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Foreword
7KH,QGLDQEDQNLQJDQG¿QDQFLDOVHFWRUKDVKDGDYDULHGDQGHYROXWLRQDU\MRXUQH\DQGKDV
gone from strength-to-strength. The credit, market and liquidity risk studies suggest that Indian
banks are generally resilient and have withstood the global downturn well.
Indian banking industry has witnessed the roll out of innovative banking models like payments
DQGVPDOO¿QDQFHEDQNV5%,¶VQHZPHDVXUHVPD\JRDORQJZD\LQKHOSLQJWKHUHVWUXFWXULQJ
of the domestic banking industry. Access to banking system has improved greatly due to
Government efforts to promote banking-technology and promote expansion in unbanked and
non-metropolitan regions.
$VSHUWKH5HVHUYH%DQNRI,QGLD 5%, ,QGLD¶V¿QDQFLDODQGHFRQRPLFFRQGLWLRQLVIDUVXSHULRUWRPDQ\RWKHUFRXQWULHV
in the world.
(QKDQFHGVSHQGLQJRQLQIUDVWUXFWXUHVSHHG\LPSOHPHQWDWLRQRISURMHFWVDQGFRQWLQXDWLRQRIUHIRUPVDUHH[SHFWHGWR
SURYLGHIXUWKHULPSHWXVWRJURZWK$OOWKHVHIDFWRUVVXJJHVWWKDW,QGLD¶VEDQNLQJVHFWRULVDOVRSRLVHGIRUDSRVLWLYH
growth as the rapidly growing business would turn to banks for their credit needs.
We compliment and give our thanks to the banking sector – which has been responsible to a large extent – for India's
entry into the top 100 countries of the world in the 'Ease of Doing Business' index.
$WWKHVDPHWLPHWKHRQXVRIHQVXULQJWKDWEDQNLQJDQG¿QDQFHIRXQGDWLRQVUHPDLQVWURQJZLWKFRPSOLDQFHVDQG
FRQWUROVEHLQJVDWLV¿HGIDOOVRQWRWKHEURDGVKRXOGHUVRI&KDUWHUHG$FFRXQWDQWV
As auditors, we are responsible for bringing integrity to banks and ensuring the stakeholders at large of the integrity
and robustness of the bank being audited. As partners in nation building, our professional outlook is critical for the
growth of industry and economy overall.
This publication by WIRC provides an excellent overview of the best practices in the area of audit of bank branches
to our members. The publication will help us review the various recent reforms and concepts thereby creating a more
informed and transparent audit.
While the audit of thousands of branches of banks to be carried out in a very short period is an onerous task, I am
proud to state that our fraternity has been satisfactorily performing this function for decades as per the guidelines and
advisories that guide the audit and disclosure processes from time-to-time.
I congratulate CA Shilpa Shinagare, Chairperson of Banking, Insurance and Pension Committee of WIRC as well
as the galaxy of contributors for their time and expertise towards the timely publication of this welcome compilation.
We sincerely thank our sponsors - Thane Janata Sahakari Bank Ltd., Thane and Warana Sahakari Bank Ltd.,
Kolhapur, for their support in this initiative of WIRC of ICAI.

CA. Sandeep Jain
Chairman, WIRC
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Preface
The banking system is the lifeline of any modern economy which is one of the important pillars of the
¿QDQFLDOVHFWRU7KHEDQNLQJVHFWRUSOD\VDYLWDOUROHLQWKHIXQFWLRQLQJRIDQHFRQRP\DQGWKHVWUHQJWK
RIDQHFRQRP\GHSHQGVRQWKHVWUHQJWKDQGHI¿FLHQF\RIWKH¿QDQFLDOV\VWHPZKLFKLQWXUQGHSHQGV
on a sound and solvent banking system.
The Indian banking system consists of 27 public sector banks, 26 private sector banks, 46 foreign
banks, 56 regional rural banks, 1,574 urban co-operative banks and 93,913 rural co-operative banks,
in addition to co-operative credit institutions and has played a critical role as a catalyst to the progress
and growth of the Indian economy. At the same time, it has evolved greatly assisted by the fast
changing conversion to digital as well as the reforms initiated by the Government.
.H\LQYHVWPHQWVDQGGHYHORSPHQWVLQ,QGLD¶VEDQNLQJLQGXVWU\LQFOXGHWKHEDQNUHFDSLWDOLVDWLRQSODQ
by the Government of India, raising funds via4XDOL¿HG,QVWLWXWLRQDO3ODFHPHQWV 4,3 DQGWKH5%,DPHQGVVWDWXWHVWKHUHE\
allowing lenders to invest in Real Estate Investment Trusts (REITs) and Infrastructure Investment Trusts (InvITs) not exceeding
10% of the unit capital of such instruments.
A new portal named 'Udyami Mitra' has been launched by the Small Industries Development Bank of India (SIDBI) with the
aim of improving credit availability to Micro, Small and Medium Enterprises (MSMEs) in the country. Policymakers are making
DOOWKHHIIRUWVWRSURYLGHIDFLOLWDWLQJSROLF\IUDPHZRUNDQGLQIUDVWUXFWXUHVXSSRUWWRHQVXUHPHDQLQJIXO¿QDQFLDOLQFOXVLRQ
The Government and the regulators have undertaken several measures to strengthen the Indian banking sector like introducing
'The Banking Regulation (Amendment) Bill, 2017', which will replace the Banking Regulation (Amendment) Ordinance, 2017,
and will allow the Reserve Bank of India (RBI) to guide banks for resolving the problems of stressed assets.
The Insolvency and Bankruptcy Code (Amendment) Act, 2018, which is gazetted on 19th January, 2018, is expected to
strengthen the banking sector.
Indian banking industry is moving so fast on the technological front that Bill Gates has stated that India will move quite rapidly
to a digital payments economy in as little as seven years, based on the introduction of digital payment banks combined with
RWKHUWKLQJVOLNHGLUHFWEHQH¿WWUDQVIHUVXQLYHUVDOSD\PHQWVLQWHUIDFHDQG$DGKDDU
This sector is facing a number of challenges – actually more of house cleaning – in the way it functions. It is evident that in
the current scenario, it is clearly the Chartered Accountant as Bank Auditor who will lead the banks towards clarity of purpose
in terms of compliance and procedures.
Chartered Accountants, with their vast, grassroots experience, will play a critical role towards streamlining and improving
banking operations, setting up the internal controls as well as professional inputs on risk management and on technological
upgradations and more importantly in their core competency area of bank audit.
As the scope for Chartered Accountant professionals increase, we at WIRC, have put together this publication to equip and
update our members regarding recent guidelines, processes, with essential material to enable them to conduct their bank
DXGLWDVVLJQPHQWVHI¿FLHQWO\DQGHIIHFWLYHO\7KHVWHSE\VWHSSUDFWLFDOJXLGHRQEDQNEUDQFKDXGLWLVPHDQWVSHFLDOO\IRUWKH
DXGLWRUVZKRDUHJRLQJWRKDQGOHVWDWXWRU\EDQNDXGLWVIRUWKH¿UVWWLPH7KHFKHFNOLVWRQ$XGLWRI8UEDQ&RRS%DQNLVD
special feature this time. I am sure this publication will work as a quick referencer for all the members who will be carrying
out bank branch audits.
I, on behalf of my Committee and the WIRC, would like to express my gratitude to WIRC Chairman CA. Sandeep Jain along
ZLWKDOORWKHU2I¿FH%HDUHUVDQG5HJLRQDO&RXQFLO0HPEHUVIRUUHSRVLQJIDLWKLQPHDQGJLYLQJPHWKHRSSRUWXQLW\WRZRUNRQ
the compilation of this book.
My sincere thanks to CA. Shriniwas Joshi, Past Chairman, WIRC; RCM CA. Kamlesh Saboo and CA. Parul Saraf for their
continuous guidance and support for this publication.
I am thankful to all the contributors for sparing their valuable time in compiling, collating and scripting the various articles for
WKLVSXEOLFDWLRQ:KLOH,DPFRQ¿GHQWWKDWDOOUHDGHUVZLOOEHDEOHWRGHULYHPD[LPXPEHQH¿WIURPWKHNQRZOHGJHFRQWDLQHG
within this book, I look forward to your valuable feedback regarding the same in order to improvise and carry it forward for the
betterment of all.
CA. Shilpa Shinagare
Chairperson – Banking, Insurance &
Pension Committee of WIRC of ICAI
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Current Developments In Banking Industry
CA. S. B. Bhagwat, CA. Mohd. Jawed

