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PREFACE
An excellent audit planning coupled with meticulous audit work will ensure high degree of Audit quality and meaningful audit reporting. Audit Documents provide the principal support for an auditor's report
This book aims to provide comprehensive information on documentation for audit of bank branches. While the requirements and contents for documentation may differ from case to case, it is hoped that this book will be guidance for the general documentation requirements with respect to bank branch audits
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Chapter I
INTRODUCTION
1.1 AN OVERVIEW OF THE BANKING REGULATION ACT, 1949

The Banking Regulation Act was passed as the Banking Companies Act, 1949 and came into force with effect from 16.03.49. Subsequently it was changed to Banking Regulations Act, 1949 with effect from 01.03.66.  The Act consists of 56 sections under 5 parts and has 5 schedules. The contents of the Act are as follows:

Part 1 – Preliminary

Part II – Business of Banking Companies

Part IIA – Control over Management

Part IIB – Prohibition of certain activities in relation to Banking Companies

Part IIC - Acquisition of the Undertakings of Banking Companies in Certain Cases

Part III – Suspension of business and winding up of banking companies

Part IIIA – Special provisions for speedy disposal of winding up proceedings

Part IIIB – Provisions relating to certain operations of banking companies

Part IV – Miscellaneous (Penalties etc.)

Part V – Application of the Act to Co-operative Banks

Applicability of the Act

The Act applies to all banking companies and also will apply to co-operative societies in certain cases. 

The Banking Regulation Act, 1949 will not apply to 

i. a primary agricultural credit society;

ii. a co-operative land mortgage bank; and

iii. Any other co-operative society, except in the manner and to the extent specified in Part V.

Important definitions under the Act

"Banking" means the accepting, for the purpose of lending or investment, of deposits of money from the public, repayable on demand or otherwise, and withdrawable by cheque, draft, order or otherwise. (Section 5(b)

"Banking Company" means any company which transacts the business of banking in India. 
Explanation: Any company which is engaged in the manufacture of goods or carries on any trade and which accepts deposits of money from the public merely for the purpose of financing its business as such manufacturer or trader shall not be deemed to transact the business of banking within the meaning of this clause. (Section 5(c))

"Branch" or "branch office", in relation to a banking company, means any branch or branch office, whether called a pay office or sub-pay office or by any other name, at which deposits are received, cheques cashed or moneys lent, and for the purposes of section 35 includes any place of business where any other form of business referred to in sub-section (1) of section 6 is transacted. (Section 5(CC))

Business of Banking Companies

Section 6 deals with the forms of business that a bank can engage in:

1) Borrowing, raising, or taking up of money; the lending or advancing of money either upon or without security; and drawing, making, accepting, discounting, buying, selling, collecting and dealing in bills of exchange, hundies, promissory notes, coupons, drafts, bill of lading, railway receipts, warrants, debentures, certificates, scrips and other instruments, and securities whether transferable or negotiable or not; the granting and issuing of letters of credit, travellers' cheques and circular notes; the buying, selling and dealing in bullion and specie; the buying and selling of foreign exchange including foreign bank notes; the acquiring, holding, issuing on commission, underwriting and dealing in stock, funds, shares, debentures, debenture stock, bonds, obligations, securities and investments of all kinds; the purchasing and selling of bonds, scrips or other forms of securities on behalf of constituents or others; the negotiating of loan and advances; the receiving of all kinds of bonds, scrips or valuables on deposit or for safe custody or otherwise; the providing of safe deposit vaults; the collecting and transmitting of money and securities

2) Acting as agents for any government or local authority or any other person or persons; the carrying on of agency business of any description including the clearing and forwarding of goods, giving of receipts and discharges and otherwise acting as an attorney on behalf of customers, but excluding the business of a Managing Agent or Secretary and Treasurer of a company. 

3) Contracting for public and private loans and negotiating and issuing the same.

4) Effecting, insuring, guaranteeing, underwriting, participating in managing and carrying out of any issue, public or private, of State, municipal or other loans or of shares, stock, debentures or debenture stock of any company, corporation or association and the lending of money for the purpose of any such issue.

5) Carrying on and transacting every kind of guarantee and indemnity business.

6) Managing, selling and realizing any property which may come into the possession of the company in satisfaction or part satisfaction of any of its claims.

7) Acquiring and holding and generally dealing with any property or any right, title or interest in any such property which may form the security or part of the security for any loans or advances or which may be connected with any such security.

8) Undertaking and executing trusts.

9) Undertaking the administration of estates as executor, trustee or otherwise.

10) Establishing and supporting or aiding in the establishment and support of associations, institutions, funds, trusts, and conveniences calculated to benefit employees or ex-employees of the company or the dependents or connections of such persons; granting pension and allowances and making payments towards insurance; subscribing to or guaranteeing moneys for charitable or benevolent object or for any exhibition or for any public, general or useful object.

11) Acquisition, construction, maintenance and alteration of any building or works necessary or convenient for the purpose of the company.

12) Selling, improving, managing, developing, exchanging, leasing, mortgaging, disposing of or turning into account or otherwise dealing with all or any part of the property and rights of the company.

13) Doing all such other things as are incidental or conducive to the promotion or advancement of the business of the company.

No banking company should engage in any form of business other than those mentioned above. 

Every company carrying on the business of banking should use the words bank, banker or banking as part of its name.

Section 8 of the Banking Regulation Act, 1949 prohibits buying or selling or bartering of goods except in connection with the realization of security given to or held by it, or in connection with bills of exchange received for collection or negotiation or with such other business approved under the Act. 

Licensing of banking companies (Sec.21)

Every banking company before commencing banking business should obtain a licence from Reserve Bank of India.

Before granting licence, the Reserve Bank should be satisfied that the following conditions are fulfilled:

a) that the company is or will be in a position to pay its present or future depositors in full as their claims accrue; 

b) that the affairs of the company are not being, or are not likely to be, conducted in a manner detrimental to the interests of its present or future depositors;

c) that the general character of the proposed management of the company will not be prejudicial to the public interest or the interest of its depositors; 

d) that the company has adequate capital structure and earning prospects; 

e) that the public interest will be served by the grant of a licence to the company to carry on banking business in India; 

f) that having regard to the banking facilities available in the proposed principal area of operations of the company, the potential scope for expansion of banks already in existence in the area and other relevant factors the grant of the licence would not be prejudicial to the operation and consolidation of the banking system consistent with monetary stability and economic growth; 
g) any other condition, the fulfilment of which would, in the opinion of the Reserve Bank, be necessary to ensure that the carrying on of banking business in India by the company will not be prejudicial to the public interest or the interests of the depositors.
The Reserve Bank may cancel a licence granted to a banking company – 

i. if the company ceases to carry on banking business in India, or

ii. if the company at any time fails to comply with any of the conditions imposed upon it, or

iii. IF at any time any of the conditions referred to above are not fulfilled.

Any banking company aggrieved by the decision of the Reserve Bank cancelling a licence can within thirty days from the date on which such decision is communicated to it, appeal to the Central Government. The decision of the Central Government will be final.

Restrictions on opening of new, and transfer of existing, places of business

No banking company should open a new place of business in India or change otherwise than within the same city, town or village, the location of an existing place of business situated in India without the prior permission of the Reserve Bank.

No banking company incorporated in India should open a new place of business outside India or change, otherwise than within the same city, town or village in any country or area outside India, the location of an existing place of business situated in that country or area without the prior permission of the Reserve Bank.

This restriction will not apply to the opening of a bank for a period not exceeding one month as a temporary place of business within a city, town or village or the environs thereof within which the banking company already has a place of business, for the purpose of affording banking facilities to the public on the occasion of an exhibition, a conference or a mela or any other like occasion.

Prohibition and restriction on certain forms of employment 

· No banking company should employ or be managed by a managing agent. 

· No banking company should also employ any person who has been adjudged insolvent or has suspended payment to his creditors or has been convicted by a criminal court of an offence involving moral turpitude. 

· No banking company should employ any person whose remuneration or part of the remuneration takes the form of commission or of a share in the profits of the company.

· No banking company should employ any person whose remuneration is excessive in the opinion of the Reserve Bank.

· No banking company should be managed by a person who is a director of any other company (not being a subsidiary of the banking company or a company registered under section 25 of the Companies Act, 1956) or who is engaged in any other business or whose term of office exceeds five years.

Board of Directors of a banking company (Sections 10A to 10D, 16)

1) Not less than fifty-one per cent of the total number of members of the Board of Directors of a banking company should consist of persons, who have special knowledge or practical experience in respect of one or more of the following matters, namely,-

(i) accountancy,

(ii) agriculture and rural economy,

(iii) banking

(iv) co-operation,

(v) economics,

(vi) finance,

(vii) law,

(viii) small-scale industry,

(ix) any other matter the special knowledge of, and practical experience, which would, in the opinion of the Reserve Bank, be useful to the banking company.

2) Out of the aforesaid number of Directors, not less than two should be persons having special knowledge or practical experience in respect of agriculture and rural economy, co-operation or small-scale industry.

3) Further the directors should not have substantial interest in, or be connected with, whether as employee, manager or managing agent in-

(i) any company, not being a company registered under section 25 of the Companies Act, 1956 (1 of 1956), or

(ii) any firm, which carries on any trade, commerce or industry and which, in either case, is not a small-scale industrial concern, or

(iii) be proprietors of any trading, commercial or industrial concern, not being a small-scale industrial concern.

4) A director of a banking company other than its Chairman or whole time director should not hold office continuously for a period exceeding eight years. A Chairman or whole time director who ceases to hold office should not be appointed as director of the banking company for a period of four years from the date of ceasing to the Chairman or whole time director.

5) The banking company should be managed by a whole time Chairman. 

6) If the Chairman is appointed on a part-time basis - 

· Then such appointment should be with the previous approval of the Reserve Bank and subject to the conditions specified while giving the approval. 

· The management of whole of the affairs of the banking company should be entrusted to a Managing Director.

· Every Chairman appointed on a whole-time basis and every Managing Director of such banking company should not hold officer for a period exceeding five years but they will be eligible for re-election or re-appointment.

· The Chairman appointed on a whole-time basis is not prohibited from being a director of a subsidiary of the banking company or a company registered under Section 25 of the Companies Act, 1956.

7) Every Chairman who is appointed on a whole time basis and every Managing Director of a banking company where the Chairman is appointed on a part-time basis should be a person who has special knowledge and practical experience of the – 

· working of a banking company or of the State Bank of India or any subsidiary bank or a financial institution, or
· financial, economic or business administration.
8) A person will be disqualified to be a Chairman who is appointed on a whole time basis and Managing Director of a banking company where the Chairman is appointed on a part-time basis, if – 

· He is a director of a company other than a subsidiary of the banking company or a company registered under Section 25 of the Companies Act, 1956 or 

· He is a partner of any firm which carries on any trade, business or industry or
· Has substantial interest in any other company or firm or
· Is a director, manager, managing agent, partner or proprietor of any trading, commercial or industrial concern, or
· Is engaged in any other business or vocation.
9) If the Reserve Bank is of the opinion that the person appointed as Chairman on whole time basis or Managing Director of a banking company where the Chairman is appointed on a part-time basis is not a fit and proper person to hold such office, can require the banking company to elect or appoint any person as the Chairman or Managing Director within a period of two months from the receipt of the order. If the banking company fails to appoint or elect a suitable person, then the Reserve Bank can appoint a suitable person as the Chairman or Managing Director. 

10) The banking company and any person against whom an order of removal has been passed by the Reserve Bank can prefer an appeal to the Central Government and the decision of the Central Government will be final and cannot be questioned in any Court.

11) The Reserve Bank in certain special cases, allow the Chairman of a banking company appointed on a whole time basis or the Managing Director of a banking company where the Chairman is appointed on a part-time basis, to undertake part-time honorary work.

12) In cases where the Chairman of a banking company appointed on a whole time basis or the Managing Director of a banking company where the Chairman is appointed on a part-time basis, dies, resigns or is not in a position to carry out his duties, the banking company with the approval of the Reserve Bank make suitable arrangements for carrying out the duties of the Chairman or Managing Director, for a period not exceeding four months.

13) Chairman of a banking company appointed on a whole time basis or the Managing Director of a banking company where the Chairman is appointed on a part-time basis and a director of a banking company appointed by the Reserve Bank is not required to hold qualification shares in the banking company.

14) No banking company incorporate in India should have as a director in its Board of directors any person who is a director of any other banking company. This provision will not be applicable in case the director has been appointed by the Reserve Bank.
15) No banking company should have in its Board of directors, more than three directors who are directors of companies which among themselves are entitled to exercise voting rights in excess of twenty per cent of the total voting rights of all the shareholders to that banking company.
Minimum paid capital and reserves of a banking company (Section 11)

In case of a banking company incorporated outside India – 

a) the aggregate value of its paid-up capital and reserves should not be less than fifteen lakhs of rupees and if it has a place or places of business in the city of Bombay or Calcutta or both, twenty lakhs of rupees; and
b) the banking company should deposit and keep deposited with the Reserve Bank either in cash or in the form of unencumbered approved securities, or partly in cash and partly in the form of such securities – 
i. an amount which is not less than the minimum amount specified in clause a) and;

ii. after expiration of each year an amount business transacted through its branches in India, as disclosed in the profit and loss account prepared with reference to that year.
The amount deposited with the Reserve Bank by a banking company incorporated outside India will be considered as an asset of the company where the creditors of the company will have first charge, in case the company ceases to carry on banking business in India.
In case of other banking companies (i.e. banking companies incorporated in India) the aggregate value of its paid-up capital and reserves should not be less than – 

a) if it has places of business in more than one State, five lakhs of rupees, and if any such place or places of business is or are situated in the city of Bombay or Calcutta or both, ten lakhs of rupees;
b) if it has all its places of business in one State none of which is situated in the city of Bombay or Calcutta, one lakh of rupees in respect of its principal place of business, plus ten thousand rupees in respect of each of its other places of business situated in the same district in which it has its principal place of business, plus twenty-five thousand rupees in respect of each place of business situated elsewhere in the State otherwise than in the same district.
a. No banking company to which this clause applies will be required to have paid-up capital and reserves exceeding an aggregate value of five lakh rupees;

b. no banking company to which this clause applies and which has only one place of business, will be required to have paid-up capital and reserves exceeding an aggregate value of fifty thousand rupees;
c) If it has all its places of business in one State, one or more of which is or are situated in the city of Bombay or Calcutta, five lakhs of rupees, plus twenty-five thousand rupees in respect of each place of business situated outside the city of Bombay or Calcutta, as the case may be.
a. No banking company to which this clause applies will be required to have paid-up capital and reserves exceeding an aggregate value of ten lakhs of rupees.
Paid-up capital, subscribed capital and authorized capital and voting rights of shareholder (Section 12)

Every company carrying on the business of banking in India should comply with the following conditions:

i. The subscribed capital of the company should not be less than one-half of the authorised capital, and the paid-up capital should not be less than one-half of the subscribed capital and that, if the capital is increased, it should comply with the conditions prescribed in this clause within a period not exceeding two years.
ii. The capital of the company should consist of only ordinary shares.

iii. No person holding shares in a banking company should exercise voting rights in excess of ten percent of the total voting rights of all the shareholders of the banking company.

iv. Every chairman, managing director or chief executive officer of a banking company should furnish to the Reserve Bank returns containing full particulars of the extent and value of his holding of shares, whether directly or indirectly, in the banking company and of any change in the extent of such holding or any variation in the rights attaching thereto.
Restriction on commission, brokerage, discount etc. on sale of shares 

No banking company should pay out directly or indirectly by way of commission, brokerage, discount or remuneration in any form in respect of any shares issued by it, any amount exceeding in the aggregate two and one-half per cent of the paid-up value of the said shares.

Charge on unpaid capital 

No banking company should create any charge upon any unpaid capital of the company and any such charge so created will be invalid.

Floating charge on assets

No banking company should create a floating charge on the undertaking or any property of the company or any part thereof, unless the creation of such floating charge is certified in writing by the Reserve Bank as not being detrimental to the interests of the depositors of such company. Where such charge has been created without obtaining the certificate of the Reserve Bank, such charge will be invalid. 

If the banking company is aggrieved by the refusal of certificate from the Reserve Bank, it can appeal to the Central Government within ninety days from the date of such refusal.

Payment of Dividend (Section 15)

No banking company should pay any dividend on its shares until all its capitalized expenses (including preliminary expenses, organization expenses, share-selling commission, brokerage, amounts of losses incurred and any other item of expenditure not represented by tangible assets) have been completely written off.

Notwithstanding anything contained above or in the Companies Act, 1956, a banking company can pay dividends on its shares without writing off – 

i. The depreciation, if any, in the value of its investments in approved securities in any case where such depreciation has not actually been capitalized or otherwise accounted for as a loss; 

ii. The depreciation, if any, in the value of its investments in shares, debentures or bonds (other than approved securities) in any case where adequate provision for such depreciation has been made to the satisfaction of the auditor of the banking company; 
iii. The bad debts, if any, in any case where adequate provision for such debts has been made to the satisfaction of the auditor of the banking company.
Reserve Fund

Every banking company incorporated in India should create a reserve fund should out of the balance of profit of each year as disclosed in the profit and loss account, before any dividend is declared, transfer to the reserve fund a sum equivalent to not less than twenty per cent of such profit.

Where a banking company appropriates any sum or sums from the reserve fund or the share premium account, it should, within twenty-one days from the date of such appropriation, report the fact to the Reserve Bank, explaining the circumstances relating to such appropriation.

Cash Reserve (Sec.18)

Every banking company other than a scheduled bank should maintain in India by way of cash reserve with itself or by way of balance in a current account with the Reserve Bank, or by way of net balance in current accounts or in one or more of the aforesaid ways, a sum equivalent to at least three per cent of the total of its demand and time liabilities in India as on the last Friday of the second preceding fortnight. The banking company should submit to the Reserve Bank before the twentieth day of every month a return showing the amount so held on alternate Fridays during a month with particulars of its demand and time liabilities in India on such Fridays or if any such Friday is a public holiday under the Negotiable Instruments Act, 1881, at the close of business on the preceding working day.

Restriction on nature of subsidiary companies

A banking company should not form any subsidiary company except a subsidiary company formed for one or more of the following purposes:

(a) the undertaking of any business which is permissible for a banking company to undertake, or 

(b) with the previous permission in writing of the Reserve Bank, the carrying on of the business of banking exclusively outside India, or 

(c) the undertaking of such other business, which the Reserve Bank may, with the prior approval of the Central Government, consider to be conducive to the spread of banking in India or to be other wise useful or necessary in the public interest.

No banking company should hold shares in any company, whether as pledgee, mortgagee or absolute owner, of an amount exceeding thirty per cent of the paid-up share capital of that company or thirty per cent of its own paid-up share capital and reserves, whichever is less.

Restrictions on loans and advances

No banking company should:

a) grant any loans or advances on the security of its own shares, or

b) enter into any commitment for granting any loan or advance to or on behalf of—

i. any of its directors, 

ii. any firm in which any of its directors is interested as partner, manager, employee or guarantor, or 

iii. any company [not being a subsidiary of the banking company or a company registered under section 25 of the Companies Act, 1956, or a Government company] of which the subsidiary or the holding company of which any of the directors of the banking company is a director, managing agent, manager, employee or guarantor or in which he holds substantial interest, or 
c) any individual in respect of whom any of its directors is a partner or guarantor.
A banking company should not, except with the prior approval of the Reserve Bank, remit in whole or in part any debt due to it by— 

(a) any of its directors, or 

(b) any firm or company in which any of its directors is interested as director, partner, managing agent or guarantor, or 

(c) any individual if any of its directors is his partner or guarantor. 

Any remission made in contravention of these provisions will be void and of no effect.

Disposal of non-banking assets

Section 9 prohibits banks from holding any immovable property howsoever acquired except as acquired for its own use for a period exceeding 7 years from acquisition of the property. The Reserve Bank may in certain cases extend the period of seven years by another period not exceeding five years if it is satisfied that the extension would be in the interests of the depositors of the banking company.

Maintenance of a percentage of assets (Sec.24 & 25)

Every banking company should maintain in India in cash, gold or unencumbered approved securities, valued at a price not exceeding the current market price, an amount which should not at the close of business on any day be less than 20 percent of the total of its demand and time liabilities in India. 

A scheduled bank, in addition to the average daily balance which it is, required to maintain under section 42 of the Reserve Bank of India Act, 1934 and every other banking company, in addition to the cash reserve which it is required to maintain under section 18 of the Bankign Regulation Act, 1949 should maintain in India in cash or in gold valued at a price not exceeding the current market price or in unencumbered approved securities valued at a price determined in accordance with such one or more of, or combination of, the following methods of valuation, namely, valuation with reference to cost price, market price, book value or face value, as may be specified by the Reserve Bank from time to time, other percentage not exceeding forty per cent, as the Reserve Bank may, from time to time, by notification in the Official Gazette, specify, of the total of its demand and time liabilities in India, as on the last Friday of the second preceding fortnight.

Every banking company should within 21 days after the end of the month to which it relates, furnish to the Reserve Bank a monthly return showing particulars of its assets maintained in accordance with this section, and its demand and time liabilities in India at the close of business on each alternate Friday during the month, or if any such Friday is a public holiday, at the close of business on the preceding working day. In case of Regional Rural Bank a copy of the said return should be furnished to the National Bank also.

If on any alternate Friday or, if such Friday is a public holiday, on the preceding working day, the amount maintained by a banking company at the close of business on that day falls below the minimum prescribed, then such banking company will be liable to pay to the Reserve Bank in respect of that day's default, penal interest for that day at the rate of three per cent per annum above the bank rate on the amount by which the amount actually maintained falls short of the prescribed minimum on that day.

The assets in India of every banking company at the close of business on the last Friday of every quarter or, if that Friday is a public holiday under the Negotiable Instruments Act, 1881, at the close of the business on the preceding working day, should not be less than seventy-five percent of its demand and time liabilities in India. Every banking company should within one month from the end of every quarter, submit to the Reserve Bank a return of the assets and liabilities as at the close of business on the last Friday of the previous quarter, or, if that Friday is a public holiday under the Negotiable Instruments Act, 1881 at the close of business on the preceding working day.
Submission of returns

Every banking company should within thirty days after the close of each calendar year, submit a return to the Reserve Bank as at the end of such calendar year of all accounts in India which have not been operated upon for ten years. In the case of money deposited for a fixed period the said term of ten years should be reckoned from the date of the expiry of such fixed period.

Every banking company should before the close of the month succeeding that to which it relates, submit to the Reserve Bank a return showing its assets and liabilities in India as at the close of business on the last Friday of every month or if that Friday is a public holiday under the Negotiable Instruments Act, 1881 at the close of business on the preceding working day.
Every regional rural bank should submit a copy of the return which it submits to the Reserve Bank, to the National Bank also.

Accounts and Balance Sheet (Sec.29)

Every banking company incorporated in India should at the expiration of each calendar year prepare a balance sheet and profit and loss account as on the last working day of that year in the Forms set out in the Third Schedule or as near thereto as circumstances admit. The period to which the profit and loss account relates will, in the case of a banking company, be the period ending with the last working day of the year immediately preceding the year in which the annual general meeting is held.

The accounts and balance sheet along with the auditor’s report should be furnished as returns to the Reserve Bank within three months from the end of the period to which they refer. Three copies of accounts and balance sheet along with the auditor’s report should be furnished to the Registrar of Companies also.

Every banking company incorporated outside India should, not later than the first Monday in August of any year in which it carries on business, display in a conspicuous place in its principal office and in every branch office in India a copy of its last audited balance-sheet and profit and loss account and should keep the copy so displayed until replaced by a copy of the subsequent balance-sheet and profit and loss account so prepared.

Audit (Sec.30)

The balance sheet and profit and loss account should be audited by a duly qualified auditor. Prior approval of the Reserve Bank should be obtained before appointing, re-appointing or removing any auditor or auditors of a banking company.

The auditor should state the following information in his report:

(a) whether or not the information and explanation required by him have been found to be satisfactory; 

(b) whether or not the transactions of the company which have come to his notice have been within the powers of the company; 

(c) whether or not the returns received from branch offices of the company have been found adequate for the purposes of his audit; 

(d) whether the profit and loss account shows a true balance of profit or loss for the period covered by such account; 

(e) any other matter which he considers should be brought to the notice of the shareholders of the company.
Penalties

Whoever in any return, balance-sheet or other document or in any information required or furnished under any provision of the Banking Regulation Act, 1949 willfully makes a statement which is false in any material particular, knowing it to be false, or willfully omits to make a material statement, will be punishable with imprisonment for a term which may extend to three years and will also be liable to fine.

If any person fails to produce any book, account or other document or to furnish any statement or information which is his duty to produce or furnish, or to answer any question relating to the business of a banking company which is asked by an officer making an inspection or scrutiny, will be punishable with a fine which may extend to two thousand rupees in respect of each offence, and if he persists in such refusal, to a further fine which may extend to one hundred rupees for every day during which the offence continues.

Where a contravention or default has been committed by a company, every person who, at the time the contravention or default was committed, was in charge of, and was responsible to, the company, for the conduct of the business of the company, as well as the company, will be deemed to be guilty of the contravention or default and will be liable to be proceeded against and punished accordingly.
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1.2 Audit of branches

Audit of branches of banking companies is required under section 228 of the Companies Act, 1956.  Hence, it is obligatory for a banking company to get the financial statements of each of its branch offices audited except where exemption from audit is obtained in respect of certain branches under the Companies (Branch Audit Exemption) Rules, 1961 and as per the guidelines of the Reserve Bank of India issued from time to time.

Branch audit vis-a –vis Head office audit

The branch auditor has the same powers and duties in respect of audit of financial statements of the branch as those of the central auditors in relation to audit of head office. The branch auditor's report on the financial statements examined by him is forwarded to the central auditors with a copy to the management of the bank. The branch auditor of a public sector bank, private sector bank or foreign bank is also required to furnish a long form audit report to the bank management and to send a copy thereof to the central auditors. The central auditors, in preparing their report on the financial statements of the bank, deal with the branch audit reports in such manner, as they consider necessary.

However, there are significant differences in the scope of audit between a branch audit and HO audit. While the banking business takes place at the branches, the Head office takes care of administrative and policy decisions. Besides, accounting for certain transactions such as Treasury operations are centralized.

Areas generally not to be considered at branch, as they will be considered by HO include:

· Provision for Gratuity.

· Provision for Taxation.

· Provision for Audit fees

· Depreciation on Assets like premises, where fixed asset is accounted for at HO.

· Provision for pension and other retirement funds.

· Transfers to reserves.

· Dividends.

Peculiarities of bank branch audit include

1. Audit is carried out once a year and completed in a very short span

2. There is a need for trained personnel to carry out audit considering the  large volume and variety of transactions in terms of both number and value
3. It is very essential for the auditors  to constantly update knowledge and  be abreast of latest changes in RBI regulations

Reasons for special audit considerations in the audit of banks 

1. Particular nature of risks associated with the transactions undertaken by banks;

2. The scale of banking operations and the resultant significant exposures which can arise within short periods of time;

3. The extensive dependence on IT to process transactions.

4. The effect of the statutory and regulatory requirements; and 

5. The continuing development of new services and banking practices which may not be matched by the concurrent development of accounting principles and auditing practices.

The auditor should consider the effect of the above factors in designing his audit approach.
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Chapter II-   SPECIMEN DOCUMENTATION

Every audit undergoes five stages

1. Pre- commencement

2. Understanding the business of bank branch audit
3. Audit Planning

4. Substantive Procedures

5. Reporting

The documentation required at each stage are detailed hereunder:
2.1 Pre- commencement of Audit
2.1.1 Specimen of No Objection Letter 

On the letter head of the Auditor

Date:

To,

(Name of the Previous Auditor)

(Address of the Previous Auditor)

Dear Sir,

Sub.
:
Statutory Audit of (Name of the Bank), (Name of the Branch) branch 

for the year ended 31/03/2009

We wish to inform you that we have been appointed as Statutory Auditors of (Name of the Bank), (Name of the Branch) Branch for the year ended 31/03/2009 .Since you were the previous auditors of the said branch for the year ended 31/03/2008 we would like to know whether you have any objections, professional or otherwise, on our accepting the said assignment. Kindly inform the same within 7 days from the date of receipt of this letter, failing which we shall treat that you have No Objection and proceed further.  

Thanking You.

Yours Faithfully,

For (Name of Firm)

Chartered Accountants,

(Name of the Auditor)

Partner
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2.1.2 Specimen checklist on Independence Policy

	Sl. No
	Question
	Compliance

	1
	Whether there is pressure to inappropriately reduce the work performed?
	

	2
	Was there any obligation to carry out, modify or suppress or modify findings, conclusions and recommendations?
	

	3
	Have you been involved in management, business, activities or executive decisions of the client?
	

	4
	Whether you have communicated to previous auditor in writing?
	

	5
	Was there a change in the constitution of the firm since your application to the ICAI?
	

	6
	Do you have any close family relationship with any client staff at senior management level?
	

	7
	Do you have any pecuniary interest in the client other than consideration received for work?
	

	8
	Are you indebted to the bank for a sum exceeding Rs 1000/?
	

	9
	 Do you hold any security of the bank carrying voting rights?
	

	10
	Have you or a close family member taken a loan from or to or given or accepted any guarantee from or to a client?
	

	11
	Do you have sufficient knowledge of the client and its management and are you aware of the possible threats to independence?
	

	12
	Whether the firm or any of its partners or staff were involved in concurrent audit, revenue audit, stock audit, Information systems audit of the branch? 
	

	13
	Have you accepted goods or services on favourable terms, or received undue hospitality from a client?
	


Note: If the answers to any of the questions is ‘yes’ the firm should consider the effect on independence or the possible loss of the appearance of independence. The firm should consider whether the impairment could be removed before the commencement of audit/attestation etc.
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2.1.3 Specimen of Audit Engagement Letter 

On the letter head of the Auditor

Date:

To,

The Branch Manager,

(Name of the Bank),

(Name of the Branch),

(Address of the Branch)

Dear Sir,

Sub. : 
Audit Engagement letter in case of the Branch Statutory Audit and Branch Tax Audit of (Name of the Bank) (Name of the Branch) for the period---------------.

We have been appointed as branch statutory auditors for auditing the accounts of your branch for the year ended 31/03/2009 vide letter No. dated (date), under Banking Companies (Acquisition & Transfer of Undertakings) Act, 1970. The appointment also includes assignment of conducting tax audit under Income Tax Act, 1961, for the previous year ending -------i.e. relevant to assessment year -------, issue of Long Form Audit Report, and Issue of Certificates as stated the said appointment letter.

We have communicated our acceptance to your Head office vide our letter reference ……. Dated…. to confirm our acceptance and our understanding of this engagement by means of this letter. Our audit will be conducted with the objective of our expressing an opinion on the financial statements. We will conduct our audit in accordance with the auditing standards generally accepted in India and with the requirements of the Banking Regulation Act 1949 and other applicable statutes.  

Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatements. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.

                    However, having regard to the test nature of an audit, persuasive rather than conclusive nature of audit evidence together with inherent limitations of any accounting and internal control system, there is an unavoidable risk that even some material misstatements of financial statements, resulting from fraud, and to a lesser extent error, if either exists, may remain undetected. 

                  In addition to our report on the financial statements, we expect to provide you with a separate letter concerning any material weaknesses in accounting and internal control systems which might come to our notice. 

                   The responsibility for the preparation of financial statements on a going concern basis is that of the management. The management is also responsible for selection and consistent application of appropriate accounting policies, including implementation of applicable accounting standards along with proper explanation relating to any material departures from those accounting standards. The management is also responsible for making judgments and estimates that are reasonable and prudent so as to give a true and fair view of the state of affairs of the entity at the end of the financial year and of the profit or loss of the entity for that period. 

   The responsibility of the management also includes the maintenance of adequate accounting records and internal controls for safeguarding of the assets of the entity and for the preventing and detecting fraud or other irregularities. As part of our audit process, we will request from management written confirmation concerning representations made to us in connection with the audit.

Our tax audit report in Form No. 3CA along with Statement of Particulars in Form No. 3CD of the Income Tax Rules, 1962 shall be issued on the basis of the books of account and explanations given to us by you on various issues relevant to the tax audit. 

Our Long For Audit Report along with Statement of Particulars and annexures attached thereto shall be issued on the basis of the books of account produced before us and information and explanations given to us by you on various relevant issues and on the basis of audit carried out by us and our comments in the various reports will be based on our opinion relating to the applicable law, wherever relevant. 

We shall not be liable for any unfavourable impact upon any tax proceedings, arising from anything contained in or omitted from the tax audit report. 

 We also wish to invite your attention to the fact that our audit process is subject to 'peer review' under the Chartered Accountants Act, 1949. The reviewer may examine our working papers during the course of the peer review.

We look forward to full cooperation with your staff and we trust that they will make available to us whatever records; documentation and other information are requested in connection with our audit.

We will commence the assignment on a mutually agreed date and as per the time schedule provided by the head office of your bank for timely completion of accounts of the bank.

Our fees will be billed on completion of assignment as per directions stated in the appointment letter.  Please sign and return the attached copy of this letter to indicate that it is in accordance with your understanding of the arrangements for our audit of the financial statements.  

We appreciate the opportunity to be of service to you. 

                                                                                           XYZ & Co.

                                                                               Chartered Accountants

          






       …………………………

              






     (Signature)

           





      (Name of the Member)

             






  (Designation)

     






Acknowledged on behalf                                 

                                                                                  Of ……Bank…..Branch




          







……………………..

         







     (Signature)

        






     Name and Designation

  






   Date
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2.2 Understanding the business of the bank branch
2.2.1 Specimen of a letter seeking information from branch manager 

On the letter head of Auditor

Date: 
The Branch Manager,
(Name of the Bank – Branch)

(Address of the Branch)

Dear Sir,
Sub: 
Information required at the time of commencement of Statutory Audit of your branch for the year 2008-09
This letter is provided in connection with your audit of financial statements of _____________branch of _____ bank for the year ended 31.03.2009 for the purpose of expressing an opinion as to whether the financial statement give a true and fair view of the financial position and of results of operations for the year. Please be informed that audit of your branch will be started by our audit team headed by ______ on________.
In order to complete the audit and furnish the report within the stipulated time limit, your whole-hearted co-operation is solicited.   

In order to enable us to finalise and furnish our report on the audit of the accounts for the year 2008 – 2009 of your branch, kindly keep the following records/information/clarification ready and make the same available to our audit team on their visit to your branch:

1.      Latest reports
For our scrutiny, the following reports for the last three years on the accounts of your branch, and compliance by the branch check the observations contained therein:
(a) Internal Inspection Report;

(b) Revenue / Concurrent Audit Report/System Audit Report;
(c) RBI Inspection Report, if such inspection took place;
(d) Income and Expenditure Control Audit Report; and
(e) Copy   of Certificates
2.      Circulars in connection with accounts
Please let us have a copy of the head office circulars/instructions in connection with closing of your accounts for the year, to the extent not communicated to us or incorporated in our letter of appointment. Also provide us with the latest updated Internal Instructions and Circulars issued by the controlling authorities. 
3.      Accounting policies
Please let us have a list of the accounting policies adopted by the bank with particular reference to items of income and expenditure.
Please confirm whether, as compared to the earlier year, there are any changes in the accounting policies during the year under audit; and if so, the financial effect thereof may be computed to enable us to verify the same.
4.      Balancing of books
Please confirm the present status of balancing of the subsidiary records with the relevant control accounts, and in case of differences between balances in the control and subsidiary records, please let us know the efforts being made to reconcile / balance the same. This information may please be given head-wise for the relevant control accounts, indicating the dates when the balances were last tallied.
5.      Overdue/matured term deposits
Please confirm having transferred them to Current Account Deposit at call A/c. If not, details/ particulars of credit balances comprising overdue matured term deposits as at the yearend which continue to be shown as term deposits particularly where the branch does not have any instructions/communication for renewal of such deposits from the account holders and amount of provision made on such overdue/matured term deposits.
6.      Advances

(a) Please confirm whether in respect of the advances against tangible securities, the bank holds evidence of existence and market value of the relevant securities as at the year-end.

(b) We may be informed of the year-end status of the accounts each with outstanding above 1% of the total Advances Portfolio of, the branch or Rs. 100 lakhs whichever is lower, particularly those which have-been adversely commented upon in the latest reports on the branch and in respect of which provisions have been made/recommended as at the previous year-end.

Information in relation to such advances accounts whore provision is computed / recommended may please be prepared indicating:
(i) Name of the borrower 

(ii) Type of facility

(iii) * Total amount outstanding as at the year-end (both for principal and interest] specifying the date up to which interest has been levied and recovered.
(iv) Nature of default and action taken.
(v) Brief history and present status of the advance.
(vi) *Provision already made/recommended.
*Corresponding figures for the previous year-end may please be given.
The previously mentioned information may please be kept ready and be made available to us along with the branch returns.
(c) Please confirm whether the borrowers' accounts have been correctly categorised, according to the prevailing RBI prudential norms applicable for the year, into Standard, Sub-standard, Doubtful or Loss assets.
Please confirm whether you have examined the accounts and applied the norms borrower-wise and not account-wise for categorising the accounts. Please let us have the particulars of provisions computed/recommended in respect of the above during the financial year under audit.

(d) A list of all advances accounts which have been identified as of the nature of bad/ doubtful accounts and where pending formal sanction of the higher authorities, the relevant amounts have not been reclassified/recategorised in the books of the Branches for provision/write off. This covers all accounts identified by the Bank or internal/ external auditors or by RBI inspectors but the amount has not been written off wholly or partly.
In case the branch has itself recommended action against the borrowers or for initiating legal or other coercive action for recovery of dues, a list of such borrowers' accounts may be furnished to us.
(e) Please let us have a list of borrowers' accounts where classification made as at the end of the previous year has been changed to a better classification, stating reasons for the same.
(f) Please also confirm whether any income has been adjusted/recorded to revenue, contrary to the norms of income recognition notified by the Reserve Bank of India and/or Head Office circulars issued in this regard; and particularly where the chances of recovery/ reliability of the income are remote.
(g) Please furnish us the list of accounts re-structured as per Circular issued by RBI on Restructuring of Advances by banks dated August 27, 2008; December 08, 2008; January 02, 2009 and  February 04, 2009. 
Please also confirm whether any income has been recorded on Non Performing Accounts other than on actual realisation.

7.   Outstanding in suspense/sundry account
Please let us have a year-wise break up of amounts outstanding in Suspense/Sundry accounts as on 31-3-2009.   Reasons for non-adjustment of items included in these may be made known.

8.    Contingent liabilities
(a) Please confirm whether other than for advances, there are any matters involving the branch in any claims in litigation, arbitration or other disputes in which there may be some financial implications, including for staff claims, municipal taxes, local levies etc. If so these may be listed for our verification, and you may confirm whether you have included these as contingent liabilities.

(b) Please confirm whether guarantees are being disclosed net of margins or otherwise as at the year-end, and whether the expired guarantees where the claim period has also expired, continue to be disclosed in the Branch return. Please confirm specifically.
9.      Interest provision

(a) Please confirm whether interest provision has been made on deposits etc, in accordance with the latest instructions of the Head Office.   A copy of these may be made available for our scrutiny.

(b) Please confirm whether any amount recorded as income up to the year-end, which remains unrecovered or not releasable, has been reversed from any of the income heads or has been debited to any expenditure head during the year.   If so, please let us have details to enable us to verify the same. Please confirm the accounting treatment as regards reversal, if any, of interest / other income recorded up to the previous year-end; and the amount reversed during the year under audit i.e., income of earlier years derecognised during the year. 

10.    Foreign currency outstanding transactions

Please confirm whether amount outstanding as at the year-end have been converted as at the year-end rates as applicable, rather than at the dates the entries originated- particularly for bills outstanding, guarantees, L/Cs etc.

Please confirm the amount of inward value of foreign currency parcels, if any, which *originated prior to the year-end from other branches, but could not be recorded as these were in transit — and for which entries were made after the year end.

11.    Investments
In case, the branch holds any investments behalf of the bank:
(a) These may be produced for physical verification and/or evidence of holding the same be made available.

