. 

 

6. Liability  

 

A fundamental part in the building of stakeholders’ trust in professional auditors is the fact 

that they can be held legally accountable in case they do not comply with the laws of the 

country (especially the ones concerning accountancy and consultancy). They also have to 

live up to good auditor practice: behavioural rules which are primarily stated in the Audit 

Standards.  

 

In Denmark an auditor can be held legally liable in three ways: 

1) Criminal liability (Straffeansvar)  

2) Civil liability (to pay damages) (Erstatningsansvar)  
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3) Disciplinary liability (disciplinær ansvar) 

 

Criminal liability can according to the Penal Code result in a fine, imprisonment or in the 

revoking of the right to exercise a profession which requires a special public authorization 

(STRL, 2004: § 79), depending on which criminal paragraphs are broken. The main aim 

of criminal sanctions is to deter others from imitating the same behaviour (general 

prevention), but also to deter the convicted party from repeating his actions (special 

prevention) (Langsted, 2000:194).  

 

For a person to be convicted in a criminal court certain conditions have to be met: 1) the 

auditor has to have committed a criminal offence (i.e. an act that is forbidden by law) 2) 

with the necessary liability (which means intent or negligence) and 3) he has to have been 

in a sane state of mind at the time of the offence, and there are no other circumstances 

exempting him from criminal liability. If the criminal offence has been committed with 

the intent to gain unjust profit for himself or for others, the punishment can be up to two 

years imprisonment (STRL, 2004: § 152).  

 

A central criminal provision in the Penal Code concerns professional confidentiality, 

which forbids an auditor to use or pass on confidential client information unjustifiably 

(STRL, 2004: § 152). Detailed rules on confidentiality can be found in the Company Act 

(AL, 2002: §160) and the Marketing Act (ML, 2000: § 10). If these rules are broken, an 

auditor can be fined or imprisoned for up to six months. Confidentiality rules are repealed 

in a number of specific cases though, for example when a company changes auditor. In 

such a case the new auditor has the obligation to contact the retiring auditor and ask for 

the reasons why he chose to discontinue his work for the client. The retiring auditor has 

the obligation to inform the commencing auditor of these reasons (LBR, 2003:  § 10.1). 

Another very important case is when the auditor suspects money laundering as a result of 

criminal offences within the company or when he suspects the financing of terrorism (Act  

on the Prevention of Money Laundering and the Financing of Terrorism (HVL, 2004)). 

When an auditor in good faith passes on such information to the police, confidentiality 

rules in the Penal Code are not considered to be broken (STRL, 2004: §152.2). Finally, 
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there is an obligation for an auditor to report to the Public Prosecutor for Special 

Economic Crimes, see also section 4.  

 

Civil action always results in a claim for financial compensation for any loss which the 

offender has caused the injured party. The primary goal with liability to pay damages is to 

settle the damage (Langsted, 2000:198).   

The fundamental conditions to be met for liability to pay damages are: 

1) there has to be a basis for liability, meaning one has to have acted culpably 

2) there has to be necessary causality between the culpable behaviour and the damage 

caused 

3) the damage can be reasonably expected as a result of the culpable behaviour 

4) there has to be an economic loss, which would be reasonable to be paid by the 

offender 

 

If, for instance, an auditor breaks his oath of confidentiality, there is a possibility that the 

client suffers an economic loss. First, it has to be determined that the act itself was 

culpable. This is the case when the auditor behaves in a way which is different from the 

way in which a good average auditor would behave in a similar situation. In other words, 

when the auditor does not act like a “bonus pater auditor”. If the auditor has acted 

culpably, the next step is to determine whether there is causality between his behaviour 

and the economic loss. The requirement for causality is not fulfilled if the damage would 

have occurred regardless of the auditor’s behaviour. The same rule applies to conditions 

three and four. When all four conditions are met, the auditor is liable to pay damages to 

the client. 

 

Finally, one can take disciplinary action against an auditor, resulting in a warning, a 

reprimand, a fine or the revoking of the right to work as a SR- or a RR-auditor. Sanctions 

can be a warning or a fine of up to DKK 300,000 if the case is brought against an auditor 

personally. If the case is brought against the audit firm as well, the firm can be fined up to 

DKK 750,000. Disciplinary sanctions require that the auditor has neglected the duties that 

accompany his profession according to the Act on State Authorized and Certified Public 
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Accountants, hence indirectly also neglect of requirements of audit standards through the 

demand for behaviour in accordance with good auditor practice. In deciding whether the 

auditor has neglected his duties, the Disciplinary Tribunal has to determine both whether 

the auditor objectively has acted differently than a good average auditor would have 

acted, and whether the auditor can be held accountable with either intent or negligence 

for his behaviour. When deciding the question of possible neglect there is no condition 

stating that a party has to have suffered a loss of some kind because of the auditor’s 

actions, see also section 5.   