7KH¿QDQFLDODQGHFRQRPLFFRQGLWLRQVLQ,QGLDDUH
IDUVXSHULRUWRPDQ\FRXQWULHVLQWKHZRUOG&UHGLW
PDUNHWDQGOLTXLGLW\ULVNVWXGLHVVXJJHVWWKDW,QGLDQ
EDQNVDUHJHQHUDOO\UHVLOLHQWDQGKDYHZLWKVWRRGWKH
JOREDOWXUEXOHQFHLQWKHSDVW
,QGLDQEDQNLQJLQGXVWU\KDVUHFHQWO\ZLWQHVVHGWKH
UROORXWRILQQRYDWLYHEDQNLQJPRGHOVOLNHSD\PHQWV
DQGVPDOO¿QDQFHEDQNV5%,¶VQHZPHDVXUHVVXFK
DVLQVWUXFWLRQVWRWKHEDQNVIRUVWULFWUHFRJQLWLRQRI
13$ IDVWHU UHVROXWLRQ RI VXFK 13$ LPSURYHPHQW
RI QRUPV IRU IL[LQJ WKH OHQGLQJ UDWHV HQDFWPHQW
RI ,QVROYHQF\ EDQNUXSWF\ FRGH  DQG LWV VWULFW
LPSOHPHQWDWLRQVUHFDSLWDOLVDWLRQRIWKHEDQNVE\WKH
*RYHUQPHQWHWFPD\JRDORQJZD\LQKHOSLQJWKH
UHVWUXFWXULQJRIWKHGRPHVWLFEDQNLQJLQGXVWU\
7KHEDQNLQJLQGXVWU\LVDOUHDG\IDFLQJSUREOHPVRI
13$ ODFN RI DGHTXDWH FDSLWDO ORZ FUHGLW RIIWDNH
OHVVHU SURGXFWLYLW\ QRQFRPSOLDQFH FXOWXUH QRQ
XSGDWLQJWKHV\VWHPVDQGWKHSURFHGXUHVDQGQRQ
XSJUDGDWLRQ RI WHFKQRORJ\ ,Q YLHZ RI WKH YDULRXV
PHDVXUHVWDNHQE\WKH5%,DQGWKH*RYHUQPHQWLW
LV H[SHFWHG WKDW WKH SRVLWLRQ ZLOO LPSURYH DQG WKH
EDQNVZLOORQFHDJDLQVWDUWIXQFWLRQLQJQRUPDOO\
,QWHUPVRIHDVLQJRXWRI13$FULVHV ,PSURYHPHQW
LQ EDQN FUHGLW WKH \HDU  KDV QRW VWDUWHG DV
H[SHFWHG EXW SUHVHQWO\ WKH ,QGXVWU\ LV LQ WXUEXOHQW
VWDJH
Rating
2QWK1RYHPEHU0RRG\KDVXSJUDGHGWKH
*RYHUQPHQWRI,QGLD¶VUDWLQJIURP%DDWR%DD7KH
0RRG\KDYHDOVRUHYLVHGWKHRXWORRNRIWKUHH,QGLDQ
3XEOLF6HFWRU%DQNVIURPQHJDWLYHWRVWDEOH
Potential /Scope
&RQVLGHULQJ WKH SUHVHQW (FRQRPLF VFHQDULR WKH
FUHGLW RIIWDNH WR FRUSRUDWH VHFWRU PD\ EH VXEGXHG
EXW WKHUH DUH KXJH SRWHQWLDOV XQWDSSHG LQ WKH
XQRUJDQLVHGUHWDLOVHFWRU0RVWRIWKHEDQNVZKHWKHU
WKH\ DUH LQ SULYDWH SXEOLF RU IRUHLJQ EDQNV VLQFH
ODVWIHZ\HDUVDUHFRQFHQWUDWLQJRQLQFUHDVHLQWKH
EXVLQHVVLQUHWDLOVHFWRUVDQGWKHSRVLWLRQLVOLNHO\WR
FRQWLQXHGXULQJWKHFXUUHQW\HDUDOVR

Credit Growth
$VSHUWKH5HVHUYH%DQNRI,QGLDWKHFUHGLWJURZWK
KDVEHHQDFFHOHUDWLQJDQGWKHHFRQRPLFH[SDQVLRQ
F\FOHLVEDFNWRQRUPDO%DQNFUHGLWKDVJURZQE\
SHUFHQWDVRI1RYHPEHUYLVDYLV
SHU FHQW D \HDU DJR LQGLFDWLQJ DQ LPSURYHPHQW LQ
FUHGLWGHPDQG
&UHGLW IORZLQJ ZDV PRUH LQ 1RYHPEHU DV
FRPSDUHGWR2FWREHU7KHHFRQRP\LVSLFNLQJ
XS DQG WKH GHPDQG IRU FUHGLW LV DOVR OLNHO\ WR JR
XS DQG WKHUH LV DQ HQRXJK OLTXLGLW\ WR PHHW VXFK
GHPDQGVWRVXSSRUWKLJKHUHFRQRPLFJURZWK
Government Initiatives
D

7KH *RYHUQPHQW RI ,QGLD LV SODQQLQJ WR
LQWURGXFH D WZRSHUFHQWDJH SRLQW GLVFRXQW
LQ WKH *RRGV DQG 6HUYLFHV 7D[ *67  RQ
EXVLQHVVWRFRQVXPHU %& WUDQVDFWLRQVPDGH
YLDGLJLWDOSD\PHQWV

E

$ QHZ SRUWDO QDPHG µ8G\DPL0LWUD¶ KDV EHHQ
ODXQFKHGE\WKH6PDOO,QGXVWULHV'HYHORSPHQW
%DQNRI,QGLD 6,'%, ZLWKWKHDLPWRLPSURYH
FUHGLWDYDLODELOLW\WR0LFUR6PDOODQG0HGLXP
(QWHUSULVHV¶ 060(V LQWKHFRXQWU\

F

7KH *RYHUQPHQW DQG WKH 5HJXODWRU KDYH
XQGHUWDNHQVHYHUDOPHDVXUHVWRVWUHQJWKHQWKH
,QGLDQEDQNLQJVHFWRUVXFKDV
i)

The Banking Regulation (Amendment)
Bill, 2017:7KLV %LOO ZDV LQWURGXFHG LQ
/RN 6DEKD E\ WKH 0LQLVWHU RI )LQDQFH
0U$UXQ -DLWOH\ RQ -XO\   ,W
VHHNVWRDPHQGWKH%DQNLQJ5HJXODWLRQ
$FWWRLQVHUWSURYLVLRQVIRUKDQGOLQJ
FDVHV UHODWHG WR VWUHVVHG DVVHWV
6WUHVVHG DVVHWV DUH ORDQV ZKHUH WKH
ERUURZHUKDVGHIDXOWHGLQUHSD\PHQWRU
ZKHUH WKH ORDQ KDV EHHQ UHVWUXFWXUHG
VXFK DV E\ FKDQJLQJ WKH UHSD\PHQW
VFKHGXOH  ,W ZLOO UHSODFH WKH %DQNLQJ
5HJXODWLRQ $PHQGPHQW  2UGLQDQFH
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Current Developments in Banking Industry

ii)

iii)

G

Initiating insolvency proceedings:
7KH&HQWUDO*RYHUQPHQWPD\DXWKRULVH
WKH 5HVHUYH %DQN RI ,QGLD 5%,  WR
LVVXH GLUHFWLRQV WR EDQNV IRU LQLWLDWLQJ
SURFHHGLQJVLQFDVHRIDGHIDXOWLQORDQ
UHSD\PHQW 7KHVH SURFHHGLQJV ZRXOG
EHXQGHUWKH,QVROYHQF\DQG%DQNUXSWF\
&RGH
The Insolvency and Bankruptcy Code
(Amendment) Ordinance, 2017: %LOO
KDV EHHQ SDVVHG E\ 5DM\D 6DEKD DQG
LV H[SHFWHG WR VWUHQJWKHQ WKH EDQNLQJ
VHFWRUDQGWRUHGXFH13$

iv)

Issuing directions on stressed assets:
7KH 5%, PD\ IURP WLPH WR WLPH LVVXH
GLUHFWLRQV WR EDQNV IRU UHVROXWLRQ RI
VWUHVVHGDVVHWV

v)

Committee to advise banks:7KH 5%,
PD\ VSHFLI\ DXWKRULWLHV RU FRPPLWWHHV
WR DGYLVH EDQNV RQ UHVROXWLRQ RI
VWUHVVHGDVVHWV7KHPHPEHUVRQVXFK
FRPPLWWHHVZLOOEHDSSRLQWHGRUDSSURYHG
E\WKH5%,

vi)

Applicability to State Bank of India:
7KH%LOOLQVHUWVDSURYLVLRQWRVWDWHWKDWLW
ZLOODOVREHDSSOLFDEOHWRWKH6WDWH%DQN
RI ,QGLD LWV VXEVLGLDULHV DQG 5HJLRQDO
5XUDO%DQNV

$ WZR\HDU SODQ WR VWUHQJWKHQ WKH 3XEOLF
VHFWRU EDQNV WKURXJK UHIRUPV DQG FDSLWDO
LQIXVLRQRI`ODNKFURUHKDVEHHQXQYHLOHG
E\ WKH *RYHUQPHQW RI ,QGLD WKDW ZLOO HQDEOH
WKHVH EDQNV WR SOD\ D PXFK ODUJHU UROH LQ
WKH ILQDQFLDO V\VWHP DQG JLYH D ERRVW WR WKH
060( VHFWRU ,Q WKLV UHJDUG WKH /RN 6DEKD
KDV DSSURYHG UHFDSLWDOLVDWLRQ ERQGV ZRUWK
`  FURUH 86  ELOOLRQ  IRU SXEOLF
VHFWRUEDQNVZKLFKZLOOEHDFFRPSDQLHGE\D
VHULHVRIUHIRUPVDFFRUGLQJWR0U$UXQ-DLWOH\
0LQLVWHURI)LQDQFH*RYHUQPHQWRI,QGLD

New Direction for lending Rates
5%,LQ-XO\KDVLQWURGXFHGWKH0DUJLQDO&RVW
RI /HQGLQJ 5DWHV 0&/5  KRZHYHU LW KDV EHHQ
H[SHULHQFHG E\ WKH 5HJXODWRU WKDW WKH EHQHILW RI
UHGXFWLRQ LQ WKH UDWHV ZHUH QRW SDVVHG RQ WR WKHLU
FXVWRPHUV ,Q YLHZ RI WKLV 5%, KDV QRZ SURSRVHG
IRUOLQNLQJWKHOHQGLQJUDWHVWRPDUNHWEHQFKPDUNV