(b) Stocks of unused security paper stationery/numbered forms like B/RS, SGL Forms etc. may please be produced for physical verification.
(c) It may be confirmed whether income accrued/collected has been accounted as per the laid down procedure.
12.    Long Form Audit Report — Branch response to the Questionnaire
In connection with the Long Form Audit Report, please let us have complete information as regards each item in the questionnaire, to enable us to verify the same for the purpose of our audit. 

Kindly let us have complete information regarding following items mentioned in the questionnaire of LFAR for the purpose of verification:

1) Branch closing instructions. 

2) Instructions of Controlling Authorities with respect to various issues.

3) Organisation chart.

4) Authorisation level and powers of branch officials.

5) Previous years audit report/ LFAR/ Tax audit report and compliance thereon.

6) Cash Retention Limit.

7) Bank confirmations/Bank reconciliation’s.

8) Insurance for Cash/Cash-in-transit.
9) In case of advances > 2 Crore: - sanctioned limit and outstanding. (Both funded and non funded)

10) List of NPA’s and provisioning thereon with the date of NPA.

11) List of overdue/ overdrawing.

12) Stock audit reports/Unit inspection reports.

13) Valuation reports of Accounts NPA and outstanding > 1 Crore where valuation is prior to 31/03/2005.

14) Status of Frauds.

15) Break up of Suspense A/c’s.

16) Listing of Provisions/Prepaid.

17) List of Security items as at 31st March.

18) Listing of all advances party wise and limit wise.

19) Listing of outstanding facility wise.

20) Listing of Contingent liabilities.

21) Listing of Fixed assets item wise tallied with the Balance sheet figure.

22) Status of claims lodged with ECGC/DICGC.

23) Cases of overdue proposals for review/renewal.

24) Cases of Sanctions not disbursed.

25) Break up of matured deposits Year wise.

26) Schedule of Charges (for booking of Income).

27) System audit report, conducted, if any.

28) List of Non corporate entities enjoying limit > 10 lakhs.

29) Listing of Sundry deposits/Bills payables
30) Report in desired format of advances > 2 Crore.

31) Stock register/ Insurance register/ Stationery Register/ Draw power Register/Cheque Book Issuance Register/ Cash book/ Sanction Register/ Custody register/ Key/ Pay Order register/ DD issued Register/ Document register.

32) Head office/ Inter branch reconciliation/ Cheque bouncing register.

33) Balance sheet/ Profit and Loss A/c as at 31st March/ 30th June/ 30th September/ 31st December and 31st March of closing year.

34) List of Computer system (configuration wise) and Accounting system in operation.
35) List of MIS reports/Returns submitted to various authorities.

36) Overdue locker rents/Vacant lockers.

37) Cash withdrawals/deposits > 10 lakhs.

38) ATM Cards/Pins on hand not issued and lying on hand.

39) Cheque books not issued and lying in stock.

40) Status of PC virus upgrades.

41) Number of inoperative accounts/ dormant accounts.

42) Number of accounts maintaining balances below prescribed minimum.

43) Details of Guarantees.
44) Details of Customers complaints.
13.    Tax Audit in terms of section 44AB of the Income-tax Act, 1961
Please let us have the information required for tax audits under section 44AB of the Income-tax Act, 1961 to enable us verify the same for the purpose of our report thereon.
Kindly let us have complete information regarding following items mentioned in the questionnaire of Tax Audit in Form No. 3CD for the purpose of verification:

a) Depreciation schedule as per the requirements of clause No. xiv of Form 3CD.

b) List of books of accounts maintained. 

c) Details of tax, fees, cess, and duties allowed u/s 43B of the Income Tax Act as per the prescribed format. 

d) Details of Tax Deducted at Source on various payments made to the various payees along with the challans for the payment of the same to the Govt. and showing the delay, if any in such payment in the prescribed format. 

e) Permanent Account Number of the Bank. 

f) Details of Income/Expenditure of prior period credited/debited to Profit and Loss Account.
14.    Other certification
Let us have, duly authenticated, information as regards other matters which, as per our letter of appointment, required certification.
Following confirmation certificates may be kept ready for our verification and records. 

a. Bank Balance confirmation as on 31st March 2009 for all the Bank Accounts held by the Branch. 

b. Certificate of physical verification of fixed assets for the yearend. 

c. Cash balance certificate as on 31st March 2009

d. Certificate regarding contingent liabilities. 

e. Certificate of physical verification of security items as on 31st March 2009 and certifying differences if any between book balance and actual balance on physical verification. 

f. Certificate for SLR compliance. 

g. Certificate for DICGC Claims

h. Certificate for PMRY Scheme

i. Certificate regarding non-contravention of Sec.269 T of the Income Tax Act. 

j. Statement of capital adequacy data. 

k. Statement on maturity pattern of loans and advances (residual maturity).

l. Statement on maturity pattern of deposits (residual maturity).

m. Movement of NPAs.

n. Any other statement required by the Bank for MIS or other purposes.

o. Certificate regarding loans under PMRY Scheme. 

p. Certificate regarding implementation of Jilani Committee and Ghosh Committee recommendations. 

q. Advance to Sensitive Sectors.      

15.    Interest Provision 

Kindly confirm whether the interest provisions on deposits, H.O. interest is made as per the instructions of H.O.

We shall be grateful if you could also confirm the name to the officer(s) nominated by the bank to comply with our requirements in connection with the above, so that our reports / certificates are expedited.
We shall appreciate your kind co-operation in the matter.
Thanking you,  

Yours faithfully,
For (Name of the Auditor)

Chartered Accountants
(Name of the Partner)

Partner

Membership No
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2.2.2 Specimen checklist for business assessment
Name of the Bank:

Head Office:

Address of the Head office:

Number of Branches

Number of CBS branches:

a) Within India

b) Outside India

Website of the Bank:

Banking Software used:

Total Deposits of the Bank:

Total Advances of the Bank

Name of the Central Statutory Auditor

Credit card: 

Debit Card:

ATM card:

Branch Profile:

Name of the Bank in charge

:

Mobile Number:

Specialized Branch:

[Housing, Agricultural, NRI etc]

Region/ Zone in which the branch is located:

Name of the Concurrent Auditor:

Business Hours of the Branch

           :


(on weekdays)







:


( On Saturdays)

Balance sheet/Profit and Loss A/c as at 31st March/30th June/30th September/31st December and 31st March of 2009

List of Computer system (configuration wise) and Accounting system in operation

List of MIS reports/Returns submitted to various authorities.

Business Achievement:











Rs. In lakhs

	As on
	DEPOSITS
	ADVANCES

	
	
	
	
	
	
	

	Beginning of the month
	Budgeted 
	Actual
	Short(-)

Excess(+)
	Budgeted 
	Actual
	Short(-)

Excess(+)

	End of the month
	
	
	
	
	
	

	Current year projection 
	
	
	
	
	
	


Premises:

	-   Ownership or rental?
	

	-  Copy of agreement on record?
	

	-   TDS deducted promptly and paid on time?
	

	-   Fire Insurance policy is in force?
	

	-   Property/ Water Tax paid on time?
	

	-   Branch board displays working hours?
	

	-   Notice board contains latest information?
	

	-   Suggestion box kept?
	


Staff:

	
	Persons  holding post As on 31.03.2009

	Managers







	

	
 Accountant

	

	Asst. Accountant

	

	Clerks
	

	Sub-staff
	

	Total

	

	
	


Financial Powers of the Officers:

Administrative Powers of Officers:

Furniture & Fixtures:

As on 01.04.2008

Additions/ Deductions during the year:

As on 31.03.2009

Cash:

Retention Limit (Rs. in Lakhs)

Keys in the Dual custody of ---------- since --------------

Number of tokens in all and number of missing tokens

Their numbers are------------------

Insurance for Cash/Cash-in-transit
Staff in charge:

Petty Cash:

Staff in charge is-------------------- since-------------------

Postage/ documentary stamps/ Stationery
As on 01.04.2008

Additions/ Deductions during the year:

As on 31.03.2009

Staff in charge

Bank Balance:

Name of the banks where balances are held:

Confirmation of Balances held?
Lockers / safe deposit vault

Total number of lockers--------------

 Rented out as on 01.04.2008

Surrendered/ Closed during the year:

Rented out during the year:

Rented out as on As on 31.03.2009

Staff in charge

Deposit Schemes: (As on 31.03.2009)   Rs. in lakhs

	
	Number of Accounts [ as on .01.4.2008]
	Accounts opened during the year
	Accounts closed during the year
	Balance

	Savings
	
	
	
	

	Current
	
	
	
	

	Term Deposits
	
	
	
	

	Other Schemes
	
	
	
	


Foreign Exchange and Derivative Transactions:
	
	as on .01.4.2008
	as on 31.03.2009

	List of derivative Products offered:
	
	

	 Staff in charge:
	
	

	Foreign Currency Loans
	
	

	Export Credit in foreign Currency
	
	

	Guarantees against Exports:
	
	

	NRE

NRO

NRNR

FCNR-B

EEFC

RFC
	
	

	Bills for Collection
	
	


Advances:
	
	As on 01.04.2008
	Disbursed during the year
	Repayments during the year
	As on 31.03.2009

	Types of Facilities
A) Funded

i. Term Loan

ii. Demand Loan

iii. Cash Credit

iv. Overdrafts

v. Bill Discounting/Purchases

vi. Packing Credit
B) Non- Funded

i. LC

ii. Guarantees


	
	
	
	

	Types of security

A) Tangible

B) Intangible
	
	
	
	

	Priority Sector Advances

Non- Priority Sector Advances

Inland

Foreign
	
	
	
	

	Suit Filed Accounts
	
	
	
	

	Standard Assets
	
	
	
	

	Sub- Standard Assets
	
	
	
	

	Doubtful Assets
	
	
	
	

	Non- Performing Assets
	
	
	
	

	Inspections of Units
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Particulars of restructured Accounts

Rs. in crores

	
	
	CDR Mechanism
	SME Debt restructuring
	OTHERS

	Standard Advances restructured
	Number of Borrowers:

Amount Outstanding:

Sacrifice
[ diminution in Fair value]
	
	
	

	Sub-Standard Advances restructured
	Number of Borrowers:

Amount Outstanding:

Sacrifice
[ diminution in Fair value]
	
	
	

	Doubtful
	Number of Borrowers:

Amount Outstanding:

Sacrifice
[ diminution in Fair value]
	
	
	

	Total
	Number of Borrowers:

Amount Outstanding:

Sacrifice
[ diminution in Fair value]
	
	
	


Investments

Investment Policy
	
	As on 01.04.2008
	As on 31.03.2009

	Securities of the Central and State Governments and other approved securities
	
	

	Shares
	
	

	Debentures and Bonds
	
	

	Financial Derivatives
	
	

	Commercial Papers
	
	

	Certificate of Deposits
	
	

	Others
	
	

	Investment outside India
	
	


Income and expenditure

	 Interest earned during the year
	

	Other income earned during the year
	

	 Interest expended during the year
	

	Operating expenses during the year
	

	 Income leakage detected
	

	Test checking done by branch officials on 
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2.2.3 Specimen Checklist for Auditing in a Core Banking Environment
Introduction

Core Banking Solutions (CBS) or Centralised Banking Solutions is the process which is completed in a centralized environment i.e. under which the information relating to the customer’s account (i.e. financial dealings, profession, income, family members etc.) is stored in the Central Server of the bank (that is available to all the networked branches) instead of the branch server. Depending upon the size and needs of a bank, it could be for the all the operations or for limited operations. This task is carried through advance software by making use of the services provided by specialized agencies. 


The key features of a CBS include a centralised server, which stores data pertaining to retail and corporate Banking at transaction level, which is linked via high speed, secure and redundant networks to the various branches of the Banks. The main server is a common point of contact to the various delivery channels like ATMs, Internet Banking, Branches, Mobile Banking, etc.

The central database server and associated servers like Mail Servers, Application Servers, Authentication Servers, and Storage Servers, etc., are hosted at a data centre, which is at the core of the entire architecture. Adequate Security is provided to the IT infrastructure by means of firewalls, network intrusion detection systems, anti-virus software at the system and application levels, proxy servers, etc.

A disaster recovery site (DRS), which simply put is a redundant data centre, is also an integral part of the IT infrastructure. There also needs to be a well-documented set of procedures to be followed, in the case of a disaster striking the data centre

In its circular,  [Cir. No DBS.PP.BC1/11/01.005/2006-07 dated November 16, 2006] “Compliance Function in Banks”, RBI has directed in Para 6.9 that “Banks with fully operational core banking solutions should centralize their regulatory reporting at the Compliance Department. In other cases, Compliance Department shall monitor timely submission of regulatory returns by the controlling offices through appropriate mechanism, such as a Monthly Returns Calendar, which may indicate the returns/reports to be submitted by each branch/controlling office and their dates of submission.”

While it is the responsibility of the management to ensure adequate and effective control systems at the branches, statutory auditors have to express their opinion on the results generated by these systems.

Specimen audit checklist with respect to core banking

A). Understanding the CBS environment
1. Obtain an overview of the CBS

2. Understand the perception of the Senior Management on CBS

3. Understand how the CBS has been used for compiling Financial Information

B)  Migration Controls

4. If the branch has migrated from previous legacy package to CBS, then, in order to ensure consistency and integrity of data migrate, check & comment whether Certificate of Verification of Integrity and Consistency of data migrated has been preserved on branch records.

5. If branch has undergone an independent Migration Audit, check whether all irregularities and recommendations have been duly attended/followed.

C) 
Security Controls




6. Whether authorised, correct and complete data is made available for processing?

7. Whether the latest version of antivirus software is installed in servers/PCs of branches and it is regularly updated? 


 D)      Service Risk
8. Is the communication network slow for some of the days?

9. IS the Branch connected under ISDN?


10. If ISDN is used, does the branch kep track of duration and frequency of use?


E)    Disaster Recovery 




11. Does the branch have a copy of the Disaster Recovery and Business continuity Plan? 

12. Whether concerned staff members are aware of their responsibility in case of disaster?


F)    Integrity of the system 

13. Whether system restarts without distorting the completion of the entries and records in case of interruption due to power, mechanical or processing failures?

G)   Access controls 


14. Whether floppy drives and USB connections are disabled on machines running the CBS?


15. Whether access to the computer room is restricted to authorised persons only?



16. Whether system prevents unauthorised amendments to the programmes?


17. Whether “access controls” assigned to the staff-working match with the responsibilities, as per manual?


18. Does the branch have access to number of authorized users to the branch data?



19. Whether important passwords like DBA’s are kept in sealed cover with branch manager, so that in case of emergency they can be used?


H)  Change control



20. Whether Account Master and balance can be modified/amended/altered only by the authorised personnel?


21. Whether changes made in the Parameters or user levels are authenticated?


22. Whether charges are calculated manually for accounts when function is not regulated through parameters? Whether such charges are properly accounted for and authorised?


23. Whether exceptional transactions report are authorised and verified on a daily basis by the concerned officials?

24. Whether all modules in the software are implemented?

25. Whether all the GL accounts codes authorised by HO are in existence in the system? 

26. Whether balance in GL tallies with the balance in Subsidiary book?


I)   Backups

27. Whether daily and monthly backups are taken? 


28. Whether the offsite backups are properly secured and preserved?

29. Whether backups are duly labelled and indexed and maintained under joint custody?

30. Whether backup register is maintained and updated?

31. Whether the backup media is properly stored in a secure place e.g. in fireproof cabinet secured with lock and key?


32. Whether hardware is covered by Annul maintenance contract?

33. Has branch maintained a hardware inventory register?


34. Does the branch have a stand- by UPS?


J)   Control over Software Updates (New features).
35. Check whether list of such updates/ customizations have been maintained in chronological order at the branch and to comment whether these have been complied with/actions prescribed for branches have been taken and controlled.

K)  Day–End Controls
36. Obtain list of reports generated by the system such as

a. Exceptional report

b. List of users

c. Access Log

d. Rejected/Cancelled entries

e. Over-limits/TOD Report

f. GL affected Balances Report

       g. Report on large cash transactions/KYC &  Anti Money Laundering etc.

37. Check whether all the mandatory reports are taken daily including on Sundays and holidays, as ATM transactions are carried out on these days also, and are scrutinised adequately and to comment whether exceptions/ anomalies, if encountered during the day, have been duly noted and disposed of.

38.     Peruse transaction logs of heavy days [ especially after multiple holidays]

39. Review Exception Transactions Reports

L)   Control Over Periodical/Mass-Runs (System Generated Transactions)

40. Obtain listing of runs/system generated transactions conveyed to the branch from time to time which are being applied at the Data Centre. Examples include:

a. Application of Interest

b. Application of service charges

c. Updation of parameters globally

d. Balancing & Reconciliations

e. Classification of inoperative accounts

41. Check whether print reports of such runs/system generated transactions are taken and scrutinised by the branch for correctness and comment whether discrepancies/inconsistencies encountered are duly noted and disposed of.

42. Check specifically & comment whether interest test-check has been carried out at the branch to verify the correctness and worksheets of such verification procedures have been preserved on branch records.

M) Control over Proxy/Parking Transactions

43. Check whether report on such transactions (which remain in unposted status)  is taken as a part of day end process and scrutinised for prompt reversal.

44. Check and comment specifically on old outstanding entries and reasons for non-reversal of the same

N) Control over Impersonal/Office Accounts

45. Check Accounts which are opened by the Bank for their own operational purposes and are of impersonal nature.

a. For instance: 

(a) Sundry credit accounts,

(b) Sundry deposit accounts,

(c) suspense

(d) H.O Account etc
46. Check whether these accounts have been mapped to correct GL Sub head and entries in the accounts have been done correctly. For instance:

i. Postings in sundry credit accounts and sundry deposit accounts have been duly verified by the branch.

ii. Deposit from public and Deposit from Banks have been shown correctly in appropriate GL Subheads.

iii. Credit balances in Loan accounts have not been shown in sundry deposit account.

47. Check whether these transactions are scrutinised by the branch for correctness and for prompt adjustment.

O) Advances and Foreign Exchange

48.  Inquire modalities of entry of new sanctions into the CBS

49. Inquire whether loan documentation is controlled through the system

50. check whether Securities Master Maintenance is updated regularly

51. check whether Linking of Credit-limits of a customer is correctly done

52. Check whether asset classification done by the system has been verified by the branch for correctness.
53. Check whether various statements for control over Forex Business are scrutinised by the branch for their correctness. 
54. inquire Whether system prompts for renewals

55. Inquire whether CBS identifies NPAs and reverses income

56. Whether loan security amount are entered to enable computing provision requirements?
57. Whether drawing power calculation is correctly done?

P) Deposits

58. Check whether proper mapping of accounts is done. For Instance linking of applicable interest rate table to SB (General), SB (Staff), SB (Pensioners) etc
59. To check whether auto–renewal of overdue TDRs has been enabled and comment whether report on such effective renewals and failures and on application of interest have been taken and scrutinised by the branch for correctness.
60. To check whether various TDS rates linked to different types of depositors/Other deductees have been verified for correctness in terms of TDS Rules.
61. To check whether all accounts of the customer have been linked to a customer-id for the purposes of TDS.
Q) Legal Compliances and Other Controls

62. Check whether eligible expenditures under FBT Laws have been debited in appropriate pre-designated account head under appropriate GL Subhead and reports generated have been verified

63. Service Tax has been debited in appropriate pre-designated account head under appropriate GL Subhead and reports generated have been verified 
64. Check whether ATM  cash and Transactions are verified periodically

65. Internet Banking

Check & comment specifically whether adequate validation procedures such as verification of data relating to customer profile 

a) Identity and address proof

b) Nature of constitution and

c) Mode of operations etc. fed into system have been carried out at Branch

R)  Audit conclusions

66. Discuss all significant CBS audit findings with the Bank’s Senior Management

67. Where  there are any reservations on control matters, determine whether they need to be communicated in writing

68. What is the impact of such reservations on financial statements?
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2.2.4 Specimen Checklist for Special Considerations in CIS environment
A) Bank Audit in Computerised Environment

	
	
	Yes
	No

	1
	Physical Security :
	
	

	A
	Servers :
	
	

	a) 
	Server room is securely located
	
	

	b) 
	Servers are installed in a separate server cabin
	
	

	c) 
	Server room is locked overnight and kept clean
	
	

	d) 
	Servers and electricity supply are secured from tampering
	
	

	e) 
	Server room access is controlled / monitored.
	
	

	f) 
	Server room is located not close to UPS room 
	
	

	g) 
	Separate air-conditioner is provided for server room
	
	

	B
	Nodes :
	
	

	a) 
	Administration node is securely located.
	
	

	b) 
	Administration node access is controlled / monitored
	
	

	C
	Printers and scanners
	
	

	a) 
	Network printer is kept outside the server room and secured
	
	

	b) 
	Printers attached to nodes are securely located
	
	

	c) 
	Access to printer is monitored
	
	

	d) 
	Scanner is securely kept under lock and key
	
	

	D
	Uninterrupted Power Supply  (UPS) System 
	
	

	a) 
	UPS system is securely installed  / access restricted  
	
	

	b) 
	UPS system is under AMC 
	
	

	c) 
	No other load is connected to UPS system
	
	

	d) 
	UPS  is tested periodically
	
	

	2. 
	General :
	
	

	a) 
	All computer hardware and software items are numbered.
	
	

	b) 
	Stationery register for valuable peripherals like printer ribbons, cartridge tapes etc is maintained
	
	

	c) 
	Computer assets are physically present as per records.
	
	

	d) 
	All computer hardware and software items appearing in the inventory register are covered under warranty / AMC.
	
	

	e) 
	Details of insurance policy are available and all computer hardware items appearing in inventory register are covered.
	
	

	f) 
	Fire Extinguishers are installed.
	
	

	g) 
	Anti – Virus software is loaded on the server & Nodes with hard disk
	
	

	h) 
	Network layout map is displayed in the server room.
	
	

	i) 
	Business continuity plan is documented and the staff concerned is aware of specific duties and responsibilities.
	
	

	j) 
	Telephone number of service contractors / contact persons are displayed in the server room
	
	

	3.
	Passwords 
	
	

	a) 
	Proper control over creation / addition / deletion of Users is exercised.
	
	

	b) 
	Password maintenance is taken care of
	
	

	c) 
	Passwords are changed at periodic intervals by the Users
	
	

	d) 
	User names are as per Bank’s service records
	
	

	e) 
	Access levels of Users are based on a need to know, need to do basis
	
	

	f) 
	Each officer / staff has only one User-ID
	
	

	g) 
	Users log out when leaving the work table / node, each time.
	
	

	h) 
	User IDs of staff transferred, suspended or on long leave are disabled
	
	

	4
	Data Integrity :
	
	

	a) 
	Proper system of input of data exists
	
	

	b) 
	Master printouts are complete, correct & bear authentication
	
	

	c) 
	Changes in  Master data records are  authenticated and filed along with source documentation for verification
	
	

	d) 
	Transactions are scrutinised with source documents & authorised.
	
	

	e) 
	Input source documents (e.g. cheques, vouchers, other instruments) bear initials for data entered / authorised.
	
	

	f) 
	Register is maintained up-to-date for input of sanctioned limits,  drawing limits and interest rate slabs in advances accounts
	
	

	g) 
	Changes in sanctioned limits and interest rate slabs are input timely and confirmed immediately.
	
	

	h) 
	Total number of input source documents (vouchers) is tallied daily with cash book/ summary report.
	
	

	5
	Process Controls :


	
	

	a) 
	Re-opening of days is recorded and controlled.
	
	

	b) 
	Release of clearing effects are done timely                                                                   
	
	

	c) 
	Release of Transfer / Clearing / Remittance transactions is done as per guidelines.
	
	

	d) 
	Day-End is done on the same day                                 
	

	e) 
	Consistency check is carried out daily                                                                  
	
	

	f) 
	TOD charges calculation / application is carried out daily
	
	

	g) 
	WAE charges calculation / application is carried out daily on the next working day before opening a new day
	
	

	h) 
	Interest calculation / application in advance account is done timely 
	
	

	i) 
	Minimum balance charges calculation / application in SB, CD accounts is done on regular basis, as prescribed. 
	

	j) 
	Folio charges calculation / application is done regularly as prescribed
	

	k) 
	Scanning / confirmation of signatures in all operative accounts is timely and up to date
	
	

	l) 
	Control is exercised over postings and opening of new heads in GL Sundry Deposits, Sundry Credits and Suspense Debits 
	
	

	m) 
	Transfer book is called with transfer vouchers of the day & tallied


	
	

	n) 
	Transfer book total is tallied with cash-book transfer column daily.                                    
	
	

	6
	Output Controls :
	
	

	a) 
	Following computer reports are generated, scrutinised and available: ledgers, consistency check reports, and exceptional transactions reports, audit trails, out of order position of advance accounts and debit balances in deposit accounts.
	
	

	b) 
	Interest applied reports, charges applied reports – inoperative accounts, minimum balance, folio, TOD are generated and available.
	
	

	c) 
	Monthly jottings of all on line sub-systems, General Ledger Balances Book, Cash book , Transfer book, Scrolls, Clearing, P&L and BDS statements are generated, scrutinised, authenticated and available
	
	

	d) 
	Passbooks, statement of accounts, advice of  drawing, debit advice etc. are generated timely and sent wherever  necessary
	
	

	e) 
	Out-put/reports are filed chronologically, bound, stacked and available
	
	

	f) 
	Daily vouchers are stitched: cash, clearing & transfer scroll-wise
	
	

	7
	Backups :
	
	

	a) 
	Backups are taken as per Systems and Procedures Manual 
	
	

	b) 
	Backup Control Register is maintained  up-to-date
	
	

	c) 
	One set of backups is stored off-site regularly
	
	

	d) 
	Backups stored in-house are safe and under dual control 
	
	

	8
	Revenue Recovery Controls :
	
	

	a) 
	Revenue is recovered correctly and on time
	
	

	9
	Balancing of books of accounts :
	
	

	a) 
	Savings bank accounts are balanced monthly, authenticated and jottings are available.
	
	

	b) 
	Current Deposit accounts including Sundries are balanced monthly, authenticated and jottings are available
	
	

	c) 
	Cash Credit accounts are balanced monthly, authenticated and jottings are available
	
	

	d) 
	Overdraft accounts are balanced monthly, authenticated and jottings are available
	
	

	e) 
	Payslip outstandings are balanced monthly, authenticated and jottings are available :
	
	

	f) 
	Following Term Deposit sub – systems are balanced regularly, authenticated and jottings are available :
	
	

	g) 
	Short Deposits
	
	

	h) 
	Recurring Deposits
	
	

	i) 
	Fixed deposits
	
	

	j) 
	Monthly income certificates
	
	

	k) 
	Double benefit deposits
	
	

	l) 
	Branch Performance Report statement reflects factual position of balancing.
	
	

	m) 
	P&L statements are generated monthly & authenticated copies available.
	
	

	n) 
	Balancing of sundry ledgers is regular and branch has taken due care to wipe out Suspense Debit entries timely.
	
	

	10
	System Effectiveness :
	
	

	a) 
	Computer training is imparted to all concerned personnel
	
	

	b) 
	Pass-books are issued/updated instantly
	
	

	c) 
	Statements of accounts are made available to customers timely 
	
	

	d) 
	Demand drafts/ payslips are issued within the prescribed time-frame
	
	

	e) 
	Cash dispensation is within the prescribed time-frame
	
	

	f)
	Non-cash transaction services are provided even after normal business hours
	
	

	B)  Automated Teller Machines

A) Plastic Card And Pin Controls

1.
Is access to the physical area in which encoding is accomplished limited to authorized personnel with dual control procedures employed? 

2.
Are proper inventory controls over blank plastic cards in place? (There should be proper accounting for the number of cards used, including test cards and spoiled cards.)

3.
Are reasonable dual control practices in place where possible? (Only a limited working supply of blank cards and cards in the process of being embossed/encoded should be allowed out of dual custody. Adequate interim storage and accounting must exist for all cards not under dual control.)

4.
Are controls in place to ensure that all cards are initially disbursed from the storage area, and end up either in the mail area or are properly disposed of?

5.  
Does the bank use a service bureau to handle access device operations? If so:

a. 
Does the bank have a contractual arrangement in place to ensure that all aspects of safeguarding customer information, card and PIN controls, destruction of no-longer-needed documents, returned cards and PIN mailers, etc. are handled in accordance with bank specifications?

?

6.
Does the bank receive returned ATM cards, and if so, are they handled separately and not by issuing personnel?

a.
If so, does the bank use a returned ATM/Debit Card Log to show evidence of receipt, dual control, and final disposition of the card?

b. 
Are customers identified prior to the bank returning the card?

c.  Does the bank protect other customer and non-customer information when requesting a signature as evidence of return of a captured card by covering the information and/or by having the customer sign a separate piece of paper?

d. 
Are returned cards and PINs destroyed within a reasonable time period, and is the destruction date and dual control evidenced on the log?

7. 
Are PINs stored separate from plastic cards? 

8.
Are PIN mailers processed and delivered with the same security accorded the delivery of bankcards to cardholders?

9.
Do PIN systems record the number of unsuccessful PIN entries and restrict access to a customer’s account after a small number of attempts?

10.
Are PIN systems designed so that PINs can be changed without re-issuance of cards?

11.
Does the bank have procedures in place that limit the number of employees who are authorized to order ATM cards and PINs?

B) ATM Activity

14.
Are captured cards logged in and maintained in double custody until the owner claims it, it is forwarded to the issuing financial institution, or it is destroyed in dual custody?

15.
Are unclaimed captured cards destroyed after a reasonable period of time?

16. Are customers identified prior to the bank returning the card?

17. Is there a well-defined procedure for handling captured cards from other institutions?

18. 
Is there evidence that an officer reviews the ATM Suspicious Activity Report daily?

19. 
Is there evidence of appropriate follow-up on suspicious activity?

C) Daily/Monthly Procedures

20.
Is there evidence that the ATM is subject to a surprise cash count at least once monthly?

21.
Are procedures in place for after-hours servicing of the ATM? Is this handled by bank employees or by an “outside” vendor? Are proper dual controls evident - i.e., log for after-hours personnel and contracts of outside vendors?

22.
Is the daily access made under dual control and so documented? Review log.

23.    Are the daily transactions processed under strict dual control?

24.
Is the daily work microfilmed prior to processing?

D)    Safety And Security

25. 
Are alarm devices connected to all automated teller machines?

26.
Are the ATM and customer visible from the street?

27.
Is the ATM area equipped with a fire extinguisher?

29.
Are the key and the combination changed periodically when situations such as employee turnover occur or in accordance with bank policy?

30.
 Does the bank furnish to ATM users a “Notice of Precautions”? 

31.
Are ATM cameras periodically checked to ensure proper operability?
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2.2.5 List of various laws applicable to the branch
The principal legislations governing the functioning of the various types of banks are

1) Banking Regulation Act,1949 and

2) Reserve Bank of India Act,1934

The other applicable laws include:

a. Banking Companies (Nationalization of Undertakings) Act, 1970

b. Banking Companies (Acquisition and Transfer of Undertakings) Act, 1970

c. Banking Companies (Acquisition and Transfer of Undertakings) Act, 1980

d. Negotiable Instruments Act 1881

e. State Bank of India Act, 1955

f. State Bank of India (Subsidiary Banks) Act, 1959

g. Regional Rural Banks Act, 1976

h. Companies Act, 1956

i. Co-operative Societies Act, 1912 or the relevant state Co-operative

j. Information Technology Act, 2000

k. Prevention of Money Laundering Act, 2002

l. Credit Information Companies Regulation Act, 2005

m. Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest Act, 2002

Top
2.3. Audit Planning

2.3.1. Specimen Bank Branch Audit Program

Name of the Bank and Branch:

Region/ Zone in which Branch is located:

Date of Commencement:

Date of completion:

TIME & MANPOWER PLANNING

a) Partner appointed for the audit

b) Assistants appointed for the audit

c) date of first visit

d) date of commencement of audit

e) date when requirement is sent

f) Tentative date of completion of audit

g) Date of dispatch of reports

h) Date of discussion with branch manager

AUDIT program

	Sr.

No
	
	Area of Work
	Branch Staff responsible
	Work

done by 
	Date

	A
	General - Pre Audit Work

	
	1.
	Attended Bank seminar/ study of ICAI guidance note on bank audit
	
	
	

	
	2. 
	Training of audit assistants on issues in bank audit
	
	
	

	
	3
	Study of Business mix of the Branch & determination of the sample size and percentage of checking in each area
	
	
	

	
	4
	Review of Latest available inspection reports of Internal/Concurrent/RBI/Statutory/System Auditors and compliance thereof
	
	
	

	
	5
	Review of Closing Circular issued by Head Office
	
	
	

	
	6
	Study of Significant accounting policies of the Bank & Computer System
	
	
	

	
	7
	Compliance of Mandatory Accounting Standards / Auditing Standards and RBI circulars
	
	
	

	
	8
	whether  intimation given to the Branch Manager regarding requirements for audit and documents to be kept ready for audit
	
	
	

	
	9
	Last year’s audited P/L , Balance sheet, Auditor’s report, observations and rectifications by BRANCH
	
	
	

	
	10 
	last year LFAR
	
	
	

	
	11
	Profit and Loss account and Balance sheet with schedules
	
	
	

	B
	Physical Verification

	
	1
	Physical verification of Cash, Adhesive stamp documents and postage and cross verification of the same with GL balances.
	
	
	

	
	2
	Physical verification of Investments
	
	
	

	
	3
	Physical verification of valuable stationery like cheque books, Demand Drafts, Pay - Orders etc.
	
	
	

	C
	Verification of Returns and Reconciliation

	
	1
	Verification of returns submitted to RBI / HO / ZO ( Monthly/ Quarterly / Half Yearly / Yearly )
	
	
	

	
	2
	Verification of Annual Closing Returns
	
	
	

	
	3
	Verification of HO / Branches / Other Banks Reconciliation, Branch Adjustment Account
	
	
	

	
	4
	Verification of Statement of Fraud
	
	
	

	D
	Verification of Balances

	
	1
	Checking of opening balances in GL with previous year audited Balance Sheet and Profit & Loss Account 
	
	
	

	
	2
	Cross Verification of Trial Balance, Profit & Loss Account and Balance Sheet figures as on 31st March with GL figures
	
	
	

	
	3
	Verify that all balances are shown under proper heads
	
	
	

	E
	Balance Sheet

	
	1
	Verify whether the Balance sheet copies are signed by the Manager and other officials?
	
	
	

	
	2
	Advances
	
	
	

	
	
	a. Credit Appraisal
	
	
	

	
	
	b. Sanctioning and Disbursement
	
	
	

	
	
	c. Documentation - Pre-sanction & Post Sanction
	
	
	

	
	
	d. Monitoring/ Review/ Supervision by the Branch
	
	
	

	
	
	   1. Submission of financial statements 
	
	
	

	
	
	   2. Submission of I.T. Returns
	
	
	

	
	
	   3. Timely submission of stock statements
	
	
	

	
	
	   4. Calculation of Drawing Power 
	
	
	

	
	
	   5. Inspection of Godowns
	
	
	

	
	
	   6. Operations in the account - overdue/ sticky   accounts / diversion of funds/ cheques duly honoured/ limit not exceeded frequently
	
	
	

	
	
	   7. Renewal of documents due 
	
	
	

	
	
	   8. Penal interest for default
	
	
	

	
	
	   9. Insurance coverage
	
	
	

	
	
	  10.Registration and Mortgage of property 
	
	
	

	
	3
	Analysis of entries outstanding in suspense Account, Sundry Debtors, Sundry Creditors
	
	
	

	
	4
	Verification of assets classified as NPA

Verification of Upgraded Accounts earlier classified as NPA
	
	
	

	
	5
	Review of suit filed accounts / Decreed accounts & their follow - up
	
	
	

	
	6
	Checking of additions, deductions, transfer of fixed assets with relevant supporting
	
	
	

	
	7
	Verify that credit balances in OD, CC, inoperative current accounts are not netted off with advances and are shown separately under demand deposits 
	
	
	

	
	8
	Verify that Interest accrued but not due on loans is not included in advances
	
	
	

	
	9
	Deposits
	
	
	

	
	
	1. After the Balance Sheet date & till the date of audit whether there have been any unusual large movements in the aggregate deposits held at the year end
	
	
	

	
	
	2. Verification of Staff Accounts
	
	
	

	
	
	3. Check that guidelines issued by RBI for in-operative & dormant accounts are strictly followed
	
	
	

	
	
	4. Verify that overdue, matured time deposits are shown in demand deposits
	
	
	

	
	
	5. Verify that interest accrued but not due is not included in deposits but shown under other liabilities
	
	
	

	
	10
	Analysis of entries outstanding in Bills Payable/ Sundry Deposits etc.
	
	
	

	
	11
	Obtain list of contingent liabilities not acknowledged as debts by the branch
	
	
	

	
	Balance sheet Finalisation

	
	1
	Verify Balance Sheet figures with General ledger
	
	
	

	
	2
	Casting of Balance sheet and cross checking of balance sheet schedules


	
	
	

	
	3
	Srutinize balance sheet

a) all balances to be shown in proper heads

b) credit balances in OD/CC/ inoperative current accounts are to be shown as demand deposits

c) verify compliance of anti- money laundering guidelines

d) Overdue deposits, matured time deposits, cash certificates, certificates of deposits are shown in Demand deposits

e)Check reconciliation  of General Ledger and Subsidiary Ledger

f) Check Inter- office Reconciliation
	
	
	

	F
	Profit & Loss Account

	
	1
	Verify whether Income recognition norms prescribed by RBI has been strictly followed by the branch
	
	
	

	
	2
	Verification of provision of interest on standard , sub-standard, doubtful & loss assets and appropriate accounting treatment thereof
	
	
	

	
	3
	Checking of proper classification of revenue and expenditure items
	
	
	

	
	4
	Ratio Analysis and comparison with previous year figures 
	
	
	

	
	5
	Verify whether there is any divergent trend in major items of income & expenditure and analysis of reasons thereof 
	
	
	

	
	6
	Test checking of interest on deposits and advances
	
	
	

	
	7
	Test checking of commission and discount on bills etc.
	
	
	

	
	8
	Verification of accounts of major heads of income & expenditure
	
	
	

	
	9
	Verification of provisions for prepaid and outstanding income & expenditure
	
	
	

	
	10
	Verification of locker rent received and due and provision thereof
	
	
	

	
	11
	Verification of provision for depreciation on fixed assets
	
	
	

	
	12
	Checking of prior period expenses and income and provisioning thereof
	
	
	

	
	13
	Checking of provisions for ECGC/ DICGC claims
	
	
	

	
	Profit and Loss Finalisation

	
	1
	Verify Profit and Loss account with Profit and loss Ledgers
	
	
	

	
	2
	Casting of Profit and loss booklets and cross checking with Profit and Loss Account schedules
	
	
	

	
	3
	Profit and Loss Account Scrutiny
	
	
	

	G
	LFAR

	
	1
	Checking of items as per LFAR checklist
	
	
	

	
	2
	Preparation of annexures to LFAR
	
	
	

	
	3
	Preparation of LFAR
	
	
	

	H
	Tax Audit Report

	
	1
	Check the followings in detail-
	
	
	

	
	
	1. Payments made to clubs 
	
	
	

	
	
	2. Details of revenue expenditure capitalised
	
	
	

	
	
	3. Whether TDS has been remitted before the due date 
	
	
	

	
	
	4. Particulars of Income and Expenditure of earlier years debited / credited to Profit & Loss Account which are of material nature 
	
	
	

	
	
	5. Verify whether any repayment of deposits have been made in violation of section 269 T of the Income Tax Act 1961.
	
	
	

	
	2
	Checking of Tax Audit Schedules
	
	
	

	
	3
	Preparation of Tax Audit Report
	
	
	

	I
	Verification of Checklist of Jilani Committee Recommendations

	J
	Verification of Checklist of Ghosh Committee Recommendations

	K
	Collection of following certificates and statements from Branch

	
	1
	Physical verification of cash
	
	
	

	
	2
	Physical verification of Adhesive Stamp Documents, Postage, Security etc.
	
	
	

	
	3
	Physical verification of Investments
	
	
	

	
	4
	Physical verification of Fixed Assets carried out by Branch 
	
	
	

	
	5
	NPA Statement, Profit & Loss Account, Balance Sheet, Trial Balance certified by Branch Manager
	
	
	

	
	6
	Management Representation Letter 
	
	
	

	
	7
	Certificate from Branch Manager for attendance of Audit
	
	
	

	L
	Issue of Certificates

	
	1
	Certificate for Review of Loan Portfolio
	
	
	

	
	2
	Certificate relating to recoveries in claim paid accounts under small loan Guarantee Scheme 1971 and Small Loan (SSI) Guarantee Scheme, 1981
	
	
	

	
	3
	Certificate in respect of subsidy utilised under the scheme Prime Minister's Rojgar Yojana (PMRY) and correctness of claim made
	
	
	

	
	4
	Certificate regarding the implementation of Jilani & Ghosh Committee recommendations
	
	
	

	
	5
	Certificate regarding possession of investment documents on behalf of Head Office
	
	
	

	
	6
	Certificate for DICGC Claim
	
	
	

	
	7
	Movement of NPAs
	
	
	

	
	8
	Advances to sensitive sectors
	
	
	

	M
	Finalisation

	
	1
	Preparation of Draft of the following-
	
	
	

	
	
	1. Audit Report
	
	
	

	
	
	2. LFAR & Annexures
	
	
	

	
	
	3. Tax Audit Report
	
	
	

	
	
	4. Jilani Committee Recommendations
	
	
	

	
	
	5. Ghosh Committee Recommendations
	
	
	

	
	
	6. Memoradum of Changes
	
	
	

	
	2
	Discussion of Draft Report with Branch Manager
	
	
	

	
	3
	Preparation of Final Report
	
	
	

	
	4
	Submission of Final Report along with Copies of Signed Balance Sheet, Profit & Loss Account and certificates.
	
	
	

	N
	Review of work done by Audit Team

	
	1
	Senior
	
	
	

	
	2
	Junior
	
	
	

	
	3
	Articled Clerks
	
	
	

	
	4
	Employee
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2.4 Substantive Procedures 

2.4.1 Specimen Management Representation Letter 

On the letter Head of Branch

Date:

To,

(Name of the Auditor)

(Address of the Auditor)

Sub:
Representation letter for statutory audit for the year from 1st April 2008 to 31st March 2009

Dear Sir,
This representation letter is provided in connection with your audit of the financial statements of (Name of the Bank) (Name of the Branch) Branch for the year ended 31st March, 2009 for the purpose of expressing an opinion as to whether the financial statements give a true and fair view of the state of affairs of the (Name of the Bank), (Name of the Branch) Branch as of 31st March, 2009, Balance Sheet and Profit & Loss Account of the branch for the year ended 31st March, 2009.