 

Guarantee Provision and Insurance 

Trust in a State Authorized or Certified Public Accountant is of course not only based on 

the fact that one can sue for suffered economic losses. Trust is also based on a certain 

security that the auditor is actually capable of compensating the economic losses. There-

fore, the Executive Order on Guarantee Provision and Liability Insurance (Gar.bek., 

2003) requires the provision of a guarantee as well as liability insurance. 

 

According to the Executive Order the guarantee provision has to be at least DKK 500,000 

per State Authorized or Certified Public Accountant (Gar.bek., 2003: §4), and the 

guarantor has to be an insurance company, a finance house or another financial institution 

that provides equivalent security (Gar.bek., 2003: §7). If the guarantee for a specific 

auditor is established as part of a collective agreement, then the guarantor can also be an 

independent fund or union. In such cases, permission has to be given by the DCCA who 

reviews the security. 

 

Furthermore, the Executive Order  requires a SR- or a RR-auditor to have liability 

insurance for at least DKK 2 million (Gar.bek., 2003: §8). Audit firms with less than six 

SR- or RR-auditors can sign individual insurance policies, where the insured amount is 

not accumulated. Other audit firms have to sign liability insurance with a total coverage 

of at least DKK 2 million per year, multiplied with the total number of SR- and RR-

auditors in the firm. When the total number of SR- or RR-auditors in an audit firm is 

above 10, the liability insurance does not have to cover more than DKK 20 million. 
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7. Corporate Governance  

 

Similarly to the development around Europe, Denmark has decided on a soft-law ap-

proach in dealing with Corporate Governance issues. In 2001 the Danish Minister for 

Business and Industry sponsored an examination of the need for recommendations for 

good corporate governance in Denmark. The resulting report is generally referred to as 

the Nørby report37 and their suggestions were since adopted by the Copenhagen Stock 

Exchange as Corporate Governance recommendations for the companies listed at the 

Exchange. The Exchange appointed a committee consisting of a broad group of people to 

ensure the continued development of a management culture and management structures 

in listed companies. Based on an examination of the experience among companies, 

investors, auditors and advisers, the Exchange Committee published the "Report on Cor-

porate Governance in Denmark" in January 2004. The new report reflects on current 

international issues related to risk management and the role of the auditor. While the 

(first) Nørby report did not list the latter as an explicit element, the 2004 report does 

include a number of recommendations related to the election of and cooperation with the 

auditors. The suggestions of the second report have been through a hearing process, but 

have not yet been adopted in the Stock Exchange recommendations. The revision of the 

code at the moment awaits the policy decision by the European Commission (expected 

later in 2004) regarding the „comply or explain“ rule. 

 

The issues raised are not necessarily identical owing to the particular circumstances 

related to Danish companies and of course, the broader societal role (responsibility) of 

the auditor in Denmark. Hence, current differences can be attributed to (1) regulatory 

requirements in the company law, (2) the two-tier management structure, and (3) stan-

dardized communication between the auditor and those charged with governance through 

long form audit reports (so-called protocols).  

 

First, Danish company law already addresses some of the problems that have attracted 

attention in certain other countries. Danish company law sets a framework for the tasks 
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and responsibilities to be assigned to the supervisory board, including the chairman, and 

to the executive board respectively. According to the company law (AL, 2002: § 51), the 

majority of the members of the supervisory board can not be executive officers of the 

relevant company and the chairman of the supervisory board and the CEO may not be 

one and the same person. 

 

Second, Danish companies have a two-tier management structure, where the supervisory 

board is appointed by the general assembly and must perform the role as a body 

supervising the activities of the executive board, while drawing up or addressing 

strategies (and appointing the executives), see figure 2. Hence, the board independence 

issue has not been as strong (or as relevant) in the Corporate Governance debate as in 

countries such as the USA and the United Kingdom. The use and function of supervisory 

board committees have been relevant issues in Denmark too, but because of the Danish 

management structure and its inherent traditions, the supervisory boards of Danish 

companies are generally small, even in listed companies. Hence supervisory board 

committees such as audit committees, nomination committees and remuneration 

committees are almost non-existent. Given the typical size of the supervisory board of a 

Danish listed company, the Nørby Committee generally recommended that no supervi-

sory board committees be used (Nørby-report, 2001). The current debate which reflects 

international trends and increased focus on control means that it cannot be ruled out that 