4

VXFKDVWUHDVXU\ELOO5HSRUDWHHWF7KLVKDVEHHQ
RSSRVHG E\ DOPRVW WKH HQWLUH EDQNLQJ LQGXVWU\
EDUULQJ IHZ EDQNV 7KH EDVLF UHDVRQV IRU VXFK
DSSURDFK LV EDQN GHSRVLWV UDWHV DUH QRW OLQNHG WR
WKHPDUNHWUDWHV
Resolutions of NPAs
2QH RI WKH PDMRU FKDOOHQJHV RI ,QGLDQ %DQNLQJ
V\VWHP LV 13$7KLV KDV DIIHFWHG WKH SURILWDELOLW\
RI WKH EDQNV EHVLGHV KDPSHULQJ DELOLW\ RI IXWXUH
OHQGLQJ
7KHQRQSHUIRUPLQJDVVHWVKDYHLQFUHDVHGIURP
ODNKVFURUHVWR` ODNKVFURUHDVRQ-XQH
DVFRPSDUHGWR-XQH,QSHUFHQWDJHWHUPWKH
UDWLRRI13$KDVGHWHULRUDWHGIURPWR,W
LV DOVR H[SHFWHG WKDW WKH SRVLWLRQ PD\ GHWHULRUDWH
IXUWKHU
7KH *RYHUQPHQW LQ -DQXDU\  KDV DFWHG
SURDFWLYHO\ DQG SDVVHG WKH DPHQGPHQW WR WKH
,QVROYHQF\DQG%DQNUXSWF\&RGHWRNHHSGHIDXOWLQJ
SURPRWHUVRXWRIWKHUHVROXWLRQSURFHVVRILQVROYHQW
FRPSDQLHV
7KH ,%& RUGLQDQFH VRXJKW WR EDU ZLOIXO GHIDXOWHUV
GHIDXOWHUVZKRVHGXHVKDGEHHQFODVVL¿HGDVQRQ
SHUIRUPLQJDVVHWV 13$V IRUPRUHWKDQD\HDUDQG
DOOUHODWHGHQWLWLHVRIWKHVH¿UPVIURPSDUWLFLSDWLQJLQ
WKHUHVROXWLRQSURFHVV
0RUHWKDQFDVHVKDYHEHHQDGPLWWHGXQGHUWKH
,%&E\WKH1DWLRQDO&RPSDQ\/DZ7ULEXQDO 1&/7 
IRU UHVROXWLRQ7KHVH FDVHV LQFOXGH ELJ FRUSRUDWH
DFFRXQWVKDYLQJODUJHH[SRVXUHV
5%, KDV DOUHDG\ LGHQWLILHG  DFFRXQWV LQ WKH ILUVW
OLVWIRULPPHGLDWHUHVROXWLRQV6XFKDFFRXQWVKDYH
JRW H[SRVXUHV WR WKH H[WHQW  RI WKH WRWDO %DQN
FUHGLW2XWRIIHZDFFRXQWVKDYHDOUHDG\FRPH
WRWKHVWDJHRIELGGLQJ,QDGGLWLRQWRWKLV5%,KDV
DOVRLGHQWL¿HGPRUHDFFRXQWVLQVHFRQGOLVWZKLFK
EDQNVKDYHWRUHIHUWR1&/7IRUUHVROXWLRQV
Revised framework on stressed asset
7KH 5%, LQ )HEUXDU\  KDV JLYHQ WKH UHYLVHG
IUDPHZRUNIRUUHVROXWLRQRIVWUHVVHGDVVHW


$V SHU WKH VDLG FLUFXODU WKH OHQGHUV KDYH WR
FODVVLI\WKHVWUHVVHGDFFRXQWVLQWRFDWHJRULHV
60$ ZKHUH WKH RYHUGXHV LV  WR  GD\V
60$RYHUGXHVLVWRGD\VDQG60$
RYHUGXHVLVWRGD\V

Current Developments in Banking Industry

•

$OO WKH OHQGHUV PXVW KDYH D %RDUG DSSURYHG
SROLF\IRUWLPHO\UHVROXWLRQRIVWUHVVHGDVVHW

GD\VDOORZHGDIWHUVKLSPHQWRIJRRGVIRUFRQFHUQHG
LQGXVWU\E\5%,



,QUHVSHFWRIWKHODUJHDFFRXQWVLQGHSHQGHQW
FUHGLWHYDOXDWLRQ ,&( RIWKHUHVLGXDOGHEWE\
FUHGLWUDWLQJDJHQFLHV &5$ ZLOODOVRKDYHUROH
WRSOD\

7KLVKDVVKDNHQWKHHQWLUHEDQNLQJLQGXVWU\DQGKDV
VKDNHQ WKH FRQ¿GHQFH RI WKH SXEOLF RQ WKH EDQNV
7KHQHHGRIWKHKRXULVWKHEDQNPXVWLPSURYHWKHLU
FRPSOLDQFHFXOWXUHLQDOOWKHLUIXQFWLRQLQJ



)RU DFFRXQWV KDYLQJ H[SRVXUHV EHWZHHQ
`  FURUHV WR OHVV WKDQ `  FURUH ,&( LV
UHTXLUHGIURPRQHDSSURYHG&5$DQGIRUWKH
DFFRXQWV DERYH `  FURUH ,&( LV UHTXLUHG
IURPWZRDSSURYHG&5$V



7KHUH DUH RWKHU WHUPV ZKLFK QHHG WR EH
FRPSOLHGIRUWLPHO\UHVROXWLRQ

Non-Fund based facilities

7KH %DQNLQJ LQGXVWU\ KDV ZLWQHVVHG VHYHUDO
PDMRUIUDXGVGXHWRIUDXGXOHQWXVHRIQRQIXQG
EDVHGIDFLOLWLHV


,W KDV EHHQ REVHUYHG WKDW %DQN LV OHVV
FDXWLRXV ZKLOH VDQFWLRQLQJ QRQIXQG IDFLOLWLHV
DVFRPSDUHGWRIXQGEDVHGIDFLOLWLHV



5HVHUYH %DQN RI ,QGLD KDV DOUHDG\ LVVXHG
JXLGHOLQHV DQG WKH SUHFDXWLRQ ZKLFK DUH
UHTXLUHGWREHWDNHQFDUHRIZKLOHVDQFWLRQLQJ
QRQIXQGIDFLOLWLHVLH3URSHU$VVHVVPHQWPXVW
EH PDGH WKH UHOHDVH RI WKH ORDQ VKRXOG EH
RQO\DIWHUFRPSOLDQFHRIDOOWHUPVRIVDQFWLRQ
DQG LWV DFFRXQWLQJ LQ WKHLU &RUH %DQNLQJ
6\VWHPV

Systems and procedures
5HFHQWO\ WKH EDQNLQJ LQGXVWU\ KDV ZLWQHVVHG D
IUDXGRIWKHPDJQLWXGHRI` FURUH7KH/28V
1RQ)XQGEDVHGIDFLOLW\ ZHUHXVHGE\RQHRIWKH
EUDQFKHV RI WKH 36% LQ FRQQLYDQFH ZLWK WKH SDUW\
ZLWKRXW UHFRUGLQJ WKH WUDQVDFWLRQV LQ FRUH EDQNLQJ
V\VWHP RI WKH EDQN ZKLFK UHPDLQHG XQGHWHFWHG
7KHIUDXGXOHQWWUDQVDFWLRQVFRQWLQXHGIURPWKH\HDU
 RQZDUGV ,W ZDV UHSRUWHG WKDW WKH IUDXG
FRXOGWDNHSODFHGXHWRQRQLQWHJUDWLRQRIWKH6:,)7
V\VWHPZLWK&%6DQGQRQLPSOHPHQWDWLRQRIURWDWLRQ
RIWKHVWDIISRVWHGLQWKHVDLGEUDQFK/28LVVXLQJ
EDQNKDVDOVRQRWFDUULHGRXWWKHUHFRQFLOLDWLRQRIWKH
HQWULHVRI126752DFFRXQWVZLWK6:,)7PHVVDJHV
7KH )RUHLJQ %UDQFKHV RI ,QGLDQ %DQNV ZKLOH
H[WHQGLQJ WKH ORDQV XQGHU /28V KDYH DOVR IDLOHG
WR XQGHUWDNH GXH GLOLJHQFH VXFK DV /28V ZHUH
LVVXHG DQG XVHG IRU D ORQJHU SHULRG DV DJDLQVW 