We acknowledge our responsibility for preparation of financial statements in accordance with circular issued by Finance and Accounts Department, Head office and the guidelines issued by RBI/ICAI/ HO of Bank in accordance with applicable other pronouncements.
We confirm, to the best of our knowledge and belief, the following representations:
I INCOME:

1. Interest and other income are recognized on accrual basis, except the following, which are recognized on cash basis

(A) Interest and other income on Non Performing Assets as per norms prescribed by the Head Office.

(B) Commission, Exchange on LC and BGs, Bills, Brokerage and locker rent.

(C) Interest on overdue bill purchased/discounted.

2. Interest on all advances up to March 31,2009 , has been properly applied and accounted for in the books of account of the Branch. Necessary provision has been made for debits and credits in borrowal accounts from the last application date i.e.----------

3. Revenue leakage as pointed out by the Statutory Auditors/Concurrent Auditors/Inspectors of inspection Department of the Bank has been collected /accounted for.

4. No income relating to future years, except commission on DPGs, BGs, Locker

Rent, as the case may be, have been credited to the Profit and Loss Account for the year ended on 31.03.

5. All income earned during the years, except as stated above in paragraphs 1 to 4 has been credited to the Profit and Loss Account and no unearned income has been credited to the Profit and Loss Account for the year ended on 31.03.2009

II EXPENDITURE:

6. Revenue Expenditure is accounted on accrual basis, except Property Tax, insurance charges and interest on overdue deposits and leave encashment. Necessary provision is made for revenue items kept under Sundry Debtors Account.

7. Interest on Deposits is properly accounted for up to March 31, 2009 .Necessary provision is made for further deposits received/paid on or after.

8. Bonus had been paid to all eligible employees as per the instructions of Head Office.

9. No expenditure of personal nature has been debited to the Profit and Loss Account for the year ended on 31.03.2009, except those paid as per the rules and regulations of the Bank.

10. Payment towards expenditure in excess of Rs20, 000/- are effected through account payee Cheques / DDs / Pay Orders or credited to the Current/Savings Account of the Payee and no cash payment is made.

11. Liabilities of any contingent nature have not been debited to the Profit and Loss Account for the year ended on 31.03.2009.

12. No capital expenditure is debited to the Profit and Loss Account. However as per the Bank’s Policy depreciation is provided @ 100% on all fixed assets costing up to Rs 5,000/- each, acquired during the year.

13. Legal expenses incurred on suit filed accounts have been debited to Profit and Loss Account and other expenses are neither kept under Sundry Debtors nor debited to Customers’ account.

III ASSETS

14. Cash balances, Stamps and Stationery as on March 31, 2009 is physically verified and tallied with the amount stated in the Balance Sheet.

15. Cash and other valuable securities are adequately and comprehensively insured through a Blanket Policy taken by Head office

16. In respect of cash held in Chest for and behalf of RBI, the insurance is the responsibility of HO (Strike out if Not Applicable)

17. Balances with other Banks and The Reserve Bank of India as at March 31st 2009 were reconciled and no amount of revenue nature is kept under reconciliation.

(Strike out if Not Applicable)

18. All advances stated in the Balance Sheet as at 31.03.2009 are fully recoverable and good, except those stated in IRAC returns.

19. Drawing power has been reworked on receipt of monthly Stock statements certified by the borrower.

20. Security values recorded in Returns are as per the latest valuation reports received.

21. All advances have been properly classified as Performing Assets. All Non- Performing Assets have been correctly classified, further as Sub-standard, Doubtful, Loss assets and the provisions have been correctly worked out as per the norms prescribed by the Head Office and furnished in IRAC returns. We further certify that all Loss assets have been classified as Loss assets only and not otherwise. Provision for doubtful assets shown in the IRAC returns is sufficient and no further loss is expected on these accounts.

22. All Restructured accounts have been correctly and fully furnished in the Return of

Restructured accounts including sacrifice made.

23. Fixed Asset Register has been properly maintained at the Branch. All Fixed assets have been physically verified and tallied with the Book Balances. All Fixed Assets shown in the Balance Sheet are in working condition and are put to use. Fixed Assets have been recorded on the date they are put to use and not from the date of payment. 
24. Capital expenditure incurred only for the assets put to use have been fully capitalized and is not shown in Work in process/advances for capital works – Sundry Debtors.

25. All transfers–in and transfer–out of capital assets have been correctly accounted.

26. Only purchases of Fixed Assets have been shown as additions to Fixed Assets and no transfers – in of these Assets are included in the additions to Fixed Assets.

27. All sales of fixed assets are correctly shown in the return of Assets sold. No transfer-out of Fixed Assets is included in this return.

28. Depreciation on Fixed Assets has been correctly provided as per the guidelines of Head Office.
29. There has been no impairment loss on any assets as on 31.03.2009 necessitating recognition in the profit & loss account. 
IV LIABILITIES

30. All known and accrued liabilities have been provided for in the accounts, except property tax, insurance charges, interest on overdue deposits and leave encashment.

31. All Liabilities stated in the Balance Sheet as at 31st March 2009 are existing and no in fructuous Liabilities are included in the accounts.
32. There are no commitments on capital account which are not provided in the accounts.
V OTHER MATTERS

33. The Branch was subjected to (a) Revenue Audits/Internal Inspection/RBI Inspection/Credit Audits and the reports with their compliance have been furnished. The previous Branch Auditors’ Reports and LFAR and Compliance thereof are furnished to you during the course of Audit.

34. The effect of MOC, if any, for the year 2007-08 is incorporated in the accounts of 2008-09.

35. Information furnished in the annual closing returns is complete and correct.

36. No loans or advances or any other payment has been made to the directors/persons having substantial interest in the Bank or their relatives.

37. All documents relating to the advances of the Bank are properly filled up and not kept blank. All these documents are current and not barred by time. A list

of borrowers whose documents are kept blank/time barred are as under.

	Sl.N o.
	Loan No.
	Name of the Borrower
	Nature of advance
	Amount Outstanding
	Date of Expiry of Documents
	Reasons for keeping documents blank

	
	
	
	
	
	
	


38. The branch has not made any claim under DICGC Scheme. Also it has not collected / recovered any dues in respect of advances covered earlier under DICGC Scheme.
39. The Branch is under Core banking Solutions system and all Books of Accounts and subsidiary records are balanced and there are no differences in any General Ledger Head.

40. The Branch has sanctioned loan within the permissible level of financial authoritya as per Head Office Circular on Delegation of Financial powers.  All loans exceeding the permissible Branch limit  are processed and sanctioned at appropriate levels. There has been no excess allowed during the year which requires reporting to controlling authorities.

41. Legal action has been initiated in all cases where the same has been approved by the controlling authorities except in the following cases

	Units
	 Approval for legal action
	Action directed
	 pending


42. In all case of write off of advances, necessary approval has been obtained from controlling authorities. The details are:

	Name of the customer
	Amount
	 Action directed 
	Approval ref


43. There has been no fraud at the branch during the year under audit.

44. There are no claims against the branch not acknowledged as debt.

Thanking You,

Yours Faithfully,

For

Branch

Branch Head
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2.4.2 Checklist of documents to be taken from Management

Following certificates/ documents should be in the audit file after audit of Bank branch  

	S.No
	Description of the certificate
	Obtained on 
	Date of certificate 
	Checked by 

	1
	A certificate from the Branch Manager stating that the excess cash holding is being reported to the controlling authority on a regular basis;
	
	
	

	2
	A certificate from the Branch Manager to the effect that the closing instructions submitted by the Branch are the latest updated instructions and no instruction have been issued after that date. 
	
	
	

	2
	A photo copy each of the confirmation certificates for Balances with RBI, SBI and other banks;
	
	
	

	3
	A copy of the reconciliation statement in respect of differences in such balances with RBI, SBI and other banks;
 
	
	
	

	4
	A copy of the Demat Account relating to  investments;
  
	
	
	

	5
	List of overdue or matured investments at the end of the year duly confirmed by the Branch Manager;
  
	
	
	

	6
	List of large advances i.e. those in respect of which the outstanding amount is in excess of 5% of the aggregate advances of the Branch or Rs.2.00 crores whichever is less duly certified by the Branch Manager;
  
	
	
	

	7
	List of renewal proposals pending at Branch Level at the end of the year duly confirmed by the Branch Manager;
  
	
	
	

	8
	A copy of the letter from Head Office regarding Sanction limit of the Branch Manager;
  
	
	
	

	9
	List of proposals sanctioned during the year;
  
	
	
	

	10
	List of cases where registration of creation of charge with Registrar of Companies pending at the end of the year;
  
	
	
	

	11
	List of cases where the prescribed period of 30 days for registration of creation of charge is over as at the end of the year;
  
	
	
	

	12
	List of cases where search reports obtained from professionals for loans sanctioned to various companies;
  
	
	
	

	13
	List of cases where the Branch has not obtained acknowledgement of Debt (AOD)/ Balance Confirmation letters at the end of the year;
  
	
	
	

	14
	List of cases where the Branch has not obtained stock/book debts statements at the end of the year;
  
	
	
	

	15
	List of cases where the stock audit is mandatorily required to be carried out
	
	
	

	16
	Compliance on Adverse features noted in stock audit reports and whether all issues are closed.  
	
	
	

	17
	A certificate from the Branch Manager for inspection or physical verification of securities charged to the Bank;
	
	
	

	18
	Statement from the Branch Head regarding cases of inspection due as on March 31st and inspection actually carried out during the year;
	
	
	

	19
	List of cases where copies of insurance policies are yet to be received at the end of the year;
	
	
	

	20
	Statement of credit card dues at the year end;
	
	
	

	21
	Copy of Head office instructions for identification of NPAs and classification of advances;
	
	
	

	23
	Copies of Master circular issued by the Reserve Bank of India;
	
	
	

	34
	List of cases where authorized legal action for recovery of advances are pending at the end of the year;
	
	
	

	25
	A list of cases where legal action for recovery of advances or recalling of advances was authorized by the Board or local board;
	
	
	

	26
	List of cases where nursing or rehabilitation programmes have been initiated in respect of any Non-performing Assets and the status as at the year end and any developments in relation thereto; 
	
	
	

	27
	List of cases pending under DICGC scheme;  
	
	
	

	28
	List of cases where the branch has obtained valuation report from approved valuers for the Fixed Assets charged to the Bank in respect of Non-performing Assets and any pending list at the end of the year;  
	
	
	

	30
	Confirmation from the Branch Manager that they have physically verified the stationery and stamps on hand at the end of the year;  
	
	
	

	31
	List of missing/lost items of such stationery at the end of the year duly certified by the Branch Head;  
	
	
	

	32
	Copy of the Exception report for sundry assets and suspense accounts;
	
	
	

	33
	List of revenue and capital items pending in suspense account;
	
	
	

	34
	Copy of Exception report from Bank for inoperative accounts in deposits;  
	
	
	

	35
	Obtain ledger extracts of days subsequent to the date of balance sheet; 
	
	
	

	36
	Obtain the exception report from the branch for matured term deposits at the end of the year;  
	
	
	

	37
	A certificate from the Branch Head in the prescribed format for old outstanding items pending for 3 years or more in respect of Bills payable, sundry deposits etc.;  
	
	
	

	38
	Representation from the Branch Management that all contingent liabilities have been disclosed and that the disclosed contingent liabilities do not include any contingencies which are likely to result in a loss and which therefore require consequent adjustment of assets and liabilities;  
	
	
	

	39
	List of legal disputes for chance of arising of contingent liabilities;  
	
	
	

	40
	A copy of the instructions of the controlling authorities of the Bank regarding charging of interest on Non-performing Assets;  
	
	
	

	41
	A certificate from the Branch Manager for balancing of books at the end of the year;  
	
	
	

	42
	Copy of the Security policy/ Disaster recovery plan in respect of Computerized branches;  
	
	
	

	43
	Copy of Outsourcing policy
	
	
	

	44
	Copy of E-mail retention policy.
	
	
	

	45
	List of major items pending for reconciliation under Inter-Branch Accounts;
	
	
	

	46
	The period and date of all previous audit reports like concurrent, inspection and RBI reports;  
	
	
	

	47
	List of all cases reported to RBI as fraud upto March 31st ;
	
	
	

	48
	A brief history of each fraud discovered during the year;
	
	
	

	49
	A certificate from the Branch Head for carrying out physical verification of the Fixed Assets at the end of the year;
  
	
	
	

	50
	Management Representation letter from the Branch Manager as regards the availability of title deeds for immovable property at the Branch;  
	
	
	

	51


	List of advances which have been updated from NPA to standard during year and the reason for the same;  
	
	
	

	52
	A list of time-barred decrees duly confirmed by the Branch Manager;  
	
	
	

	53
	A copy of the closing circular issued by the Head office; 
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2.4.3 Checklist on compliance of Accounting Standards

The Institute of Chartered Accountants of India (ICAI) issues, from time to time, accounting standards for use in the preparation of general purpose financial statements issued to the public by such commercial, industrial or business enterprises as may be specified by the Institute from time to time and subject to the attest function of its members.  ICAI has so far issued the following thirty two Accounting standards 

The Accounting standards issued by ICAI are as follows:

	AS No.
	Accounting Standard
	Applicability to branch audit

	AS 1
	Disclosure of Accounting policies
	Yes

	AS 2
	Valuation of Inventories 
	Yes ( For stationery etc)

	AS 3
	Cash Flow statement 
	

	AS 4
	Contingencies and Events Occurring After the Balance Sheet Date
	Yes

	AS 5
	Net Profit or Loss for the Period, Prior Period Items and Changes in Accounting Policies
	Yes

	AS 6
	Depreciation Accounting
	Yes

	AS 7
	Construction Contracts
	No

	AS 9
	Revenue Recognition
	Yes (subject to RBI guidelines)

	AS 10
	Accounting for Fixed Assets
	Yes

	AS 11
	The Effects of Changes in Foreign Exchange Rates
	Refer note below

	As 12
	Accounting for Government Grants
	Yes

	AS 13
	Accounting for Investments
	Refer note below

	AS 14
	Accounting for Amalgamations
	No

	AS 15
	Employee Benefits (Revised 2005)
	No, since accounted for at HO

	AS 16
	Borrowing Costs
	No, since accounted for at HO

	AS 17
	Segment Reporting
	yes

	AS 18 
	Related Party Disclosures
	Yes

	AS 19
	Leases
	Yes

	AS 20
	Earnings per share 
	No, since accounted for at HO

	AS 21
	Consolidated Financial Statements
	No, since accounted for at HO

	AS 22
	Accounting for Taxes on Income
	No, since accounted for at HO

	AS 23
	Accounting for Investments in Associates in Consolidated Financial Statements
	No, since accounted for at HO

	AS 24
	Discontinuing Operations
	No, since accounted for at HO

	AS 25
	Interim Financial Reporting
	No, since accounted for at HO

	AS 26
	Intangible Assets
	No, since accounted for at HO

	AS 27
	Financial Reporting of Interests in Joint Ventures
	No, since accounted for at HO

	AS 28
	Impairment of Assets
	Yes

	AS 29
	Provisions, Contingent Liabilities and Contingent Assets
	Yes

	AS 30
	Financial Instruments: Recognition and Measurement
	Yes

	AS 31
	Financial Instruments: Presentation
	Yes

	AS 32
	Financial Instruments: Disclosures
	Yes


The following standards are not applicable to banks to the extent specified.

(a)
AS 13, Accounting for Investments, does not apply to investments of banks.

(b)
AS 11, “The Effects of Changes in Foreign Exchange Rates”, does not apply to accounting of exchange difference arising on a forward exchange contract entered into to hedge the foreign currency risk of a firm commitment or a highly probable forecast transaction.  However, it shall apply to exchange differences in respect of all other forward exchange contracts.

RBI has issued a Circular DBOD.No.BP.BC.76/21.04.018/2004-05 dated March 15, 2005, containing the guidelines on compliance with AS 11 (Revised 2003).  

RBI master circular RBI/2008-09/32 DBOD.BP.BC No.3/21.04.018/2008-09,dated July,01,2008  besides containing instructions on Disclosures in Financial statements- Notes to Accounts also includes Disclosure Requirements as per Accounting Standards where RBI has issued guidelines 
Disclosure Requirements as per Accounting Standards where RBI has issued guidelines in respect of disclosure items for ‘Notes to Accounts:

1.   Accounting Standard 5 – Net Profit or Loss for the period, prior period items and changes in accounting policies

Since the format of the profit and loss account of banks prescribed in Form B under Third Schedule to the Banking Regulation Act 1949 does not specifically provide for disclosure of the impact of prior period items on the current year’s profit and loss, such disclosures, wherever warranted, may be made in the Notes on Accounts to the balance sheet of banks. 
2.  Accounting Standard 9 – Revenue Recognition 

This Standard requires that in addition to the disclosures required by Accounting Standard 1 on ‘Disclosure of Accounting Policies’ (AS 1), an enterprise should also disclose the circumstances in which revenue recognition has been postponed pending the resolution of significant uncertainties.

3.  Accounting Standard 15 – Employee Benefits 

Banks may disclose the change in accounting policy in the appropriate schedule relating to ‘Significant changes in Accounting Policies’ / ‘Principal Accounting Policies’. The Board of Directors of a bank must disclose the accounting policies followed in respect of VRS expenditure. If VRS applications were accepted subsequent to the closure of the accounting year, the Board of Directors would be required to make a disclosure in the Board Report of that fact and of the likely impact of the VRS. 

4. Accounting Standard 17 – Segment Reporting

while complying with the Accounting Standard, banks are required to adopt the following: 

a) The business segment should ordinarily be considered as the primary reporting format and geographical segment would be the secondary reporting format.

b) The business segments will be ‘Treasury’, ‘Corporate/Wholesale Banking’, ‘Retail Banking’ and ‘Other banking operations’.

c) ‘Domestic’ and ‘International’ segments will be the geographic segments for disclosure.

d) Banks may adopt their own methods, on a reasonable and consistent basis, for allocation of expenditure among the segments. 

Accounting Standard 17 - Format for disclosure under segment reporting 

Part A: Business segments

	(Rs. in crore)


	Business Segments →
	Treasury
	Corporate/ Wholesale Banking
	Retail Banking
	Other Banking Operations
	Total

	↓ Particulars 
	Current Year 
	Previous Year 
	Current Year 
	Previous Year 
	Current Year 
	Previous Year 
	Current 
Year
	Previous year
	Current 
Year 
	Previous 
Year 

	Revenue
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	Result
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	Unallocated expenses
	  
	  
	  

	Operating profit
	  
	  
	  

	Income taxes
	  
	  
	  

	Extraordinary profit/ loss
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	Net profit
	  
	  
	  

	Other Information:

	Segment assets 
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	Unallocated assets
	  
	  
	  

	Total assets
	  
	  
	  

	Segment liabilities
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  

	Unallocated liabilities
	  
	  
	  

	Total liabilities
	  
	  
	  


Note: No disclosure need be made in the shaded portion

Part B: Geographic segments
	(Rs. in crore)


	  
	Domestic
	International
	Total

	  
	Current Year 
	Previous Year
	Current Year 
	Previous Year 
	Current Year 
	Previous Year 

	Revenue 
	  
	  
	  
	  
	  
	  

	Assets
	  
	  
	  
	  
	  
	  


4.5 Accounting Standard 18 – Related Party Disclosures

This Standard is applied in reporting related party relationships and transactions between a reporting enterprise and its related parties. The illustrative disclosure format recommended by the ICAI as a part of General Clarification (GC) 2/2002 has been suitably modified to suit banks. The illustrative format of disclosure by banks for the AS 18 is furnished below.

Accounting Standard 18 - Format for Related Party Disclosures

The manner of disclosures required by paragraphs 23 and 26 of AS 18 is illustrated below.  It may be noted that the format is merely illustrative and is not exhaustive.                                    

	(Rs. in crore)


	Items/Related Party 
	Parent 
(as per ownership or control) 
	Subsidiaries
	Associates/
Joint ventures
	Key
Management
Personnel @
	Relatives of Key Management Personnel
	Total

	Borrowings #
	  
	  
	  
	  
	  
	  

	Deposit#
	  
	  
	  
	  
	  
	  

	Placement of deposits #
	  
	  
	  
	  
	  
	  

	Advances #
	  
	  
	  
	  
	  
	  

	Investments#
	  
	  
	  
	  
	  
	  

	Non-funded commitments#
	  
	  
	  
	  
	  
	  

	Leasing/HP arrangements availed #
	  
	  
	  
	  
	  
	  

	Leasing/HP arrangements provided #
	  
	  
	  
	  
	  
	  

	Purchase of fixed assets
	  
	  
	  
	  
	  
	  

	Sale of fixed assets
	  
	  
	  
	  
	  
	  

	Interest paid 
	  
	  
	  
	  
	  
	  

	Interest received 
	  
	  
	  
	  
	  
	  

	Rendering of services *
	  
	  
	  
	  
	  
	  

	Receiving of services *
	  
	  
	  
	  
	  
	  

	Management contracts 
	  
	  
	  
	  
	  
	  


Note: Where there is only one entity in any category of related party, banks need not disclose any details pertaining to that related party other than the relationship with that related party 

*    Contract services etc. and not services like remittance facilities, locker facilities etc.
@  Whole time directors of the Board and CEOs of the branches of foreign banks in India.

#   The outstanding at the year-end and the maximum during the year are to be disclosed.

6.  Accounting Standard 21 – Consolidated Financial Statements (CFS)

As regards disclosures in the ‘Notes on Accounts’ to the Consolidated Financial Statements, banks may be guided by general clarifications issued by Institute of Chartered Accountants of India from time to time.

A parent company, presenting the CFS, should consolidate the financial statements of all subsidiaries - domestic as well as foreign, except those specifically permitted to be excluded under the AS-21. The reasons for not consolidating a subsidiary should be disclosed in the CFS. The responsibility of determining whether a particular entity should be included or not for consolidation would be that of the Management of the parent entity. In case, its Statutory Auditors are of the opinion that an entity, which ought to have been consolidated, has been omitted, they should incorporate their comments in this regard in the "Auditors Report".

7.  Accounting Standard 22 – Accounting for Taxes on Income

This Standard is applied in accounting for taxes on income. This includes the determination of the amount of the expense or saving related to taxes on income in respect of an accounting period and the disclosure of such an amount in the financial statements. Adoption of AS 22 may give rise to creation of either a deferred tax asset (DTA) or a deferred tax liability (DTL) in the books of accounts of banks and creation of DTA or DTL would give rise to certain issues which have a bearing on the computation of capital adequacy ratio and banks’ ability to declare dividends. In this regard it is clarified as under: 

· DTL created by debit to opening balance of Revenue Reserves on the first day of application of the Accounting Standards 22 or to Profit and Loss account for the current year should be included under item (vi) ‘others (including provisions)’ of Schedule 5 - ‘Other Liabilities and Provisions’ in the balance sheet. The balance in DTL account will not be eligible for inclusion in Tier I or Tier II capital for capital adequacy purpose as it is not an eligible item of capital.

· DTA created by credit to opening balance of Revenue Reserves on the first day of application of Accounting Standards 22 or to Profit and Loss account for the current year should be included under item (vi) ‘others’ of Schedule 11 ‘Other Assets’ in the balance sheet.

· Creation of DTA results in an increase in Tier I capital of a bank without any tangible asset being added to the banks’ balance sheet. Therefore, in terms of the extant instructions on capital adequacy, DTA, which is an intangible asset, should be deducted from Tier I Capital.

8.  Accounting Standard 23 – Accounting for Investments in Associates in Consolidated Financial Statements

This Accounting Standard sets out principles and procedures for recognising, in the consolidated financial statements, the effects of the investments in associates on the financial position and operating results of a group. A bank may acquire more than 20% of voting power in the borrower entity in satisfaction of its advances and it may be able to demonstrate that it does not have the power to exercise significant influence since the rights exercised by it are protective in nature and not participative.  In such a circumstance, such investment may not be treated as investment in associate under this Accounting Standard. Hence the test should not be merely the proportion of investment but the intention to acquire the power to exercise significant influence. 

9.  Accounting Standard 24 – Discontinuing Operations

Merger/ closure of branches of banks by transferring the assets/ liabilities to the other branches of the same bank may not be deemed as a discontinuing operation and hence this Accounting Standard will not be applicable to merger / closure of branches of banks by transferring the assets/ liabilities to the other branches of the same bank.
Disclosures would be required under the Standard only when:

a) discontinuing of the operation has resulted in shedding of liability and realisation of the assets by the bank or decision to discontinue an operation which will have the above effect has been finalised by the bank and

b) the discontinued operation is substantial in its entirety.

10.  Accounting Standard 25 – Interim Financial Reporting 
The half yearly review prescribed by RBI for public sector banks, in consultation with SEBI, vide circular DBS. ARS. No. BC 13/ 08.91.001/ 2000-01 dated 17th May 2001 is extended to all banks (both listed and unlisted) with a view to ensure uniformity in disclosures. Banks may adopt the format prescribed by the RBI for the purpose. 

11.  Other Accounting Standards

Banks are required to comply with the disclosure norms stipulated under the various Accounting Standards issued by the Institute of Chartered Accountants of India.
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2.4.4 Checklist of compliance of Engagement standards for the year ended 31.03.2009

	Renumbered Standard
	Old AAS No.
	Auditing and Assurance Standards
	Check list
	Compliance 

Yes/No
	Effect on auditors report 

	
	
	Preface to the standards on Quality control, Auditing, Review, other Assurance and Related services
	0.0 Have the Standards on Auditing been followed in the audit of financial information covered by the audit reports?

0.1 Does the report draw attention to the material departures there from?
	
	


	SA 200
	AAS 1
	Basic Principles Governing an Audit


	1.1 Whether an impartial attitude has been maintained free of any interest which may be incompatible with integrity and objectivity?

1.2 Whether confidentiality of information acquired in the course of work is maintained?
1.3 Whether the audit has been performed and the report prepared with due professional care by persons who have adequate training, experience and competence in auditing?
1.4 Whether the audit has been carefully directed, supervised and work delegated to assistants has been reviewed?
1.5 While relying on work performed by others, has adequate skill and care been exercised?
1.6 Whether all information which are important in providing evidence that the audit was carried out in accordance with the basic principles been documented?
1.7 Whether the work has been planned to enable conduct of an effective audit in an efficient and timely manner based on knowledge of the client’s business? Has the plan be modified as per subsequent requirements?
1.8 Whether sufficient appropriate audit evidence has been obtained through the performance of compliance and substantive procedures in order to enable reasonable conclusions to be drawn and opinion to be framed accordingly?
1.9 Is there reasonable assurance that the accounting system is adequate and that all the accounting information which should be recorded have in fact been recorded? Have the internal controls which normally contribute to such assurance been evaluated?
1.10 Whether the conclusions based on the audit evidence obtained and from knowledge of business of the entity has been reviewed and assessed?
	
	

	SA 200A
	AAS 2
	Objective and Scope of the Audit of Financial Statements

( applicable for audit of Financial statements)
	2.1 Whether all aspects of the enterprise as far as they are relevant to the financial statements have been audited?

2.2 Whether there is reasonable satisfaction that the information contained in the underlying accounting records and other source data is reliable and sufficient as the basis for the preparation of the financial statements?

2. Whether the relevant information is properly disclosed in the financial statements subject to statutory requirements, where applicable?

2.4 Are there any constraints on the scope of the audit of financial statements that impair the expression of an unqualified opinion on such financial statements?

If so, a qualified opinion or disclaimer of opinion should be expressed, as appropriate.


	
	

	SA 230
	AAS 3
	Documentation
	3. 1 Whether suitable documentation has been made during the conduct of audit?

3.2 Whether the working papers record the audit plan, the nature, timing and extent of auditing procedures performed, and the conclusions drawn from the evidence obtained?

3.3 Whether the working papers designed and properly organised to meet the circumstances of the audit?

3.4 Whether the Working papers are sufficiently complete and detailed so as to enable an overall understanding of the audit?

3.5 Whether reasonable care to ensure custody and confidentiality of his working papers has been taken? 


	
	

	SA 240
	AAS 4
	The Auditor’s Responsibility relating to Fraud in an Audit of Financial Statements
	4.1 Whether the risk of material misstatements in the financial statements resulting from fraud or error when planning and performing audit procedures and evaluating and reporting the results thereof has been considered?

4.2 Whether the other members of the audit team are aware of the susceptibility of the entity to material misstatements in the financial statements resulting from fraud or error in planning the audit?

4.3 Whether inquiries of management have been made regarding management's own assessment of the risk of fraud and the systems in place to prevent and detect it?

4.4 Whether inquiries of management have been made regarding the accounting and internal control systems in place to prevent and detect error?

4.5 Whether substantive procedures have been designed to reduce to an acceptably low level the risk that misstatements resulting from fraud and error that are material to the financial statements taken as a whole will not be detected?

4.6 In circumstances that may indicate that there is a material misstatement in the financial statements resulting from fraud or error, whether procedures have been performed to determine whether the financial statements are materially misstated?

4.7 Whether the implications of the misstatement in relation to other aspects of the audit, particularly the reliability of management representations have been considered?

4.8 Whether the risk factors identified have been documented?

4.9 Whether there has been a communication to the management and to those charged with Governance the material misstatements resulting due to error, fraud and of inherent weaknesses in Internal control?

4.10 Whether there has been a communication with the previous auditor?


	
	

	SA 500
	AAS 5
	Audit Evidence
	5.1 Whether sufficient appropriate audit evidence has been obtained by performing compliance and substantive procedures in order to enable reasonable conclusions to be drawn on the financial information?

5.2 When there is reasonable doubt as to any assertion of material significance, has an attempt been made to obtain sufficient appropriate evidence to remove such doubt? 

5.3 Whether a qualified opinion has been expressed if sufficient appropriate evidence has not been obtained?
	
	

	SA 400
	AAS 6
	Risk Assessments and Internal Control
	6.1 Whether in developing the overall audit plan, the inherent risk at the level of financial statements has been assessed?

6.2 Whether, if an assessment has been made that the inherent risk is not high, the reasons for such assessment has been documented?

6.3 Whether an understanding of the accounting system has been made?

6.4 Whether there is an understanding of the control environment sufficient to assess management's attitudes, awareness and actions regarding internal controls and their importance in the entity?

6.5 Whether a preliminary assessment of control risk, at the assertion level, for each material account balance or class of transactions has been made?  

6.6 Whether an understanding and assessment of control risks has been documented?

6.7 Whether it has been considered that the internal controls were in use throughout the period?

6.8 Whether, the nature, timing and extent of planned substantive procedures have been modified if the assessed level of control risk needs to be revised?

6.9  Whether a qualified opinion or a disclaimer of opinion as may be appropriate has been expressed when the detection risk regarding a financial statement assertion for a material account balance or class of transactions cannot be reduced to an acceptable level?

6.10 Whether the management is made aware, as soon as practical and at an appropriate level of responsibility, of material weaknesses in the design or operation of the accounting and internal control systems, which have come to light?


	
	

	SA 610 
	AAS 7
	Relying Upon the Work of an Internal Auditor 


	7.1 Whether an evaluation of the    internal audit function has been made and the audit procedures planned accordingly?

7.2 Whether evaluation and conclusions thereof have been documented?


	
	

	SA 300
	AAS 8
	Audit Planning
	8.1 Whether the audit been planned based on knowledge of the business, terms of engagement and applicable legal or statutory requirements?

8.2 Whether the plan has been revised as and when necessary?

8.3 Whether the overall audit plan has been documented?

8.4 Whether a written Audit programme  has been prepared setting forth the procedures that are needed to implement the audit plan?
8.5 Does the audit programme contain the audit objectives for each area and have sufficient details to serve as a set of instructions to the assistants involved in the audit?
	
	

	SA 620
	AAS 9
	Using the Work of an Expert 


	9.1 Whether, when the work of an expert has been used as audit evidence, has the expert’s professional qualifications, and experience and reputation in the field in which the evidence is sought been considered?

 9.2 Whether it has been ensured that the expert’s work constitutes appropriate audit evidence in support of the financial information?

9.3 whether  a qualified opinion, a disclaimer of opinion or an adverse opinion, as may be appropriate has been expressed if the work of the expert is inconsistent with the information in the financial statements ?

	
	

	SA 600
	AAS 10
	 Using the Work of Another Auditor 


	10.1 Whether while using the work of another auditor, it has been determined how the work of the other auditor will affect the audit?

10.2 Whether it has been taken into consideration the professional competence of the other auditor in the context of specific assignment if the other auditor is not a member of the Institute of Chartered Accountants of India?

10.3 Whether procedures have been performed to obtain sufficient appropriate audit evidence, that the work of the other auditor, in the context of the specific assignment?

10.4 Whether the significant findings of the other auditor have been considered?

10.5 Whether there is sufficient liaison with the other auditor?

10.6 Whether, when the work of the other auditor cannot be used sufficient additional procedures have not been performed regarding the financial information of the component audited by the other auditor, a qualified opinion or disclaimer of opinion has been expressed?

10.7 Does the report state clearly the division of responsibility for the financial information of the entity indicating the extent to which the financial information of components audited by the other auditors has been included in the financial information of the entity?

	
	

	SA 580
	AAS 11
	Representations by Management
	11.1 Whether there is sufficient evidence that management acknowledges its responsibility for the appropriate preparation and presentation of financial information?

11.2 Whether there is evidence that the management has approved the financial information?

11.3 Whether the evidence obtained has been documented?


	
	

	SA 299
	AAS 12
	Responsibility of Joint Auditors
	12.1 Whether the audit work been divided between the joint auditors by mutual discussion?

12.2 Is the division of work clearly documented?

12.3 In case of differences in opinion with regard to any matters to be covered by the report, has separate reports been prepared to express opinion?

	
	

	SA 320
	AAS 13
	Audit Materiality 


	13.1 Whether materiality and its relationship with audit risk when conducting an audit has been considered?

13.2. Whether the possibility of misstatements of relatively small amounts that, cumulatively, could have a material effect on the financial information has been taken into consideration?

13.3 Whether it has been considered whether the effect of aggregate uncorrected misstatements on the financial information is material?

13.4If the management refuses to adjust the financial information and if the effect of uncorrected misstatements is material, has a qualified or adverse opinion, as appropriate been expressed?


	
	

	SA 520
	AAS 14
	Analytical Procedures 


	14.1 Whether analytical procedures have been applied at the planning and overall review stages of the audit and also at other stages?

14.2 If analytical procedures identify significant fluctuations or relationships that are inconsistent with other relevant information or if they deviate from predicted amounts, has an investigation been done and adequate explanations and appropriate corroborative evidence been obtained?

	
	

	SA 530
	AAS 15
	Audit Sampling
	15.1 Whether an audit sample has been designed and selected and whether audit procedures have been performed thereon, and sample results have been evaluated so as to provide sufficient appropriate audit evidence?

15.2. When designing an audit sample, whether the specific audit objectives, the population from which to sample, and the sample size have been considered?

15.3 When determining the sample size, whether it has been taken into consideration the sampling risk, the tolerable error, and the expected error?

15.4 Whether the sample items have been selected in such a way that the sample can be expected to be representative of the population?
15.5 If the projected error exceeds tolerable error, whether the sampling risk has been reassessed? If that risk is unacceptable, has it been considered to extend the audit procedure or perform alternative audit procedures?

	
	

	SA 570
	AAS 16
	Going Concern
	16.1 Whether it has been taken into consideration the appropriateness of the going concern assumption underlying the preparation of the financial statements?

16.2 Whether sufficient appropriate audit evidence has been gathered to resolve, to the auditor's satisfaction, the question regarding the entity's ability to continue in operation for the foreseeable future?

16.3 If the going concern question is not satisfactorily resolved, whether adequate disclosure has been made in the financial statements?
16.4 If adequate disclosure is not made in the financial statements, whether a qualified or adverse opinion, as appropriate has been expressed?
	
	

	SA 220
	AAS 17
	Quality Control for Audit work 


	17.1 Whether there are well implemented quality control policies and procedures designed to ensure that all audits are conducted in accordance with Auditing and Assurance Standards (AASs)?

17.2 Whether, the professional competence of assistants performing work delegated to them has been taken into consideration when deciding the extent of direction, supervision and review appropriate for each assistant?

17.3 Whether the work performed by each assistant has been reviewed by personnel of at least equal competence?
	
	

	SA 540
	AAS 18
	Audit of Accounting Estimates
	18.1 Whether sufficient appropriate audit evidence regarding accounting estimates has been obtained?

18.2 Whether sufficient appropriate audit evidence has been obtained as to whether an accounting estimate is reasonable in the circumstances and, when required, is appropriately disclosed in the financial statements?

18.3 Whether events and transactions occurring after period end but prior to completion of audit have been reviewed?
	
	

	SA 560
	AAS 19
	Subsequent Events 


	19.1 Whether procedures have been designed to obtain sufficient appropriate audit evidence that all events up to the date of the report that may require adjustment of, or disclosure in, the financial statements have been identified?

19.2 When the events which materially affect the financial statements, are properly accounted for in the financial statements?

19.3   When the management does not account for such events, is there an expression of a qualified opinion or an adverse opinion, as appropriate in the report?
	
	

	SA 310
	AAS 20
	Knowledge of the Business 


	20.1 Whether the audit staffs assigned to an audit engagement have obtained sufficient knowledge of the business to enable them to carry out the audit work delegated to them?

20.2 Whether the knowledge of the business affects the financial statements taken as a whole and whether the assertions in the financial statements are consistent with the  knowledge of the business?
	