Danish companies with particularly complex accounting and auditing needs could profit 

by using an audit committee (Nørby-report, 2004:17).  
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Figure 2. Corporate Governance Structure and Auditor Communication  

 
 

Third, the communication between the auditor and the supervisory board is regulated 

through the requirements to the special long form audit report (audit protocol)38. The 

requirement for the auditors to make the audit protocol is based in the Act on State 

Authorized and Certified Public Accountants (LBR, 2003: § 10.4) and the content is 

specified through the special national standard RS 265, see also section 3. As indicated in 

figure 2, the communication with the supervisory board is distinct from the 

communication through management letters directed toward the executive board39. In the 

protocol, the auditor describes the nature and extent of the audit work made and the 

conclusion thereof40. If the supervisory board and the auditor have made agreements on 

special investigations or detailed control, or if this is a law requirement, the information 

about the execution and the results hereof must be entered in the audit protocol. The 

auditor is required to make the following types of audit protocols (1) protocol of initiation 

(in which the terms of the engagement are described), (2) entries during the year 

(typically on audit procedures performed during the year, including the assessment on 
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national standard RS 265 holds more detailed recommendations for each of these types of 

audit protocols. On every meeting of the supervisory board, the audit protocol must be 

shown to all the members. Every entry must be acknowledged by signing the protocol by 

all members of the board. This requirement is stated in the company law (AL, 2002: 

§56.6) and is popularly referred to as lex Nordic Feather, as this requirement was 

introduced as a result of the misgivings of the chairman of that company, who chose to 

read aloud only „relevant“ parts of the audit protocol at board meetings. 

 

The special national issues should be considered in light of the proposed Directive on 

statutory audits from the EU Commission. The proposal addresses corporate governance 

aspects of audited entities that are closely interlinked with statutory audit. This relates 

particularly to matters concerning the appointment, the dismissal and resignation of the 

auditor as well as communication with the auditor. For public interest entities, the estab-

lishment of audit committees will be mandatory (EU MEMO, 2004). It would be a 

paradox if effective national solutions to Corporate Governance issues were discarded in 

favour of common solutions across Europe. Anyhow, the aim is to enhance trust in the 

Corporate Governance of companies - including the role of the auditor. 

 

8. Summary and Conclusion 

 

As indicated in this paper, Danish legislation for auditors has been initiated by the 

industrialization, and has therefore been highly inspired by English audit regulations. The 

birth of the law itself was delayed by the Alberti-scandal. The exposure of the scandal 

had a high influence on the first Act on authorized auditors, which was therefore already 

in 1909 relatively restrictive and durable. The time until the 1980s has been relatively 

stable and predominantly characterized by national adjustments of the audit norms.  

 

In recent years Danish audit regulations have been marked by Denmark’s joining the EU, 

starting with the EU’s 4th , 7th and 8th Directive and later the EU’s aim towards joining 

and influencing the international audit norms including IFAC’s Code of Ethics. The big-
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gest Danish business scandal in recent years (Nordic Feather in 1990) and the interna-

tional Enron-scandal have also influenced Danish audit regulations. 

 

The most central changes in audit regulations in the last years have concerned the audi-

tor’s independence. Denmark has for instance repealed the demand for general independ-

ence, according to which auditors were not allowed to have other occupations than 

auditing and related tasks. The adaptations have resulted in a liberalization of an auditor’s 

opportunities to offer non audit services, just as they open up for the possibility of 

starting other businesses, simultaneously with running an audit firm. Conversely, the 

adaptations mean more restrictive rules for independence in specific cases, where an 

auditor signs written material for a third party. 

 

Concurrently stricter peer-review has been implemented, the disciplinary system has been 

changed into a public legal system, and in 2003 complemented by a public oversight 

board for quality control. This reflects a series of initiatives with the aim to strengthen the 

control and sanction against unacceptable quality in an auditor’s work. 

 

In the future, Danish accounting and audit regulation will be largely identical to interna-

tional norms for the issuing of financial statements and the verification thereof, with the 

exception of situations, where Danish law is considered to be more restrictive in its 

demands. 
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NOTES 

 
1  The Accountancy Committee is a public body, i.e.,  appointed by the Danish 

Government.  
2     At present (2004) 1184 SR-auditors and 4922 RR-auditors have deposited their 
      license to practice due to retirement or holding other jobs. 
3  According to LBR, 2003: : § 10.2 these companies are: Companies quoted on a stock 

exchange, state joint stock companies, companies under supervision of the Danish 
Financial Supervisory Authority (Finanstilsynet) and companies that for two 
consecutive years fulfil at least two of the following conditions: a balance sheet total 
of DKK 5 billion, a net turn-over of DKK 5 billion, or 2,500 employees. 1 Euro = ± 
DKK 7,50. 