Prompt Corrective Actions (PCAs)
,QYLHZRIWKHEUHDFKLQJRIFHUWDLQQRUPVSUHVFULEHG
E\ 5%, RQ DFFRXQW RI 13$ 3XEOLF 6HFWRU EDQNV
KDYHFRPHXQGHU5%,GLUHFWLRQRISURPSWFRUUHFWLYH
DFWLRQ 3&$  OHDGLQJ WR WKH UHVWULFWLRQV RQ FDSLWDO
H[SHQVHVH[SDQVLRQRIWKHFUHGLWH[SDQVLRQRIWKH
EUDQFKDQGIXUWKHUUHFUXLWPHQWRIWKHVWDII
)XUWKHUDVSHUWKHODWHVWLQIRUPDWLRQPRUHEDQNV
KDYHFRPHXQGHU3&$
Overseas Branches of Public Sector Banks
7KH*RYHUQPHQWLVLQWKHSURFHVVRIUDWLRQDOLVDWLRQ
RIWKHRYHUVHDVEUDQFKHVRI36%V7KH*RYHUQPHQW
KDVIRUPHGDFRPPLWWHHRIWKHEDQNHUVWRWDNHD
FDOORQFORVXUHFRQVROLGDWLRQRIDOOXQYLDEOHEUDQFKHV
National Financial Reporting Authority (NFRA)
7KH*RYHUQPHQWLVVHWWRLQWURGXFHDQHZUHJXODWRU\
ERG\FDOOHG1DWLRQDO)LQDQFLDO5HSRUWLQJ$XWKRULW\
ZLWK D YLHZ WR WDNH GLVFLSOLQDU\ DFWLRQ DJDLQVW WKH
DXGLWRUV(DUOLHUVXFKSRZHUVZHUHZLWKWKH,QVWLWXWH
RI &KDUWHUHG$FFRXQWDQWV RI ,QGLD ,&$,  7KH
FRQVWLWXWLRQRI1)5$LVHQVKULQHGLQWKHVHFWLRQ
RIWKH&RPSDQLHV$FW,WKDVEHHQDSSURYHG
E\WKH&DELQHW
Financial Resolution and Deposit Insurance
(FRDI)
7KH *RYHUQPHQW KDV SDVVHG WKH )LQDQFLDO
5HVROXWLRQ DQG 'HSRVLW ,QVXUDQFH )5',  %LOO LQ
$XJXVW
7KH )5', %LOO LV SDUW RI D ODUJHU PRUH
FRPSUHKHQVLYH DSSURDFK E\ WKH &HQWUH WRZDUGV
V\VWHPDWLF UHVROXWLRQ RI DOO ILQDQFLDO ILUPV ²
EDQNV LQVXUDQFH FRPSDQLHV DQG RWKHU ILQDQFLDO
LQWHUPHGLDULHV 7KH %LOO FRPHV WRJHWKHU ZLWK WKH
,QVROYHQF\ DQG %DQNUXSWF\ &RGH WR VSHOO RXW WKH
SURFHGXUH IRU WKH ZLQGLQJ XS RU UHYLYDO RI DLOLQJ
LQVWLWXWLRQV
7KH EDQNLQJ V\VWHP LV EXLOW RQ WKH WUXVW WKDW
GHSRVLWRUV KDYH LQ WKHLU EDQNV 7KH FRQILGHQFH
WKDW PRQH\ LV VDIH NHHSV GHSRVLWRUV DZD\ IURP
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ZLWKGUDZLQJ WKHLU IXQGV XQOHVV WKH\ UHDOO\ QHHG LW
0HDQZKLOHLWDOORZVEDQNVWROHQGRXWWKHPRQH\WR
ERUURZHUVZKLFKJHQHUDWHVLQWHUHVWLQFRPHIRUWKH
GHSRVLWRUVSUR¿WIRUWKHEDQNDQGHFRQRPLFJURZWK
IRUWKHFRXQWU\
+RZHYHU WKH µEDLOLQ¶ FODXVH LQ WKH *RYHUQPHQW¶V
)LQDQFLDO5HVROXWLRQDQG'HSRVLW,QVXUDQFH )5', 
%LOOKDVFUHDWHGIHDUDVWKH%LOODOORZVWKHSURSRVHG
5HVROXWLRQ&RUSRUDWLRQ LHEDLOLQFODXVH WRFDQFHO
WKH OLDELOLW\ RZHG E\ D IDLOHG EDQN 6LQFH WKH PDLQ
OLDELOLW\ RI D EDQN LV WR UHSD\ WKH PRQH\ WR WKH
GHSRVLWRUV LW QDWXUDOO\ FDXVHV FRQFHUQ ZKHWKHU
GHSRVLWRUVVWDQGWRORVHWKHLUPRQH\EH\RQGZKDWLV
LQVXUHGLQWKHHYHQWRIDEDQNIDLOXUH8QOHVVQLSSHG
LQ WKH EXG D SDQLF UHDFWLRQ PD\ GHVWDELOLVH WKH
EDQNLQJV\VWHP7KHUHDVRQVIRUWKHIHDULVVSHFLDOO\
LQ 6WDWHV ZKHUH IHZ EDQNV LQ FRRSHUDWLYH VHFWRUV
KDYHIDLOHGDQGFRXOGQRWUHSD\WRWKHLUGHSRVLWRUV
Way forward to the Banking Sector
Following are some suggestions for
Improvement in Banking Sector

7KH OHJDO V\VWHP QHHGV WR EH VWUHQJWKHQHG
7KHGHFLVLRQLQUHVSHFWRIEDQNLQJFDVHVPXVW
EHZLWKLQWKHWLPHOLPLWVD\PD[LPXPRQH\HDU


,IUHTXLUHGVHSDUDWHFRXUWVQHHGWREHVHWXS
'57VVRIDUKDVQRWIXO¿OOHGWKHH[SHFWDWLRQV



7KH FDVHV LQYROYHG IRU UHFRYHU\ RI WKH EDQN
GXHV LV QRUPDOO\ ILOHG DV FLYLO FDVHV 6LQFH
WKHUHLVDQLQYROYHPHQWRISXEOLFPRQH\DOOWKH
FDVHVVSHFLDOO\RI` FURUHDQGDERYHVKRXOG
EHWUHDWHGDVFULPLQDORIIHQFH



7KH FRXUW PD\ EH EDUUHG WR VWD\ WKH DFWLRQV
XQGHU6$5)$(6,$FW



5LVNPDQDJHPHQWV\VWHPLQWKHEDQNVQHHGV
WR EH IXUWKHU VWUHQJWKHQHG7KHUH VKRXOG EH
DUP¶V OHQJWK SROLF\ LQ UHVSHFW RI DOO FUHGLW
SURSRVDOV EHWZHHQ WKH FUHGLW GHSDUWPHQW
DQG ULVN PDQDJHPHQW GHSDUWPHQW %RWK WKH
GHSDUWPHQWVVKRXOGEHLQGHSHQGHQWDQGDFWRQ
HTXDOIRRWLQJ



7KHUHVROXWLRQXQGHU,%&VKRXOGFRQWLQXHWREH
LPSOHPHQWHGDVLVEHLQJGRQHQRZ



,Q FDVH RI DOO DFFRXQWV XQGHU ,%& WKH ELG
DPRXQW VKRXOG FRYHU DW OHDVW WKH SULQFLSDO
DPRXQWGLVEXUVHGE\WKHEDQN



(IIRUWVVKRXOGEHPDGHWRKROGWKHSURPRWRUV
DQG RWKHU JXLOW\ SHUVRQV DFFRXQWDEOH IRU WKH
EDODQFHDPRXQWZKLFKFRXOGQRWEHUHFRYHUHG
RXW RI UHVROXWLRQ SURFHVV 7KHLU SHUVRQDO
SURSHUWLHV VKRXOG EH VHL]HG DQG WKH\ VKRXOG
EH SHUPDQHQWO\ GHEDUUHG IURP DYDLOLQJ WKH
FUHGLWIDFLOLW\IURPWKHEDQNLQJV\VWHP



 ,Q QR FDVH WKH SURYLVLRQ PDGH E\ WKH EDQN
VKRXOGEHFRQVLGHUDWLRQIRU¿[LQJWKHPLQLPXP
UHVHUYHSULFHRUOLTXLGDWHGYDOXH



7KH WUDQVIHU SROLF\ LQ WKH EDQN IRU WKH VWDII
PXVWEHLPSOHPHQWHGVWULFWO\



3URSHUWUDLQLQJQHHGVWREHLPSDUWHGWRDOOWKH
VWDIIPHPEHUVRIWKHEDQN



$OO WKH IODZV LQ WKH V\VWHPV DQG SURFHGXUHV
QHHGWREHDGGUHVVHG



$OOWKHV\VWHPVQHHGWREHLQWHJUDWHGZLWKWKH
FRUHEDQNLQJV\VWHPRIWKHEDQN



6KDULQJ RI WKH SDVVZRUGV LQ WKH EDQNLQJ
V\VWHPVVKRXOGEHWUHDWHGDVPDMRUODSVHRQ
HPSOR\HHV



7KHUHVKRXOGEHSURSHUDFFRXQWDELOLW\LQDOOWKH
EDQNVDQGDWDOOOHYHOVRIWKHRI¿FHUVLQFOXGLQJ
WRSPDQDJHPHQW



$W IUHTXHQW LQWHUYDOV WKH V\VWHPV DQG WKH
SURFHGXUHVQHHGWREHUHYLHZHGDQGXSJUDGHG



$XGLW DQG ,QVSHFWLRQV GHSDUWPHQW LQ PRVW RI
WKHEDQNVDUHQRWSURSHUO\PDQQHGLWVKRXOG
EHKHDGHGE\WKHSURIHVVLRQDOVDQGWKHVWDII
ZRUNLQJXQGHUWKHVDLGGHSDUWPHQWVKRXOGDOVR
EH SURIHVVLRQDOO\ TXDOLILHG DQG VKRXOG KDYH
PLQLPXPWKUHHWRIRXU\HDUVH[SHULHQFHEHIRUH
SODFHPHQWLQWKHGHSDUWPHQW



6WXG\ QHHG WR EH PDGH E\ WKH 5HJXODWRU WR
DVVHVVWKHSRVVLELOLW\RISURYLGLQJVRPHRWKHU
LPSURYHG YHUVLRQ RI FUHGLW IDFLOLW\ LQVWHDG RI
/28/2&



*RYHUQPHQW QHHG WR UHFRQVLGHU WKH SRSXOLVW
PHDVXUHVXFKDVORDQZDLYHUZKLFKGHVWUR\V
WKH EDVLF FXOWXUH RI WKH UHSD\PHQW ZKLFK
DIIHFWV EDQNV DGYHUVHO\ DV ZHOO DV WKH
(FRQRPLFGHYHORSPHQW



13$ LV WKH ELJJHVW PHQDFHFKDOOHQJH IRU WKH
LQGXVWULHV DQG QHHGV WR EH FRQWUROOHG DW DQ\
FRVW
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Bank Branch Audit Planning
CA. Arvind Joshi

Statutory Audit of Bank Branch is an exercise to be
carried out every year. However under the current
Banking scenario, ever-changing legal framework,
current challenges faced by the economy and
banking industry in particular, changes in technology,
various laws governing banking business,
interpretation of various circulars & notifications
of RBI etc., it has become very essential that the
chartered accountants should carry out audit more
carefully. Recently many frauds have come to light
where top bank officials and also those having
access to banking system were involved. There
have been issues in the internal controls being bypassed. This has given a setback to the banking
industry as a whole. Therefore one not only needs
to be updated in respect of the current scenario but
also have knowledge of how to verify the system
followed by banks which is necessary to control
frauds, misuse of funds, NPAs and many more areas
at branch level. We, as chartered accountants and
Auditors for bank branch need to equip ourselves
appropriately to carry out our responsibility in a
proper manner.

queries etc., with proper and prior discussion with
the concerned staff who will be executing the work
is very important.