	

	SA 250
	AAS 21
	 Consideration of Laws and Regulations in an Audit of Financial Statements 


	21.1 Whether there is sufficient understanding of the laws and regulations in order to consider them when auditing the assertions related to the determination of the amounts to be recorded and the disclosures to be made?

21.2 Whether there are written representations that management has disclosed all known actual or possible non-compliance with laws and regulations whose effects should be considered when preparing financial statements?

21.3 When there is awareness of information concerning a possible instance of non-compliance, whether an understanding of the nature of the act and the circumstances in which it has occurred, and sufficient other information to evaluate the possible effect on the financial statements has been obtained?

21.4 Whether the findings have been documented and discussed with management?

21.5 Whether a report of non-compliance has been made to the management or users of financial statement or regulatory bodies as the case may be?
	
	

	SA 510
	AAS 22
	Initial Engagements –Opening Balances

(applicable for initial engagements)
	22.1 If the opening balances contain misstatements which materially affect the financial statements for the current period and the effect of the same is not properly accounted for and adequately disclosed, whether a qualified opinion or an adverse opinion, as appropriate has been expressed?
	
	

	SA 550
	AAS 23
	Related Parties 


	23.1 Whether  a written representation has been obtained from management concerning:

(a)
the completeness of information provided regarding the identification of related parties; and

(b)
The adequacy of related party disclosures in the financial statements.

23.2 Is there alertness for other material related party transactions?

23.3 In examining the identified related party transactions, whether sufficient appropriate audit evidence as to whether these transactions have been properly recorded and disclosed been obtained?

23.4 If adequate disclosure regarding related party transactions is not made, whether a qualified opinion or a disclaimer of opinion in the audit report, as may be appropriate has been expressed?


	
	

	SA 402
	AAS 24
	Audit Considerations Relating to Entities Using Service Organizations
	24.1 Whether the significance of the activities of the service organization to the client and their relevance to the audit has been determined?  

24.2 When using the report of the auditor of the service organization whether it has  been taken to consideration  the professional competence of the auditor and the nature and scope of the work performed by the service organization’s auditor.
	
	

	SA 710
	AAS 25
	Comparatives 


	25.1 Whether the comparatives comply, in all material respects, with the financial reporting framework relevant to the financial statements being audited?

25.2 If the prior period report  

I         included a qualified opinion, disclaimer of opinion, or adverse opinion and the matter gave rise to the modification in the audit report whether the corresponding figures have been modified?
25.3  When the prior period financial statements are not audited, whether it has been stated in the report that the corresponding figures are unaudited?
	N.A
	

	SA 210
	AAS 26
	Terms of Audit Engagement 


	26.1 Whether there is an agreement with the client on the terms of engagement?

26.2 Whether an engagement letter has been sent before the commencement of the audit?

26.3 If there is any change in the terms of the engagement is there an agreement with the client?
	
	

	SA 260
	AAS 27
	Communications of Audit Matters with Those Charged with Governance 


	27.1 Whether the relevant persons who are charged with governance and with whom audit matters of governance interest are to be communicated been determined?

27.2 Whether there has been a communication of audit matters of governance interest on a timely basis?

27.3 Whether it has been documented in the working papers the matters communicated and any responses to those matters?


	
	

	SA 700
	AAS 28
	The Auditor’s Report on Financial Statements
	28.1 Does the audit report contain a clear written expression of opinion on the financial statements taken as a whole?

28.2 Does the report have a suitable title?

28.3 Does the report identify the financial statements of the entity that have been audited, including the date of and period covered by the financial statements?

28.4 Does the report include a statement that the financial statements are the responsibility of the entity’s management and a statement that the responsibility of the auditor is to express an opinion on the financial statements based on the audit?

28.5 Does the report describe the scope of audit?

28.6 Does the report include a statement that the audit provides a reasonable basis for his opinion?

28.7 Does the report clearly indicate the financial reporting framework used to prepare the financial statements and state an opinion as to whether the financial statements give a true and fair view in accordance with that financial reporting framework and, where appropriate, whether the financial statements comply with the statutory requirements.?

28.8 Is the date of the report on the financial statements, the date on which the report is signed expressing an opinion on the financial statements?  

28.9 Does the report name specific location, which is ordinarily the city where the audit report is signed?

28.10 
Whenever the opinion expressed is other than unqualified, whether a clear description of all the substantive reasons and, unless impracticable, a quantification of the possible effect(s), individually and in aggregate, on the financial statements been included?


	N.A
	

	SA 401
	AAS 29
	Audit in a Computer Information Systems Environment 


	29.1 Whether there is sufficient knowledge of the computer information systems to plan, direct, supervise, control and review the work performed?

29.2 Whether there is an understanding of the accounting and internal control systems sufficient to plan the audit and to determine the nature, timing and extent of the audit procedures?

29.3 
In planning the portions of the audit which may be affected by the CIS environment, whether there is an understanding of the significance and complexity of the CIS activities and the availability of the data for use in the audit?  

29.4 Whether there is an understanding of the CIS environment and whether it may influence the assessment of inherent and control risks?

29.5 Where the audit evidence is in electronic form, whether it has been ensured that such evidence is adequately and safely stored and is retrievable in its entirety as and when required?
	
	

	SA 505
	AAS 30
	 External Confirmations 


	30.1 Whether the use of external confirmations is necessary to obtain sufficient appropriate audit evidence to support certain financial statement assertions?

 30.2 Whether there has been a consultation with the management before employing external confirmations?

30.3 Whether additional procedures are to be performed if the confirmations alone are not sufficient?

30.4 Whether the external confirmation requests been designed to meet the specific audit objectives?

30.5 Whether the information from audits of earlier years has been considered?

30.6 Whether the confirmation requests are properly addressed and that there is a specific mention to send the replies to him directly?

30.7 Whether there is any indication that external confirmations received may not be reliable?

30.8 Whether further tests have been conducted to ascertain that the assertions are reliable?

30.9 Whether oral confirmations have been documented?

30.10 Where there is a discrepancy revealed by the external confirmations, whether the management has been requested to verify and reconcile the discrepancies?

30.11 Where the management requests that external confirmations are not taken , has request been taken in writing?

30.12 Whether the response to the management request has been documented and whether the impact on the audit report has been considered?


	
	

	SRS 4410
	AAS 31
	Engagements to Compile Financial Information 


	31.1 Whether there is compliance with the “Code of Ethics” issued by the Institute of Chartered Accountants of India?

31.2 Whether a management representation letter has been obtained?

31.3 Whether the compiled information appears to be appropriate in form and free from obvious material misstatements. ?

31.4 Whether any known departures from the identified framework have been disclosed?

31.5 In case the client has no identified financial reporting framework, whether there is a disclosure of the different basis of compilation in the Notes to the Accounts or other compiled financial information as well as the report issued by the accountant on compilation?

31.6 Whether the financial statements or other financial information compiled been approved by the client before the compilation report is signed?

31.7 Has the client been asked to sign a statement on the face of the accounts retained by the accountant?  

31.8 Whether the users of the financial statements or other financial information so compiled are aware of the extent of involvement with the accounts so that they do not derive unwarranted assurance?

31.9 Has it been ensured that the terms “audit” and auditors fee” are not used in describing the nature of services involving compilation of financial statements or other financial information.

31.10 Whether  care has been taken  that the financial statements or other financial information so compiled are not prepared on the letter-heads or other stationery of the accountant, carrying his (or firm’s) name and address since it is liable to be misinterpreted.

31.11 Whether the nature of association with the financial statements and the nature of the work are clear?


	N.A
	

	SRS 4400
	AAS 32
	 Engagements to Perform Agreed-Upon Procedures Regarding Financial Information 


	32.1 Whether there is compliance with the Code of Ethics, issued by the Institute of Chartered Accountants of India?

32.2 Whether the agreed-upon procedure engagement has been conducted in accordance with this AAS and the terms of the engagement?

32.3 Whether it has been ensured with representatives of the entity and other specified parties who will receive copies of the report of factual findings, that there is a clear understanding regarding the agreed procedures and the conditions of the engagement?

32.4 Whether the work has been planned effectively?

32.5 Whether all important evidence to support the report on findings has been documented?

32.6 Does the report clearly describe the purpose and the agreed-upon procedures of the engagement in sufficient detail so as to enable the reader to understand the nature and the extent of the work performed?

32.7 Does the report clearly mention that no audit or review has been preformed?


	N.A
	

	SRE 2400
	AAS 33
	Engagements to Review Financial Statements 


	33.1 Whether there is compliance with the Code of Ethics issued by the Institute of Chartered Accountants of India?

33.2 Whether a review has been conducted in accordance with this AAS, relevant legislations, terms of review engagement and reporting requirements?

33.3 Whether there is an agreement with the client on the terms of the engagement?

33.4 In planning a review of financial statements, whether there is knowledge of the business including consideration of the entity’s organization, accounting systems, operating characteristics and the nature of its assets, liabilities, revenues and expenses?

33.5 
When using work performed by another auditor or an expert, whether such work is adequate for the purposes of the review?

33.6 Whether all information which is important in providing evidence to support the review report has been documented?

33.7 Whether the same materiality considerations have been applied as would be applied if an audit opinion on the financial statements was to be given?

33.8 Whether an enquiry has been made about events subsequent to the balance sheet date that may require adjustment of, or disclosure in the financial statements?

33.9 If there is reason to believe that the information subject to review may be materially misstated, whether additional or more extensive procedures have been carried out as are necessary to be able to express negative assurance or to confirm that a modified report is required.

33.10 Does the review report contain a clear written expression of negative assurance?

33.11 whether any information obtained during the review indicates that the financial statements do not give a true and fair view (or ‘are not presented fairly, in all material respects’) in accordance with the financial reporting framework used for the preparation and presentation of financial statements and relevant statutory requirements, if any?

33.12 Whether there is quantification of the possible effects on the financial statements and whether the report contains either a qualified opinion or adverse opinion?

33.13 If there has been a material scope limitation, whether there is a  description of  the limitation and whether either

i)
Express a qualification of the negative assurance provided regarding the possible adjustments to the financial statements that might have been determined to be necessary had the limitation not existed; or

(ii)
When the possible effect of the limitation is so significant and pervasive that no level of assurance can be provided, not provide any assurance.

33.14
Does the review report contain the following basic elements?

(a) Title 

(b)
Addressee;

(c)
Opening or introductory paragraph including:

(i)
Identification of the financial statements on which the review has been performed; and

(ii)
A statement of the responsibility of the entity’s management and the responsibility of the auditor;

(d)
Scope paragraph, describing the nature of a review, including:

(i)
A reference to this AAS applicable to review engagements, or to relevant laws or regulations;

(ii)
A statement that a review is limited primarily to inquiries and analytical procedures; and

(iii)
A statement that an audit has not been performed, that the procedures undertaken provide less assurance than an audit and that an audit opinion is not expressed;

(e)
Statement of negative assurance;

(f)
Date of the report;

(g)
Place; and

(h)
Signature and membership number assigned by the Institute of Chartered Accountants of India.

33.14 whether it has been ensured that the date the report is not earlier than the date on which the financial statements are signed or approved by the management?


	N.A
	

	SA 501
	AAS 34
	Audit Evidence – Additional Consideration for Specific Items
	Part A- Attendance at Physical Inventory Counting
34.1 Where inventory is material to the financial statements, whether by attendance at physical inventory counting has obtained sufficient appropriate audit evidence regarding its existence and condition?

34.2 
If unable to attend the physical inventory count on the date planned due to unforeseen circumstances, whether observed some physical counts on an alternative date and where necessary, performed alternative audit procedures to assess whether the changes in inventory between the date of physical count and the period end date are correctly recorded?

34.3 If attendance at the physical inventory counting is impracticable, whether alternative procedures provide sufficient appropriate audit evidence of existence and condition of inventory to conclude that no reference need to bee made on a scope limitation?

34.4 whether written representation has been obtained  from management concerning:

(a)
the completeness of information provided regarding the inventory; and

(b)
assurance with regard to adherence to laid down procedures for  physical inventory count

34.5 Where in cases of difficulty in obtaining sufficient appropriate audit evidence concerning the existence of inventory or adequacy of procedures adopted by the management in respect of physical inventory count has a reference to a scope limitation in his audit report been made?

34.6 If the inventory is not disclosed appropriately in the financial statements, has a qualified opinion been issued?

Part-B- Inquiry Regarding Litigation and Claims
34.7 Whether audit procedures have been carried out in order to become aware of any litigation and claims involving the entity which may have a material effect on the financial statements?

34.8  Whether an attempt has been made for direct communication with the entity’s lawyers and such other professionals to whom the entity engages for litigation and claim?
34.9  Has a request been made for direct feedback from the entity’s lawyers and such other professionals to whom the entity engages for litigation?
34.10 If management refuses to give permission to communicate with the entity’s lawyers, whether a qualified opinion or a disclaimer of opinion as the case may be has been given?
34.11 Whether a written representation has been obtained from management concerning the completeness and adequacy of information provided regarding the identification of litigation and claims, estimates of financial implications, including costs, etc?
Part C- Valuation and Disclosure of Long-Term Investments

34.12 Whether audit procedures are designed to obtain sufficient appropriate audit evidence for valuation and disclosure of long term investments?

34.13 Whether there is  a written representation from management regarding :
(a)
the completeness of information provided regarding valuation and disclosure of long term investments;

(b)
the valuation of long term investments in the financial statements including adequacy of provision for diminution in such values, wherever required; and

(c)
The intention of the management to continue to hold long-term investments as long-term investments.

34.14 If  unable to obtain sufficient appropriate audit evidence concerning the existence, valuation of long term investments or if there is a conclusion  that their disclosure in the financial statements is not adequate, whether there is a expression of  a qualified opinion or a disclaimer of opinion in the audit report, as may be appropriate?
Part D- Segment Information
34.15 Whether there is sufficient appropriate audit evidence regarding disclosure of segment information in accordance with the applicable identified financial reporting framework?
34.16 Whether there is  a written representation from management concerning:
(a)
the completeness of information regarding segments and disclosure thereof; and

(b)
appropriateness of the selected segments based on risks and returns; and

(c)
The organizational structure of an enterprise and its internal financial reporting system and any deviations there from.

34.17 If unable to obtain sufficient appropriate audit evidence concerning segment information or it has been concluded that their disclosure in the financial statements is not adequate, whether there is an expression of a qualified opinion or disclaimer of opinion in the audit report?
	
	

	SAE 3400
	AAS 35
	The Examination of Prospective Financial Information
	
	N.A
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2.4.5 Index of Recent RBI Notifications relevant to Audit of Banks for the Year 08-09

Copies of these notifications can be obtained from:

http://www.rbi.org.in/scripts/NotificationUser.aspx

S.NO.
NOTIFICATION NO.
DATE
SUBJECT
[A]
PRUDENTIAL GUIDELINES ON 

RESTRUCTURING :
1
DBOD.NO.BP.BC.No.105/21.04.132/2008-09
04.02.2009
Prudential Guidelines on



Restructuring of Advances by Banks

2
DBOD.NO.BP.No.104/21.04.132/2008-09
02.01.2009
Prudential Guidelines on



Restructuring of Advances by Banks

3
DBOD.NO.BP.BC.No.93/21.04.132/2008-09
08.12.2008
Prudential Guidelines on



Restructuring of Advances by Banks

4
DBOD.NO.BP.BC.No.84/21.04.048/2008-09
14.11.2008
Asset Classification Norms for



Infrastructure Projects under



Implementation

5
DBOD.NO.BP.BC.No.76/21.04.132/2008-09
03.11.2008
Prudential Guidelines on



Restructuring of Advances by Banks

6
DBOD.NO.BP.BC.No.37/21.04.132/2008-09
27.08.2008
Prudential Guidelines on



Restructuring of Advances by Banks

7
DBOD.NO.BP.BC.No.82/21.04.048/2007-08
08.05.2008
Prudential Norms pertaining to



Advances - Infrastructure projects



under implementation

8
DBOD.NO.BP.BC.No.67/21.06.001/2007-08
31.03.2008
Prudential Guidelines on Capital



Adequacy and Market Discipline -



Implementation of New Capital



Adequacy Framework (NCAF) -



Amendments

[B]
PRUDENTIAL NORMS FOR OFF-BALANCE 

SHEET EXPOSURES :

9
DBOD.NO.BP.BC.No.69/21.03.009/2008-09
29.10.2008
Prudential Norms for Off-balance



Sheet Exposures of Banks

10
DBOD.NO.BP.BC.No.57/21.04.157/2008-09
13.10.2008
Prudential Norms for Off-balance



Sheet Exposures of Banks

11
DBOD.NO.BP.BC.No.31/21.04.157/2008-09
08.08.2008
Prudential Norms for Off-balance



Sheet Exposures of Banks

[C]
LENDING UNDER CONSORTIUM 

ARRANGEMENTS / MULTIPLE 

BANKING ARRANGEMENTS

12
DBOD.NO.BP.BC.No.110/08.12.001/2008-09
10.02.2009
Lending under Consortium



Arrangement / Multiple Banking



Arrangements

S.NO.
NOTIFICATION NO.
DATE
SUBJECT
13
DBOD.NO.BP.BC.No.94/08.12.001/2008-09
08.12.2008
Lending under Consortium



Arrangement / Multiple Banking



Arrangements

14
DBOD.NO.BP.BC.No.36/13.05.000/2008-09
21.01.2009
Lending under Consortium



Arrangement / Multiple Banking



Arrangements.

15
DBOD.NO.BP.BC.No.46/08.12.001/2008-09
19.09.2008
Lending under Consortium



Arrangement / Multiple Banking



Arrangements.

[D]
INTERNAL/CONCURRENT AUDITORS AS 

STATUTORY AUDITORS :

16
DBS.ARS.NO. BC.02/08.91.001/2008-09
31.12.2008
Internal assignments in banks by



statutory auditors

17
UBD.CO.BPD.35/12.05.001/2008-09
21.01.2009
Internal assignments in banks by



statutory auditors

[E]
BASEL NORMS :

18
DBOD.No. BP.BC 90 / 20.06.001 / 2006-07
27.04.2007
Prudential Guidelines on Capital



Adequacy and Market Discipline -



Implementation of the New Capital



Adequacy Framework

19
DBOD.BP.BC.No.109/21.06.001/2008-09
05.02.2009
Introduction of Advanced Approaches



of Basel II Framework in India - Draft



Time Schedule

[F]
PMEGP :
20
PLNFS.BC.No. 41/09.04.01/2008-2009
10.10.2008
Prime Minister’s Employment



Generation Programme (PMEGP)

[G]
UNCLAIMED DEPOSITS/INOPERATIVE ACCOUNTS :

21
DBOD.No.Leg.BC 34 / 09.07.005/2008-09
22.08.2008
Unclaimed Deposits / Inoperative



Accounts in banks

[H]
AGRICULTURAL DEBT WAIVER AND DEBT RELIEF SCHEME, 2008 - PRUDENTIAL NORMS

22
DBOD.NO.BP.BC. 78/21.04.048/2008-09
11.11.2008
Agricultural Debt Waiver and Debt Relief Scheme, 2008 - Prudential



Norms of Income Recognition, Asset



Classification, Provisioning and



Capital Adequacy

23
DBOD.NO.BP.BC. 26/21.04.048/2008-09
30.07.2008
Agricultural Debt Waiver and Debt



Relief Scheme, 2008 - Prudential



Norms of Income Recognition, Asset



Classification, Provisioning and



Capital Adequacy

OTHER CIRCULARS
S.NO.
NOTIFICATION NO.
DATE
SUBJECT
1
RBI/2008-2009/ 380
11.02.2009
Reconciliation of Transactions at 


DPSS No.  1424 / 02.10.02 / 2008-2009

ATMs failure Time-limit

2
RBI/2008-09/374
05.02.2009
Interest Rates on Export Credit in


DBOD.DIR.(Exp).No.107/04.02.001/2008-09

Foreign Currency 

3
RBI/2008-09/352
20.01.2009
Collateral Free


RPCD.SME&NFS.BC.

Loans - Micro and Small Enterprises 

No 84A /06.02.31(P)/2008-09



4
RBI/2008-09/343
02.01.2009
External Commercial Borrowings


A.P. (DIR Series) Circular No. 46

(ECB) Policy - Liberalisation 

5
RBI 2008-09/ 319
10.12.2008
Unhedged foreign exchange exposure

DBOD.BP.BC. 96 /21.04.103/2008-09

of clients – Monitoring by banks

6
RBI/2008-09/315
08.12.2009
Priority Sector Lending – Loans to

RPCD.CO.Plan.BC.  74 /04.09.01/2008-09

Housing Finance Companies (HFCs) 

7
RBI/2008-09/ 302



DBOD.BP.BC. 89 /21.04.141/2008-09
01.12.2008
Operations of Foreign Branches and



Subsidiaries - Compliance with



statutory norms, etc. 

8
RBI/2008-09/ 299
28.11.2008
Rupee Export Credit interest Rates -

DBOD.DIR.(EXP.)

Extension of period of credit.

BC. 88 /04.02.01/2008-09



9
RBI/2008-09/ 284
15.11.2008
Export Credit re-finance facility -

MPD.NO.310/07.01.279/2008-09

Relaxation

10
RBI/2008-09/280
15.11.2008
Rupee Export Credit interest 

DBOD.DIR.(EXP.) 

Rates - Extension of period of credit.

BC.NO.80/04.02.01/2008-09

11
RBI/2008-09/245

AP.(DIR.SERIES) Circular No.26
22.10.2008
External Commercial Borrowing 



Policy Liberlisation

12
RBI/2008-09/244
22.10.2008
Temporary Liquidity support for


RPCD.PLFS.NO.BC.55/05.04.02/2008-09

Financing Agricultural operations.

13
RBI/2008-09/243
20.10.2008
Loan to Mutual Funds against and

DBOD.NO. BP.BC.65/21.06.001/08-09

buy-back of certificates of 



deposits (CDs)

14
RBI/2008-09/217
13.10.2008
Guideline on Exchange Traded

DBOD.BP.BC.NO.56/21.04.157/2008-09

Interest Rates Derivatives.

15
RBI/2008-09/219
13.10.2008
i) Disbursal of Loans against

DBOD.NO. BP.BC.58/21.04.048/2008-09

Sanctioned Limits.




ii) Restructuring of Dues of the Small



& Medium Enterprises (SMEs)

16
RBI/2007-08/161



DBOD NO. DIR.BC. 41/13.03.00/2008-09
10.09.2008
Bank’s Exposure to Capital Market -



Loans Extended by banks to Mutual



funds & Issue of Irrevocable Payment



Commitments (IPCs)

17
RBI/2008-09/140
26.08.2008
Simplification of Lending for Crop

RPCD.PLFS.NO.22/05.04.02/2008-09

Loans

18
RBI/2008-09/107
31.07.2008
Accounting for taxes on Income-

DNBS(PD) CC.NO. 124/03.05.002/2008-09

AS- 22

19
RBI/2008-09/100
23.07.2008
Credit Card Operations of Banks

DBOD.FSD.BC. 23/24.01.011/2008-09

20
RBI/2008-09/92
11.07.2008
Security for External Commercial

AP (DIR Series) Circular No.01

Borrowings - Liberalisation.

21
RBI/2007-08/359
09.06.2008
Bank’s Exposure to Capital Market -

DBOD NO. DIR.BC. 92/13.03.00/2007-08

Loans Extended by banks to Mutual



funds & Issue of Irrevocable Payment



Commitments (IPCs)

22
RBI/2007-08/325
21.05.2008
Consolidate financial statements.

DBOD.No.BP.BC.84/21.04.018/2007-08

23
RBI/2007-2008/320
14.05.2008
Claims secured by Residential

DBOD.NO.BP.BC. 83/21.06.001/2007-08

Property - Change in Limits

24
RBI/2007-08/316



08.05.2008
Prudential Norms for on Asset

DBOD NO.BP.BC.82/21.04.048/2007-08



Classification pertaining to Advances









- Infrastructure Project under









implementation and involving time









overrun.

MASTER CIRCULARS
Banking Regulation
Jul 01, 2008

•
Master Circular - Branch Authorisation

•
Master Circular - Bank Finance to Non-Banking Financial Companies (NBFCs)

•
Master Circular - Credit Card Operations of Banks

•
Master Circular - Disclosure in Financial Statements - Notes to Accounts

•
Master Circular - Export Credit Refinance Facility

•
Master Circular - Guarantees and Co-acceptances

•
Master Circular - Guidelines for Relief Measures by Banks in Areas affected by Natural Calamities

•
Master Circular - Housing Finance

•
Master Circular - Instructions relating to Deposits held in FCNR(B) Accounts

•
Master Circular - Interest Rates on Advances

•
Master Circular - Interest Rates on Rupee Deposits held in Domestic, Ordinary Non-Resident (NRO) and Non-Resident (External) (NRE) Accounts

•
Master Circular - Lending to Micro, Small and Medium Enterprises (MSME)Sector

•
Master Circular - Lending to Priority Sector

•
Master Circular - Micro Credit

•
Master Circular - Para-banking Activities

•
Master Circular - Prudential Guidelines on Capital Adequacy and Market Discipline - Implementation of the New Capital Adequacy Framework

•
Master Circular - Prudential Norms on Capital Adequacy-Basel I Framework

•
Master Circular - Prudential Norms on Income Recognition, Asset Classification and Provisioning pertaining to Advances

•
Master Circular – Branch Licensing - RRBs

•
Master Circular – Exposure Norms

•
Master Circular – Foreign Contribution ( Regulation ) Act, 1976 – Obligations of Banks in Regulating Receipt of Foreign Contributions by Associations / Organizations in India

•
Master Circular – Frauds – Classification and Reporting

•
Master Circular – Know Your Customer norms / Anti-Money Laundering Standards/ Combating of Financing of Terrorism /Obligation of banks under PMLA, 2002

•
Master Circular – Prudential Norms for Classification, Valuation and Operation of Investment Portfolio by Banks

•
Master Circular – Rupee / Foreign Currency Export Credit & Customer Service to Exporters

•
Master Circular – Wilful Defaulters

Nov 03, 2008

•
Master Circular on Customer Service

Jul 01, 2008

•
Master Circular- Loans and Advances – Statutory and Other Restrictions

Co-operative Banking
Jul 01, 2008

•
Master Circular - Area of Operation, Branch Authorisation Policy, Opening/ Up- gradation of Extension Counters, ATMs and Shifting/Splitting/Closure of Offices

•
Master Circular - Board of Directors

•
Master Circular - Customer Service

•
Master Circular - Exposure Norms and Statutory/Other Restrictions

•
Master Circular - Finance For Housing Schemes

•
Master Circular - Guarantees, Co-Acceptances& Letters of Credit

•
Master Circular - Income Recognition, Asset Classification, Provisioning & Other Related Matters

•
Master Circular - Inspection & Audit Systems in Primary (Urban)Co-op. Banks

•
Master Circular - Interest Rates on Rupee Deposits

•
Master Circular - Investments by Primary (Urban) Co-operative Banks

•
Master Circular - Maintenance of Statutory Reserves Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio (SLR)

•
Master Circular - Maintenance of Deposit Accounts

•
Master Circular - Management of Advances

•
Master Circular - Priority Sector Lending

•
Master Circular - Prudential Norms on Capital Adequacy

•
Master Circular – Frauds – Classification and Reporting

Currency
Jul 01, 2008

•
Master Circular – Detection and Impounding of Counterfeit Notes

Jul 03, 2008

•
Master Circular – Facility for Exchange of Notes and Coins

Jul 01, 2008

•
Master Circular – Levy of Penal Interest for Delayed Reporting/Wrong Reporting/Non-Reporting of Currency Chest Transactions and Cases involving Shortages/Inclusion of Counterfeit Banknotes in Chest Balances/Chest remittances

Financial Institutions
Jul 01, 2008

•
Master Circular - Disclosure Norms for Financial Institutions

•
Master Circular - Exposure Norms for Financial Institutions

•
Master Circular – Prudential Norms for Classification, Valuation and Operation of Investment Portfolio by FIs

•
Master Circular- Resource Raising Norms for Financial Institutions

Financial Markets
Jul 01, 2008

•
Master Circular – Call/Notice Money Market Operations

•
Master Circular – Guidelines for Issue of Certificates of Deposit

•
Master Circular – Guidelines for Issue of Commercial Paper

Foreign Exchange
Jul 01, 2008

•
Master Circular – Direct Investment by Residents in Joint Venture (JV)/Wholly Owned Subsidiary (WOS) abroad

•
Master Circular – Export of Goods and Services

•
Master Circular – External Commercial Borrowings and Trade Credits

•
Master Circular – Foreign Investment in India

•
Master Circular – Import of Goods and Services

•
Master Circular – Miscellaneous Remittances from India – Facilities for Residents

•
Master Circular – Non-Resident Ordinary Rupee (NRO) Account

•
Master Circular – Remittance Facilities for Non-Resident Indians/Persons of Indian Origin / Foreign Nationals

•
Master Circular – Risk Management and Inter-Bank Dealings

Government Business
Jul 01, 2008

•
Master Circular - Conduct of Government Business by Agency Banks - Payment of Agency Commission

•
Master Circular - Disbursement of Pension by Agency Banks

•
Master Circular – Appointment & delisting of Brokers and Payment of Brokerage on Relief / Savings Bonds

•
Master Circular – Collection of Direct Taxes- OLTAS

•
Master Circular – Nomination Facility in Relief / Savings Bonds

Non-banking Supervision
Jul 01, 2008

•
Master Circular - Exemptions from the provisions of RBI Act, 1934

•
Master Circular - Frauds – Future approach towards monitoring of frauds in NBFCs

•
Master Circular – "Residuary Non-Banking Companies (Reserve Bank) Directions, 1987”

•
Master Circular – “Miscellaneous Non-Banking Companies (Reserve Bank) Directions, 1977”

•
Master Circular – “Mortgage Guarantee Companies Prudential Norms (Reserve Bank) Directions, 2008” and " Mortgage Guarantee Companies Investment (Reserve Bank) Directions, 2008"

•
Master Circular – “Mortgage Guarantee Company (Reserve Bank) Guidelines, 2008”

•
Master Circular – “Non-Banking Financial (Deposit Accepting or Holding) Companies Prudential Norms (Reserve Bank) Directions, 2007”

•
Master Circular – “Non-Banking Financial (Non - Deposit Accepting or Holding) Companies Prudential Norms (Reserve Bank) Directions, 2007”

•
Master Circular – “Non-Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 1998”

•
Master Circular – “Non-Banking Financial Companies Auditor’s Report (Reserve Bank) Directions, 1998”

•
Master Circular – “Reserve Bank of India (Non-Banking Financial Companies) Returns Specifications 1997”

•
Master Circular – Directions/instructions issued to Securitisation Companies/ Reconstruction Companies

•
Master Circular – The Securitisation Companies and Reconstruction Companies (Reserve Bank) Guidelines and Directions, 2003

Primary Dealers
Jul 01, 2008

•
Master Circular - Capital Adequacy Standards and Risk Management Guidelines for standalone Primary Dealers

•
Master Circular – Operational Guidelines to Primary Dealers

Special Programmes
Jul 01, 2008

•
Master Circular - Credit facilities to Minority Communities

•
Master Circular - Credit facilities to Scheduled Castes (SCs) & Scheduled Tribes (STs)

•
Master Circular - New “ Self Employment Scheme for Rehabilitation of Manual Scavengers” (SRMS)

•
Master Circular - Swarna Jayanti Shahari Rozgar Yojana (SJSRY)

•
Master Circular - Swarnajayanti Gram Swarozgar Yojana (SGSY)

Top
2.4.6 Checklist on LFAR 
Long form Audit Report – An Introduction

As part of Statutory Audit of Bank Branches, an Auditor is required to answer a detailed questionnaire [LFAR] prepared by Reserve Bank of India (RBI).

LFAR has been in use since 1992-93. Changes in the regulatory /supervisory framework of bank along with widening role of Statutory Branch Auditors in certifications and validations necessitated a revision in LFAR .Reserve bank of India (RBI) advised the current format of LFAR (LFAR) for the banks from their auditors vide circular number DBS.CO.PP.BC.11/11.01.005/2001-2002 dated April 17, 2002 .The revised format is applicable from the year ending March 31, 2003. The

Auditors of Public sector banks, Private sector banks and foreign banks (including their branches) have to furnish this long form Audit report

The said circular includes the following documents

(i) Questionnaire in connection with LFAR in respect of a branch.

(ii) Questionnaire applicable to specialised branches.

(iii) Annexure to the LFAR for   furnishing   details   of large/irregular/critical accounts and

(iv) LFAR by Central Statutory auditors of bank

Purpose OF LFAR

1. LFAR is designed to focus on systemic issues in banks and tries to address them through the insight of the bank branch auditors. 

2. It also acts as an early whistle blower for the irregularities persisting in the branch/bank

3. LFAR serves as an excellent audit planning tool. By studying the questionnaire in detail the auditor can plan the audit effectively and allocate time to each area accordingly.

Types of LFAR

LFAR is of two types

a) LFAR in case of Bank Branches

-The auditors have to answer a detailed questionnaire designed by RBI. They should address LFAR to Chairman of Bank, Copy to Central Statutory Auditors

b) LFAR  in case of Banks

- Many of the matters dealt with by the Central Statutory Auditors are based on the LFAR received from the Branch auditors. It is therefore necessary that the responses to questionnaire should be categorical, specific and to the point. The answers should not be only ‘Yes/No/Not Applicable’.
  The Central Statutory Auditors should address their report to the Chairman of the Bank     concerned along with a copy to the designated office of RBI

LFAR as compared with MAIN AUDIT REPORT

1. LFAR is not substitution of the statutory report, neither a part of the said report. LFAR is actually a management Report.

2. Matters required to be reported by the auditor in LFAR are illustrative not exhaustive

3. Where any of the comments given in LFAR is adverse, the auditor should consider whether a qualification in his main report is necessary. So LFAR should be completed before main report. 
4. At times though audit qualifications are included in the LFAR, they are not highlighted in the main Audit Report. Every adverse comment would not result in Qualification in main audit report. Auditor has to use his professional judgment having regard to the facts and circumstances of each case.
5. Work on LFAR should be started simultaneously with statutory audit so as to avoid duplication of work
6. LFAR covers all the areas of the Branch Audit and is the end result of the auditor’s efforts and would reflect on professional competence and therefore should not be treated as a mere questionnaire to be filed in a routine way

Reporting to RBI

The Central  Statutory Auditors should address  their Long Form Audit Report to the Chairman of the bank concerned and a copy thereof should be forwarded to (he designated office of the Reserve Bank of India. Clause 1 of Part I of the Second schedule to the Chartered Accountants Act,1949 stipulate that an auditor would be liable for disciplinary action by the Institute if he discloses any information to a third party  without the consent of the client. Hence it is essential that permission to disclose information is explicitly stated in the letter of appointment given to the auditors.

LFAR in case of Bank Branches

    Structure of LFAR in case of Bank Branches is as follows

(i) Questionnaire in connection with LFAR in respect of a branch.

(ii) Questionnaire applicable to specialised branches.