4  See LBR, 2003: § 11.2.8 
7     The optimal route is more often than not extended in time due to delays during the 
      theoretical and/or the practice part, i.e., reflecting strict requirements for passing the  
      exams (Holm & Steenholdt (2003)).         
8      FSR: Abbreviation for ”Foreningen af Statsautoriserede Revisorer” 
9  In the period 1992-2002 an average of 73 persons per year actually passed the exam.  
10  There is no requirement here that the practical period has to be after obtaining the 

theoretical degree for Certified Public Accountant.  
11    FRR: Abbreviation for ”Foreningen af Registrerede Revisorer” 
12  Although audit standards could be sent to selected interest groups for hearing, FSR 

Statutes (2003 § 23,3). 
13  RS: Abbreviation for ”Revisions Standard” 
14  The company Accounts Act distinguishes between the law-required elements of the 

annual report (management report, explanation of accounting practices, and financial 
statements including notes) and supplementary reports containing voluntary 
information, e.g. environmental, ethics, social reports.  

15  The two auditor requirement for public companies in Denmark will no longer be a 
mandatory requirement from the financial year starting January 1st 2005.   

16  In contrast to reactive self-regulation in the form of good practice assessment through 
expert opinions (profession responsa). 

17  In the preamble of the guideline 12 from 1988, UEC is exchanged with Fédération 
des Experts Comptables Européens (FEE). 

18  In addition, the FSR committee has chosen to issue the “Preface” to the International 
Standards to preserve the context as a translation of the total set of standards. 

19  Of the six, one is a draft to a practise statement. 
20  Proposal for a directive of the European Parliament and of the Council on statutory 

audit of annual accounts and consolidated accounts and amending Council Directives 
78/660/EEC [the 4th directive] and 83/349/EEC [the 7th directive] (COM (2004) 
177). 

21  Article 26. 
22  Article 53, 1. 
23  Currently national implementation of the directive is expected during 2006. 
24  I.e., a clean record in relation to violations of the penal code (STRL § 78.2). 
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25  The requirements for independence have been revised to fulfil at minimum the 

recommendations from the EU Commision in 2002. 
26  See footnote 5 on companies with a special interest for society. 
27  Commission Recommendation 2001/256/EC of 15 November 2000 on quality 

assurance for the statutory audit in the European Union: minimum requirements  
28  Commission Recommendation 2002/590/EC of 16 May 2002 - Statutory Auditors' 

Independence in the EU: A Set of Fundamental Principles 
29  A register of active auditors licensed as State Authorized or Certified Public 

Accountants 
30  DCCA is an agency under The Danish Ministry of Economic and Business Affairs 

with the responsibility for the administration of company and enterprise legislation 
and for the registration and disclosure of certain information and documents about 
companies, including company accounts.  

31   According to FRR coordinator Torben Bille, the decision to have a membership  
      based quality control for FRR was made in 1995, while the first quality controls were 
      carried out in 1998.  
32  Remark that “public interest entities” is not the same group of companies identified in 

footnote 5 as “companies with a special interest for society” 
33  For a closer examination of the historical development and a comparison of the 

Danish and German disciplinary systems up till 2001, see Quick and Warming-
Rasmussen (2002). 

34  LBR, 2003: §1.2 
35  LBR, 2003: § 19,1  
36  The professional organizations have committees for this purpose, e.g. (FSR Statutes, 

2003: §18). The Expert Opinion-committee will issue “responsa” on specific cases 
raised by their members, the government, the administrative court system or the 
general jurisdiction system. 

37  "The Nørby Committee’s report on Corporate Governance in Denmark – 
recommendations for good corporate governance in Denmark" (2001) is available in 
English on the website of the Copenhagen Stock Exchange www.cse.dk. 

38  The audit protocol is made for the use of those charged with governance, cf. the 
definition hereof in ISA 260, paragraphs 5-9. The guidelines in ISA 260, including 
the timing and contents of the communication with those charged with governance, 
generally also apply to the keeping of the audit protocols. 

39  RS 265 must be read together with RS (ISA) 260 „Communication of audit matters 
with those charged with governance“ and RS (ISA) 210 „Terms of audit 
engagements“. 

40  The general recommendations for audit protocols are based in RS 265, sections 5-15. 
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