Moreover, the auditors are having a very limited time
period within which they have to understand the
scope, area coverage, carry out the work, interact
with bank branch staff, get required information,
DFWXDOYHUL¿FDWLRQDQGVXEPLVVLRQRIUHSRUW$XGLWRU
is not only required to report on the accounts of the
bank branch but also required to issue numerous
certificates. There is a limitation of resources.
chartered accountants have to rely on the articled
clerks and paid staff for the purpose. Capability
and capacity of every assistant may differ. It has
also been experienced that even the staff of the
bank many a times does not know much about
the accounting application being used by the bank
and therefore are unable to give us information as
required and also in time.
Therefore to control such risk considerably, prior and
proper audit planning is very essential. Preparing
exhaustive checklist, standardisation of audit
procedures to be followed, defined process of
documentation, maintaining and presenting of

Considering the background as elaborated above
the need of audit planning is better explained by
following:–
9

SA 300 -Audit Planning emphasises that the
auditor should plan his audit work to enable
him to conduct an effective audit in efficient
and timely manner.

9

In Bank branch audit, adequate audit planning
is required because it facilitates the following:

9

Ensures that appropriate attention is devoted
to all important areas of audit like deposits,
advances, Bank charges etc.

9

Ensures that potential problems are properly
LGHQWL¿HGHJIUDXGV

9

Ensure that work is completed expeditiously
and effectively

9

Effective utilisation of audit staff. No important
area of work is left out and no work is
duplicated

9

Co-ordination of the work done by other
auditors – Important Points of Other Inspection/
Audit Reports are taken care of.

It is very well said that - IF YOU FAIL TO PLAN……
YOU PLAN TO FAIL……..
For the purpose of audit planning one needs to
consider the process followed for bank branch audit.
Bank Branch Audit Process
1)

Appointment of auditor

2)

Understand the type of bank branch – Nature
of business at the branch.

3)

Making effective audit plan / audit programme

4)

Performing audit procedures

7

Bank Branch Audit Planning

5)

Assessing Internal Controls in Banks

9

Laws applicable to bank

6)

Form and Contents of Financial Statements

9

Accounting Standards applicable to bank

7)

Reporting - Compilation of Information and
Reports to be signed

9

Computerization system – software

9

Internal Control – risk assessment

Appointment Letter
9
Audit Planning starts with the receipt of
appointment letter

9

Risk Management – back up system

9

Obtain previous year audit reports

9

Check the compliance with regard to
TXDOL¿FDWLRQVGLVTXDOL¿FDWLRQV

9

RBI inspection reports, internal inspection
/ concurrent audit reports

9

Take decision for acceptance or refusal of
audit assignment. Accordingly issue letter
to bank

9

Internal audit rating / risk rating of the
branch assigned by internal auditors

9

Collect closing instructions Circular,
important H.O. Circulars and details of
Changes in Accounting Policies.

9

Attend the Meeting of Statutory Auditors
and Bank Audit seminar.

1.

9

Communication with previous auditors

9

Understand the expected date of
Submission of Reports

9

Find out the Scope of Work so that
nothing is missed out and accordingly
proper plan can be prepared.

9

2.

Issue engagement letter under SA
210 – “Agreeing the terms of Audit
Engagements”

Understanding the Business of Bank
Branch
9
Type of branch and nature of business
handled by the branch

8

9

Nature and type of branch (CBB/IFB/
SME/ AFB/ Service Br/ Asset Recovery
Br. etc.)

9

Size of the branch (small/medium/large/
very large etc.)

9

No. of extension counters/ATMs

9

Key Business Figures – Deposits,
Advances, Net Profit, NPA Level, New
NPA Accounts etc.

9

Operating Environment (CBS, Internet
Banking, RTGS etc.)

9

Details of Government / Other
Contractual business handled by the
Branch

9

Type/Nature of transactions at Branch

9

Quantum of transactions

3.

Making effective audit plan / audit
Programme
Considering the above one needs to prepare audit
plan which will cover all the areas to be covered
during the audit, standard audit procedures to be
followed. For the purpose following also needs to be
considered:9

Composition of Audit Team: Selection of
team members need to be done carefully. As
bank branch audit is essentially a time bound
programme, audit team must be chosen with
proper SWOT analysis. Interpretation and
analysis of data, drafting skills and timely
compliance need to be properly understood by
the team members. Team should be guided to
work with proper Co-ordination.

9  Training: Basic training at office before
sending the team to the branch is necessary.
Particularly there should be an understanding
of CBS which is quite different than other
accounting software. There are many reports
which are system generated. Understand those
reports. Also discuss with those who are in the
team, audit programme in detail, make them
understand clearly the process & procedure to
be followed.
9

Distribution of work- Work to be distributed
among the staff depending upon seniority,
understanding of work, capability & capacity
as well as prior experience of each of the

Bank Branch Audit Planning

9

4.

team member. This will avoid any confusion in
execution of work.

9

Controls related to Classification of
advances and income recognition

Review & monitoring of the Audit Plan
during the actual conduct of audit. Revising
the plan whenever & wherever necessary
GHSHQGLQJXSRQWKHDXGLW¿QGLQJV

9

Deposit related controls and controls with
respect to inoperative / dormant accounts

9

Controls with respect to compliance of
tax laws.

Performing Audit procedures & assessing
Internal Controls in Bank Branch
The performance of audit procedures depends
upon the assessment of internal controls at
the branch. Audit planning therefore should
cover the process of evaluating of the internal
controls.

CONSIDERING THE EVALUATION AS
ABOVE AUDITOR MAY DECIDE THE AUDIT
PROCEDURES TO BE APPLIED FOR
DIFFERENT TYPES OF VERIFICATIONS:-

Management is primarily responsible for
maintaining an adequate accounting system
incorporating various internal controls to the
extent appropriate according to the size and
nature of the business. The auditor should
examine and study the accounting system and
related internal controls and should evaluate
the operation of those internal controls upon
which he wishes to rely in determining the
nature, timing and extent of other audit
procedures.
Where the auditor concludes that he can rely
on certain internal controls, his substantive
procedures would normally be less extensive
and may also differ as to their nature and
WLPLQJ,IKHREVHUYHVDQ\GH¿FLHQFLHVLQWKH
internal controls in any area- his substantive
procedures would be more extensive.

9

General software related controls

9

Revenue items related controls

9

Controls related to general administration
and housekeeping

9

Controls related to certain special
accounts like sundries and suspense
accounts

9

Controls with respect to AdvancesSanctions, Renewals, Credit Appraisal,
Disbursement, Documentation, Recovery
etc.

Inspection e.g., Vouching.

9

Observation

9

,QTXLU\ FRQ¿UPDWLRQHJ&RQ¿UPDWLRQ
of Bank Balances

9

Computation e.g., Interest Calculations

9

Analytical Procedures like Comparisonsratio analysis etc.

5.

Understand forms and contents of the
Financial Statements: According to the form
& contents of the financial statements, audit
programme needs to be devised & executed.
([WHQWRIFKHFNLQJ YHUL¿FDWLRQGHSHQGVXSRQ
the internal controls as well as on reporting
requirements also.

6.

Reporting: Proper planning helps proper
execution of plan, quality of audit and
consequently quality of reporting also.
Reporting is end result of the proper execution
of the audit plan.

Evaluation of Internal Controls
The auditor should obtain information in
respect of Internal Control Systems in the
following areas:

9

Following points need to be considered in audit
planning as well as execution thereof
1)

Should have basic understanding of:
RBI Circulars: Basic understanding and
knowledge of RBI circulars is necessary.
Earlier, RBI used to issue Master Circular
every year on 1st July. Last such circular was
issued on 1st July, 2015. Since January 2016,
RBI has started issuing Master Directions.
Such Master Directions are issued regularly
whenever there is a need to clarify something
or to change, modify existing provisions or
impose new one. Therefore, knowledge of RBI
Circulars etc., is very much necessary while
conducting any bank audit.

9
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Bank’s Closing Circulars: Closing Circulars
cover the policies framed by the bank
within the scope of RBI Circulars and SEBI
Guidelines etc. These Closing Circulars are
enclosed with appointment letter sent to the
auditor. Basic understanding about these
circulars is necessary as the policies followed
by the bank are within the framework of these
circulars.
ICAI Guidance Notes: Guidance Notes
are issued by our institute on bank branch
audit every year so as to give appropriate
guidance to the members to carry out branch
audit in an effective manner. Audit report is
the final outcome of the audit process. An
auditor issuing the audit report is liable for the
opinion given by him. Audit is generally carried
out considering the risks. ICAI Guidance
Notes help members to control such risks and
give guidance. The Guidance Notes contains
reporting formats including some checklists and
in particular some disclaimers which we should
use appropriately wherever required.

2)

Avoid communication gap

9

Strictly follow time lines & achieve daily
targets. Discuss the doubts and queries
DULVLQJGXULQJYHUL¿FDWLRQWKHUHDQGWKHQ

9

Preparation of Certificates and
LFAR should be simultaneous. Take
Photocopies of important documents for
your records

9

'LVFXVV$XGLW5HSRUWV &HUWL¿FDWHV

9

Confirm MOCs with branch manager.
In case of disagreement send signed
MOC along with other documents with
an appropriate note address to Central
Statutory Auditors (CSA). If possible,
discuss the issue with CSA before issue
of MOC

9

Complete other formalities like stamping,
VLJQLQJDQGDI¿[LQJGDWH

9

&ROOHFW ¿OHDOOZRUNLQJSDSHUV

Allied Laws: We should have basic knowledge
of Allied Laws in order to carry out effective
audit. For example, Indian Contract Act 1872,
The Bombay Stamp Act, 1958, Negotiable
Instruments Act, 1881 etc. The impact of
provisions under these laws on the documents
especially in the area of loans and advances
need to be considered appropriately wherever
required.