(iii) Annexure   to  the  LFAR  for   furnishing details of large/irregular/critical accounts (to be obtained from the branch management by the Branch Auditors of branches dealing in large advances/asset recovery branches)

Questionnaire in connection with LFAR in respect of a branch
	I. Assets


	Sub-categories
	Questions to be responded
	Number of Questions

	1.Cash 
	(a)to  (d) 
	4

	2. Balance with RBI, SBI and other banks
	(a) to (c)
	3

	3. Money at call and short notice
	
	1

	4. Investments
	(A) For Branches in India –

(a) to (f)

(B) For Branches outside India- 
(a)to (d)
	6

4

	5. Advances
	(a) Credit Appraisal- 

(b) Sanctioning/Disbursement- 

(i)and (ii)

(c )documentation- (i) to (iii)

(d)Review/Monitoring/Supervision (i) to (xvi)

(e) Guarantees and Letters of Credit (i)and (ii)


	1

2

3

16

2

	6. Other Assets 
	(a ) Stationery and Stamps

  (i) and (ii)

(b) Suspense Accounts/Sundry Assets (i) and (ii)


	2

2

	
	TOTAL
	46

	II. Liabilities

	1. Deposits
	(i)to (iii)
	3

	2. Other Liabilities
	(i) and  (ii)
	2

	3. Contingent liabilities
	
	1

	
	Total
	6

	III
Profit and Loss account

	
	(i) to (v)
	5

	
	Total
	5

	IV.   General

	1. Books and records
	(a), (b)
	2

	2. Reconciliation of Control and subsidiary records
	
	1

	3. Inter branch accounts
	(i) to (vi)
	6

	4. Audits/ Inspections
	(i) to (ii)
	2

	5. Frauds
	
	1

	6. Miscellaneous
	(i) to (iii)
	3

	
	Total
	15


Questionnaires Applicable to Specialized Branches

	
	
	

	A
	For Branches dealing in Foreign Exchange Transactions
	4

	B
	For Branches dealing in very large advances in excess of Rs. 100 crores
	3

	C
	For Branches dealing in Non Performing Assets such as Asset Recovery Management Branches
	7

	D
	For Branches dealing in Clearing House Operations, normally referred to as Service Branches
	3


ANNEXURE to the Long Form Audit Report (FOR LARGE/IRREGULAR/CRITICAL ADVANCE ACCOUNTS)

  (To be obtained from the branch management by the Branch Auditors of branches dealing in large advances/asset recovery branches)

- 26 particulars to be obtained

 CHECKLIST ON Questionnaire in connection with LFAR in respect of a branch

	S.No
	Aspects to be seen 
	Checked by 
	Supervised by 

	
	A) - Assets
	
	

	I
	Cash 
 
	 
	 

	1
	Verify that cash balance is within limits fixed by controlling authorities
	 
	 

	2
	Check the adequacy of insurance cover of cash-on-hand and cash in transit
	 
	 

	3
	Verify that cash is maintained in custody of two or more officials
	 
	 

	4
	Verify documents relating to checking of cash balance by bank officials during the year 
	 
	 

	II
	Balances with Reserve Bank of India, State Bank of India and Other   Banks
 
	 
	 

	5
	Verify the confirmation certificate obtained from RBI ,SBI and other banks 
	 
	 

	6
	In bank reconciliation verify the cash transaction remaining un responded, revenue items requiring adjustments/write off and old outstanding entries 
	 
	 

	7
	Verify whether any item deserves special attention of  the  management
	
	

	III
	Money at call and short notice
	
	

	8
	Verify whether there are any there are any unauthorized deposits  or any deposits in excess of authorized deposits into this account
	
	

	IV
	Investments
	 
	 

	
	A) For Branches in India
	
	

	9. 
	Physically verify the investments held by branch on behalf of head office
	 
	 

	10. 
	Verify that income received on investments reported to head office 
	 
	 

	11. 
	Verify that income on investments is recognized in the branch is not in contrary to instructions issued by controlling authorities 
	 
	 

	12. 
	Obtain the list of matured or overdue investments which have not been verified 
	 
	 

	13. 
	Verify that guidelines of RBI regarding securities have been compiled with 
	 
	 

	14. 
	Verify that guidelines of RBI regarding valuation of investments have been complied with 
	 
	 

	
	B) For Branches outside India
	
	

	15. 
	Verify that in respect of purchase and sale of Investments the branch has acted within its delegated authority
	
	

	16. 
	Ensure that the  investments  held by the branch  whether  on  its  own account or on behalf of the Head office/other branches been  made available  for physical verification
	
	

	17. 
	Enquire about the mode of valuation of investments
	
	

	18. 
	Verify the case where there are any matured or overdue investments which  have not been en-cashed
	
	

	V
	Advances 
	 
	 

	
	a)  Credit appraisal
	
	

	19. 
	Verify that branch has complied with procedures/ instructions issued by controlling authorities  regarding loan applications enhancements of limits etc 
	 
	 

	
	b) Sanctioning/Disbursement
	
	

	20. 
	Verify that credit facilities have been sanctioned with in limits fixed by branch or controlling authorities
	 
	 

	21. 
	Verify that advances have been disbursed after complying terms and conditions of the sanction
	 
	 

	
	c) Documentation
	
	

	22. 
	Examine that credit facilities have been released by branch after execution of all necessary documents 
	 
	 

	23. 
	List out the cases of deficiency in documentation, non-registration of charge, non obtaining of guarantees
	 
	 

	24. 
	Examine that advances  against lien of deposits have  been         granted  by marking a lien on the deposit
	 
	 

	
	d) Review/ Monitoring/ Supervision
	
	

	25. 
	Check  that register has been  maintained noting the due date for renewal of limits 
	 
	 

	26. 
	Examine that stock/book debt statements and other periodic operational   data and financial statements, etc., received regularly from  the  borrowers and duly scrutinized
	 
	 

	27. 
	Examine the system of obtaining reports on stock  audits periodically
	 
	 

	28. 
	Obtain the cases of advances to non-corporate  entities with limits beyond Rs. 10 lakhs where the Branch has not obtained  the  audited accounts of borrowers
	 
	 

	29. 
	Obtain the report on inspection or physical verification of securities charged to the Bank
	 
	 

	30. 
	List out the cases of deficiencies in value of securities and inspection thereof or any other adverse features such as frequent/unauthorized overdrawing  beyond  limits,   inadequate   insurance coverage, etc
	 
	 

	31. 
	Verify that in  respect  of  leasing  finance  activities, branch has complied   with   the guidelines  issued  by   the   controlling authorities  of  the bank relating to  security  creation, asset inspection,  insurance, etc
	 
	 

	32. 
	Check the recovery of credit card dues
	 
	 

	33. 
	Verify that branch has identified and classified   advances into standard/substandard/doubtful/loss assets in line with the norms prescribed by the Reserve Bank of India
	 
	 

	34. 
	Issue Memorandum of change where you disagree with the branch classification of    advances into standard  / substandard/ doubtful/ loss  assets
	 
	 

	35. 
	List out cases where the relevant Controlling authority of the bank has authorised legal action for recovery of advances or recalling of advances but no such action was taken by the branch
	 
	 

	36. 
	Confirm that all non-performing advances been promptly reported to the controlling Authority of the bank
	 
	 

	37. 
	Confirm that appropriate   claims   for DICGC   and   Export   Credit Guarantee/Insurance and subsidies, if any, been duly lodged and settled. Obtain the year wise status of pending claims both in number and amounts 
	 
	 

	38. 
	Confirm that in respect of NPAs,  branch has obtained valuation  reports  from approved valuers for  the  fixed  assets charged   to   the  bank,  once  in  three  years
	 
	 

	39. 
	Confirm that branch complied  with  the recovery Policy prescribed by the controlling authorities of  the  bank with respect to compromise/settlement and write-off cases 

 List out the cases of compromise/settlement and write-off cases involving write-offs/waivers in excess of Rs. 50.00 lakhs
	 
	 

	40. 
	List out  the  major deficiencies in credit  review ,monitoring  and  supervision
	
	

	
	e) Guarantees and Letters of credit
	
	

	41. 
	Take the details of outstanding amounts of guarantees invoked and funded by the Branch at the end of the year 
	 
	 

	42. 
	Take the details of the outstanding amounts of letters of credit and  co-acceptances  funded by the Branch at the end of the yea
	 
	 

	V
	Other assets 
	 
	 

	
	a) Stationery and stamps
	
	

	43. 
	Check the internal control over issue  and custody of stationery comprising security items  
	 
	 

	44. 
	List out the details of missing/lost items of stationery?

 
	 
	 

	
	b) Suspense Accounts / Sundry assets
	
	

	45. 
	Confirm that system of the Bank ensure expeditious clearance of items debited to Suspense account? 
	 
	 

	46. 
	List out details of old outstanding entries in suspense account along with reasons 
	 
	 

	
	B)  Liabilities
	 
	 

	I
	Deposits
	
	

	47. 
	List out the cases where guidelines with respect to conduct and operations of inoperative accounts are not being followed 
	 
	 

	48. 
	List out details of the cases where any unusual large movements (whether increase  or  decrease) in the aggregate deposits held at the year-end after the balance sheet date and till the date of audit
	 
	 

	49. 
	List out overdue/matured term deposits at the end of the year
	 
	 

	II
	Other Liabilities
	
	

	
	Bills Payable, Sundry Deposits etc
	
	

	50. 
	Scrutinize the bills payable, Sundry Deposits accounts with special attention for old outstanding items or unusual items etc
	 
	 

	51. 
	Report on any unusual items or material debits from these accounts
	 
	 

	III
	Contingent Liabilities
	
	

	52. 
	List out major items of contingent liabilities
	
	

	VII
	C) Profit and loss account
	 
	 

	53. 
	Test check discrepancies in interest/discount and for timely adjustment thereof
	 
	 

	54. 
	Test check that branch has complied with  the  Income  Recognition  norms prescribed by RBI
	 
	 

	55. 
	Examine whether the branch has a system to compute discrepancies in interest on deposits
	
	

	56. 
	Examine the system of estimating and providing  interest accrued on overdue/matured term deposits
	
	

	57. 
	Examine any divergent trends in major items  of  income  and expenditure, which are not satisfactorily explained by the branch
	 
	 

	VIII
	D) General
	 
	 

	
	a) Books and records
	
	

	58. 
	Confirm that in case books of account  are  maintained  manually, they  have   been properly   maintained,   with  balances  duly   inked   out   and authenticated by the authorized signatories
	 
	 

	59. 
	In case of computerized branch 

· confirm that hard copies of accounts are printed regularly

· Check the adequacy of access and data security measures 

· Check that user time out  is prescribed and followed 

· Confirm  that regular backup of accounts are taken

· Check the contingency and disaster recovery plans for loss/encryption of data
	 

 

 

 

 

 

 

 

 

 

	
	b) Reconciliation  of control and subsidiary records
	
	

	60. 
	Check the reconciliation status of control and subsidiary records
	 
	 

	
	c) Inter- Branch Accounts
	
	

	61. 
	Confirm that branch   forwards   on a   daily   basis   to  a  designated cell/Head  Office,  a statement of debit/credit  transactions  in  relation to other branches
	 
	 

	62. 
	Confirm that the H.O balance in the statement tallies with the H.O account in General Ledger
	
	

	63. 
	Verify whether there are any outstanding debits in the H.O Account in respect of inter branch transactions
	
	

	64. 
	Confirm that   branch   expeditiously   comply  with/respond  to   the communications  from the designated cell/Head Office  as  regards unmatched  transactions  
	 
	 

	65. 
	Confirm that there are no double responses  in the H.O Account
	
	

	66. 
	Verify whether there are any old/large outstanding transaction/entries at debits as at year-end which remain unexplained in the accounts relatable  to inter-branch adjustments
	
	

	
	d) Audits/ Inspections
	
	

	67. 
	Check whether branch is covered by concurrent audit or any other inspection during the year
	
	

	68. 
	Check out major adverse  comments  arising  out  of the  latest  reports  of  the previous   auditors,  concurrent  auditors,  stock  auditors   or internal  auditors,  or  in the special audit report  or  in  the inspection  Report  of  the Reserve Bank of  India  
	 
	 

	
	e) Frauds
	
	

	69. 
	Verify the details of frauds discovered during the year 
	 
	 

	
	f)  Miscellaneous
	
	

	70. 
	Examine that accounts do not indicate any possible window dressings
	 
	 

	71. 
	Verify that the branch maintains records of all fixed assets acquired and held by it irrespective of whether the values thereof have been centralized
	
	

	72. 
	Check whether there are any other matters to be brought to the notice of the management or Central statutory auditors
	
	


4.2 Checklist on Questionnaire applicable to specialised branches
	I
	For Branches dealing in Foreign Exchange Transactions
	 
	 

	1. 
	List out any  material adverse features  pointed  out  in  the reports  of  concurrent auditors, internal  auditors  and/or  the  Reserve  Bank  of  India's inspection report  which  continue  to   persist  in  relation to NRE/NRO/NRNR/FCNR-B/EEFC/RFC  and  other similar  deposit accounts.

 
	 
	 

	2. 
	Confirm that the Branch has followed the instructions and  guidelines  of  the  controlling authorities of the bank with regard  to  deposits, advances, export bills, bill for collection ,dealing room operations in relation to the foreign exchange

 
	 
	 

	3. 
	a) Confirm that Nostro Accounts are regularly operated

b) Verify that periodic  balance  confirmations  obtained  from   all concerned overseas branches/correspondents in respect of Nostro accounts

c) Confirm that Nostro accounts are   reconciled periodically 
	 

 

 

 

 

 

 

 

	4. 
	Confirm that branch followed  the prescribed procedures in relation  to maintenance of Vostro Accounts
	

	II
	For branches dealing in very large advances  such  as  corporate  banking  branches  and industrial finance branches  or  branches  with  advances in excess of Rs. 100 crores.
	 
	 

	1

1
	Obtain information from management in prescribed format of borrowers with outstanding of Rs. 2 crores and above 

Verify the significant adverse features and which might need the attention of the management/central Statutory Auditors
	 

 

 

 

	2
	Check the major  shortcomings  in  credit  appraisal, monitoring, etc. 
	 
	 

	3
	List the accounts (with outstandings in  excess  of  Rs.  1.00  crore), which have either been downgraded or upgraded with regard to their classification as Non Performing Asset or Standard Asset during the year
	 
	 

	III
	For branches dealing in recovery of Non Performing Assets such  as asset recovery branches
	 
	 

	1. 
	Obtain information from management in prescribed format of borrowers with outstanding of  Rs. 2 crores and above
	 
	 

	2. 
	List out the  accounts  (with outstandings in  excess  of  Rs.  2.00 crores), which have been upgraded from Non Performing to Standard during the year and the reasons therefore
	 
	 

	3. 
	Verify whether the branch has a system of updating periodically the information relating to the valuation of security charged to bank
	
	

	4. 
	Check  the age-wise analysis of the recovery suits filed and pending cases
	 
	 

	5. 
	Check that branch is prompt in ensuring execution of  decrees  obtained for  recovery from the defaulting borrowers
	 
	 

	6. 
	List out the recoveries and their appropriation against the  interest and  the  principal and the accounts  settled/written  off/closed during the year
	 
	 

	7. 
	List out the details of new borrower accounts transferred to the Branch during the year. Confirm that all the relevant documents and records relating to these borrower accounts been transferred to the Branch. Confirm that the Branch  obtained  confirmation  that  all  the  accounts  of  the  borrower (including non-fund based exposures and deposits pending adjustment/margin deposits) been transferred to the Branch   

 
	 
	 

	IV
	For  branches  dealing  in  Clearing  House  Operations,  normally   referred to as Service Branches
	 
	 

	1
	Confirm that branch  have  a  system  of  periodic  review  of  the outstanding  entries in clearing adjustments accounts
	 
	 

	2
	Review   clearing   adjustments    accounts

(inwards/outwards) for any  old/large/unusual   outstanding entries  
	 
	 

	3
	Confirm that the  Branch  strictly  followed  the  guidelines   of   the  controlling  authority  of the bank with  respect  to  operations  related  to  clearing transactions
	 
	 


Annexure   to  the  LFAR  for   furnishing details of large/irregular/critical accounts (to be obtained from the branch management by the Branch Auditors of branches dealing in large advances/asset recovery branches)

  1. Name of the Borrower

  2. Address

  3. Constitution

  4. Nature of business/activity

  5. Other units in the same group

  6. Total exposure of the branch to the Group

     Fund Based (Rs. in lakhs)

     Non-Fund Based (Rs. in lakhs)

  7. Name of Proprietor/Partners/Directors

  8. Name of the Chief Executive, if any

  9. Asset Classification by the Branch

     (a) as on the date of current audit

     (b) as on the date of previous Balance Sheet

  10. Asset Classification by the Branch Auditor

     (a) as on the date of current audit

     (b) as on the date of previous Balance Sheet

  11. Are there any adverse features pointed out in relation

      to asset classification by the Reserve Bank of India Inspection

      or any other audit.

  12. Date on which the asset was first

      classified as NPA (where applicable)

  13. Facilities sanctioned :

  |----------|------------|---------|----------|------------|----------|--------------------|

  | Date of  |   Nature   |   Limit |   Prime  | Collateral | Margin % |       Balance      |

  | Sanction |    of      | (Rs. in | Security |  Security  |          |     outstanding    |

  |          | facilities |  Lakhs) |          |            |          |      year-end      |

  |          |            |         |          |            |          |---------|----------|

  |          |            |         |          |            |          | Current | Previous |

  |          |            |         |          |            |          | Year    |  Year    |

  |----------|------------|---------|----------|------------|----------|---------|----------|

  |          |            |         |          |            |          |         |          |

  |----------|------------|---------|----------|------------|----------|---------|----------|

  |          |            |         |          |            |          |         |          |

  |----------|------------|---------|----------|------------|----------|---------|----------|

  | Provision Made : Rs. ....... lakhs                                           |          |

  |----------|------------|---------|----------|------------|----------|---------|----------|

  14. Whether the advance is a consortium advance or

      an advance made on multiple-bank basis

  15. If Consortium,

     (a) names of participating banks

         with their respective shares

     (b) name of the Lead Bank in Consortium

  16. If on multiple banking basis, names of other banks and

      evidence thereof

  17. Has the Branch classified the advance under the Credit

      Rating norms in accordance with the guidelines of the

      controlling authorities of the Bank

  18. (a) Details of verification of primary security

          and evidence thereof;

      (b) Details of valuation and evidence thereof

  |---------------|--------------------|-------|-----------|

  | Date verified | Nature of Security | Value | Valued by |

  |---------------|--------------------|-------|-----------|

  |               |                    |       |           |

  |---------------|--------------------|-------|-----------|

  |               |                    |       |           |

  |---------------|--------------------|-------|-----------|

  | Insured for Rs. ....... lakhs (expiring on .......)    |

  |---------------|--------------------|-------|-----------|

  19 (a) Details of verification of collateral security and evidence

         thereof

     (b) Details of valuation and evidence thereof

  |---------------|--------------------|-------|-----------|

  | Date verified | Nature of Security | Value | Valued by |

  |---------------|--------------------|-------|-----------|

  |               |                    |       |           |

  |---------------|--------------------|-------|-----------|

  |               |                    |       |           |

  |---------------|--------------------|-------|-----------|

  | Insured for Rs. ....... lakhs (expiring on .......)    |

  |---------------|--------------------|-------|-----------|

  20 Give details of the Guarantee in respect of the advance

     (a) Central Government Guarantee;

     (b) State Government Guarantee;

     (c) Bank Guarantee or Financial Institution Guarantee;

     (d) Other Guarantee

  Provide the date and value of the Guarantee in respect of the above.

  21 Compliance with the terms and conditions

     of the sanction

  |-----------------------------------------------------------------|-------------|

  |                          Terms and Conditions                   | Compliance  |

  |-----------------------------------------------------------------|-------------|

  | (i)   Primary Security                                          |             |

  |                                                                 |             |

  |       (a) Charge on primary security                            |             |

  |                                                                 |             |

  |       (b) Mortgage of fixed assets                              |             |

  |                                                                 |             |

  |       (c) Registration of charges with Registrar of Companies   |             |

  |                                                                 |             |

  |       (d) Insurance with date of validity of Policy             |             |

  |-----------------------------------------------------------------|-------------|

  | (ii)  Collateral Security                                       |             |

  |                                                                 |             |

  |       (a) Charge on collateral security                         |             |

  |                                                                 |             |

  |       (b) Mortgage of fixed assets                              |             |

  |                                                                 |             |

  |       (c) Registration of charges with Registrar of Companies   |             |

  |                                                                 |             |

  |       (d) Insurance with date of validity of Policy             |             |

  |-----------------------------------------------------------------|-------------|

  | (iii) Guarantees - Existence and execution of valid             |             |

  |       guarantees                                                |             |

  |-----------------------------------------------------------------|-------------|

  | (iv)  Asset coverage to the branch based upon the               |             |

  |       arrangement (i.e., consortium or multiple-bank basis)     |             |

  |-----------------------------------------------------------------|-------------|

  | (v)   Others :                                                  |             |

  |                                                                 |             |

  |       (a) Submission of Stock Statements/Quarterly              |             |

  |           Information Statements and other Information          |             |

  |           Statements                                            |             |

  |                                                                 |             |

  |       (b) Last inspection of the unit by the Branch officials   |             |

  |           Give the date and details of errors/omissions noticed |             |

  |                                                                 |             |

  |       (c) In case of consortium advances, whether copies of     |             |

  |           documents executed by the company favouring the       |             |

  |           consortium are available                              |             |

  |                                                                 |             |

  |       (d) Any other area of non-compliance with the terms and   |             |

  |           conditions of sanction                                |             |

  |-----------------------------------------------------------------|-------------|

  22 Key financial indicators for the last two years and projections for

     the current year

     (Rs. in lakhs)

  |-------------------------------|-----------------|-----------------|-----------------|

  |         Indicators            |  Audited        |  Audited        |  Estimates for  |

  |                               | year ended      | year ended      | year ended 31st |

  |                               | 31st March .... | 31st March .... |  March .......  |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Turnover                      |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Increase in turnover % over   |                 |                 |                 |

  | previous year                 |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Profit before depreciation,   |                 |                 |                 |

  | interest and tax              |                 |                 |                 |

  |                               |                 |                 |                 |

  | Less : Interest               |                 |                 |                 |

  |                               |                 |                 |                 |

  | Net Cash Profit before tax    |                 |                 |                 |

  |                               |                 |                 |                 |

  | Less : Depreciation           |                 |                 |                 |

  |                               |                 |                 |                 |

  | Less : Tax                    |                 |                 |                 |

  |                               |                 |                 |                 |

  | Net Profit after Depreciation |                 |                 |                 |

  | and Tax                       |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Net Profit to Turnover Ratio  |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Capital (Paid-up)             |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Reserves                      |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Net Worth                     |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Turnover to Capital           |                 |                 |                 |

  | Employed Ratio                |                 |                 |                 |

  | (The term capital employed    |                 |                 |                 |

  | means the sum of Net Worth    |                 |                 |                 |

  | and Long Term Liabilities)    |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Current Ratio                 |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Stock Turnover Ratio          |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Total Outstanding             |                 |                 |                 |

  | Liabilities/total Net         |                 |                 |                 |

  | Worth Ratio                   |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | In case of listed companies,  |                 |                 |                 |

  | Market Value of Shares        |                 |                 |                 |

  | (a) High,                     |                 |                 |                 |

  | (b) Low; and                  |                 |                 |                 |

  | (c) Closing                   |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Earning Per Share             |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Whether the accounts were     |                 |                 |                 |

  | audited ?                     |                 |                 |                 |

  |                               |                 |                 |                 |

  | If yes, upto what date;       |                 |                 |                 |

  | and are there any audit       |                 |                 |                 |

  | qualifications                |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  23 Observations on the operations in the account :

  |---------------------------------|-----------------|-------------------|

  |                                 |   Excess over   | Excess over limit |

  |                                 |  drawing power  |                   |

  |---------------------------------|-----------------|-------------------|

  | 1. No of occasions on which the |                 |                   |

  | balance exceeded the drawing    |                 |                   |

  | power/sanctioned limit (give    |                 |                   |

  | details)                        |                 |                   |

  |---------------------------------|-----------------|-------------------|

  | Reasons for excess drawings,    |                 |                   |

  | if any                          |                 |                   |

  |---------------------------------|-----------------|-------------------|

  | Whether excess drawings were    |                 |                   |

  | reported to the Controlling     |                 |                   |

  | Authority and approved          |                 |                   |

  |---------------------------------|-----------------|-------------------|

  |---------------------------------|-----------------|-------------------|

  |                                 | Debit Summation |  Credit Summation |

  |                                 | (Rs. in Lakhs)  |  (Rs. in Lakhs)   |

  |---------------------------------|-----------------|-------------------|

  | 2. Total summation in the       |                 |                   |

  | account during the year         |                 |                   |

  |                                 |                 |                   |

  | Less : Interest                 |                 |                   |

  |                                 |                 |                   |

  | Balance                         |                 |                   |

  |---------------------------------|-----------------|-------------------|

  24   Adverse   observations   in   other   audit    reports/inspection

       Reports/Concurrent  Auditor's Report/Internal Audit  Report/Stock

       Audit  Report/Special  Audit  Report or  Reserve  Bank  of  India

       Inspection with regard to :

       (i)   Documentation;

       (ii)  Operations;

       (iii) Security/Guarantee; and

       (iv)  Others

  25 Branch Manager's overview of the account and its operation.

  26   (a)  In case  the  borrower  has  been  identified/classified  as

       Non-performing  Asset  during  the  year,  whether any unrealised

       income including income accrued  in  the  previous  year has been

       accounted as income, contrary to the Income Recognition Norms.

       (b)  Whether  any action has been initiated towards  recovery  in

       respect  of  accounts  identified/classified  as   Non-performing

       Assets.

  Date :

                                                  




    Signature and Seal

                                                 




    of Branch In-Charge

5.0 LFAR  in case of Banks

The matters to be dealt with by the statutory auditors in their LFAR is as follows

I. ADVANCES – Advances form a very important part of Banking Business and the auditor needs to pay special attention.  

     1. Loan Policy

     2. Credit Appraisal

  3. Sanctioning/Disbursement      

  4. Documentation           

  5. Review/Monitoring/Supervision        

  6. Recovery Policy in respect of and Bad/doubtful debts/ NPAs     

  7. Large Advances

II. LIQUIDITY AND FUNDS MANAGEMENT  

1. Investments

2. SLR/CRR Requirements - System of ensuring compliance

3. Cash

4. Call Money operations

5. Asset Liability Management

III. INTERNAL CONTROL

1. Written guidelines/instructions/manual for accounting aspects

2. Balancing of Books/Reconciliation of control and subsidiary records

3. Inter-branch Reconciliation
4. Branch Inspections
5. Frauds/ Vigilance
6. Suspense Accounts, Sundry deposits etc
IV. CAPITAL 

V. AUTOMATION AND COMPUTERISATION

VI.          PROFITABILITY     
  VII.         SYSTEMS AND CONTROLS

   VIII.       OTHER MATTERS

1. Comments on accounting policies including comments on changes in accounting policies made during the period.

2. Policies   and   systems for monitoring activities   such   as underwriting, derivatives, etc.

3.  Adequacy of provisions made for statutory liabilities such as Income Tax, Interest Tax, Gratuity, Pension, Provident Fund, etc.

4. Adequacy   of provisions made for off-balance sheet   exposures and other claims against the bank.

5. Any   major   observations on branch returns and   process of their consolidation in final statement of accounts.

6. Balances with other banks - observations on outstanding   items in reconciliation statements.

7. Procedure for revaluation of NOSTRO accounts and outstanding forward exchange contracts.

8. Observations on the working of subsidiaries of the bank :  

             (a) Reporting system to the holding bank and

             (b) Major losses of the subsidiary, if any.

 9.          Any other matter, which the auditor considers should be brought to the notice of the management.

Top
2.4.7 Checklist on items of Balance Sheet and Profit And Loss accounts

	S.No
	Aspects to be checked 
	Checked by 
	Supervised by 

	I
	Checklist on Loan and advances 
	 
	 

	1
	Check the individual balance in each loan ledger with the trial balance book 
	 
	 

	2
	Verify the head office sanction /renewal for each advances
	 
	 

	3
	Verify that advances have been properly classified into Standard, Sub-standard, doubtful and Loss assets
	 
	 

	4
	See that margins are maintained in respect of secured advances 
	 
	 

	5
	Advances are classified in such a way that information required in schedule 9 of banking regulation act, 1949 can be gathered. Advances are classified in the balance sheet of banks in three ways- Classification based on nature of advance, classification based on nature and extent of security, classification based on place of making advances 
	 
	 

	6
	Ascertain whether Credit Scoring system has been accessed by the banks to assess the credit worthiness and capacity of a borrower to repay his loan and advances and also discharge his other obligations in respect of credit facility availed or to be availed by him particularly in view of Credit Information Companies (Regulation) Act, 2005 (CICRA).
	 
	 

	7
	The auditor should examine that any advance made by a banking company otherwise than in the course of banking business, such as, prepaid expenses, is not included under the head  ‘advances’ but is included under ‘other assets’
	 
	 

	8
	There should be no unrecorded advances 
	 
	 

	9
	Examine that the operation of each advance is reviewed at least once in a year 
	 
	 

	10
	Amounts included in balance sheet in respect of advances are outstanding at the date of the balance sheet
	 
	 

	11
	Examine that advances represent amount due to the bank
	 
	 

	12
	The bank should make an advance only after satisfying itself as to the credit worthiness of the borrower and after obtaining sanction from the appropriate authorities of the bank
	 
	 


	13
	All the necessary documents (e.g., agreements, demand promissory notes, letters of hypothecation, etc.) should be executed by the parties before advances are made
	 
	 

	 
	Advances against goods
	 
	 

	1
	Examine the stock statements and ascertain that the loans 

availed is with in the drawing power/limits sanctioned
	 
	 

	2
	Verify the fire insurance policy and ascertain that polices are alive as at 31st March 2006
	 
	 

	3
	Verify that letter of hypothecation has been executed in favour of bank
	 
	 

	4
	See that name board of the bank with mention of pledge /hypothecation has been properly displayed at a conspicuous place in borrower’s godown
	 
	 

	5
	Verify that charge is duly registered with ROC in case  of loan on hypothecation to limited company  
	 
	 

	6
	Banks should have a system in place to ensure that the borrower does not avail the advantage double financing on same stock, i.e., financing from bank for the portion of stock not paid to the creditors
	 
	 

	7
	Stock registers are maintained by the godown keepers of the lending bank in respect of goods pledged with the bank.  The godowns are regularly inspected by the inspectors and other officers of the bank
	 
	 

	 
	Loan on deposits (fixed deposits)
	 
	 

	1
	See that deposit receipts /pass books/ cash certificates have been duly discharged in favor of bank at the time of discharge
	 
	 

	2
	See that bank’s lien have been marked on deposit receipts as in their respective ledger folio
	 
	 

	3
	See that deposit receipts /pass books/ cash certificates have been duly discharged in favor of bank at the time of discharge
	 
	 

	4
	Stock registers are maintained by the godown keepers of the lending bank in respect of goods pledged with the bank.  The godowns are regularly inspected by the inspectors and other officers of the bank
	 
	 

	5
	See that no advance is granted against duplicate receipt without proper verification
	 
	 

	6
	In case of advances against deposit receipts of other branches ,to verify the intimation to that branch to mark the lien and to see that the same has been acknowledged  by other branch
	 
	 

	 
	Vehicle advance
	 
	 

	1
	Verify the copies of registration certificate
	 
	 

	2
	Test check the original certificate and ascertain that endorsement is made in favor of bank
	 
	 

	3
	See that vehicle has been comprehensively insured and verify the banker’s clause in insurance policy
	 
	 

	 
	Advance against immovable property
	 
	 

	1
	Go through the legal opinion of bank’s lawyer about title of property to the borrower
	 
	 

	2
	Verify the latest tax receipts towards the payment of property tax and verify the encumbrance certificate till the date of deposit of title deed
	 
	 

	3
	Verify the engineer’s valuation
	 
	 

	4
	Verify whether building has been properly insured and policy has been taken in the joint name of bank and the mortgagor
	 
	 

	 
	Advances against LIC
	 
	 

	1
	Scrutinise the insurance policy and ascertain the surrender value from LIC
	 
	 

	2
	The surrender value of the policies is taken as the basis of valuation
	 
	 

	3
	If surrender value is subject to payment of certain premium  the amount of such premium  has been deducted from the surrender value.
	 
	 

	4
	Verify the latest premium receipts
	 
	 

	5
	Satisfy that sufficient margin is kept
	 
	 

	6
	Verify whether policies have been duly assigned by  the insured in favour of bank and assignment is noted by LIC
	 
	 

	 
	Advances against shares
	 
	 

	1
	Shares  are accompanied by blank transfer deeds duly signed by the person (normally the borrower) in whose name they are registered
	 
	 

	2
	In case of shares held in de materialised form, authorisation slips should be obtained from the borrower and kept by the banker
	 
	 

	3
	Bankers’ lien should be noted in de materialised account of the client    
	 
	 

	4
	If the person in whose name the securities are registered is other than the borrower, the bank satisfy itself that the person has a good title to the security.  The bank also obtains a letter of renunciation from the person in whose name the securities are registered.
	 
	 

	5
	When shares offered as security are under promoters’ quota, banks require the promoters to provide an undertaking not to dispose of these shares during the tenure of the loan
	 
	 

	6
	Banks insist that borrowers issue ‘mandates’ in their favour for collection of dividends, etc.  
	 
	 

	 
	Advances against bills purchased and discounted
	 
	 

	1
	All the outstanding bills have been taken in the balance sheet;
	 
	 

	2
	All the details, including the nature of the bills and documents, are mentioned in the register and that the bills have been correctly classified
	 
	 

	3
	The bills purchased or discounted from different parties are in accordance with the agreements with them and the total of outstanding bills of each party is not in excess of the sanctioned limit
	 
	 

	4
	The bills are not overdue.  If there are any overdue bills, the auditors should ascertain the reasons for the delay and the action taken by the bank
	 
	 

	II
	Checklist on cash balance
	 
	 

	1
	Carry out the physical verification of cash as close to the balance sheet date as possible
	 
	 

	2
	If cash is kept separately in different departments or at different locations (e.g. at extension counters), all the balances should be verified by the auditor simultaneously
	 
	 

	3
	The auditor should ensure that global policy has been taken for safety of cash from theft or burglary and such policy is in force
	 
	 

	4
	Obtain a certificate indicating denomination-wise cash balance as per physical verification
	 
	 

	5
	The cash balance as physically verified should be agreed with the balance shown in the cash book and the cash balance book
	 
	 

	6
	Foreign currency notes  should be converted at the market rate prevailing on the closing day as notified by the Foreign Exchange Dealers' Association of India (FEDAI)
	 
	 

	7
	Pay special attention to the system of operation of currency chest transactions, recording of such transactions, method and frequency of counting of cash, and reconciliation with the link office.
	 
	 

	III
	Checklist on balance with RBI
	 
	 

	1
	Verify the ledger balances in each account with reference to the bank confirmation certificates and reconciliation statements as at the year-end
	 
	 

	2
	The auditor should review the reconciliation statements. He should pay special attention to the following items appearing in the reconciliation statements:
	 
	 

	3
	Cash transactions remaining unresponded;
	 
	 

	4
	Revenue items requiring adjustments/write-offs; and
	 
	 

	5
	Old outstanding balances remaining unexplained/unadjusted for over one year
	 
	 

	6
	Obtain a written explanation from the management as to the reasons for old outstanding transactions in bank reconciliation statements remaining unexplained/unadjusted for over one year
	 
	 

	IV
	Checklist of Balance With Banks (Other than Reserve Bank of India)
	 
	 

	1
	Examine that no debit for charges or credit for interest is outstanding and all the items which ought to have been taken to revenue for the year have been so taken
	 
	 

	2
	Examine that no cheque sent or received in clearing is outstanding.
	 
	 

	3
	Examine that all bills or outstanding cheques sent for collection and outstanding as on the closing date have been credited subsequently.
	 
	 

	4
	Examine the large transactions in inter-bank accounts, particularly towards the year-end, to ensure that no transactions have been put through for window-dressing.
	 
	 

	5
	In respect of balances in deposit accounts, original deposit receipts should be examined in addition to confirmation certificates obtained from banks in respect of outstanding deposits. 
	 
	 

	6
	Balances in deposit accounts are usually (though not necessarily) in round figures. Where such balances are in odd figures, the auditor should enquire whether the account concerned is actually of the nature of a deposit account.
	 
	 

	V
	Checklist on Money at Call and Short Notice
	 
	 

	1
	The auditor should examine whether there is a proper authorisation, general or specific, for lending of the money at call or short notice. 
	 
	 

	2
	Compliance with the instructions or guidelines laid down in this behalf by the head office or controlling office of the branch, including the limits on lendings in inter-bank call money market, should also be examined. 
	 
	 

	3
	Call loans should be verified with the certificates of the borrowers and the call loan receipts held by the bank.
	 
	 

	4
	Examine whether the aggregate balances comprising this item as shown in the relevant register tally with the control accounts as per the general ledger
	 
	 

	5
	Examine subsequent repayments received from borrowing banks to verify the amounts shown under this head as at the year-end. It may be noted that call loans made by a bank cannot be netted-off against call loans received.
	 
	 

	6
	Examine that money market lendings for more than 6 days are not classified under this head, but are classified as ‘deposits’ or ‘advances’ depending on the nature of lending and the parties to whom the moneys have been lent.
	 
	 

	7
	Examine whether interest has been properly accrued and accounted for on year-end outstanding balances of money at call and short notice.
	 
	 

	VI
	Checklist on Other assets 
	 
	 

	1
	Credit card outstanding are not to be included under ‘Other Assets’. Instead, they have to be shown as part of advances
	 
	 

	2
	all loans and advances given to staff, which are non-interest bearing should be included in item 'Others' under 'Other Assets'
	 
	 

	3
	The balance in the inter-branch accounts, if in debit, is to be shown under this head
	 
	 

	4
	While verifying inter office adjustment a/c attention should be paid to the origin and validity of old outstanding unmatched entries, particularly debit entries.
	 
	 

	5
	Test check the computation of interest on inter-branch transactions by the branch
	 
	 

	6
	Stationery and stamps should include only exceptional items of expenditure on stationery like bulk purchase of security paper, loose leaf or other ledgers, etc. which are shown as quasi-asset to be written off over a period of time
	 
	 

	7
	Non-Banking Assets Acquired in Satisfaction of Claims should be valued at  amount lower of the net book value of the advance or net realizable value of asset acquired
	 
	 

	8
	Pay special attention to items appearing in suspense account 
	 
	 

	VII
	Checklist on deposits
	 
	 

	1
	Saving banks account include inoperative saving bank accounts 
	 
	 

	2
	Interest payables on deposits which has accrued but is not due is to be shown under ‘other liabilities and provisions ‘ and not to be included under this head 
	 
	 

	3
	Verify balance in each account on individual basis 
	 
	 

	4
	Verify that balance as per subsidiary ledger tally with the related control account in the general ledger 
	 
	 

	5
	Ensure that debit balance  in current account are not netted  out on liabilities side but are included under head ‘advances’
	 
	 

	6
	Check calculation of interest on deposits 
	 
	 

	VIII
	Checklist on borrowings  
	 
	 

	1
	Ensure that interoffice transactions are not shown as borrowings 
	 
	 

	2
	Credit balances of Vostro and Nostro accounts are also included under this head 
	 
	 

	3
	Borrowings outside India include both  borrowings of Indian branches abroad as well as borrowings of foreign branches
	 
	 

	4
	Money at call or short notice taken by the bank is also shown under this head
	 
	 

	5
	A clear distinction has been made between ‘rediscount’ and ‘refinance’ since rediscount does not figure under this head
	 
	 

	6
	Examine the relevant correspondence or other documents to ensure that the branch has been authorised by the head office to borrow/retain other borrowings and that the terms on which borrowings have been made are in accordance with the authorisation
	 
	 

	IX
	Checklist of income
	 
	 

	1
	The amount to be included under interest/discount on advances/bills is net of the share of participating banks under inter-bank participation schemes on risk-sharing basis.
	 
	 

	2
	Income on investments includes all income derived from the investment portfolio by way of interest and dividend, except income earned by way of dividends, etc., from subsidiaries and joint ventures abroad/in India
	 
	 

	3
	A bank cannot take to income, unrealised interest on any non-performing advances (including Government guaranteed advances), irrespective of the fact whether the NPA has been subjected to any restructuring, rescheduling or renegotiation of terms
	 
	 

	4
	In respect of interest realised on non-performing advances, it has to be ensured that the credits in the respective accounts towards interest are not out of fresh/additional credit facilities sanctioned to the borrowers concerned
	 
	 

	5
	Interest on advances against term deposits, NSCs, IVPs, KVPs and life policies may be taken into account on the due date, provided adequate margin is available in accounts 
	 
	 

	6
	In case of accounts under corporate debt restructuring (CDR) scheme, the auditor should see whether the income on projects under implementation which have been classified as standard has been accounted for on accrual basis
	 
	 

	7
	Assess the overall reasonableness of the figure of interest earned by working out the ratio of interest earned on different types of assets to the average quantum of the respective assets during the year
	 
	 

	8
	Interest has been charged on all the performing accounts upto the date of the balance sheet
	 
	 

	9
	Interest rates charged are in accordance with the bank’s internal regulations, directives of the RBI and agreements with the respective borrowers.
	 
	 

	10
	Check whether any fees or commission earned by the banks as a result of re-negotiations or rescheduling of outstanding debts has, in terms of the income recognition guidelines issued by eth RBI, have been recognised on an accrual basis over the period of time covered by the re-negotiated or rescheduled extension of credit.
	 
	 

	X
	Checklist of expenditure
	 
	 

	1
	Assess the overall reasonableness of the figure of interest expense by working out the ratio of interest on different types of deposits and borrowings to the average quantum of the respective liabilities during the year
	 
	 

	2
	Verify that interest has been provided on all deposits and borrowings upto the date of the balance sheet
	 
	 

	3
	Verify that interest rates are in accordance with the bank's internal regulations, of the RBI directives, and agreements with the respective depositors
	 
	 

	4
	Verify that discount on bills outstanding on the date of the balance sheet has been properly apportioned between the current year and the following year;
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2.4.8 Checklist on foreign exchange transactions

	S.No
	Aspects to be seen 
	Checked by 
	Supervised by 

	I 
	FCNR ACCOUNTS
	 
	 

	1.
	Details of deposits tallying with Branches
	 
	 

	2.
	System of reporting
	 
	 

	3.
	Applicability of notional rate
	 
	 

	4.
	Revaluation is done every reporting Friday for CRR purposes
	 
	 

	5.
	Is it debited to proper head of account
	 
	 

	6.
	Calculation of Interest test checked
	 
	 

	7.
	Payment authorization made by valid Authority
	 
	 

	8.
	Liabilities reversed on payment
	 
	 

	9.
	Method of reconciliation of Nostro Account with FCNR
	 
	 

	10.
	Revaluations has not to be taken to P&L A/c
	 
	 

	 
	 
	 
	 

	II
	RESIDENT FOREIGN CURRENCY ACCOUNTS
	 
	 

	1.
	Track record of exporters
	 
	 

	2.
	Permission of RBI
	 
	 

	3.
	Opening of Accounts of SEZ in compliance
	 
	 

	 
	 
	 
	 

	III
	EEFC ACCOUNTS
	 
	 

	1.
	No credit facilities against the security of balances
	 
	 

	2.
	100% of Inward remittance for Status Holder Exports.
	 
	 

	 
	 
	 
	 

	IV
	FOREIGN CURRENCY LOANS AND EXPORT CREDIT IN FOREIGN CURRENCY
	 
	 

	1.
	Whether the bank has formulated an accounting policy for the same
	 
	 

	2.
	Whether the branch follows the same.
	 
	 

	3.
	Whether the assets are booked at “A” category branch of “B” category Branch
	 
	 

	4.
	Whether the Branch collected the Interest properly by duly applying the BC selling rate for the Interest (or) is recovered from foreign currency sources of borrower.
	 
	 

	5.
	Rupee to be converted to foreign currency by suitable rate.
	 
	 

	6.
	Overdue loans- overdue interest at 2% more than the normal rate.
	 
	 

	7.
	Crystallization into rupee liability
	 
	 

	8.
	Conversion at TT selling rate to market liability
	 
	 

	9.
	The export borrower availing pre shipment credit in foreign currency has to avail post shipment credit also in foreign currency.
	 