9

Sign-off all query sheets & other
documents

9

Confirm attendance sheet with branch
manager

9

Ensure all queries and notings are
TXDQWL¿HGDQGQRMDUJRQVDUHXVHGLQWKH
drafting of any query as well as report.

After having the basic knowledge of above
mentioned circulars, guidance Notes etc., you
can plan the audit. Tracking information from
various sources and using the same to design
check-list and audit program will certainly help
quality audit.

9

Take acknowledgment on submission of
your report

During the execution of audit at the branch:-

10

9

9

Decide day-to-day plan keeping in mind
WKHGDWHRIVLJQLQJRI¿QDODXGLWUHSRUW

9

Discuss all required points with branch
manager and do not miss important
points for sure

9

Maintain minutes of discussion with
branch manager throughout audit process

9

Carry duplicate book to communicate
your requirements to branch staff

An Illustrative checklist has been annexed to this
ZULWHXSZKLFKFDQEHFRQVLGHUHGDQGPRGL¿HGDV
may be required considering the business of the
branch under audit
CONCLUSION
Bank branch audit is an exercise to be carried out
facing various challenges like limited time, limited
resources, unlimited expectations from auditors etc.
Considering all these factors, to ensure deadlines
and delivering quality audit by paying adequate
attention to high risk areas, planning and proper
execution thereof plays a very important role.
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Draft Bank Branch Audit Program for the year ended March 31, 2018
NOTE:
1)

The above audit program is illustrative and the members are advised to modify the same suitably to suit
their requirement.

2)

Documentation should be done to support the above audit programme.

Name of the Bank and Branch:
Branch Code No.
IFSC Code
Region/ Zone in which the Branch is located:
Name & position of the authorised person in Branch(BM/AGM)
Sanction Limit of authorised person in branch (BM/AGM)
Advances as on 31st March,2018
NPA as on 31st March, 2018
Deposits as on 31st March,2018
Date of Commencement:
Date of Completion:
Audit Team
Partner/s:

4XDOL¿HG$VVLVWDQW
6HPL4XDOL¿HG$VVLVWDQW

Details of the Authorised Persons of the bank
Branch Manager:
Others (Specify):
Audit Aspects

Covered By Whom

Extent of Check

General
1.

Engagement letter to the appointing authority

2.

letter of requirement to the Branch

3.

letter for NOC to previous auditors

4.

Meeting and discussion with the bank branch
PDQDJHPHQWDQGXQGHUVWDQGLQJWKHSUR¿OHRIWKHEDQN
and its business

5.

Intimation in writing whether given to the branch
manager regarding requirements for audit and
documents to be kept ready for audit including for
/)$5WD[DXGLWUHSRUWDQGFHUWL¿FDWLRQ

11
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6.



8.

Review of
•

Previous year's audit report/ LFAR,

•

Current period's Internal Audit Report/ Concurrent
Audit Report

•

Revenue Audit Report/

•

IT System Audit Report

•

RBI Inspection Report

•

Compliance of the branch to any of the above
and

•

Any other special review report

3K\VLFDOYHUL¿FDWLRQRI
•

Cash

•

Stationery

•

Unused DD etc. and

•

Valuable securities.

Note down
•

Shortage of cash appearing in Trial Balance

•

loss/theft DDs reported to respected authority



3K\VLFDOYHUL¿FDWLRQRI,QYHVWPHQWV
REWDLQFHUWL¿FDWHIURPEDQNPDQDJHUIRUWKHVDPH 
If no investment is hold /done by the Branch, such
FHUWL¿FDWHWREHREWDLQHG

10.

Understand the system in CBS Branch
a)

Verify controls

b)

Start of day and end of day report

c)

Verify exceptional report

G

8QGHUVWDQGWKHHGLWDEOH XQHGLWDEOH¿HOGVDW%U
anch,

e)

Creation & entries in Masters,

f)

Various short-cut keys for checking the accounts

g)

System of downgrading & upgrading of accounts,

h)

Interest calculations etc.

11.

Compliance of instructions issued by bank’s year and
closing circulars, other relevant internal instructions/
FLUFXODUV0DVWHUFLUFXODUVDQGRWKHUQRWL¿FDWLRQVLVVXHG
by RBI, significant accounting policies of the bank
Mandatory Accounting Standards/Auditing Standards
DQGRWKHUQRWL¿FDWLRQ



3UHSDUHDOLVWRIYDULRXVFORVLQJUHWXUQVWREHYHUL¿HG
DQGFHUWL¿HGDQGWKHQFKHFNLQJRIWKHVDPHGXULQJWKH
audit.

Checking of Balance Sheet Items

12
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1.

Checking of the advances
•

Critical review of all large advances and their
reporting as per prescribed norms.

•

&ODVVL¿FDWLRQRIDGYDQFHVDVSHU,5$&QRUPV

•

Latest valuation of security given against
advances.

•

Provisions on NPA as per IRAC norms.

Loan Accounts (Performing)
I.

Review of all large advances with balance of lower of 5
% or ` 2 crore of total advances.

II.

5HYLHZRIORDQVVDQFWLRQHGGXULQJWKH\HDU VSHFL¿FDOO\
those that have been sanctioned by the BM and are
within his power)

III.

Review of other advances on test check basis.

IV.

Review of adverse comments by Concurrent auditors,
RBI/internal inspectors and the reply given and
corrective actions taken by the branch

V.

5HYLHZRIVXLW¿OHGDQGGHFUHHDFFRXQWVZLWKUHVSHFWWR
provision thereon and progress of recovery thereof and
&ODVVL¿FDWLRQDVSHU,5$&QRUPV

VI.

Review of accounts upgraded during the year from NPA
to standard. and ensure full recovery of total overdues

VII.

Review of all accounts frequently exceeding limits/DP
and watch-list accounts

VIII. Also verify all the credit card dues which are overdue &
debit balances in SB A/c.
Loan Accounts (Non Performing)
IX.

5HYLHZWKHDFFRXQWVZKLFKDUHFODVVL¿HGDV13$GXULQJ
the year w.r.t Security Value, Interest Reversed, Date of
NPA, provisioning thereon etc.

X.

Review the annual stock audit report for the NPA &
latest valuation report for the immovable properties in
case the valuation is older than 3 years.

NOTE:
(i)

)ROORZLQJDVSHFWVRIWKHDGYDQFHVWREHYHUL¿HG
Pre-sanction: System of credit appraisal and review/
renewal.
Post sanction: Compliance of terms of sanction,
documentation, end use of funds.
Monitoring: Stock and Book statements, drawing power,
insurance, inspection of stock/security, operations in the
account, etc.

(ii)

$OOWKHDFFRXQWVYHUL¿HGLQFDWHJRU\ L WR [ VKRXOGEH
documented.

2.

Verify controls in respect of the following important
items of assets.

13

Bank Branch Audit Planning

3.

4.



(i)

Dual custody of cash

(ii)

Custody and issue of /pay orders other stationery
items etc

(iii)

ATM cash as per books and actual balance tallied
at year end.

Fixed Assets
I.

&KHFNLQJRIDGGLWLRQVGHGXFWLRQWUDQVIHUVRI¿[HG
assets, supported by proper bills/invoices and
confirmation of date put to use. Compliance of
$FFRXQWLQJ6WDQGDUGUHODWHGWR¿[HGDVVHWV

II.

Checking of Depreciation on additions, deduction
during the year and on existing assets as per the
policy of the bank.

III.

9HUL¿FDWLRQRI)L[HG$VVHWV6FKHGXOHIRUIXUQLWXUH
¿[WXUHVDQGRWKHUDVVHWVDQGUHFRQFLOLDWLRQZLWK
¿JXUHV DSSHDULQJ LQ WKH %DODQFH 6KHHW DQG )$
management software used by the bank (if any).

Deposits
a)

9HUL¿FDWLRQRI$QWL0RQH\/DXQGHULQJJXLGHOLQHV
and Compliance with KYC norms on test check
basis

b)

That overdue deposits, matured time deposits,
FDVKFHUWL¿FDWHVDQGFHUWL¿FDWHVRIGHSRVLWVDUH
shown in Demand Deposits.

c)

Interest accrued but not due should not be
included in deposits but, should be shown under
other liability.

d)

Check TDS compliance on the interest paid and
on test check basis checking of Form 15G & 15H
DQGFRQ¿UPZKHWKHUWKRVHIRUPVDUHVXEPLWWHG
with respective Income Tax Authority

e)

Movement of Deposit vis-à-vis movement in
interest expense.

f)

Verify that dormant accounts more than 10 years
are transferred to Depositors Education and
Awareness Fund

g)

Near the balance sheet date & till the date of
audit whether there have been any unusual large
movements in the aggregate deposits held at the
yearend

h)

Verify staff Accounts

,QWHU2I¿FH 6XVSHQVH$F
1.
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Reconciliation of accounts with other banks, head
RI¿FHDQGLQWHUEUDQFKDGMXVWPHQWDFFRXQWV
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2.

3.

,QWHU2I¿FH5HFRQFLOLDWLRQ ,25 $FFRXQWV
I.

Verify Inter Branch Items In Transit (IBIT)
account for old entries.

II.

Compare on test check basis, the balance
and the entries in IOR Accounts with the
copies of the statements submitted to the
IOR department/s.

III.

Critically verify the daily enquiry memos
received from the respective IOR
department/s for any old and odd items
and action taken by the branch for the
same

IV.

Old un-reconciled entries are being
provided/ reported to HO for provision

Detailed checking of suspense accounts – credit
as well as debit schedules. i.e., Nominal ledger.

Balance Sheet Finalisation
1.

2.

Scrutiny of Balance Sheet, particularly –
i)

That all the balances are shown in proper heads
and broadly compare previous year figure to
understand material variance

ii)

Check in case of advances that:
a)

Interest accrued but not due on loans is not
included in advances.

b)

Credit balances in O/D, C/C in–operative
current accounts should not be netted off
with advances and the same should be
shown under demand deposits.

c)

Verification of Anti Money Laundering
guidelines and Compliance with KYC
norms on test check basis

d)

Overdue deposits, matured time deposits,
FDVKFHUWL¿FDWHVDQGFHUWL¿FDWHVRIGHSRVLWV
are shown in Demand deposits

e)

Interest accrued but not due should not be
included in deposits but, should be shown
under other liability

Checking,
(i)

Liability under Bank Guarantee/ L/C and effects
of expired BGs

(ii)

Reconciliation of general ledger and subsidiary
ledger.

&KHFNLQJRI3UR¿WDQG/RVV,WHPV
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1.

Test checking of interest on deposits, (particularly,
Interest checking should be done on test basis for the
period subsequent to the period of revenue/ concurrent
audit). Ensure that interest provision on overdue F.D.
has been made as per latest RBI guidelines

2.

Test checking of interest/commission on various
advances, bills, L.C., Guarantees, etc

3.

Test checking of discount/commission on bills
discounted and others income like commitment charges,
processing fees, recovery of insurance/ legal fees etc

4.

Derive various ratios of items of income with
comparable and related assets (like Avg. Interest
,QFRPH WR$YHUDJH$GYDQFHV HWF  DQG YHULI\ PDMRU
movements or variances

5.

Checking of proper classification of revenue and
expenditure items

6.

Critical scrutiny of the Expenses/Income accounts
and checking of important vouchers, including proper
accounting for outstanding and prepaid expenses

7.

Provision for expenses, accrued interest on deposits
and advances. (Particularly check whether or not
interest has been provided/charged on all types of
deposits/ advances disputed rent

8.

Checking of interest in NOSTRO Accounts debit
balances

9.

9HUL¿FDWLRQRIUHFRYHU\RQDFFRXQWRIORFNHUUHQWVWDII
accommodation, etc., with details of arrears, if any

10.

Commission income on account of Government
Business, i.e., collection as well as remittance of
Income tax, VAT, Service tax, GST etc.,

11.

Details of prior period items of Income as well as
expenses and complete details of provisions to be
made, if any

12.

Rebate on Bills discounted

13.

&KHFNLQJRIGHSUHFLDWLRQRQ¿[HGDVVHWV

14.

Verification of provision of interest on standard,
substandard, doubtful & loss assets and appropriate
accounting treatment thereof and reversal of
interest and charges not recovered on new NPAs.
Booking of Interest Income on account of partial
recovery in NPA’s.

15.

5DWLRDQDO\VLVZLWKSUHYLRXV\HDUV¿JXUHV

16.

Note down the reasons for material variances, if any

Others
1.
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Checking of statement of frauds, adequacy of provision,
timely reporting to competent authority, recovery and
movement in balances.
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2.

Checking of statement of claims against the bank not
acknowledged as debt

3.

Checking of Foreign Currency forward exchange
contracts showing sales and purchase separately.
Review of NRE and FCNR accounts, if any

4.

Checking of Guarantees given on behalf of Constituents

5.

Checking of Acceptance, endorsements and other
obligations, i.e., L/C and bills accepted by the bank on
behalf of customers
(Particularly check in case of Clause 4 and 5 above,
whether the above guarantees and L/C issued are
within the powers of the authorised person and proper
procedures have been followed for issuing the same.
Review the position of the above as at the year-end)

6.

Other contingent liability, if any.

7.

Checking of and preparation of interest subsidy
FHUWL¿FDWH DVSHUYDULRXV5%, *RYHUQPHQWVFKHPHV 
correct accounting & whether the same are given to the
eligible .borrowers

8.

Checking of write off proposal and DICGC claims,
sharing of recovery, etc.

9.

Checking of annual returns on protested bills/ recalled
debt accounts (PB/RD).

10.

Checking of LFAR schedules and preparation of LFAR.
(Detailed planning for preparation of LFAR be done
at the time of commencement of audit and detailed
guidance be sought from the chapter on LFAR in this
guidance note).

11.

Checking of Tax Audit annexures and preparation of Tax
Audit Report.

12.

Checking of service tax/ GST collected and paid.

Final Audit and Reporting
1.

Preparation of audit report as per format prescribed
under SA-700, ICAI and under any other regulatory
authority.

2.

Preparation of memorandum of changes for changes
to be made in classification of advances and in any
LWHPRIDVVHWOLDELOLW\DQGSUR¿WDQGORVVDFFRXQWZLWK
other remarks and/ or information which requires further
DWWHQWLRQDW5HJLRQDO=RQDO2I¿FHOHYHO

3.

Preparation of Tax Audit Report.

4.

Preparation of Long Form Audit Report (by giving
annexures where ever necessary)..

7R&ROOHFWWKHIROORZLQJ&HUWL¿FDWHV
1.

3K\VLFDOYHUL¿FDWLRQRIWKH¿[HGDVVHWVFDUULHGRXWRQ
March 31, 2018 / during the year
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3.

3K\VLFDOYHUL¿FDWLRQRI,QYHVWPHQWFDUULHGRXWRQ0DUFK
31, 2018 / during the year. If investment are not held or
DSSHDULQJLQWKH7ULDO%DODQFH1LOFHUWL¿FDWHVKRXOGEH
obtained

3.

3K\VLFDO YHUL¿FDWLRQ RI WKH FDVK  RWKHU LWHPV DV RQ
March 31, 2018

4.

3K\VLFDOYHUL¿FDWLRQRIFDVKSHULRGLFDOO\E\RI¿FHUVRI
the bank

5.

&HUWL¿FDWHIURPWKHEUDQFKIRUWKHSHUVRQVDWWHQGHGWKH
audit

6.

Written Representation Letter.

To verify and issue the certificates (as applicable):
Illustrative list
1.

Certificate of Ghosh
Recommendations.

and

Jilani

committee

2.

Cash on 12 odd dates.

3.

Commitment charges payable to IDBI/ SIDBI.

4.

Interest claim on (FCNR) deposits.

5.

&HUWL¿FDWHJLYLQJGHWDLOVRIFODLPVORGJHGZLWK',&*&
(&*&KRZHYHUUHMHFWHGE\WKHP

6.

Risk weighted assets as per the capital adequacy report

7.

&HUWL¿FDWHIRUWUHDWLQJDQDFFRXQWDVEDGRUGRXEWIXORI
recovery as per the requirement of DI and CGC

8.

Average month end rural branch advances.

9.

6XEVLG\ FODLP XQGHU 3ULPH 0LQLVWHU 5RMJDU<RMQD 2U
any other scheme of the Central/State Government

10.

&HUWL¿FDWHIRU,QWHUHVW6XEYHQWLRQ

Discussion of the Draft Reports with the Manager
Preparation of Final Report
Submission of Final Report along with Copies of Signed
%DODQFH6KHHW3UR¿W /RVV$FFRXQWDQGFHUWL¿FDWHV

Prepared by: __________________

Reviewed by: _________________
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Audit of Agricultural Advances
CA. Prakash P. Kulkarni

1.

Introduction
Even during the current trend of globalisation,
domination of IT & other Services Industries
and ‘Make in India’, the Indian Economy is still,
to a larger extent, dependent on agriculture.
Agricultural Finance thus constitutes a pivotal
category under the ambit of priority sector
credit. In fact, realising the importance of
agricultural lending, most of the banks have
set up specialised agricultural credit centres
and branches.

requiring the bankers as well as auditors to
have understanding of specific procedures
developed by each bank as well as specific
RBI guidelines. The RBI guidelines relevant
to on Agricultural Lending along on the Key
concepts of Agricultural Finance, which are
relevant for the purpose of bank branch
auditors are summarised. Auditors are
advised to refer to relevant RBI guidelines
as well as Bank’s Internal Guidelines/policies
and procedures to have an exhaustive
understanding of the subject matter.

Agricultural Finance, as opposed to generic
lending, is subject matter of specialised skills,
Agency-wise Agricultural Finance in last 4 years

(Amount Rs. Crore)
Agency
Commercial Banks
Regional Rural Banks
Co-op. Banks

2013-14

2014-15

2015-16

2016-17

Share

5,27,506

6,04,376

6,42,954

7,33,201

76.4%

82,653

1,02,483

1,19,261

1,03,974

10.8%

1,19,964

1,38,469

1,53,295

1,22,651

12.8%

Total

7,30,123

8,45,328

9,15,510

9,59,826

100.0%

Crop Loans

5,48,435

6,35,412

6,65,313

6,22,685

64.9%

Term Loans

1,81,688

2,09,916

2,50,197

3,37,141

35.1%

Total

7,30,123

8,45,328

9,15,510

9,59,826

100.0%

(Source : NABARD Annual Report)
2.

Gist of RBI guidelines in respect of Targets
on Agricultural Lending
RBI’s directions on Agricultural Credit are last
updated vide RBI/FIDD/2016-17/33 Master
Direction FIDD.CO.Plan.1/04.09.01/2016-17
dated July 7, 2016.
a.

b.

Within the overall target for Priority Sector
Advances of 40% of total advances,
Minimum 18% of ANBC or Credit
Equivalent Amount of off Balance Sheet
Exposure, whichever is higher, should be
extended to Agricultural Sector.
Further within overall 18% limit of
Agricultural Advances, 8% of ANBC or

Credit Equivalent Amount of off balance
sheet whichever is higher is prescribed
for small & marginal farmers to be
achieved in phased manner i.e.
•

7% by March 2016

•

8% by March 2017

c.

Different benchmarks have been
stipulated for foreign banks to achieve
these goals.

d.

In Agricultural finance, the distinction
between direct & indirect agricultural is
dispensed with.
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e.

SLBC
•

3.

An inter-institutional bankers’
forum for co-ordination & joint
implementation of development
programmes and policies by all the
¿QDQFLDOLQVWLWXWLRQVRSHUDWLQJLQD
state.

Loans to farmers up to ` 50 lakhs
against pledge/hypothecation of
agricultural produce (including
warehouse receipts) for period not
exceeding 12 months.