	 

	10.
	Foreign currency loans granted to domestic borrowers, accounting entries are similar
	 
	 

	11.
	Re- statement of foreign assets, risk weightage provisioning norms etc.
	 
	 

	12.
	Name of such accounts and type of arrangement
	 
	 

	13.
	Funding of these accounts- bonafide transactions- freely convertible balances
	 
	 

	14.
	System of monitoring overseas banks
	 
	 

	15.
	Forward purchase /sale of foreign currencies against rupee for funding is prohibited
	 
	 

	16.
	Temporary overdrawals to overseas branch/ correspondent not to exceed specified limit
	 
	 

	17.
	Statement to be sent to forex market division of RBI
	 
	 

	 
	 
	 
	 

	V
	NON RESIDENT BANK ACCOUNTS
	 
	 

	1.
	Name of such accounts and type of funding
	 
	 

	2.
	System of monitoring overseas bank not to take a speculative view on Rupees
	 
	 

	3.
	Forward purchase/ sale of foreign currencies against rupee for funding is prohibited , compliance
	 
	 

	4.
	Temporary over drawls
	 
	 

	5.
	Purpose
	 
	 

	6.
	Period
	 
	 

	7.
	Statement to be sent to Forex Market division of RBI
	 
	 

	 
	 
	 
	 

	VI
	INTERNAL CONTROLS
	 
	 

	 
	 
	 
	 

	1.
	Counter party confirmation should be properly obtained.
	 
	 

	2.
	Recording the deals at an appropriate time. 
	 
	 

	3.
	Segregation of duties has been done appropriately
	 
	 

	4.
	The directives by RBI are followed and complied with effectively
	 
	 

	5.
	Proper system of hedging against possible exchange losses is done where possible.
	 
	 

	6.
	There are periodic reconciliations of NOSTRO Accounts.
	 
	 

	7.
	The transactions between the branch designated as authorized dealer and other branches should be periodically done.
	 
	 

	8.
	Counter party confirmation should be properly obtained.
	 
	 

	9.
	Recording the deals at an appropriate time. 
	 
	 

	 
	 
	 
	 

	VII
	GUARANTEES AGAINST EXPORTS
	 
	 

	 
	 
	 
	 

	1.
	Caution List exporters- RBI’s prior approval obtained
	 
	 

	2.
	Type of Guarantee
	 
	 

	3.
	Legal/ credit departments approval
	 
	 

	4.
	Counter Guarantees on performance, advances payment whether obtained a premium remitted to them properly
	 
	 

	5.
	Collection of commission
	 
	 

	6.
	Accounting of commission
	 
	 

	7.
	Accounting entries at BC selling rates
	 
	 

	8.

 
	FEMA compliance
	 
	 

	9.
	Risk Weight Assessment
	 
	 

	10
	Capital Adequacy
	 
	 

	VIII 
	 RECONCILIATION OF NOSTRO ACCOUNTS
	 
	 

	 
	 
	 
	 

	IX
	COUNTRY RISK
	 
	 

	1.
	Funded exposures
	 
	 

	2.
	Investments
	 
	 

	3.
	NOSTRO minor debit balances
	 
	 

	4.
	Overdraft in VOSTRO Accounts
	 
	 

	5.
	Remittances honoured drawing arrangements
	 
	 

	6.
	Loans and Advances
	 
	 

	7.
	Trade Credit and receivables
	 
	 

	8.
	Other Monetary assets
	 
	 

	9.
	Non Funded Exposures
	 
	 

	 
	 
	 
	 

	X
	DEALS VERIFICATION
	 
	 

	 
	 
	 
	 

	1.
	Confirmation of deals from counter parties
	 
	 

	2.
	Rate Scan
	 
	 

	3.
	Settlement on due date
	 
	 

	4.
	Overdue Interest payments
	 
	 

	5.
	Consistency in recognizing payables and receivables
	 
	 

	6.
	Mistakes are corrected immediately
	 
	 

	7.
	Internal adherence to systems
	 
	 

	8.
	FEDAI rates compliance
	 
	 

	 
	 
	 
	 

	XII
	VERIFICATION OF DEALS REGISTER
 
	 
	 

	XIII
	COMPUTATION OF EXCHANGE RATES
 
	 
	 

	XIV
	BOOKING AND CANCELLATION FORWARD EXCHANGE CONTRACTS
 
	 
	 

	XV
	EXCHANGE POSITIONS AND COVER OPERATIONS AND TRADING
 
	 
	 

	XVI
	NOSTRO ACCOUNT MAINTENANCE
 
	 
	 

	XVII
	RECONCILIATION OF NOSTRO ACCOUNTS BALANCES WITH MINOR ACCOUNTS MAINTAINED
 
	 
	 

	XVIII
	VOSTRO ACCOUNTS MAINTENANCE
 
	 
	 

	XIX
	RATE SCANNER MAINTENANCE
 
	 
	 

	XX
	MARKET LEVELS VIS A VIS FORWARD PREMIUMS
 
	 
	 

	XXI
	INTERNAL CONTROL GUIDELINES OF THE BANK AS PER FOREIGN EXCHANGE POLICY IS FOLLOWED
 
	 
	 

	XXII
	OBSERVATIONS OF CONCURRENT AUDIT REPORT NOTED AND ACCOUNTED FOR
 
	 
	 

	 
XXIII
	RBI GUIDELINES FOLLOWED
	 
	 

	 
XXIV
	FOREIGN EXCHANGE DEPARTMENT INSTRUCTIONS AND RULES FOLLOWED
 
	 
	 

	 
XXV
	FEMA COMPLIANCE
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2.4.9 Checklist on other key areas

I. DEPOSITS - 

· In case of premature encashment of deposits, whether bank has reduced the interest payable due to premature encashment.

· Are overdue deposits transferred to Overdue deposit account

· Verify the operations in in-operative account on test check basis.  If there are operations whether they have been done as per proper procedure

· Whether interest provision is required to be made in case of term deposits which are matured but not enacashed by the depositor?

II. SUSPENSE ACCOUNTS/SUNDRY ASSETS
· One of the most important areas of Bank Branch Audit.  Branch personnel are required to park entry under this head for a temporary period. However there is a tendency to keep these entries for along period without proper follow-up.

· Obtain the break up of entries under this head and verify the correctness thereof.

· Scrutinise very old entries and report on inadequancies in liquidating such entries.

· Non recoverable debit balance should be reported/provision recommended through MOC

· Illustrative list of such accounts is advance against travelling, difference in cash, difference in books, payment to merchant establishments, advance against expense/purchase of asset etc.

III.
GUARANTEES:
· Branches have tendency of not reversing expired guarantees which have got bearing on capital adequacy of Bank.

IV.
SOME INSTANCES OF WINDOW DRESSING IN BRANCH :
· Large amount of deposit accepted on last date and cheque still in clearing’

· Overdraft account allowed in one account and deposit account credited.

· Interest accrued and not due shown as deposit.

· Security value overstated

· Unsecured advance account shown as secured.

V.
INTER BRANCH RECONCILIATION:
As Branch Auditor you are required to report in LFAR the break up of outstanding entries, reasons for such outstanding entries and steps taken by management as obtained from the management.

Generally the auditors obtain from the Branch Manager the break up of old entries and also the steps taken by him to clear the old entries and report in LFAR.  To verify whether the explanation by the Branch Manager is correct, it is imperative that the Branch Auditors understand the system of Inter Branch Reconciliation followed by the Bank.


Procedure of Inter Branch Reconciliation:
· The branch which initiates a transaction (“the originating branch”) sends the advice of transaction (‘the originating entry’) to the other branch (“ the responding branch/ responding entry)

· The daily originating entry and daily responding entries are entered in a statement called “Branch Daily Statement” which is sent to head Office for reconciliation purpose which contains date of transaction, Branch codes, type of document, amount etc.

· The Head Office reconciles the originating entries and its corresponding responding entries. Unmatched entries are identified for necessary action.

· The Branch then reviews the IBR statement received from H.O. and identified the entries and responds back to H.O. with necessary explanations for liquidating the entries.

Steps for verification:
· Verify on test check basis the branch daily statement and check the adequacy of the system of receipt and monitoring the input of data in the branch daily statement.

· Check the adequacy of system of input of date in the branch daily statement

· Verify whether Branch responds promptly to error advises received from H.O.

· Whether Branch is vigilant about clearance of high value entries, cash transaction & old entries.

· Whether IBR statements are received regularly from H.O. and attended to.

· Scrutiny of subsequent entries which are reversed.

After verifying above you should form your opinion about the adequacy of system. 

Follow-up action taken by the branch to clear the old entries.  Where the unreconciled entries are large and old auditors should give suitable qualification in their report.

VI. STATIONERY & STAMPS:

· Verification of Internal Control  system which is generally weak.

· Receipt of Stationery with Despatch memo.

· Old stamp papers/ Non-MICR cheques.

Control on issue of  Cheque Books, D.D. Books, F.D.

· Cheque book/demand draft containing address of the printers.
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2.4.10 Overview of BASEL II

BASEL ACCORDS

The Basel Accord(s) or Basle Accord(s) refers to the banking supervision Accords (recommendations on banking laws and regulations), Basel I and Basel II issued by the Basel Committee on Banking Supervision (BCBS). They are called the Basel Accords as the BCBS maintains its secretariat at the Bank of International Settlements in Basel, Switzerland and the committee normally meets there.

HISTORIC PERSPECTIVE

Herstatt Bank was a privately owned bank in the German city of Cologne. It went bankrupt on 26 June 1974 in a famous incident illustrating settlement risk in international finance.

On June 26, 1974, German regulators forced the troubled Bank Herstatt into liquidation. That day, a number of banks had released payment of DEM to Herstatt in Frankfurt in exchange for USD that was to be delivered in New York. Because of time-zone differences, Herstatt ceased operations between the times of the respective payments. The counterparty banks did not receive their USD payments.

Responding to the cross-jurisdictional implications of the Herstatt debacle, the G-10 countries (the G-10 is actually eleven countries: Belgium, Canada, France, Germany, Italy, Japan, the Netherlands, Sweden, Switzerland, the United Kingdom and the United States) and Luxembourg formed a standing committee under the auspices of the Bank for International Settlements (BIS). Called the Basel Committee on Banking Supervision, the committee comprises representatives from central banks and regulatory authorities. This type of settlement risk, in which one party in a foreign exchange trade pays out the currency it sold but does not receive the currency it bought, is sometimes called Herstatt risk.

The Committee usually meets at the Bank for International Settlements (BIS) in Basel, Switzerland, where its 12 member permanent Secretariat is located. The Committee is often referred to as the BIS Committee after its meeting location. However, the BIS and the Basel Committee remain two distinct entities

Bank for International Settlements (or BIS)

The Bank for International Settlements (or BIS) is an international organization of central banks which "fosters international monetary and financial cooperation and serves as a bank for central banks." The BIS carries out its work through subcommittees, the secretariats it hosts, and through its annual General Meeting of all members. It also provides banking services, but only to central banks, or to international organizations like itself. Based in Basel, Switzerland, the BIS was established by the Hague agreements of 1930. The name of the BIS in German: Bank für Internationalen Zahlungsausgleich (BIZ), in French: Banque des Reglements Internationaux (BRI), in Italian: Banca dei Regolamenti Internazionali (BRI), in Spanish (not an official BIS language): Banco de Pagos Internacionales (BPI). It has representative offices in Hong Kong and Mexico City

Capital Funds

Banks are required to maintain a minimum Capital to Risk-weighted Assets Ratio (CRAR) of 9 percent on an ongoing basis. RBI may prescribe a higher level of CRAR, to some banks to ensure that the capital held by a bank is commensurate with its overall risk profile. Capital funds are broadly classified as Tier 1 and Tier 2 capital. Elements of Tier 2 capital will be reckoned as capital funds up to a maximum of 100 per cent of Tier 1 capital, after making the deductions/ adjustments

	
	Indian Banks
	Foreign Banks operating in India

	Elements of Tier – I capital
	i) Paid-up equity capital, statutory reserves, and other disclosed free reserves, if

any;

ii) Capital reserves representing surplus arising out of sale proceeds of assets;

iii) Innovative perpetual debt instruments eligible for inclusion in Tier 1 capital,

which comply with the regulatory requirements 

iv) Perpetual Non-Cumulative Preference Shares (PNCPS), which comply with the

regulatory and

v) Any other type of instrument generally notified by the Reserve Bank from time to

time for inclusion in Tier 1 capital.


	(i) Interest-free funds from Head Office kept in a separate account in Indian books specifically for the purpose of meeting the capital adequacy norms.

(ii) Statutory reserves kept in Indian books.

(iii) Remittable surplus retained in Indian books which is not repatriable so long

as the bank functions in India.

(iv) Capital reserve representing surplus arising out of sale of assets in India held

in a separate account and which is not eligible for repatriation so long as the

bank functions in India.

(v) Interest-free funds remitted from abroad for the purpose of acquisition of

property and held in a separate account in Indian books.

(vi) Head Office borrowings in foreign currency by foreign banks operating in

India for inclusion in Tier 1 capital which comply with the regulatory

requirements as specified in Annex 1 and

(vii) Any other item specifically allowed by the Reserve Bank from time to time for

inclusion in Tier 1 capital.




Elements of Tier II capital:

i. Revaluation reserves

ii. General Provisions and Loss reserves

iii. Hybrid debt capital instruments [ including Perpetual Cumulative Preference Shares (PCPS), Redeemable Non-Cumulative Preference Shares (RNCPS) and Redeemable Cumulative Preference Shares (RCPS)]

iv. Subordinate debts

v. Innovative Perpetual Debt Instruments (IPDI) and 

vi. Perpetual Non-CumulativePreference Shares (PNCPS)

In case of foreign banks operating in India, RBI’s Master Circular on Capital Adequacy also lays down certain additional provisions in respect of capital funds to be maintained by such banks

The deductions from Tier I and Tier II are tabulated below:

Item
Extent of Deduction (in %)


Tier I
Tier II
Intangible assets
100
—-

Losses in the current period
100
—-

Losses brought forward from previous periods
100
—-

Deferred tax asset associated with accumulated losses
100
——

Gain-on-sale arising at the time of securitisation of standard assets
100


Securitization exposure
50
50

Investment in financial subsidiaries and associates which is 
above 30 per cent in the paid up equity of entity and not 
consolidated for the capital adequacy purposes
50
50

Shortfall in the regulatory capital requirements in 
the de-consolidated entity
50
50

Such amount of investment in the following which is in 
50
50
excess of 10% of investing bank’s capital funds:

a) Equity shares;

b) Perpetual Non- Cumulative Preference Shares;

c) Innovative Perpetual Debt Instruments;

d) Upper Tier II Bonds;

e) Upper Tier II Preference Shares;

f)    Subordinated debt instruments; and

g) Any other instrument approved as in the nature of capital.

The Three Pillars of Basel II

The diagram below depicts the three pillars of Basel II  
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Pillar 1 specifies the methodologies to arrive at minimum capital requirement for credit risk, operational risk and market risk. 


Pillar 2 deals with the supervisory review process which is guided by the principle that banks must have risk control and management processes that are adequate to their business structure and risk profile. Supervisory review would be in the form of onsite inspections, offsite reviews, discussions with the bank’s management, review of work done by external auditors, etc. 

Pillar 3 deals with market disclosure and the purpose is to impose market discipline in order to reinforce minimum capital requirements, impose incentives for firms that behave prudently and promote safety and soundness in banks and financial systems. This requires siginficant amount of additional information that needs to be disclosed. 

Under Pillar 1, the Framework offers three distinct options for computing capital requirement for credit risk and three other options for computing capital requirement for operational risk.

These options for credit and operational risks are based on increasing risk sensitivity and allow banks to select an approach that is most appropriate to the stage of development of bank's operations. 

The options available for computing capital for 

a) Credit risk are 

i. Standardized Approach,

ii. Foundation Internal Rating Based Approach and 

iii. Advanced Internal Rating Based Approach.

b)  Operational risk are

i. Basic Indicator Approach, 

ii. Standardised Approach and 

iii. Advanced Measurement Approach.

c) Market risk

i. Standardised Duration Approach (SDA)

Role of branch auditors

As per requirements set by the RBI, the statutory central auditors are required to certify the capital adequacy computation. Apart from the capital adequacy computation, the auditors should verify the robustness of the risk management structure embedded in the bank, across its branches. This risk management spreads across all the types of risk, i.e., credit risk, market risk and operational risk. Hence, the branch auditors will also play a critical role in ensuring that the bank has adopted a consistent practice across its branches and as part of their attest function report on its appropriateness to the statutory central auditors.

Credit risk – The computation for Basel II is based on credit ratings. This is drawn at the Central level and passed down to the branches. Hence the bank branch auditors check only the computation process and test check the source rather than getting into the credit rating process.

Operational risk- The computation is based on the simplified approach based on the gross revenue of the bank as a whole. Hence the branch auditors may assess any issues relating to completeness and correctness of the data which is used to compute the underlying risks emanating from credit, market and operational risk.

Frequently Asked Questions On Basel II 

1. What is Basel?

Basel is a beautiful place in Switzerland. The Basel Committee usually meets every three months at the Bank for International Settlements (BIS) in Basel, where its permanent Secretariat is located. 

2. What is the Basel Committee?

The Basel Committee, popularly known as BCBS (Basel Committee on Banking Supervision) was established at the end of 1974, by the central-bank Governors of the Group of Ten countries  Belgium, Canada, France, Germany, Italy, Japan, Netherlands, Sweden,  United Kingdom and the United States as well as Luxembourg and Switzerland. 

3. What is BIS?

The Bank for International Settlements (BIS) was established in 1930 under the Hague Agreements as an international organization governed by International law. It is the world's oldest international financial institution and remains the principal centre for international central bank cooperation. 

4. On which areas BIS's activities are focused today?

· The BIS assists central banks and other financial authorities in their efforts to promote greater monetary and financial stability. 

· It acts as a bank, almost exclusively for central banks, providing services related to their financial operations. Trustee and collateral agency functions are also part of these services.

5. What is the relationship between the Basel Committee and the BIS?

The BIS (Bank for International Settlements) is a bank owned by and serving central banks, and its premises are frequently used for international meetings of financial officials. However, other than from hosting the meetings and providing Secretariat support, the BIS itself does not participate in the process of determining Basel Committee policy.

6. What are the activities / functions of the Basel Committee?

The Committee formulates broad supervisory standards and guidelines and recommends statements of best practice. In this way, the Committee encourages convergence towards common approaches and common standards without attempting detailed harmonization of member countries' supervisory techniques. 
7. How does the banking industry interact with the Basel Committee?

All major initiatives affecting banks are developed after active consultation with the industry, principally at the national level. The Committee views that major banks want to operate within a regulatory environment in which their international competitors are subject to similar rules, wherever they operate.

8. Will it be obligatory to adopt its policy guidelines / recommendations?

The Committee does not possess any formal supranational supervisory authority, and its conclusions do not, and were never intended to, have legal force. Rather, it formulates broad supervisory standards and guidelines and recommends statements of best practice with the expectation that individual authorities will take steps to implement them which are best suited to their own national systems. In this way, the Committee encourages convergence towards common approaches and common standards. 

In pursuit of globalization, most of the countries are adopting its policy guidelines / recommendations. In addition, the International Monetary Fund and World Bank use the Basel Committee’s standards as a benchmark for conducting their missions. So it is desirable to adopt its policy guidelines/recommendations.

9. What is Basel-I Capital Accord and why it was introduced?

The Basel-I Capital Accord provided for the implementation of a credit risk measurement framework with a minimum capital standard of 8% by end-1992.

The major impetus for the 1988 Basel Capital Accord was the concern of the Governors of the G10 central banks that the capital of the world’s major banks had become precariously low after persistent erosion through competition. Capital is necessary for banks as a cushion against losses and it provides an incentive for the owners of the business to manage it in a prudent manner.

10. What were the objectives of Basel-I Capital Accord?

The two principal objectives of the Accord were to ensure an adequate level of capital in the international banking system and to create a “more level playing field” in competitive terms so that banks could no longer build business volume without adequate capital backing.

11. What are salient features of Basel-I Capital Accord?

In 1988 the Basel Committee published a set of minimal capital requirements for banks, known as Basel Accord I. It focused primarily on credit risk. Assets of the banks are classified into four risk classes with risk weights of 0 %, 20 %, 50 % and 100% based on type of counter party (sovereign, banks, public sector and others). Banks were required to hold capital equal to 8% (in India presently 9%) of the risk weighted value of assets. 

This means that some assets (essentially bank holdings of government assets such as Treasury Bills and bonds) have no capital requirement, while exposure on banks have a 20% weight, which translates into a capital charge of 1.6% of the value of the claim. However, virtually all other exposures receive the standard 8% capital requirement.

There is also a scale of charges for off-balance sheet exposures through guarantees, commitments, forward claims, etc. This requires a two-step approach whereby banks convert their off-balance-sheet positions into a credit equivalent amount through a scale of conversion factors, which then are weighted according to the counterparty’s risk weighting.

12. What is trading position / trading book?

All investment in Held for Trading (HFT) and Available for Sale (AFS) categories and open position in instruments are considered trading book. RBI on June 24, 2004, issued guidelines on capital charge for market risk in a phased manner covering investments Held for Trading (HFT) by 31st March 2005 and Available for Sale (AFS) by 31st March 2006. 

13. Are there any shortcomings of Basel-I Capital Accord?

Yes. The regulatory capital requirement has been in conflict with increasingly sophisticated internal measures of Economic Capital. The approach is of ‘one size fits all’, which does not provide any incentive for better risk management. The risk weights provided in the accord were not sensitive enough to reflect the true level of risk as a result of which, many banks resorted to capital arbitrage wherein low risk assets were replaced with high-risk assets without corresponding increase in capital requirements. Though, the phrase ‘Capital Adequacy Ratio’ was introduced, the emphasis was on ‘capital’ alone. The ‘adequacy’ of capital with reference to the inherent risk in the banks’ balance sheet was not much emphasized. In addition, the 1988 Accord does not sufficiently recognize credit risk mitigation techniques, such as collaterals and guarantees. 

14. What is Basel – II?

The Basel committee issued a detailed document on capital measurement and capital standards on 26th June 2004 known as Basel II recommendations. The framework of the new accord consist of three pillars: i) Minimum Capital Requirements - which seek to refine the standardized rules set forth in Accord I; ii) Supervisory Review Process - to ensure that banks have adequate capital and to encourage them to adopt better risk management techniques, and iii) Market Discipline - with effective use of mandatory disclosure on risk management practices.

These three pillars attempt to achieve comprehensive coverage of risks, provide menu of options for accurate measurement of risks, and enhance risk sensitivity of capital requirements.

15. How does the revised framework differ from the 1988 Accord?

The 1988 accord prescribed only single option for computing capital, emphasized on capital adequacy alone, risk weights decided by the regulator, and covered credit risk & market risk. Whereas the revised framework (Basel II) provides a menu of options for computing capital, emphasizes equally on capital adequacy / supervisory review / market discipline, risk weights link with external ratings or internal ratings assigned by banks, covered operational risk and residual risk in addition to credit & market risk, and introduced the  concept of Economic Capital other than regulatory capital adequacy ratio. 

16. What are the objectives of Basel II?

The fundamental objectives of Basel II are to strengthen the soundness and stability of the financial system, to ensure significantly more risk-sensitive capital holding by banks, and to provide source of competitive equality among internationally active banks. 
17. Whether banks need to hold more capital or less under the New Accord?

Banks with a more than average risk appetite will find their capital requirements increasing, and vice versa. The intention is to leave the total capital requirement for an average risk portfolio broadly unchanged.

18. Why is the package so extensive?

The new Accord 
· abandons the one-size-fits-all approach and provides a menu of options from which banks can choose.
· adopts more risk sensitivity, and hence more complex measurement techniques. 
· seeks to secure international convergence to supervisory regulations governing capital adequacy. 

The final accord is an outcome of 3 consultative processes starting from June 1999, January 2001 and April 2003 and 3 Quantitative Impact Studies conducted by the BCBS.

19.What are contours of revised framework (Basel II)?

The Basel II Accord has been structured with three pillars. These are. 

Pillar I:
Minimum Capital Requirement

Pillar II:
Supervisory Review Process

Pillar III:
Market Discipline

Pillar I: Minimum Capital Requirement

There is no change in definition of capital from the existing. The New Accord has proposed significant improvement in assessment of Credit Risk and additional capital charge for Operational Risk. No change is proposed in capital charge for Market Risk. Different approaches to measure risk/ risk weighted assets under the New Accord are given hereunder: -

Credit Risk

· Standardized Approach

· Internal Rating Based (IRB) Approach 

            – Foundation Internal Rating Based Approach (FIRB), and

            -- Advanced Internal Rating Based Approach (AIRB)

Market Risk

· Standardized Approach

· Internal Measurement Approach

Operational Risk

· Basic Indicator Approach

· Standardized Approach

· Advanced Measurement Approach

20. Who will recognize external rating agencies and what will be the criteria for such recognition?

The National Supervisor (RBI) will recognize external rating agencies on the basis of objectivity in rating methodology, transparency, independence of rating agencies, disclosure of certain critical information and credibility of rating institutions.

21. What is IRB Approach?

The IRB Approaches allow banks to rely on their own internal estimates of risk components in determining the capital requirement for a given exposure. The risk components include measures of   PD, LGD, EAD and Maturity. This has to be computed on an exposure-by-exposure basis. These risk measures are converted to risk weights and regulatory capital requirements by means of a formulae specified by the committee. Under IRB approach, bank must categorize banking book exposure into five broad classes of assets: Corporate, Sovereign, Banks, Retail and Equity.

The IRB calculations of risk weighted assets rely on the following four parameters:

· Probability of Default (PD): Measures the likelihood  that the  borrower will default over a given time horizon, 

· Loss Given Default (LGD): Measures the proportion of the exposure that will be lost if a default occurs

· Exposure at Default (EAD): Measures the amount of the facility that is likely to be drawn in the event of default.

· Maturity (M), Measures the remaining economic maturity of the exposure.

22. Are there any qualifying criteria for adopting IRB Approaches?

The committee has prescribed a list of minimum requirements to be met by banks to adopt IRB approach. The important criteria are given below.

Banks need supervisory approval to use IRB approaches.

· The minimum requirements to be met at the outset and on an on-going basis.

· The minimum requirements cover rating system design, rating system operations, corporate governance and oversight, use of internal ratings, risk quantification, validation of internal estimates, supervisory LGD & EAD estimates, requirements for recognition of leasing, calculation of capital charge for equity exposures, and disclosure requirements.

· Separate treatment, risk components and minimum standards are prescribed for different asset classes.

23. What are the different approaches for computing capital for Market Risk?

The BCBS amended 1988 accord, in 1996, to incorporate explicit capital charge for Market Risk prescribing two approaches for banks to adopt in accordance to the discretion of national supervisor and banks’ sophistication in measuring risk. In India, RBI has advised all commercial banks to implement standardized approach in two phases starting from March 31, 2005.

24. Approaches for Market Risk – Standardized Approach

The banks are required to compute capital separately to cover specific risk and general market risk arising from exposures in trading book. The capital charge for specific risk is designed to protect against any adverse movement in the price of an individual security mainly because of default risk or movement of rating. The fixed risk weights are assigned in accordance with the type of exposure and residual maturity e.g. 0% risk weight or 0% capital for securities issued by government,  20% risk weight or 1.60% capital charge on securities issued by banks with a residual maturity of more than 24 months, 100% risk weight or 8% capital charge for others. 

The capital requirements for general market risk are designed to capture the risk of loss arising from changes in market interest rates. A choice between two methods is permitted, a ‘Maturity’ method and a ‘Duration’ method. In the maturity method, investments are slotted into a maturity ladder comprising 13-15 time-bands. Similarly, in the duration method, banks are required to calculate the price sensitivity (duration) of each instrument and slot the resulting duration in 15 time-bands.   The risk weight is assigned in accordance to the assumed prescribed changes in yield in each time-band. The vertical and horizontal disallowances are permitted in accordance to position in each time-band. Separate methodology is prescribed for computing capital charge for equity position, position in foreign exchange, and commodity position.

25. What is Internal Measurement Approach for Market Risk?

The banks have been given flexibility to use in-house models based on VaR for measuring market risk. The internal models should, however, comply with quantitative and qualitative criteria prescribed by Basel Committee. The capital requirement for market risk under this approach will be higher of previous day’s VaR or an average daily VaR of preceding 60 days multiplied by 3. The general criteria for adopting IMA are given as under:

· Banks need supervisory approval for adopting IMA approach.

· The bank’s risk management systems are conceptually sound.

· The bank’s models have a proven track record of reasonable accuracy in measuring risk.

· Banks meet certain minimum quantitative and qualitative requirements.

· VaR must be computed on daily basis, at 99 percentile -one tail confidence interval with a minimum holding period of 10 days. 

26. What is VaR?

VaR (Value at Risk) is defined as an estimate of potential loss in a position or asset/liability or portfolio of assets / liabilities over a given holding period at a given level of certainty. VaR measures risk and estimates the loss likely to suffer, not the actual loss. VaR can be arrived as the expected loss on a position from an adverse movement in identified market risk parameters (such as interest rate, foreign exchange rates, commodity prices, equity prices etc.) with a specified probability over a nominated period of time. 

There are three main approaches to calculating value-at-risk: variance / covariance matrix, historical simulation and Monte Carlo simulation.  

27. What is Operational Risk?

Operational Risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and systems or from external events. It includes legal risk, but excludes strategic and reputation risk. This definition is based on the underlying causes of operational risk. It seeks to identify why a loss happened and at the broadest level includes the breakdown by four causes: people, processes, systems and external factors.

Though OR is not new, deregulation & globalization of financial services, together with growing sophistication of technology, new business activities and delivery channels make banks more susceptible to OR. 

Management of specific operational risks is not a new practice; it has always been important for banks to try to prevent fraud, maintain the integrity of internal controls, reduce errors in transaction processing and so on. However, what is relatively new is the view of operational risk management as a comprehensive practice comparable to the management of credit and market risk. In Basel II, the committee has proposed an explicit capital charge for operational risk, which is drawing specific attention of all the banks and national supervisors.

28. Whether any benefit of risk mitigants such as insurance is permitted while computing capital charge for operational risk?

Banks will be allowed to recognize the risk mitigating impact of insurance in the measures of operational risk used for regulatory minimum capital requirements. This will be limited to 20% of the total operational risk capital charge calculated under the AMA. 

29. What is Pillar II – Supervisory Review Process?

Supervisors are expected to evaluate how well banks are assessing their capital needs relative to their risk and to intervene, where appropriate. The supervisory review process of the Basel II is intended not only to ensure that banks have adequate capital to support all the risks in their business, but also to encourage banks to develop and use better risk management techniques in monitoring and managing their risks. 

There are three main areas that might be treated under Pillar II: i) risks considered under Pillar I but are not fully captured (e.g. credit concentration risk), ii) factors not taken into account under Pillar I (e.g. interest rate risk in banking book, business and strategic risk), iii) factors external to the bank (e.g. business cycle effects). 

30. What are the principles of supervisory review that Basel II document has specified?

Supervisory review needs to address two critical risk management concepts (i) use of economic capital and (ii) improved corporate governance. These two concepts are based on the following four principles:

· Banks should have a process for assessing their overall capital adequacy in relation to their risk profile and a strategy for maintaining their capital levels.

· Supervisors should review and evaluate banks’ internal capital adequacy assessment plans (ICAAP) and strategies as well as their ability to monitor and ensure their compliance with regulatory capital ratios. Supervisors should take appropriate supervisory action if they are not satisfied with the result of this process.

· Supervisors should expect the banks to operate above the minimum capital ratios and should have the ability to require banks to hold capital in excess of the minimum.

· Supervisors should seek to intervene at an early stage to prevent from falling below the minimum levels required to support the risk characteristics of a particular bank and should require rapid remedial action if capital is not maintained or restored.

The point I and II aims to cover other risks which are not covered under pillar 1. This part also ensures that the internal risk management system in the bank is robust enough. 

31. How supervisor assess the risk profile of all the banks?

Supervisor will assess risk profile of the banks and evaluate capital adequacy through on-site examination, off-site review, discussion with management, review of work of Statutory Auditors, and periodic reporting. Introduction of Risk Based Supervision (RBS) by RBI is one step in this direction. 

32. What is Pillar III – Market Discipline?

Pillar III encourages market discipline by developing a set of disclosure requirements which will allow market participants to assess key pieces of information on the risk profile of the bank. The market participants using this information will reward those who manage risk well and shun those who do not. Nothing is more effective than the prospect of loss of business or investor confidence in getting an errant management team to mend its ways. Thus Pillar III should help to reinforce the type of behavior and risk management discipline that is envisioned in other two pillars. The purpose of Pillar III – market discipline is to complement the minimum capital requirement (Pillar I) and the supervisory review process (Pillar II).

33. What to be disclosed by Banks?

Banks should have a formal disclosure policy stating therein what disclosures it will make and the internal controls over the disclosure process. A bank should decide which disclosures are relevant for it based on the materiality. Information is regarded as material if its omission or misstatement could change or influence the assessment or decision of a user relying on that information for the purpose of making economic decisions. 

However, the committee has specified certain qualitative and quantitative disclosures covering scope of application, capital structure, capital adequacy, risk exposure and assessment pertains to credit risk, market risk, interest rate risk, and operational risk, and credit risk mitigation which could alter the risk profile of the bank.

 34. Whether information proprietary or confidential to the banks also needs to be disclosed?

A bank need not disclose those specific items, but must disclose more general information about the subject matter and reasons for non disclosure. 

35. How and Where to disclose the information?

Management should use its discretion in determining the appropriate medium and location of the disclosure. The disclosures that are not mandatory under accounting or other requirements, management may choose to provide that information through other means such as publicly accessible internet website or in public regulatory reports filed with supervisors etc.  

36. Is it mandatory to get the disclosures audited by an external auditor?

Pillar III disclosures will not be required to be audited by an external auditor, unless otherwise required by accounting standards, securities regulators or other authorities.

37. What is the frequency of the disclosures to be made?

The disclosures set out in Pillar III should made on a semi-annual basis except qualitative disclosures that provide a general summary of a bank’s risk management objectives and policies, reporting system and definitions which may be published on an annual basis. The large internationally active banks and other significant banks must disclose their Tier I and total capital adequacy ratio, and its components, on a quarterly basis. 

38. What is the RBI guideline on Approach to implementation, Effective date and Parallel run ?
Foreign banks operating in India and Indian banks having operational presence outside India should migrate to the above selected approaches under the Revised Framework with effect from March 31, 2008. All other commercial banks (except Local Area Banks and Regional Rural Banks) are encouraged to migrate to these approaches under the Revised Framework in alignment with them but in any case not later than March 31, 2009.

With a view to ensuring smooth transition to the Revised Framework and with a view to providing opportunity to banks to streamline their systems and strategies, banks were advised to have a parallel run of the revised Framework. The Boards of the banks should review the results of the parallel run on a quarterly basis.

39. What are the proposed risk weights to various exposures?

- Exposure to central / state government including ECGC/CGTSI


0%

- Exposure guaranteed by State Govt. 





20%

- Exposure to scheduled banks






20%

- Exposure to other banks







100%

- Exposure to Corporate (rating assigned by recognized rating agencies)

  AAA










20%

  AA










50%

  A










100%

  BBB and below








150%

  Unrated









100%

- Retail Portfolio as defined below






75%

  Total annual turnover of the business is less than Rs. 50 crore

  Max. Individual exposure is Rs. 5 crore for banks having capital funds of

  Rs. 500 crore, for   other the threshold limit is lower in accordance to the capital funds.

  Aggregate exposure to one party should not exceed 0.2% of total retail portfolio.

- Claims fully secured by residential property




75%

- Claims secured by commercial properties





100%

- Non-performing assets (net of specific provisions)

  When provision is less than 20% of O/s





150%

  When provision is at least 20% of O/s





100%

  When provision is at least 50% of O/s





50%

- High risk categories (RBI to identify)





150%

- Other assets









100%

40. Why unrated claims are risk weighted at 100% whereas lower rated claims attract higher risk weight?

The reason for assigning a lower risk weight to unrated claims in comparison to lower rated claims is that all unrated exposures need not be high risk exposures. If a rated exposure demonstrates a high degree of risk deserve to be assigned a higher RW. However, as part of supervisory review process, RBI may advise higher risk weight if credit quality of unrated claims held by individual banks warrant.

41. Which are the recognized External Rating Agencies in India and what are the guidelines for using their ratings?

Reserve Bank is yet to identify eligible credit rating agencies whose ratings may be used by banks in assigning risk weights for credit risk. Banks will be allowed to use only solicited ratings i.e. if the issuer of the instrument has requested for a rating and has accepted the rating assigned by the agency. No ratings issued by credit rating agencies on an unsolicited basis should be considered for RW calculation as per SA. In India, external rating agencies are not assigning rating to counterparties rather rate specific instrument. The mapping methodology for issuer versus issue assessment has been prescribed separately in the draft guidelines. 

Banks should use the recognized credit rating agencies and their ratings consistently for each type of claim, for both risk weighting and internal risk management purposes. Banks will not be allowed to “cherry-pick” the assessments provided by different credit rating agencies. Banks shall not use ratings of one agency for bond and another rating of another agency for another exposure to the same counter-party. Banks must disclose names of rating agency and the RW associated with rating grade as determined by the Reserve Bank through mapping process.

42. What are Credit Risk Mitigants?

Credit risk mitigation means credit exposure is secured in whole or part by securities (primary / collateral) posted by counterparty or by a third party (including guarantee) on behalf of the counterparty. It includes on-balance sheet netting of loans/advances and deposits provided banks have specific lien and legally enforceable netting arrangements. Banks must have specific lien on the securities and must be legally enforceable in all relevant jurisdictions. 

RBI has specified following securities with certain conditions as eligible financial collaterals for recognition in comprehensive approach.

Cash, Bank’s deposits, Gold including jewellery of 99.99 purity, Securities issued by central and state governments, IVP/KVP/NSC, Life insurance policies with a declared surrender value, Debt securities with minimum rating of ‘BB’ if issued by PSEs otherwise ‘A’, Equities listed in recognized stock exchange, UCITS and Mutual funds.

The guarantees provided by sovereign, ECGC, PSEs, banks, primary dealers and other entities rated ‘AA’ or better are permitted for credit protection if they have a lower risk weight than the borrower.

43. What is comprehensive approach?

In the comprehensive approach, banks are allowed to reduce their exposure to the counterparty by adjusted value of eligible financial collaterals, while calculating capital requirements. The adjustments are referred to as ‘haircuts’ (discount factor) to take care of possible future fluctuations in the value. The haircuts are specified in draft guidelines in accordance to nature of security, its rating and residual maturity. The net exposure has to be further adjusted as prescribed in draft guidelines for maturity mismatch and/or currency mismatch, if any between collateral and exposure.  
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2.5 Reporting

2.5.1 Allied Certificates given by statutory central and branch auditors

· Verification of SLR requirements under Section 24 of BR Act, 1949 on 12 odd dates in different months in a year, not being Fridays.

· A certificate to the effect that the bank has been following RBI guidelines regarding (a) asset classification, (b) income recognition (c) provisioning, and also to the effect that the bank has followed RBI guidelines in regard to the investment transactions/treasury operations.

·  A certificate in respect of reconciliation of bank’s investments (on own account as also under PMS).

· A certificate for compliance in key areas by the banks.

· A certificate in respect of custody of unused BR forms.

· Authentication of bank’s assessment of Capital Adequacy Ratio in the ‘Notes on Accounts’ attached to the balance sheet and various other ratios / items to be disclosed in the ‘Notes on Accounts’.

· Certificate regarding loan portfolio review if the bank seeks World Bank assistance (Capital Restructuring Loan).

· Certification regarding DICGC items.

· Verification of SLR and CRR returns submitted by the bank to RBI during the period under audit and confirming the same to RBI and the bank under audit.

· To comment upon the status of compliance by the bank as regards the implementation of the recommendations of the Ghosh Committee and the Working Group on internal controls.

· Commenting upon the credit deposit ratio in the rural areas as per  the instructions of Government of India.

· Reporting of instances of suspected fraud if any, noticed during the course of statutory audit as per Mitra Committee Recommendations.

Some important items certified by the Branch Auditors:

 (a) Statement of Risk Weighted Assets is very important and relevant to work out the capital adequacy statement for the Bank as a whole.[ The list of housing loans carries different risk weightage vide RBI circular No. DBOD.No.DIR(HSG).BC.10/08.12.01/2008-09 dt. 01st July 2008]
 (b) Disclosure of information relating to Asset Liability Management in the Balance Sheet.

 According to RBI, banks are required to make the following disclosures in the Balance Sheet 

a. Maturity pattern of deposits

b. Maturity pattern of loans and advances

c. Maturity pattern of Investment Securities

d. Foreign Currency Assets and Liabilities

e. Movement of NPAs

f. Maturity pattern of borrowings

Disclosure on items relating to deposits, advances, movement of NPAs and foreign currencies (in some branches) are required to be certified by the Branch Statutory Auditors as per the RBI circulars. Maturity patterns of other items are worked out at the Central Office.  
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2.5.2 Specimen of Memorandum of changes 
 The memorandum of changes generally accompanies the branch audit reports. Any changes which are material and which have an impact on assets and liabilities, classification of advances and profit and loss account are suggested through memorandum of changes, which form part of auditors report 

 Normally before the final report auditors observations are incorporated in the books of account and modified financial statements are prepared while in case of banks   by the time report is sent by auditors there is compilation at regional and Zonal level hence there is another statement called Memorandum of Changes (MOC). Main report must state about this and also shall mention whether MOC is nil or contains observation

The following points have to be noted about memorandum of change:

1. There should be clear justification for every change suggested by auditor 

2. The format of MOC in most banks will have both sides like a trial balance. It should be ensured that total of change suggested in balance sheet and profit and loss account is tallied on both accounts

3. The total of reclassification of the advances suggested in secured , unsecured ,guaranteed advance and sector wise advance should be correctly brought out in the MOC and total of both sides should tally 

4. In case of change suggested as per prudential norms on income recognition, the impact, if any on the provisioning of the assets is also to be looked into 

5. It is to be ensured that a ‘NIL MOC is invariably forwarded, even if there are no change to report 

6. Branch manager are required to report on each item reported in MOC 
7. MOC should not be issued through the LFAR
Specimen of Memorandum of Changes

a) Relating to suggested changes in Balance Sheet

	Liabilities
	Assets

	S.no
	Particulars of items
	Additions (+) Amount (Rs)
	Deduction

    (-)

Amount(Rs)


	Remarks

( Brief) 
	S.no
	Particulars of items
	Additions (+) Amount (Rs)
	Deduction

    (-)

Amount(Rs)


	Remarks

( Brief) 

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Total
	
	
	
	
	Total
	
	
	


b) Relating to suggested changes in Profit and Loss Account 

	Income
	Expenditure

	S.no
	Particulars of items
	Additions (+) Amount (Rs)
	Deduction

    (-)

Amount(Rs)


	Remarks

( Brief) 
	S.no
	Particulars of items
	Additions (+) Amount (Rs)
	Deduction

    (-)

Amount(Rs)


	Remarks

( Brief) 

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Total
	
	
	
	
	Total
	
	
	


c) Relating to suggested changes in advances portfolio of the bank 

	S.no
	Name/

segment/

facility
	Outstanding
	Asset classification
	
	Sec. by tangible assets
	Sec by bk Govt/

ECGC
	Unsec
	INC
	Unrealised int. of PY
	Tangible secured portion
	On bank, Govt,guar, ECGC portion
	Unsecured
	Total

provns

	1
	2
	3 =6+7+8
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13
	14=11+12+13

	
	
	
	
	Existing
	
	
	
	
	
	
	
	
	

	
	
	
	
	Proposed
	
	
	
	
	
	
	
	
	

	
	
	
	
	Existing
	
	
	
	
	
	
	
	
	

	
	
	
	
	Proposed
	
	
	
	
	
	
	
	
	

	
	
	
	
	Existing
	
	
	
	
	
	
	
	
	

	
	
	
	
	Proposed
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2.5.3 Specimen of Main Audit Report
A)  Specimen of Branch auditor’s report of Nationalised Bank
 

To
The Central Statutory auditors 

1. We have audited the attached balance sheet of ______ Bank _____branch as at 31st March 2009 the Profit and Loss Account annexed thereto for the year ended on that date. We have also audited the cash flow statement annexed to the Balance Sheet for the year ended on that date.  These financial statements are the responsibility of the Bank’s management.  Our responsibility is to express an opinion on these financial statements based on our audit.

2. We conducted our audit in accordance with the auditing standards generally accepted in India.  Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement(s).  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

3. The Balance Sheet and the Profit and Loss Account have been drawn up in Forms “A” and “B” respectively of the Third Schedule to the Banking Regulation Act, 1949.

4. We have also audited the under mentioned statements (countersigned) by us for the purpose of identification as at 31st March 2009 

a. Fixed assets returns 

b. Weekly abstracts of reporting Fridays 

c. Capital adequacy returns 

d. DICGC certificate 

e. PMRY certificate 

f. Statement of commitment charges recovered from IDBI/SIDBI refinance scheme 

g. Certificate of compliance of Ghosh and Jilani committee recommendations 

h. Verification of branch cash balances 

i. Verification of ATM cash balances 

j. Returns relating to bills discounted and purchased 

k. Return of industrial export project - Engineering project 

l. Details of payment of premium against scrips and other eligible license for the period from 1-4-2008 to 31-3-2009

m. Certificate for interest claims for foreign currency non resident accounts (FCNRA) for the year ended 31-3-2009

n. Return of foreign exchange bills transactions  

o. Certificate of deposits of special deposits scheme 

p. Certificate for term loans under world bank industrial export project 

5. Subject to annexed Memorandum of Changes and the adjustments to be made at your office, we certify that 

a. We have obtained all the information and explanations which to the best of our knowledge and belief, were necessary for the purposes of our audit and have found them to be satisfactory.

b. The transactions of the Bank, which have come to our notice have been within the powers of the Bank.

c. In our opinion and to the best of our information and according to the explanations given to us and as shown by the books of the Bank:

i. The Balance Sheet, Profit and Loss Account and Cash Flow Statement dealt with in this report are in conformity with the accounting principles generally accepted in India including the applicable accounting standards.

ii. The Balance Sheet read with the notes thereon is a full and fair Balance Sheet containing all the necessary particulars, and is properly drawn up so as to exhibit a true and fair view of the affairs of the Bank as at 31st March, 2009;

iii. The Profit and Loss Account read with the notes thereon shows a true balance of Profit/Loss for the year covered by the account.

iv. The Cash Flow Statement gives a true and fair view of the cash flows for the period covered by the Statement.

For ABC and Co.

Chartered Accountants

Signature

(Name of the Member Signing the Audit Report)

(Designation) 

Membership Number

B) Specimen of Branch auditor report of Banking Company
 
To

The Central statutory auditors 
We have audited the attached Balance Sheet of the ___Bank Limited ______branch  as at 31st March, 2009 and also the attached Profit and Loss Account of the Bank and the cash flow statement for the year ended on that These financial statements are the responsibility of the Bank’s management.  Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with the auditing standards generally accepted in India.  Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement(s).  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.
  
Subject to annexed Memorandum of changes and the adjustments to be made at your office we report that:
We have also audited the under mentioned statements (countersigned) by us for the purpose of identification as at 31st March 2009 

i. Fixed assets returns 

ii. Weekly abstracts of reporting Fridays 

iii. Capital adequacy returns 

iv. DICGC certificate 

v. PMRY certificate 

vi. Statement of commitment charges recovered from IDBI/SIDBI refinance scheme 

vii. Certificate of compliance of Ghosh and Jilani Committee recommendations 

viii. Verification of branch cash balances 

ix.  Verification of ATM cash balances 

x. Returns relating to bills discounted and purchased 

xi. Return of industrial export project - Engineering project 

xii. Details of payment of premium against scrips and other eligible licence for the period from 1-4-2006 to 31-3-2009

xiii. Certificate for interest claims for foreign currency non resident accounts (FCNRA) for the year ended 31-3-2009

xiv. Return of foreign exchange bills transactions  

xv. Certificate of deposits of special deposits scheme 

xvi. Certificate for term loans under World bank industrial export project 

Subject to annexed Memorandum of Changes and the adjustments to be made at your office we report that:
a. We have obtained all the information and explanations which, to the best of our knowledge and belief, were necessary for the purpose of our audit.
b. The Balance Sheet and the Profit and Loss Account have been drawn up in accordance with         the provisions of Section 29 of the Banking Regulation Act, 1949 read with Section 211 of the Companies Act, 1956.
c. The transactions of the Bank, which have come to our notice, have been within the powers of the Bank.
d. In our opinion, proper books of account as required by law have been kept by the Bank so far as appears from our examination of those books.
e. The Bank’s Balance Sheet and Profit and Loss Account dealt with by this report, are in agreement with the books of account and the returns.

f. The Balance Sheet, Profit and Loss Account and cash flow statement dealt with by this report comply with the Accounting Standards referred to in subsection (3C) of section 211 of the Companies Act, 1956. 

g. Since the Central Government has, till date, not prescribed the cess payable under section 441A of the Companies Act, 1956, we are not in a position to comment on this clause.

h. In our opinion and to the best of our information and according to the explanations given to us, the said accounts together with the notes thereon give the information required by the Banking Regulation Act, 1949 as well as the Companies Act, 1956, to the extent applicable and in the manner so required for the banking companies.  We are further of the opinion that these accounts are in conformity with the accounting principles generally accepted in India and report that:  

i. the said Balance Sheet gives a true and fair view of the state of affairs of the Banks as at March, 2009;
a. the Profit and Loss Account shows a true balance of profit for the year ended on that date; and 
b. the cash flow statement shows a true and fair view of the cash flows for the period then ended.
For ABC and Co.
Chartered Accountants
Signature
(Name of the Member Signing the Audit Report)
(Designation) 
Membership Number
Place of Signature
Date of Report
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2.5.4 LFAR

DOS -> DBS.CO.PP.BC.11/11.01.005/2001- 

  DBS.CO.PP.BC.11/11.01.005/2001-2002, April 17, 2002.               

   (20020417)                                                        

  LONG FORM AUDIT REPORT (LFAR) - REVISION.                          

  #

  To

  All Scheduled Commercial Banks

  (Except RRBs)

  Dear Sir,

  ##                                                                    

  As you are aware, the present format of LFAR has been in use since 

1992-93.  There  have  been          far  reaching  changes  in  the 

regulatory/supervisory  framework of  banks since  then. The role of 

statutory  auditors  too  has    been  widened  to  include  certain 

certifications/validations  in  their   report.  These  developments 

necessitated  a revision in the format of LFAR. The format has since 

been  revised  in  consultation  with  the  Institute  of  Chartered 

Accountants of India (ICAI) and a few select banks.                  

    2.  We enclose   a copy  of  the  revised format  comprising the 

following  documents  which may please be put into operation for the 

year ending March 31, 2003 onwards :                                 

  #

       (i) Questionnaire in connection with LFAR in respect of a branch.

       (ii) Questionnaire applicable to specialised branches.

       (iii)   Annexure   to  the  LFAR  for   furnishing   details   of

       large/irregular/critical accounts and

       (iv) LFAR by Central Statutory auditors of bank.

  3. In this connection, we also advise as under :

       (i) Timely receipt of LFARs from the auditors should be ensured,

       (ii)  The  LFAR  on the bank, after due  examination,  should  be

       placed  before  the  Board  of  Directors/Local  Advisory   Board

       indicating   the   action  taken  proposed  to   be   taken   for

       rectification  of the irregularities, if any, mentioned  therein,

       and

       (iii)  A  copy each of the LFAR (i.e., for  the  bank/all  Indian

       Offices of foreign bank as a whole) and the relative agenda note,

       together with the Board' views or directions, should be forwarded

       to  the  concerned  Regional  Office  of  Department  of  Banking

       Supervision  within  60  days of submission of the  LFAR  by  the

       statutory auditors.

  4. Please acknowledge receipt.

                 Sd/-

         (P. K. K. Krishnan)

        Deputy General Manager

                                  *-*-*

  LONG FORM AUDIT REPORT (LFAR) TO MANAGEMENT IN CASE OF BANK BRANCHES

  [This Long  Form Audit  Report should  be addressed  by  the  branch 

  auditors to the Chairman of the bank  concerned with a  copy thereof 

  to the Central Statutory Auditors.]

  The following paragraphs list the matters which the branch auditors of

  banks are expected to comment upon in their Long Form Audit  Reports'.

  The  appendix  to  this questionnaire  contains  questions  which  are

  relevant   to  specialised  branches'  dealing  in  foreign   exchange

  transactions,  recovery  of  non-performing  assets,  clearing   house

  operations  and  branches  having very  large  advances.  Auditors  of

  foreign  branches of Indian Banks should also furnish this report.  In

  the  case  of such branches, reference to the Reserve  Bank  of  India

  should  be construed to include the Reserve Bank of India, as well  as

  the  relevant  regulating authority of the foreign country  where  the

  branch is located.

  Where  any  of  the comments made by the auditors  in  their  LFAR  is

  adverse,  they should consider whether a qualification in  their  main

  report  is  necessary. It should not, however, be assumed  that  every

  adverse   comment   in  the  LFAR  would  necessarily  result   in   a

  qualification in the main report. In deciding whether a  qualification

  in  the  main  report  is necessary, the  auditors  should  use  their

  judgment  in  the  facts, and circumstances of each  case.  Where  the

  auditors have any reservation or adverse remarks with regard to any of

  the  matters to be dealt with in their Long Form Audit  Reports,  they

  may give the reasons for the same. Also, where relevant, instances  of

  situations  giving rise to their reservations or adverse  remarks  may

  also be given.

                                I. ASSETS

  1. Cash

  (a)  Does  the  branch  generally  carry  cash  balances,  which  vary

       significantly   from   the  limits  fixed  by   the   controlling

       authorities  of  the  bank ? Whether excess  balances  have  been

       reported to the controlling authorities of the bank ?

  (b)  Does  the branch hold adequate insurance cover  for  cash-on-hand

       and cash-in-transit ?

  (c)  Is  cash  maintained in effective joint custody of  two  or  more

       officials, as per the instructions of the controlling authorities

       of the bank ?

  (d)  Have  the  cash balances at the branch been checked  at  periodic

       intervals  as  per the procedure prescribed  by  the  controlling

       authorities of the bank ?

  2. Balances with Reserve Bank of India, State Bank of India and  Other

  Banks

  (a)  Were  balance  confirmation certificates obtained in  respect  of

       outstanding balances as at the year-end and whether the aforesaid

       balances  have  been  reconciled  ?  The  nature  and  extent  of

       differences should be reported.

  (b)  Your  observations  on  the  reconciliation  statements  may   be

       reported in the following manner :

       (i) Cash transactions remaining unresponded (give details)

       (ii) Revenue items requiring adjustments/write-off (give details)

       (iii) Old outstanding balances remaining  unexplained/unadjusted.

       Give details for :

            - Outstanding between six months and one year, and

            - one year and above

  (c)  In  case any item deserves special attention of  the  management,

       the same may be reported.

  3. Money at Call and Short Notice

  Has  the Branch kept money-at-call and short notice during the year  ?

  If  so,  whether  instructions/guidelines, if any, laid  down  by  the

  controlling authorities of the bank have been complied with ?

  4. Investments

  (A) For Branches in India

  (a)  Are  there  any investments held by branches on  behalf  of  Head

       Office/other offices of the bank ? If so, whether these have been

       made  available for physical verification or evidences have  been

       produced  with  regard  to  the  same  where  these  are  not  in

       possession of the branch ?

  (b)  Whether  any amounts received as income on such investments  have

       been reported to the Head Office ?

  (c)  In  respect  of investments held by branches on  behalf  of  Head

       Office/other   offices  of  the  bank  whether  any   income   is

       accrued/received and recognized as income of the branch  contrary

       to the instructions of the controlling authorities of the bank ?

  (d)  Whether  there are any matured or overdue investments which  have

       not been en- cashed ? If so, give details ?

  (e)  Whether  the  Guidelines of the Reserve Bank of  India  regarding

       Transactions in Securities have been complied with.

  (f)  Whether  the  Guidelines of the Reserve Bank of  India  regarding

       Valuation of Investments have been complied with.

  (B) For Branches outside India

  (a)  In  respect of purchase and sale of investments, has  the  branch

       bacted  within  its  delegated authority, having  regard  to  the

       instructions/guidelines in this behalf issued by the  controlling

       authorities of the bank ?

  (b)  Have  the  investments  held by the branch  whether  on  its  own

       account or on behalf of the Head office/other branches been  made

       available  for physical verification ? Where the investments  are

       not  in  the  possession of the branch,  whether  evidences  with

       regard to their physical verification have been produced ?

  (c)  Is  the mode of valuation of investments in accordance  with  the

       RBI guidelines or the norms prescribed by the relevant regulatory

       authority of the country in which the branch is located whichever

       are more stringent ?

  (d)  Whether  there are any matured or overdue investments which  have

       not been en-cashed ? If so, give details ?

  5. Advances

  (The answers to the following questions may be based on the  auditor's

  examination of all large advances and a test check of other  advances.

  In  respect  of large advances, all cases of major  adverse  features,

  deficiencies, etc., should be reported. In respect of other  advances,

  the  auditor  may comment upon the relevant aspects  generally,  along

  with  instances  of  situations giving rise  to  his  reservations  or

  adverse remarks. For this purpose, large advances are those in respect

  of  which the outstanding amount is in excess of 5% of  the  aggregate

  advances of the branch or Rs. 2 crores, whichever is less.)

  (a) Credit Appraisal

       In  your  opinion,  has the branch generally  complied  with  the

       procedures/instructions  of  the controlling authorities  of  the

       bank  regarding loan applications, preparation of  proposals  for

       grant/renewal of advances, enhancement of limits, etc., including

       adequate appraisal documentation in respect thereof.

  (b) Sanctioning/Disbursement

  (i)  In  the cases examined by you, have you come across instances  of

       credit  facilities  having been sanctioned beyond  the  delegated

       authority or limit fixed for the branch ? Are such cases promptly

       reported to higher authorities ?

  (ii) In  the  cases examined by you, have you  come  across  instances

       where  advances  have been disbursed without complying  with  the

       terms  and  conditions of the sanction ? If so, give  details  of

       such cases.

  (c) Documentation

  (i)  In  the cases examined by you, have you come across instances  of

       credit facilities released by the branch without execution of all

       the necessary documents ? If so, give details of such cases.

  (ii) In  respect  of advances examined by you, have  you  come  across

       instances  of deficiencies in documentation, non-registration  of

       charges, non-obtaining of guarantees, etc. ? If so, give  details

       of such cases.

  (iii) Whether  advances  against lien of deposits have  been  properly

       granted  by marking a lien on the deposit in accordance with  the

       guidelines of the controlling authorities of the bank.

  (d) Review/Monitoring/Supervision

  (i)  Is the procedure laid down by the controlling authorities of  the

       bank, for periodic review of advances including periodic  balance

       confirmation/acknowledgment  of debts, followed by the  Branch  ?

       Provide  analysis  of  the accounts  overdue  for  review/renewal

       between 6 months and 1 year, and over 1 year

  (ii) Are the stock/book debt statements and other periodic operational

       data and financial statements, etc., received regularly from  the

       borrowers and duly scrutinized ? Is suitable action taken on  the

       basis of such scrutiny in appropriate cases ?

  (iii) Whether  there  exists a system of obtaining  reports  on  stock

       audits periodically ? If so, whether the branch has complied with

       such system ?

  (iv) Indicate  the  cases of advances to non-corporate  entities  with

       limits beyond Rs. 1O lakhs where the Branch has not obtained  the

       accounts of borrowers, duly audited under the RBI guidelines with

       regard to compulsory audit or under any other statute.

  (v)  Has the inspection or physical verification of securities charged

       to  the Bank been carried out by the branch as per the  procedure

       laid down by the controlling authorities of the bank ?

  (vi) In  respect  of advances examined by you, have  you  come  across

       cases  of  deficiencies  in value of  securities  and  inspection

       thereof    or    any    other   adverse    features    such    as

       frequent/unauthorized   overdrawing  beyond  limits,   inadequate

       insurance coverage, etc. ?

  (vii) In  respect  of  leasing  finance  activities,  has  the  Branch

       complied   with   the  guidelines  issued  by   the   controlling

       authorities  of  the bank relating to  security  creation,  asset

       inspection,  insurance, etc. ? Has the Branch complied  with  the

       accounting norms prescribed by the controlling authorities of the

       bank relating to such leasing activities ?

  (viii) Are credit card dues recovered promptly ?

  (ix) Has   the   branch  identified  and  classified   advances   into

       standard/substandard/doubtful/loss assets in line with the  norms

       prescribed by the Reserve Bank of India (The auditor may refer to

       the  relevant  H.O. Instructions for identification of  NPAs  and

       Classification of Advances).

  (x)  Where  the  auditor disagrees with the branch  classification  of

       advances  into  standard/substandard/doubtful/loss  assets,   the

       details  of  such  advances with reasons should  be  given.  Also

       indicate      whether     suitable     changes     have      been

       incorporated/suggested in the Memorandum of Changes.

  (xi) Have  you  come  across  cases  where  the  relevant  Controlling

       Authority of the bank has authorised legal action for recovery of

       advances or recalling of advances but no such action was taken by

       the branch ? If so, give details of such cases.

  (xii) Have  all non-performing advances been promptly reported to  the

       relevant  Controlling Authority of the bank ? Also state  whether

       any rehabilitation programme in respect of such advances has been

       undertaken, and if so, the status of such programme.

  (xiii) Have   appropriate   claims   for  DICGC   and   Export   Credit

       Guarantee/Insurance  and subsidies, if any, been duly lodged  and

       settled ? The status of pending claims giving year wise  break-up

       of  number and amounts involved should be given in the  following

       format.

  |-----------------------------|---------|--------------|

  | Particulars                 |  Number | Amount (Rs.) |

  |-----------------------------|---------|--------------|

  | Claims as at the beginning  |         |              |

  | of the year (Give year-wise |         |              |

  | details)                    |         |              |

  |                             |         |              |

  | Further claims lodged       |         |              |

  | during the year             |         |              |

  |-----------------------------|---------|--------------|

  |                    Total A  |         |              |

  |-----------------------------|---------|--------------|

  | Amounts representing :      |         |              |

  | (a) claims accepted/settled |         |              |

  | (give year-wise details)    |         |              |

  |                             |         |              |

  | (b) claims rejected (give   |         |              |

  | year-wise details)          |         |              |

  |-----------------------------|---------|--------------|

  |                    Total B  |         |              |

  |-----------------------------|---------|--------------|

  | Balance as at the year-end  |         |              |

  | (give year-wise details)    |         |              |

  |-----------------------------|---------|--------------|

  |                    A-B      |         |              |

  |-----------------------------|---------|--------------|

  (xiv)  In respect of non-performing assets, has the  branch  obtained

       valuation  reports  from approved valuers for  the  fixed  assets

       charged   to   the  bank,  once  in  three  years,   unless   the

       circumstances warrant a shorter duration ?

  (xv) In  the cases examined by you has the branch complied  with  the

       Recovery Policy prescribed by the controlling authorities of  the

       bank with respect to compromise/settlement and write-off cases  ?

       Details of the cases of compromise/settlement and write-off cases

       involving write-offs/waivers in excess of Rs. 50.00 lakhs may  be

       given.

  (xvi) List  the  major deficiencies in credit  review,  monitoring  and

       supervision.

  (e) Guarantees and Letters of Credit

  (i)  Details  of outstanding amounts of guarantees invoked and  funded

       by  the  Branch at the end of the year may be obtained  from  the

       management and reported in the following format :

       (a) Guarantees invoked, paid but not adjusted :

  |-----|------------|-----------|-------------|--------|----------|---------|

  | Sr. |  Date of   |  Name of  |  Name of    | Amount | Date of  | Remarks |

  | No. | invocation | the party | beneficiary |        | Recovery |         |

  |-----|------------|-----------|-------------|--------|----------|---------|

       (b) Guarantees invoked but not paid

  |-----|------------|-----------|-------------|--------|----------|---------|

  | Sr. |  Date of   |  Name of  |  Name of    | Amount | Date of  | Remarks |

  | No. | invocation | the party | beneficiary |        | Recovery |         |

  |-----|------------|-----------|-------------|--------|----------|---------|

  (ii) Details  of the outstanding amounts of letters of credit and  co-

       acceptances  funded by the Branch at the end of the year  may  be

       obtained from the management and reported in the following format :

  |-----|------------|-----------|---------------------|--------|----------|---------|

  | Sr. |  Date of   |  Name of  |  Nature (LC/        | Amount | Date of  | Remarks |

  | No. |  funding   | the party | co-acceptance etc.) |        | Recovery |         |

  |-----|------------|-----------|---------------------|--------|----------|---------|

  6. Other Assets

  (a) Stationery and Stamps

  (i)  Does the system of the Bank ensure adequate internal control over

       issue  and custody of stationery comprising security items  (Term

       Deposit  Receipts, Drafts, Pay Orders, Cheque Books,  Traveller's

       Cheques,  Gift  Cheques,  etc.) ? Whether  the  system  is  being

       followed by the branch ?

  (ii) Have  you  come  across  cases  of  missing/lost  items  of  such

       stationery ?

  (b) Suspense Accounts/Sundry Assets

  (i)  Does the system of the Bank ensure expeditious clearance of items

       debited to Suspense Account ? Details of old outstanding  entries

       may  be  obtained from the Branch and the reasons  for  delay  in

       adjusting  the entries may be ascertained. Does your scrutiny  of

       the  accounts under various sub-heads reveal balances,  which  in

       your   opinion   are  not  recoverable  and   would   require   a

       provision/write-off ? If so, give details in the following format :

       |------|--------------|---------|

       | Year | Amount (Rs.) | Remarks |

       |------|--------------|---------|

       |      |              |         |

       |------|--------------|---------|

  (ii) Does your test check indicate any unusual items in these accounts

  ? If so, report their nature and the amounts involved.

                             II. LIABILITIES

  1. Deposits

  (i)  Have  the  controlling  authorities of the  bank  laid  down  any

       guidelines with respect to conduct and operations of  Inoperative

       Accounts  ?  In the cases examined by you, have you  come  across

       instances where the guidelines laid down in this regard have  not

       been followed ? If yes, give details thereof.

  (ii) After the balance sheet date and till the date of audit,  whether

       there have been any unusual large movements (whether increase  or

       decrease) in the aggregate deposits held at the year-end ? If so,

       obtain  the  clarifications  from the management  and  give  your

       comments thereon.

  (iii) Are  there any overdue/matured term deposits at the end  of  the

       year ? If so, amounts thereof should be indicated.

  2. Other Liabilities

       Bill Payable, Sundry Deposits, etc.

  (i)  The  number of items and the aggregate amount of old  outstanding

       items  pending for three years or more may be obtained  from  the

       Branch and reported under appropriate heads. Does the scrutiny of

       the accounts under various sub-heads reveal old balances ? If so,

       give details in the following format :

       |------|--------------|--------------|---------|

       | Year | No. of items | Amount (Rs.) | Remarks |

       |------|--------------|--------------|---------|

       |      |              |              |         |

       |------|--------------|--------------|---------|

  (ii) Does  your  test  check indicate any unusual  items  or  material

       withdrawals  or  debits in these accounts ? If so,  report  their

       nature and the amounts involved.

  3. Contingent Liabilities

       List  of  major items of the contingent liabilities  (other  than

       constituents' liabilities such as guarantees, letters of  credit,

       acceptances, endorsements, etc.) not acknowledged by the Branch ?

                       III. PROFIT AND LOSS ACCOUNT

  (1)  Whether  the  branch  has a system to  compute  discrepancies  in

       interest/discount and for timely adjustment thereof in accordance

       with  the guidelines laid down in this regard by the  controlling

       authorities  of  the  bank ? Has the test  checking  of  interest

       revealed  excess/short credit of a material amount ? If so,  give

       details thereof.

  (2)  Has  the  branch  complied  with  the  Income  Recognition  norms

       prescribed by RBI ? (The Auditor may refer to the instructions of

       the  controlling  authorities of the bank regarding  charging  of

       interest on non-performing assets).

  (3)  Whether  the  branch  has a system to  compute  discrepancies  in

       interest   on  deposits  and  for  timely  adjustment   of   such

       discrepancies in accordance with the guidelines laid-down in this

       regard by the controlling authorities of the bank ? Has the  test

       check of interest on deposits revealed any excess/short debit  of

       material amount ? If so, give details thereof.

  (4)  Does the bank have a system of estimating and providing  interest

       accrued on overdue/matured term deposits ?

  (5)  Are  there  any  divergent trends in major items  of  income  and

       expenditure, which are not satisfactorily explained by the branch

       ?  If  so, the same may be reported upon. For  this  purpose,  an

       appropriate statement may be obtained from the branch  management

       explaining  the  divergent trends in major items  of  income  and

       expenditure.

                               IV. GENERAL

  1. Books and Records

  (a)  In  case  any  books of account  are  maintained  manually,  does

       general  scrutiny  thereof  indicates  whether  they  have   been

       properly   maintained,   with  balances  duly   inked   out   and

       authenticated by the authorised signatories ?

  (b)  In respect of computerised branches :

       * Whether hard copies of accounts are printed regularly ?

       *  Indicate  the  extent  of computerization  and  the  areas  of

       operation covered.

       *  Are the access and data security measures and  other  internal

       controls adequate ?

       *  Whether regular back-ups of accounts and off-site storage  are

       maintained  as per the guidelines of the controlling  authorities

       of the bank ?

       * Whether adequate contingency and disaster recovery plans are in

       place for loss/encryption of data ?

       *  Do you have any suggestions for the improvement in the  system

       with regard to computerized operations of the branch ?

  2. Reconciliation of Control and Subsidiary Records

       Have  the  figures,  as  at the year  end,  in  the  control  and

       subsidiary  records been reconciled ? If not, the last date  upto

       which such figures have been reconciled should be given under the

       respective heads, preferably in the following format :

  |---------|------|----------------|---------------|----------------|

  | Account | Date | General Ledger | Subsidiary    |  Last Date on  |

  |         |      | Balance (Rs.)  | Balance (Rs.) | which balanced |

  |---------|------|----------------|---------------|----------------|

  |         |      |                |               |                |

  |         |      |                |               |                |

  |---------|------|----------------|---------------|----------------|

  3. Inter Branch Accounts

  (i)  Does  the  branch  forward  on a  daily  basis  to  a  designated

       cell/Head  Office,  a statement of debit/credit  transactions  in

       relation to other branches ?

  (ii) Does  a check of the balance in the Head Office Account as  shown

       in  the said statement during and as at the year-end reveal  that

       the  same  is in agreement with the Head Office  Account  in  the

       general ledger ?

  (iii) Are  there any outstanding debits in the Head Office Account  in

       respect of inter- branch transactions ?

  (iv) Does   the  branch  expeditiously  comply  with/respond  to   the

       communications  from the designated cell/Head Office  as  regards

       unmatched  transactions  ?  As  at the  year-end  are  there  any

       unresponded/uncomplied  queries  or communications ? If  so, give

       details ?

  (v)  Have you come across items of double responses in the Head Office

       Account ? If so, give details.

  (vi) Are there any old/large outstanding transaction/entries at debits

       as at year-end which remain unexplained in the accounts relatable

       to inter-branch adjustments ?

  4. Audits/Inspections

  (i)  Is   the  branch  covered  by  concurrent  audit  or  any   other

       audit/inspection during the year ?

  (ii) In  framing  your  audit report, have you  considered  the  major

       adverse  comments  arising  out  of the  latest  reports  of  the

       previous   auditors,  concurrent  auditors,  stock  auditors   or

       internal  auditors,  or  in the special audit report  or  in  the

       Inspection  Report  of  the Reserve Bank of  India  ?  State  the

       various adverse features persisting in the branch, though brought

       out in these audit/inspection reports.

  5. Frauds

       Furnish  particulars of frauds discovered during the  year  under

       audit  at the branch, together with your suggestions, if any,  to

       minimise the possibilities of their occurrence.

  6. Miscellaneous

  (i)  Does  the  examination of the accounts indicate  possible  window

       dressing ?

  (ii) Does the branch maintain records of all the fixed assets acquired

       and  held  by it irrespective of whether the  values  thereof  or

       depreciation  thereon have been centralised ? Where documents  of

       title  in relation to branch or other branches are  available  at

       the branch, whether the same have been verified.

  (iii) Are there any other matters, which you as a branch auditor would

       like  to  bring to the notice of the management  or  the  Central

       Statutory Auditors ?

             QUESTIONNAIRE APPLICABLE TO SPECIALISED BRANCHES

  A. For Branches dealing in Foreign Exchange Transactions

  1.   Are  there  any  material adverse features  pointed  out  in  the

       reports  of  concurrent auditors, internal  auditors  and/or  the

       Reserve  Bank  of  India's inspection report  which  continue  to

       persist  in  relation to NRE/NRO/NRNR/FCNR-B/EEFC/RFC  and  other

       similar  deposit accounts If so, furnish the particulars of  such

       adverse features.

  2.   Whether  the Branch has followed the instructions and  guidelines

       of  the  controlling authorities of the bank with regard  to  the

       following in relation to the foreign exchange, if not, state  the

       irregularities :

       (a) deposits

       (b) advances

       (c) export bills

       (d) bills for collection

       (e) dealing room operations (where a branch has one)

       (f) any other area

  3.   Obtain  a list of ail Nostro Accounts maintained/operated by  the

       Branch from the branch management.

       (a) Are the Nostro Accounts regularly operated ?

       (b)   Are  periodic  balance  confirmations  obtained  from   all

       concerned overseas branches/correspondents ?

       (c)  Are  these  accounts duly  reconciled  periodically  ?  Your

       observations on the reconciliation may be reported.

  4.   Does  the Branch follow the prescribed procedures in relation  to

       maintenance of Vostro Accounts ?

  B.  For  branches  dealing in very large advances  such  as  corporate

  banking  branches  and industrial finance branches  or  branches  with

  advances in excess of Rs. 100 crores.

  1.   In  respect of borrowers with outstanding of Rs. 2.00  crore  and

       above, the information in the enclosed format should be  obtained

       from  the  Branch Management. Comments of the Branch  Auditor  on

       advances  with significant adverse features and which might  need

       the attention of the management/central Statutory Auditors should

       be appended to the Long Form Audit Report.

  2.   What,  in  your  opinion, are the major  shortcomings  in  credit

       appraisal, monitoring, etc. ?

  3.   List  the  accounts  (with outstandings in  excess  of  Rs.  1.00

       crore), which have either been downgraded or upgraded with regard

       to their classification as Non Performing Asset or Standard Asset

       during the year and the reasons therefor.

  C.  For branches dealing in recovery of Non Performing Assets such  as

  Asset Recovery Branches

  1.   In  respect of borrowers with outstanding of Rs. 2.00 crore  arid

       above, the information in the enclosed format should be  obtained

       from  the  Branch Management. Comments of the Branch  Auditor  on

       advances  with significant adverse features and which might  need

       the attention of the management/central Statutory Auditors should

       be appended to the Long Form Audit Report.

  2.   List  the  accounts  (with outstandings in  excess  of  Rs.  2.00

       crores), which have been upgraded from Non Performing to Standard

       during the year and the reasons therefor.

  3.   Whether  the  Branch has a system of updating  periodically,  the

       information relating to the valuation of security charged to  the

       bank ?

  4.   Age-wise analysis of the recovery suits filed and pending may  be

       furnished.

  5.   Is  the Branch prompt in ensuring execution of  decrees  obtained

       for  recovery from the defaulting borrowers ? Also list the  time

       barred decrees, if any, and reasons therefor.

  6.   List the recoveries and their appropriation against the  interest

       and  the  principal and the accounts  settled/written  off/closed

       during the year.

  7.   List  the new borrower accounts transferred to the Branch  during

       the year. Have all the relevant documents and records relating to

       these borrower accounts been transferred to the Branch ? Has  the

       Branch  obtained  confirmation  that  all  the  accounts  of  the

       borrower (including non-fund based exposures and deposits pending

       adjustment/margin deposits) been transferred to the Branch ?

  D.  For  branches  dealing  in  Clearing  House  Operations,  normally

  referred to as Service Branches

  1.   Does  the  branch  have  a  system  of  periodic  review  of  the

       outstanding  entries in clearing adjustments accounts ?  In  your

       view has the system generally been complied with ?

  2.   Whether    review   of   the   clearing   adjustments    accounts

       (inwards/outwards)  reveals  any  old/large/unusual   outstanding

       entries  which  remain unexplained ? Give year-wise  break-up  of

       outstandings in number and value :

       * Inward Clearing

       |-----------------------|--------|-------|

       |                       | Number | Value |

       |-----------------------|--------|-------|

       | Normal Clearing       |        |       |

       |-----------------------|--------|-------|

       | High Value Clearing   |        |       |

       |-----------------------|--------|-------|

       | Inter-Branch Clearing |        |       |

       |-----------------------|--------|-------|

       | National Clearing     |        |       |

       |-----------------------|--------|-------|

       | Returned/Dishonoured  |        |       |

       | Clearing              |        |       |

       |-----------------------|--------|-------|

       * Outward Clearing

       |-----------------------|--------|-------|

       |                       | Number | Value |

       |-----------------------|--------|-------|

       | Normal Clearing       |        |       |

       |-----------------------|--------|-------|

       | High Value Clearing   |        |       |

       |-----------------------|--------|-------|

       | Inter-Branch Clearing |        |       |

       |-----------------------|--------|-------|

       | National Clearing     |        |       |

       |-----------------------|--------|-------|

       | Returned/Dishonoured  |        |       |

       | Clearing              |        |       |

       |-----------------------|--------|-------|

  3.   Has   the  Branch  strictly  followed  the  guidelines   of   the

       controlling  authority  of the bank with  respect  to  operations

       related  to  clearing transactions ? Comment on the  systems  and

       procedures followed by the Branch in this regard.

                  ANNEXURE TO THE Long Form Audit Report

             (FOR LARGE/IRREGULAR/CRITICAL ADVANCE ACCOUNTS)

  (to be obtained from the branch management by the Branch Auditors of

  branches dealing in large advances/asset recovery branches)

  1. Name of the Borrower

  2. Address

  3. Constitution

  4. Nature of business/activity

  5. Other units in the same group

  6. Total exposure of the branch to the Group

     Fund Based (Rs. in lakhs)

     Non-Fund Based (Rs. in lakhs)

  7. Name of Proprietor/Partners/Directors

  8. Name of the Chief Executive, if any

  9. Asset Classification by the Branch

     (a) as on the date of current audit

     (b) as on the date of previous Balance Sheet

  10. Asset Classification by the Branch Auditor

     (a) as on the date of current audit

     (b) as on the date of previous Balance Sheet

  11. Are there any adverse features pointed out in relation

      to asset classification by the Reserve Bank of India Inspection

      or any other audit.

  12. Date on which the asset was first

      classified as NPA (where applicable)

  13. Facilities sanctioned :

  |----------|------------|---------|----------|------------|----------|--------------------|

  | Date of  |   Nature   |   Limit |   Prime  | Collateral | Margin % |       Balance      |

  | Sanction |    of      | (Rs. in | Security |  Security  |          |     outstanding    |

  |          | facilities |  Lakhs) |          |            |          |      year-end      |

  |          |            |         |          |            |          |---------|----------|

  |          |            |         |          |            |          | Current | Previous |

  |          |            |         |          |            |          | Year    |  Year    |

  |----------|------------|---------|----------|------------|----------|---------|----------|

  |          |            |         |          |            |          |         |          |

  |----------|------------|---------|----------|------------|----------|---------|----------|

  |          |            |         |          |            |          |         |          |

  |----------|------------|---------|----------|------------|----------|---------|----------|

  | Provision Made : Rs. ....... lakhs                                           |          |

  |----------|------------|---------|----------|------------|----------|---------|----------|

  14. Whether the advance is a consortium advance or

      an advance made on multiple-bank basis

  15. If Consortium,

     (a) names of participating banks

         with their respective shares

     (b) name of the Lead Bank in Consortium

  16. If on multiple banking basis, names of other banks and

      evidence thereof

  17. Has the Branch classified the advance under the Credit

      Rating norms in accordance with the guidelines of the

      controlling authorities of the Bank

  18. (a) Details of verification of primary security

          and evidence thereof;

      (b) Details of valuation and evidence thereof

  |---------------|--------------------|-------|-----------|

  | Date verified | Nature of Security | Value | Valued by |

  |---------------|--------------------|-------|-----------|

  |               |                    |       |           |

  |---------------|--------------------|-------|-----------|

  |               |                    |       |           |

  |---------------|--------------------|-------|-----------|

  | Insured for Rs. ....... lakhs (expiring on .......)    |

  |---------------|--------------------|-------|-----------|

  19 (a) Details of verification of collateral security and evidence

         thereof

     (b) Details of valuation and evidence thereof

  |---------------|--------------------|-------|-----------|

  | Date verified | Nature of Security | Value | Valued by |

  |---------------|--------------------|-------|-----------|

  |               |                    |       |           |

  |---------------|--------------------|-------|-----------|

  |               |                    |       |           |

  |---------------|--------------------|-------|-----------|

  | Insured for Rs. ....... lakhs (expiring on .......)    |

  |---------------|--------------------|-------|-----------|

  20 Give details of the Guarantee in respect of the advance

     (a) Central Government Guarantee;

     (b) State Government Guarantee;

     (c) Bank Guarantee or Financial Institution Guarantee;

     (d) Other Guarantee

  Provide the date and value of the Guarantee in respect of the above.

  21 Compliance with the terms and conditions

     of the sanction

  |-----------------------------------------------------------------|-------------|

  |                          Terms and Conditions                   | Compliance  |

  |-----------------------------------------------------------------|-------------|

  | (i)   Primary Security                                          |             |

  |                                                                 |             |

  |       (a) Charge on primary security                            |             |

  |                                                                 |             |

  |       (b) Mortgage of fixed assets                              |             |

  |                                                                 |             |

  |       (c) Registration of charges with Registrar of Companies   |             |

  |                                                                 |             |

  |       (d) Insurance with date of validity of Policy             |             |

  |-----------------------------------------------------------------|-------------|

  | (ii)  Collateral Security                                       |             |

  |                                                                 |             |

  |       (a) Charge on collateral security                         |             |

  |                                                                 |             |

  |       (b) Mortgage of fixed assets                              |             |

  |                                                                 |             |

  |       (c) Registration of charges with Registrar of Companies   |             |

  |                                                                 |             |

  |       (d) Insurance with date of validity of Policy             |             |

  |-----------------------------------------------------------------|-------------|

  | (iii) Guarantees - Existence and execution of valid             |             |

  |       guarantees                                                |             |

  |-----------------------------------------------------------------|-------------|

  | (iv)  Asset coverage to the branch based upon the               |             |

  |       arrangement (i.e., consortium or multiple-bank basis)     |             |

  |-----------------------------------------------------------------|-------------|

  | (v)   Others :                                                  |             |

  |                                                                 |             |

  |       (a) Submission of Stock Statements/Quarterly              |             |

  |           Information Statements and other Information          |             |

  |           Statements                                            |             |

  |                                                                 |             |

  |       (b) Last inspection of the unit by the Branch officials   |             |

  |           Give the date and details of errors/omissions noticed |             |

  |                                                                 |             |

  |       (c) In case of consortium advances, whether copies of     |             |

  |           documents executed by the company favouring the       |             |

  |           consortium are available                              |             |

  |                                                                 |             |

  |       (d) Any other area of non-compliance with the terms and   |             |

  |           conditions of sanction                                |             |

  |-----------------------------------------------------------------|-------------|

  22 Key financial indicators for the last two years and projections for

     the current year

     (Rs. in lakhs)

  |-------------------------------|-----------------|-----------------|-----------------|

  |         Indicators            |  Audited        |  Audited        |  Estimates for  |

  |                               | year ended      | year ended      | year ended 31st |

  |                               | 31st March .... | 31st March .... |  March .......  |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Turnover                      |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Increase in turnover % over   |                 |                 |                 |

  | previous year                 |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Profit before depreciation,   |                 |                 |                 |

  | interest and tax              |                 |                 |                 |

  |                               |                 |                 |                 |

  | Less : Interest               |                 |                 |                 |

  |                               |                 |                 |                 |

  | Net Cash Profit before tax    |                 |                 |                 |

  |                               |                 |                 |                 |

  | Less : Depreciation           |                 |                 |                 |

  |                               |                 |                 |                 |

  | Less : Tax                    |                 |                 |                 |

  |                               |                 |                 |                 |

  | Net Profit after Depreciation |                 |                 |                 |

  | and Tax                       |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Net Profit to Turnover Ratio  |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Capital (Paid-up)             |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Reserves                      |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Net Worth                     |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Turnover to Capital           |                 |                 |                 |

  | Employed Ratio                |                 |                 |                 |

  | (The term capital employed    |                 |                 |                 |

  | means the sum of Net Worth    |                 |                 |                 |

  | and Long Term Liabilities)    |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Current Ratio                 |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Stock Turnover Ratio          |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Total Outstanding             |                 |                 |                 |

  | Liabilities/total Net         |                 |                 |                 |

  | Worth Ratio                   |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | In case of listed companies,  |                 |                 |                 |

  | Market Value of Shares        |                 |                 |                 |

  | (a) High,                     |                 |                 |                 |

  | (b) Low; and                  |                 |                 |                 |

  | (c) Closing                   |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Earning Per Share             |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  | Whether the accounts were     |                 |                 |                 |

  | audited ?                     |                 |                 |                 |

  |                               |                 |                 |                 |

  | If yes, upto what date;       |                 |                 |                 |

  | and are there any audit       |                 |                 |                 |

  | qualifications                |                 |                 |                 |

  |-------------------------------|-----------------|-----------------|-----------------|

  23 Observations on the operations in the account :

  |---------------------------------|-----------------|-------------------|

  |                                 |   Excess over   | Excess over limit |

  |                                 |  drawing power  |                   |

  |---------------------------------|-----------------|-------------------|

  | 1. No of occasions on which the |                 |                   |

  | balance exceeded the drawing    |                 |                   |

  | power/sanctioned limit (give    |                 |                   |

  | details)                        |                 |                   |

  |---------------------------------|-----------------|-------------------|

  | Reasons for excess drawings,    |                 |                   |

  | if any                          |                 |                   |

  |---------------------------------|-----------------|-------------------|

  | Whether excess drawings were    |                 |                   |

  | reported to the Controlling     |                 |                   |

  | Authority and approved          |                 |                   |

  |---------------------------------|-----------------|-------------------|

  |---------------------------------|-----------------|-------------------|

  |                                 | Debit Summation |  Credit Summation |

  |                                 | (Rs. in Lakhs)  |  (Rs. in Lakhs)   |

  |---------------------------------|-----------------|-------------------|

  | 2. Total summation in the       |                 |                   |

  | account during the year         |                 |                   |

  |                                 |                 |                   |

  | Less : Interest                 |                 |                   |

  |                                 |                 |                   |

  | Balance                         |                 |                   |

  |---------------------------------|-----------------|-------------------|

  24   Adverse   observations   in   other   audit    reports/inspection

       Reports/Concurrent  Auditor's Report/Internal Audit  Report/Stock

       Audit  Report/Special  Audit  Report or  Reserve  Bank  of  India

       Inspection with regard to :

       (i)   Documentation;

       (ii)  Operations;

       (iii) Security/Guarantee; and

       (iv)  Others

  25 Branch Manager's overview of the account and its operation.

  26   (a)  In case  the  borrower  has  been  identified/classified  as

       Non-performing  Asset  during  the  year,  whether any unrealised

       income including income accrued  in  the  previous  year has been

       accounted as income, contrary to the Income Recognition Norms.

       (b)  Whether  any action has been initiated towards  recovery  in

       respect  of  accounts  identified/classified  as   Non-performing

       Assets.

  Date :

                                                      Signature and Seal

                                                     of Branch In-Charge

                 LONG FORM AUDIT REPORT TO THE MANAGEMENT

                 BY CENTRAL STATUTORY AUDITORS OF BANKS

  [The Central  Statutory Auditors should address  their Long Form Audit

  Report to the Chairman of the bank concerned and a copy thereof should

  be forwarded to (he designated office of the Reserve Bank of India.]

  The  following  paragraphs list the important matters with  regard  to

  advances, liquidity and funds management, internal control,  automaton

  and   computerisation,  and  profitability  besides  certain   general

  matters, which the statutory central auditors of banks are expected to

  comment  upon  in their long form audit reports. It may  be  mentioned

  that this list is illustrative and not exhaustive. Therefore, if it is

  felt  that certain other important matters deserve to be  included  in

  the long form audit report, the central statutory auditor may do so.

  Many of the matters to be dealt with by the central statutory auditors

  in their LFARs will be based on the LFARs received from the  branches.

  In  dealing  with  such matters, the central  statutory  auditors  are

  expected  to make their observations on the basis of review of  branch

  auditors' LFARs.

  Where  any  of  the comments made by the auditors  in  their  LFAR  is

  adverse,  they should consider whether a qualification in  their  main

  report  is  necessary. It should not, however, be assumed  that  every

  adverse   comment   in  the  LFAR  would  necessarily  result   in   a

  qualification in the main report. In deciding whether a  qualification

  in  the  main  report  is necessary, the  auditors  should  use  their

  judgment based on the facts and circumstances of each case. Where  the

  auditors have any reservation or adverse remarks with regard to any of

  the  matters to be dealt with in their Long Form Audit  Reports,  they

  may give the reasons for the same. Also, where relevant, instances  of

  situations  giving rise to their reservations or adverse  remarks  may

  also be given.

                               I. ADVANCES

  1. Loan Policy

       *  Existence of Loan Policy - specifying the prudential  exposure

       norms,  industry-wise exposures, regular updation of the  policy,

       system of monitoring and adherence thereto.

  2. Credit Appraisal

       *   Existence  of  a  well  laid-down  system  of  appraisal   of

       loan/credit  proposals,  including adequacy  of  information  for

       appraising  the  credit worthiness of  applicant,  and  adherence

       thereto.

  3. Sanctioning/Disbursement

       * Delegation of powers/authority at various levels; adherence  to

       authorised limits : whether limits are disbursed after  complying

       with the terms and conditions of sanction.

  4. Documentation

       * System of ensuring that documents are executed as per the terms

       of sanction.

       *  Nature  of  documentation defects observed  during  audit  and

       suggestions to avoid such defects.

       *   System  of  documentation  in  respect  of   joint/consortium

       advances.

       * Renewal of documents.

  5. Review/Monitoring/Supervision

       * Periodic balance confirmation/acknowledgement of debts.

       *  Receiving  regular information,  Stock/Book  Debt  statements,

       Balance Sheet etc.

       *  Receiving  audited accounts in case of borrowers  with  limits

       beyond Rs. 10 lakhs.

       *  System of scrutiny of the above information and  follow-up  by

       the bank.

       *  System  of  periodic physical verification  or  inspection  of

       stocks, equipment and machinery and other securities.

       * System and periodicity of stock audits.

       * Inspection reports and their follow up.

       * Norms and awarding of Credit Rating.

       * Review/renewal of advances including enhancement of limits.

       *  Monitoring  and follow - up of overdues arising out  of  other

       businesses such as leasing, hire purchase, credit cards, etc.

       * Overall monitoring of advances through maturity/aging analyses;

       Industry-wise exposures and adherence to the Loan Policy

       * System of monitoring of off - balance sheet exposures including

       periodic reviews of :

            (a) claims against the bank not acknowledged as debts

            (b) letters of credit

            (c) guarantees

            (d) ready forward transactions

            (e) co-acceptances

            (f) swaps, etc.

  6. Recovery Policy in respect of and Bad/doubtful debts/NPAs

       *  Existence  of  Recovery  Policy;  regular  updation   thereof;

       monitoring  and  adherence  thereto;  compliance  with  the   RBI

       guidelines.

       *  System  of  monitoring of recovery from credit  card  dues  in

       respect of credit cards issued.

       * Effectiveness of the system for compiling data relating to  the

       bad and doubtful debts and the provision in respect thereof.

       *  System  for  identification, quantification  and  adequacy  of

       provision (including at foreign branches).

       *  System  for suspension of charging of interest  and  adherence

       thereto.

       *  Ascertaining  the realisable value  of  securities  (including

       valuation  of  fixed assets) and the  possible  realisation  from

       guarantors including DICGCI/ECGC;

       * Assessment of the efficacy of rehabilitation programmes.

       *  Method  of  appropriation  of  recoveries  against  principal,

       interest, etc.

       *  System of compromise settlements  : Review all such cases  and

       cases  of  recovery  of over Rs. 1.00 crore and  also  the  cases

       wherein  limits of sacrifice laid down in the Recovery Policy  is

       exceeded. Compliance with RBI guidelines.

       * Provision/write-off : under proper authority.

       *  Recovery procedures including that relating to suit filed  and

       decreed accounts.

       * System of identifying and reporting of willful defaulters.

  7. Large Advances

       *  Comments on adverse features considered significant and  which

       need management's attention.

                    II. LIQUIDITY AND FUNDS MANAGEMENT

  1. Investments

       *   Existence  of  Investment  Policy  and   adherence   thereto;

       compliance with RBI guidelines.

       *  System  of  purchase and sale of  investments;  delegation  of

       powers : reporting systems, segregation of back office functions,

       etc.

       *     Controls    over    investments,     including     periodic

       verification/reconciliation of investments with book records.

       *  Valuation,  mode;  changes in mode of  valuation  compared  to

       previous year, shortfall and provision thereof.

       *  Investments  held  at  foreign  branches;  valuation  mode   :

       regulatory reserve requirements; liquidity.

       *  Composition of investment portfolio as per RBI guidelines  and

       the depreciation on investments, if any, not provided for.

       *  System relating to unquoted investments in the  portfolio  and

       the liquidity of such investments.

       *  System relating to SGL/BRs : control over SGL/BRs  outstanding

       at the year end and their subsequent clearance.

       *   System   and   periodicity   of   concurrent   and   internal

       audit/inspection  of  investment activities : follow up  of  such

       reports.

       * System of recording and accounting of income from investments.

       *  System  of  monitoring  of income  accrued  and  due  but  not

       received.

       *  System  of  monitoring matured investments  and  their  timely

       encashment.

       * Average yield on investments.

       * System relating to Repos.

  2. SLR/CRR Requirements - System of ensuring compliance

          System of compiling weekly DTL position from branches.

          Records maintained for the above purpose.

  3. Cash

       *  System  of monitoring of cash at branches; and  management  of

       cash through currency chest operations.

       * Insurance cover (including insurance for cash in transit).

       * System and procedure for physical custody of cash.

  4. Call money Operations

       * System relating to inter-bank call money operations.

  5. Asset Liability Management

       *  Existence  of  Policy  on Asset  -  Liability  Management  and

       monitoring thereof; compliance with the RBI guidelines.

       * Functioning of Asset Liability Management Committee.

       * Structural Liquidity at periodical intervals.

                          III. INTERNAL CONTROL

  1. Written guidelines/instructions/manual for accounting aspects.

  2. Balancing of Books/Reconciliation of control and subsidiary records

       *   System   of   monitoring  the  position   of   balancing   of

       books/reconciliation of control and subsidiary records.

       * Follow-up action.

  3. Inter-branch Reconciliation

       * Comments on the system/procedure and records maintained.

       *  Test  check  for  any  unusual  entries  put  through   inter-

       branch/head office accounts.

       *  Position  of  outstanding entries; system  for  locating  long

       outstanding items of high value.

       *  Steps  taken  or  proposed  to  be  taken  for  bringing   the

       reconciliation up-to-date.

       * Compliance with the RBI guidelines with respect to provisioning

       for old outstanding entries.

  4. Branch Inspections

       *  System  of branch inspections : frequency;  scope/coverage  of

       inspection/internal  audit,  concurrent audit or  revenue  audit;

       reporting.

       * System of follow-up of these reports : position of compliance.

  5. Frauds/Vigilance

       *  Observations on major frauds discovered during the year  under

       audit.

       * System of follow-up of frauds/vigilance cases.

  6. Suspense Accounts, Sundry Deposits, Etc.

       *  System  for  clearance  of  items  debited/credited  to  these

       accounts.

                           IV. CAPITAL ADEQUACY

  (Enclose a copy of the capital adequacy certificate)

                    V. AUTOMATION AND COMPUTERISATION

       *  Existence of Computerisation and Automation  Policy;  progress

       made during the year under review.

       * Critical areas of operations not covered by automation.

       * Number of branches covered by computerisation and the extent of

       computerization

       *  Procedures  for back-ups, off-site  storage,  contingency  and

       disaster recovery and adherence thereto

       * Existence of Systems/EDP audit; coverage of such audit.

       *  Electronic  Banking  : existence of  systems  and  procedures,

       monitoring, regular updation of technology : method of review and

       audit of procedures.

       *  Suggestions,  if  any,  with  regard  to  computerisation  and

       automation.

                            VI. PROFITABILITY

       * Analysis of variation in major items of income and  expenditure

       compared to previous year.

       * Important ratios such as RoA, RoE, etc; comparison and analysis

       in relation to previous year.

       * Policy relating to general provisions/reserves.

                        VII. SYSTEMS AND CONTROLS

       * Existence of systems and procedures for concurrent and internal

       audits,  inspections,  EDP audit  of  computer  systems/software,

       etc.; monitoring and follow - up of such reports;

       *   Existence  of  Management  Information  System;   method   of

       compilation and accuracy of information.

       *  Reliability  of  regulatory  reporting  under  the  Off   Site

       Surveillance System of the RBI.

                           VIII. OTHER MATTERS

  1.   Comments on accounting policies including comments on changes  in

       accounting policies made during the period.

  2.   Policies   and   systems  for  monitoring  activities   such   as

       underwriting, derivatives, etc.

  3.   Adequacy  of  provisions made for statutory liabilities  such  as

       Income Tax, Interest Tax, Gratuity, Pension, Provident Fund, etc.

  4.   Adequacy   of provisions  made for off-balance  sheet   exposures

       and other claims against the bank.

  5.   Any   major   observations on  branch returns  and   process   of

       their consolidation in final statement of accounts.

  6.   Balances  with  other banks - observations on outstanding   items

       in reconciliation statements.

  7.   Procedure  for  revaluation of NOSTRO  accounts  and  outstanding

       forward exchange contracts.

  8.   Observations on the working of subsidiaries of the bank :

       (a) reporting system to the holding bank and

       (b) major losses of the subsidiary, if any.

  9.   Any  other matter, which the auditor considers should be  brought

       to the notice of the management.

  Top
2.5.4 Tax Audit report

Statement of particulars required to be furnished under section 44AB of the Income-tax Act, 1961

PART - A

1. Name of the assessee :

2. Address :

3. Permanent Account Number :

4. Status :

5. Previous year ended : 31st March

6. Assessment year :

PART - B

7. (a) If firm or Association of Persons, indicate

names of partners/members and their profit

sharing ratios.

(b) If there is any change in the partners/ members

or their profit sharing ratios, the particulars of

such change.

8. (a) Nature of business or profession

(b) If there is any change in the nature of business

or profession, the particulars of such change.

9. (a) Whether books of account are prescribed

under section 44AA. If yes, list of books so

prescribed.

(b) Books of account maintained.

(In case books of account are maintained in a

computer system, mention the books of account

generated by such computer system).

(c) List of books of account examined.

10. Whether the profit and loss account includes any

profits and gains assessable on presumptive basis,

if yes, indicate the amount and the relevant section

(44AD, 44AE, 44AF, 44B, 44BB, 44BBA,

44BBB or any other relevant section).

11. (a) Method of accounting employed in the previous

year.

(b) Whether there has been any change in the

method of accounting employed vis-à-vis

the method employed in the immediately

preceding previous year.

(c) If answer to (b) above is in the affirmative,

give details of such change, and the effect

thereof on the profit or loss.

(d) Details of deviation, if any, in the method

of accounting employed in the previous year

from accounting standards prescribed under

section 145 and the effect thereof on the

profit or loss.

12. (a) Method of valuation of closing stock employed

in the previous year.

(b) Details of deviation, if any, from the method of

valuation prescribed under section 145A, and

the effect thereof on the profit or loss.

13. Amounts not credited to the profit and loss account,

being -

(a) the items falling within the scope of section 28;

(b) the proforma credits, drawbacks, refunds of

duty of customs or excise, or refunds of sales

tax, where such credits, drawbacks or

refunds are admitted as due by the

authorities concerned;

(c) escalation claims accepted during the

previous year;

(d) any other item of income;

(e) capital receipt, if any.

14. Particulars of depreciation allowable as per the

Income-tax Act, 1961 in respect of each asset

or block of assets, as the case may be, in the

following form:-

(a) Description of asset/block of assets.

(b) Rate of depreciation.

(c) Actual cost or written down value, as the

case may be.

(d) Additions/deductions during the year with

dates; in the case of any addition of an asset,

date put to use; including adjustments on

account of -

(i) Modified Value Added Tax credit claimed

and allowed under the Central Excise

rules, 1944, in respect of assets acquired

on or after 1st March 1994.

(ii) Change in rate of exchange of currency,

and

(iii) Subsidy or grant or reimbursement, by

whatever name called.

(e) Depreciation allowable.

(f) Written down value at the end of the year.

15. Amounts admissible under section 33AB, 33ABA,

33AC, 35, 35ABB, 35AC, 35CCA, 35CCB,

35D, 35E:-

(a) debited to the profit and loss account (showing

the amount debited and deduction allowable

under each section separately);

(b) not debited to the profit and loss account.

16. (a) Any sum paid to an employee as bonus or

commission for services rendered, where such

sum was otherwise payable to him as profits

or dividend. [Section 36(1)(ii)].

(b) Any sum received from employees towards

contributions to any provident fund or

superannuation fund or any other fund

mentioned in section 2(24)(x); and due date

for payment and the actual date of payment to

the concerned authorities under section

36(1)(va).

17. Amounts debited to the profit and loss account

being:-

(a) expenditure of capital nature;

(b) expenditure of personal nature;

(c) expenditure on advertisement in any

souvenir, brochure, tract, pamphlet or the

like, published by a political party;

(d) expenditure incurred at clubs,

(i) as entrance fees and subscriptions;

(ii) as cost for club services and facilities used;

(e) (i) expenditure by way of penalty or fine for

violation of any law for the time being in

force;

(ii) any other penalty or fine;

(iii) expenditure incurred for any purpose

which is an offence or which is prohibited

by law;

(f) amounts inadmissible under section 40(a);

(g) interest, salary, bonus, commission or

remuneration inadmissible under section 40(b)/

40(ba) and computation thereof;

(h) amount inadmissible under section 40A(3) read

with rule 6DD and computation thereof;

(i) provision for payment of gratuity not allowable

under section 40A(7);

(j) any sum paid by the assessee as an employer

not allowable under section 40A(9);

(k) particulars of any liability of a contingent nature.

18. Particulars of payments made to persons specified

under section 40A(2)(b).

19. Amounts deemed to be profits and gains under

section 33AB or 33ABA or 33AC.

20. Any amount of profit chargeable to tax under section

41 and computation thereof.

21*(i) In respect of any sum referred to in clause (a),

(c), (d) or (e) of section 43B, the liability for which;

(A) pre-existed on the first day of the previous

year but was not allowed in the assessment

of any preceding previous year and was

(a) paid during the previous year;

(b) not paid during the previous year;

(B) was incurred in the previous year and was

(a) paid on or before the due date for

furnishing the return of income of the

previous year under section 139(1);

(b) not paid on or before the aforesaid date.

(ii) In respect of any sum referred to in

clause (b) of section 43B, the liability for which-

(A) pre-existed on the first day of the previous

year but was not allowed in the

assessment of any preceding previous

year:

(a) nature of liability;

(b) due date of payment under second

proviso to section 43B;

(c) actual date of payment;

(d) if paid otherwise than in cash,

whether the sum has been realised

within fifteen days of the aforesaid

due date;

(B) was incurred in the previous year:

(a) nature of liability

(b) due date of payment under second

proviso to section 43B;

(c) actual date of payment;

(d) if paid otherwise than in cash,

whether the sum has been realised

within fifteen days of the aforesaid

due date.

* State whether sales tax, customs duty excise

duty or any other indirect tax, levy, cess, impost

etc. is passed through the profit and loss

account.

22. (a) Amount of Modified Value Added Tax credits

availed of or utilised during the previous year

and its treatment in the profit and loss account

and treatment of outstanding Modified Value

Added Tax credits in the accounts.

(b) Particulars of income or expenditure of prior

period credited or debited to the profit and loss

account

23. Details of any amount borrowed on hundi or any

amount due thereon (including interest on the

amount borrowed) repaid, otherwise than through

an account payee cheque [Section 69D].

24. (a)* Particulars of each loan or deposit in an amount

exceeding the limit specified in section 269SS

taken or accepted during the previous year:-

(i) name, address and permanent account

number (if available with the assessee)

of the lender or depositor;

(ii) amount of loan or deposit taken or

accepted.

(iii) whether the loan or deposit was squared

up during the previous year;

(iv) maximum amount outstanding in the

account at any time during the previous

year;

(v) whether the loan or deposit was taken

or accepted otherwise than by an

account payee cheque or an account

payee bank draft.

*(These particulars need not be given in the

case of a Government company, a banking

company or a corporation established by a

Central, State or Provincial Act.)

(b) Particulars of each repayment of loan or

deposit in an amount exceeding the limit

specified in section 269 T made during the

previous year:

(i) name, address and permanent account

number (if available with the assessee)

of the payee;

(ii) amount of the repayment;

(iii) maximum amount outstanding in the

account at any time during the previous

year;

(iv) whether the repayment was made

otherwise than by account payee

cheque or account payee bank draft.

25. Details of brought forward loss or depreciation

allowance in the following manner, to the extent

available:

Serial Assessment Nature of Amount Amount as Remarks

Number Year loss/ as assessed

allowa- returned (give refence

(in (in rupees) rence to

rupees) relevant

order)

26. Section-wise details of deductions, if any,

admissible under Chapter VIA.

27. (a) Whether the assessee has deducted tax at

source and paid the amount so deducted to the

credit of the Central Government in accordance

with the provisions of Chapter XVII-B.

(b) If the answer to (a) above is in negative, then

give the following details:

Serial Particulars Amount Due date Details Remarks

Number of head of tax for of payunder

which deducted remittance ment

tax is dedu- at source to Govern- Date

cted at (in rupees) ment Amount

source (in rupees)

28. (a) In the case of a trading concern, give

quantitative details of principal items of goods

traded:

(i) opening stock

(ii) purchases during the previous year

(iii) sales during the previous year

(iv) closing stock

(v) shortage/excess, if any

(b) In the case of a manufacturing concern, give

quantitative details of the principal items of raw

materials, finished products and by-products.

A Raw materials

(i) opening stock

(ii) purchases during the previous year

(iii) consumption during the previous year

(iv) sales during the previoius year

(v) closing stock

(vi) *yield of finished products

(vii) *percentage of yield

(viii) *shortage/excess, if any

B Finished products/By-products

(i) opening stock

(ii) purchases during the previous year

(iii) quantity manufactured during the previous

year

(iv) sales during the previous year

(v) closing stock

(vi) shortage/excess, if any

*Information may be given to the extent

available

29. In the case of a domestic company, details of

tax on distributed profits under section 115O in

the following form:

(a) total amount of distributed profits

(b) total tax paid thereon

(c) dates of payment with amounts

30. Whether any cost audit was carried out, if yes,

enclose a copy of the report of such audit [See

section 139(9)]

31. Whether any audit was conducted under the

Central Excise Act, 1944, if yes, enclose a copy

of the report of such audit

32. Accounting ratios with calculations as follows:

(a) Gross profit/Turnover

(b) Net profit/Turnover

(c) Stock-in-trade/Turnover

(d) Material consumed/Finished goods

produced

*Signed

Name:

Address:

Place:

Date:

Note:

*This Form has to be signed by the person competent to sign Form No. 3CA or Form No. 3CB

as the case may be.
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2.5.6 Jilani and Ghosh Committee Recommendations

Introduction

The Banking Regulation Act, 1949 empowers the Reserve Bank of India to inspect and supervise commercial banks (Sec 35A of the Banking Regulation Act, 1949). 

Till 1993, regulatory as well as supervisory functions over commercial banks were performed by the Department of Banking Operations and Development (DBOD). Subsequently, a new Department of Banking Supervision (DBS) was set up to take over the supervisory functions relating to the commercial banks from DBOD

RBI vide its circular DBS. Co.PPP. BC.No.39/ND-01.005/99-2000dated November 1, 1996 Issued instructions relating to frauds and malpractices in banks. The said circular was issued for the implementation of the 44th report of the committee on Government Assurances- Ghosh and Jilani committee recommendations.
A failure to comply with any of the recommendations of the two committees would be indicative of the weaknesses in the internal control system of the bank. This in turn would raise doubts on the integrity of the management

Along with the main audit report, the auditor also issues a report on the status of compliances with the recommendations of Ghosh and Jilani. This report of the statutory auditor on the status of compliance with the recommendations of Ghosh and Jilani committees should contain a clear expression of negative assurance. The auditor should assess whether there is any failure in compliance either in part or in full. He may express either a disclaimer of opinion or give appropriate comments in respect of certain clauses of Ghosh committee recommendations. He should mention the scope of verification and also the below mentioned facts:
1) The Management is solely responsible for implementing the recommendations

2) The auditor has considered the report of the concurrent auditor/ inspectors on the implementation

3) The auditor carried out test checks and the verification was limited primarily to enquiries and obtaining confirmations from management/ related authorities.

Reporting to RBI

A copy of the report on the status of compliances with the recommendations of Ghosh and Jilani should be forwarded to (he designated office of the Reserve Bank of India. In this regard it has to be noted that  Clause 1 of Part I of the Second schedule to the Chartered Accountants Act,1949 stipulate that an auditor would be liable for disciplinary action by the Institute if he discloses any information to a third party  without the consent of the client. Hence it is essential that permission to disclose information is explicitly stated in the letter of appointment given to the auditors.

GHOSH COMMITTEE RECOMMENDATIONS

Background

 A high level committee under the chairmanship of Shri A. Ghosh the then deputy governor was set up by the Reserve Bank of India to enquire into the various aspects of fraud and malpractice in banks and to make recommendations to reduce such incidence. The Committee submitted its report in June, 1992. The recommendations of Ghosh Committee are divided into Groups A, B, C, D with 2 parts each, Group C having one part. Out of 97 Recommendations 27 are required to be reported at Branch level, 43 at RO/ZO/HO level and 27 at both levels. 

Categorization of recommendations is as follows;

i. Applicable to branches 

ii. Applicable to controlling office like regional and zonal office

iii. Applicable to head office

iv. Applicable to treasury operations

They are further categorized on implementation basis as follows: - 

Group A -Recommendations which have to be implemented by the banks immediately 

Group B- Recommendations requiring RBI approval

Group C- Recommendations requiring approval of Government of India

Group D- Recommendations requiring further examination in consultation with IBA

Main objectives of Ghosh Committee recommendations:

 The main objectives behind the recommendations were to ensure that a proper system exists in banks so as to ensure:

i. Safety of assets 

ii. Compliance with laid down policies and procedures 

iii. Accuracy and completeness of accounting and other records 

iv. Proper segregation of duties and responsibilities of staff 

v. Timely prevention and detection of frauds and malpractices

The Ghosh Committee Recommendations in the form below are required to be filled by each Branch Manager (heading the branch) and the Regional Manager/ Zonal Manager/ ZM Admn at Head office.  All answers are strictly to be in YES/ NO/ NA (Not applicable) mode only and replies such as “Being done” are not permitted. These forms are later to be consolidated at Head Office.

	 Recommendation No.(Group Wise)

	Nature of Recommendation

	Implementation Status at Branch

	Implementation Status at RO/ZO/HO

	
	
	
	


The following are some of the major recommendations of Ghosh committee

Branch Level -Group A

1. Joint custody and dual responsibility of cash and other valuables 

2. Rotation of staff/duties 

3. Designation of one of the officers as compliance officer 

4. Financial and administration powers of officials to be laid down

5. Exercise of caution at the time of opening of new deposit of all types 

6. Precautions against theft of cash 

7. Precautions in writing of drafts/mail transfers 

8. Precautions for averting frauds in letter of credits, guarantees

9.   Screening/selection of employees in EDP cell, computer area

10. Standards for fully computerized branches 

Branch Level -Group B

1. Banks to introduce portfolio inspection in critical areas such as credit, investment, off balance sheet item etc

2. Periodical movements between bank officials and investigating officials of CBI/Police 

3. Six months prior to retirement officials should exercise their sanctioning powers jointly with next higher authority 

4. Paper used for cheque/drafts should be such that any use of chemical for making material alterations in instrument should be visible to naked eye 

 Branch Level -Group C

1. Chief vigilance officer should directly refer to CVC, cases having vigilance angle involving CMD

2. Fraud cases up to Rs. 25000 having involvement of an insider should not be reported to police where recovery is not  doubtful

3. Introduce a return of staff members to ensure strict submission of information of assets and liabilities and proper scrutiny thereof 

 Branch Level -Group D

1. BRs should not be outstanding for more than 7 days 

2. Obtain photographs of depositors at the time of opening of accounts 

JILANI COMMITTEE RECOMMENDATIONS

Background

A Working Group was set up by the Reserve Bank of India in February 1995 under the chairmanship of Mr Rashid Jilani to review the Internal Control and Inspection / Audit Systems in Banks. The working group was constituted to review the efficacy and adequacy of internal control, inspection and audit system in a bank with a view to strengthening the supervisory system and ensuring reliability of data.

The group submitted its report in July 1995. RBI has been issuing circulars from time to time to ensure implementation of the recommendations. Accordingly, a format with 25 questions was issued to be reported at appropriate levels.

	S.no

	Recommendation No. in the WG Report

	Nature of recommendation

	Implementation Status at Branch

	Implementation Status at 

RO/ZO

	Implementation status at HO

	
	
	
	
	
	


Implementation of recommendations 

The above format should indicate the answers as either “implemented” or “Not implemented”. Information received from all branches, regional offices and Zonal Offices is to be consolidated at Head office level and a consolidated statement has to be submitted to RBI

Implementation of such recommendations has to be verified during concurrent audit/inspection and comments thereon should be included in the respective audit reports.

Responsibility of the Management and the Statutory Auditor’s Role in the implementation of the recommendations

While the Management is responsible for the implementation of Jilani committee recommendations, the statutory auditor is responsible to verify and report on the status of implementation of these recommendations and no further. The results of the verification carried out by the statutory auditor and his comments would be given in separate report 

Recommendations of the Jilani committee:

There are three categories of recommendations

1. EDP environment in banks

2. Inspection/Internal audit in the banks

3. Miscellaneous aspect of functioning of a bank 

The implementation status were to be reported as follows:

	Sr. No
	Recommendation
	Yes 
	No
	N/A
	Remarks if any

	1
	Co-ordination between Inspection and operational wings to be ensured
	
	
	
	

	2
	Profiles of bank branches in thrust areas such as audit ratings, assets quality, level of NPAs, revenue leakages etc to be maintained on computer so as to enable the banks to pinpoint inadequacies for remedial action
	
	
	
	

	3
	Broad guidelines to establish accountability for inspectors/auditors to be laid down
	
	
	
	

	4
	A database on training inventory of each inspector/ auditor to be developed for updating of knowledge
	
	
	
	

	5
	A copy of the booklet incorporating RBI circulars to be supplied to each inspecting/audit official by inspection and audit department periodically 
	
	
	
	

	6
	Revenue / Income audit to be conducted at select branches where leakages are noticed and there is no concurrent audit
	
	
	
	

	7
	A manual of Instructions for inspectors/ auditors to be maintained
	
	
	
	

	8
	Inspection/ audit to be completed within 2 months and for very large branches within 3 months
	
	
	
	

	9
	All poorly rated branches to be inspected within 12 months an others between 12 to 18 months of previous inspection
	
	
	
	

	10
	Inspection audit report to be updated/ revised periodically. An executive summary to be prepared after every inspection to be submitted to the higher authorities
	
	
	
	

	11
	Banks should have system for ratings of its branches on the basis of inspection reports 
	
	
	
	

	12
	 A computerized track record of efficiency ratings over the previous 4- 5 inspections to be maintained in the Inspectorate with periodic updating and summaries
	
	
	
	

	13
	Major irregularities detected during concurrent audit to be immediately taken up with Head office 
	
	
	
	

	14
	 Irregularities pointed out in case of smaller/ medium branches to be rectified within 4 months
	
	
	
	

	15
	Majority of Irregularities to be got rectified during the course of audit itself
	
	
	
	

	16
	 Immediate action to be taken to plug gaps in serious irregularities/ revenue leakages
	
	
	
	

	17
	 Items for discussion at the audit committee meetings and periodicity of the meetings to be decided upon
	
	
	
	

	18
	 A separate report to be submitted on inspection findings related to frauds involving malafide corrupt practices
	
	
	
	

	19
	 Appropriate control measures to be devised and documented to prevent the computer system from attacks of unscrupulous events
	
	
	
	

	20
	Various test to be carried out to ensure that EDP applications have resulted in consistent and reliable system for inputting, processing and generation of output of data 
	
	
	
	

	21
	If outside computer agencies are engaged , banks should ensure that they have the right to inspect the process of application and ensure the security off data / inputs given to those agencies
	
	
	
	

	22
	Entire domain of EDP activities to be brought under scrutiny of inspection and audit including financial aspect 
	
	
	
	

	23
	Changes to standard software to be approved, inspected and monitored by senior management
	
	
	
	

	24
	Internal vigilance machinery to be strengthened and its working to be reviewed by the Board every six months.
	
	
	
	

	25
	Regular checking by inspectors/auditors to verify correctness of information complied/furnished  by branches 
	
	
	
	

	
	
	
	
	
	


Audit Procedures for Reporting Upon the Implementation Status of the Ghosh and Jilani Committee Recommendations

The audit procedures would mainly comprise of inquiry and confirmation as the responsibility of the statutory auditor is to only report on the status of implementation of the recommendations 

1) Enquire whether the branch has prepared the prescribed report on the implementation status of the recommendations of the Ghosh and Jilani Committee reports

2) If Yes, Enquire whether the same has been forwarded to H.O

3) If No, obtain Management representation report  as to why the report has not been prepared and appropriately qualify report

4) In the case of Head office, Obtain a list of all branches, regional and zonal offices and obtain a confirmation from the management as to whether it has received the report on implementation status of the recommendations of the Ghosh and Jilani Committee reports from all of them,

5) Review a copy of implementation status report so prepared and submitted

6) Reconsider the nature timing and extent of audit procedure for carrying out the audit and timings based on the results of the review

7)  If concerned branch is subject concurrent audit, obtain the report of the concurrent auditor on implementation status of the recommendations of the Ghosh and Jilani Committee reports from all of them,

8) Test check to ensure that recommendations which have been said to have implemented have indeed been implemented by management

9) In case, it is revealed on examination that the any of the recommendations had not been implemented, it must be brought to the notice of the Management immediately.

10) Any lapse in compliance with the recommendations would indicate a weakness in the internal control system of the branch.

Suggested report on status of compliance of Ghosh & Jilani committees’ recommendations

1. We have reviewed the accompanying statements on status of implementation of Ghosh and Jilani Committee recommendations for the year ended 31st March 2009 in respect of BRANCH (specify the branch name/location) of BANK (specify the name of the bank).  The responsibility of implementation of these recommendations is of the bank’s management.

2. A review of status of implementation consists principally of considering the latest reports thereon of the concurrent auditors/inspectors (in case the reports are silent about the issue, give suitable remark) of the bank, obtaining confirmations/making relevant inquiries of the management/other appropriate persons and carrying out test checks, which were limited to review of procedures and implementation thereof adopted by the branch for ensuring compliance of Ghosh and Jilani Committees’ Recommendations.  A test check may not bring out all the observations which otherwise would have been possible had a detailed investigation on the status of implementation been undertaken.  Further, it is neither an audit nor an expression of opinion on the financial statements of the branch. 

3. We further state that such implementation is neither an assurance as to the future compliance thereof at the branch nor the overall efficiency of effectiveness with which the management has conducted the affairs of the branch.

4. Certain recommendations such as (specify the relevant clauses) could not be verified for the year under review and have accordingly been reported based on our observations made during the course of review.

5. Based on our review as aforesaid, nothing has come to our attention that causes us to believe that the branch has not implemented the recommendations except for our comments given in Annexure attached hereto (specify all the adverse remarks and deficiencies including non-availability of records & information as suggested in the annexure given below).
Top
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