•

Loans to distressed farmers
indebted to non institutional lenders.

•

Government officials are also
members of SLBC.

•

Loans to farmers under Kisan
Credit Card Scheme.

•

In terms of RBI directives, SLBC
of respective state required to
determine “Crop Season” for each
crop.

•

Loans to small & marginal farmers
for purchase of land for agricultural
purpose.

•

Loans to corporate farmers,
farmers’ producer organisations/
companies of individual farmers,
SDUWQHUVKLS¿UPVDQGFRRSHUDWLYH
societies of farmers directly
engaged in agricultural & allied
DFWLYLWLHV LH GDLU\ ¿VKHU\ DQLPDO
husbandry, poultry, bee keeping &
sericulture up to an aggregate limit
of ` 2 Crores per borrower.

Key Concepts of Agricultural Finance with
summary of RBI Guidelines
a.

•

Farm Credit
Farm credit means and includes:
•

•
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Loans to individual famers, self
help groups (SHGs), Joint Liability
Group (provided banks maintain
disaggregated data) directly
engaged in agricultural allied
activities viz. Dairy, Fishery, Animal
husbandry, poultry, bee keeping &
sericulture.
o

Crop loans to farmers which
will include traditional/non
traditional plantations and
horticulture and loans for
allied activities.

o

Medium and long term loans
to farmers for agriculture &
allied activities i.e., Purchase
of agricultural implements &
machinery loans for irrigation
&
other
development
activities under in the farm
& developmental loans for
allied activities i.e. tractor,
trailer, bullocks, bullock cart,
Power filler, pump set, well,
drip irrigation, poultry, Dairy
etc.

Loans to farmers for pre & post
harvest activities such as spraying,
weeding, harvesting sorting grading
and transporting of their own farm
produce.

b.

Finance for Agricultural Infrastructure
Finance for Agricultural Infrastructure,
among other things, includes:
•

Loans for construction of storage
facilities such as warehouse,
market yards, godowns & silos
including cold storage chains.

•

Soil conservation & watershed
development.

•

Plant tissue culture & agribiotechnology culture, seed
production, production of biopesticides, vermi-composting.

(Note – For above, an aggregate
sanction limit of ` 100 crores per
borrower from the banking system will
apply.)
c.

Finance for Ancillary Activities
•

Loans up to ` 5 Crore to Co-op.
Societies of farmers for disposing
of the produce of members

•

Loans for setting up of Agri-lines
and Agri business Centres

Audit of Agricultural Advances

•

Loans for Food & Agro processing
up to an aggregate sanctioned limit
of ` 100 crores per borrower from
the banking system.

•

Loans to customer service units
managed by individuals, institutions
or organizations, who maintain a
fleet of tractors, bulldozers, well
boring equipment, threshers etc.
and undertake farm work for
farmers on contract basis.

•

d.

inspection to ensure ultimate use
of funds. It thus follows that crop
loans are granted for meeting the
current expenditure in connection
with raising of crops.

Bank loans to Primary Agricultural
Credit Societies (PACS), Farmer
Service Societies (FSS), and
Large sized Adivasi Multipurpose
societies (LAMPS) for on lending to
agriculture.

•

Loans sanctioned by banks to MFIs
for on lending to agriculture sector

•

Outstanding deposits under RIDF
and other eligible funds with
NABARD on account of priority
sector shortfall.

•

An essential feature of crop loan
is that a cultivator’s eligibility for
a loan and size of the loan are
determined not with reference
to the value of land or any other
tangible security but on the basis
of the size of the holding that he
cultivates and the cost of cultivation
of crops which the farmer proposes
to grow.

•

The credit requirement for raising
a particular crop is also termed
as “scale of finance”. The scale
of finance is determined by a
Technical Group comprising
members of DCCB, PACS,
Agriculture, State Govt., Lead bank
of the district etc. The scale of
finance thus determined is then
approved by District Consultative
Committee.

Crop Loans
•

•

•

Crop Loans are normally referred
as a short term finance, which
caters to credit requirements of a
crop season.

e.

Investment Credit
•

Crop Loans are also called as
production loans or farm credit.
Generally crop loans are divided
into kind and cash components.
The kind component is based on
the cost of inputs such as fertilizers,
seeds and pesticides etc. which are
essential for cultivation of crops. By
and large, it is expected that such
amount should be disbursed directly
to the supplier of inputs to ensure
end use of funds.

f.

Investment Credit normally refers to
medium and long term agricultural
finance, which includes the
following:
o

Development of farm land

o

Digging of Well/ bore-well

o

Acquisition of farm machinery

o

Other Irrigation facilities

Crop Season
•

Crop season refers to the time
period from preparation cultivation
of a crop till its ultimate realisation.

•

Cash component mainly denotes
to the expenses towards payment
of hired labourers, hire charges
for tractors, machinery, electricity
charges etc.

•

It is essential for auditors to
understand concept of crop
season, since the repayment of
agricultural advances is linked
with “the season of each crop”.

•

The disbursement of crop loans
should be in stages linked up with

•

Crop season can vary from crop
to crop. In fact, common crops like
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•

paddy or sugarcane etc. may have
different crop seasons, depending
on the state of cultivation or
manner of cultivation (i.e., a single
crop or multiple crops etc.)
•

•

g.

A crop is classified as “Short
Duration Crop” or “Long Duration
Crop”, based on the crop season.

h.

For each state, a State Level
Banker ’s Committee (SLBC) is
constituted, which reviews and
decides the crop season and
duration thereof for various crops
cultivated in that State.

•

The scheme was aimed at providing
adequate & timely credit support
under single window to the farmers
for their cultivation and other needs
as indicated below:
o

•

Short term loans extended to
labourers engaged for cutting of
sugar cane crops and transportation
thereof to the sugar factory. (i.e.
“Toli Finance”)

•

Loans are primarily unsecured,
guaranteed by the sugar factory.

•

Repayment of Loans from pay
bills released by sugar factory.
Proportionate remittance to banks
from each bill.

•

Repayment depends totally on
capacity and financial health of
the sugar factory, as such careful
assessment thereof is also
required.

•

KYC of labourers required to be
done carefully.

•

Bank should ensure proper end-use
of funds.

•

Pre & Post Disbursement visit are
essential.

•

Instances of diversion of these
funds towards factory activities.

Short term credit limits
–

o

To meet the short term
credit requirement for
cultivation of crops

–

Post harvest expenses

–

Produce marketing loan

–

C o n s u m p t i o n
requirement of farmer
household

–
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Harvesting & Transportation Loans
(H & T Loans) for Sugar Industry

Kisan Credit Card (KCC)
Kisan Credit Card scheme introduced
by RBI has been last modified vide
circular RBI/2017-18/4 FIDD.CO.FSD.
BC.No.7/05.05.010/2017-18 dated July 3,
2017.

Working capital for
maintenance of farm
assets & activities
allied to agriculture like
GDLU\LQODQG¿VKHU\HWF

Long term Credit Limit:
Investment credit requirement
for agriculture & allied
activities like pump sets,
sprayers, dairy animals etc.

i.

It is important here to understand
that, unlike the general notion,
KCC is not a type of loan, but
is a channel for granting either
short term or long term agricultural
¿QDQFH

Interest Application
•

Unlike normal loans, the interest on
agricultural advances is not charged
at monthly rests, but is charged
normally at half yearly or annual
rests.

•

Compounding of Interest is
generally not permitted in respect
of an agricultural advances, unless
it turns out to be a non-performing
advance. Further banks should
ensure that the total interest
debited to an account should not
excess principal amount in respect
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in an incorrect manner. Further, it is to
be ensured that system parameters are
FRUUHFWO\ FRQ¿JXUHG WR FDSWXUH UHOHYDQW
SLBC guidelines for crop seasons and
FODVVL¿FDWLRQRIFURSV

of short term advances granted to
small and marginal farmers.
j.

Other aspects
•

•

•

4.

The aggregate of credits into the
account during the 12 months
period should at least be equal to
the maximum outstanding in the
account.
No drawal in the account should
remain outstanding for more than
12 months in case of normal
crops and 18 months in case of
sugarcane and banana crops.
In order to have operational and
accounting convenience, the card
limit is bifurcated in to separate
sub-limits for short term cash credit
limit cum savings account and term
loans.

NPA Norms In respect of Agricultural
Advances
•
The NPA classification of agricultural
loans is linked with the nature of crop,
duration of crop and the crop season for
each crop. In India, several crops are
cultivated having different crop season
in different states, as such, applying a
single form for NPA and setting up the
V\VWHPSDUDPHWHUVEHFRPHVGLI¿FXOW
—

A Short Term Crop Loan is
classified as Non-Performing, if
instalment of principal or interest
thereon remains overdue for two
crop seasons for short duration
crops.

—

A Long Term Crop Loan is
classified as Non-Performing, if
instalment of principal or interest
thereon remains overdue for one
crop season for long duration
crops.

—

•

For allied agricultural loans
the general norms of 90 days
delinquency is used.

Auditors should carefully verify the
parameters set up in the system to
ensure that crops are not categorised

•

5.

If the system parameters are not
FRQ¿JXUHGFRUUHFWO\LWZLOOFHUWDLQO\OHDG
WRLQFRUUHFWFODVVL¿FDWLRQRIORDQV

Restructuring of Loans under Natural
Calamities
Restructuring of agricultural loans, due to
natural calamities is governed by separate RBI
guidelines. Recently such guidelines are issued
vide RBI Master Direction FIDD.CO.FSD.
BC.No. 8/5.10.001/2017-18 dated July 03,
2017.
•

In the event of occurrence of natural
calamity, State Level Banker’s Committee
(SLBC) or District Consultative
Committee (DCC) to convene a meeting
to evolve a coordinated action plan for
implementing the relief programme.

•

The common thread to extend the relief
measures including the re-schedulement
of loans by the banks, is that the crop
loss assessed should be 33% or more.

•

Banks allowed to restructure loans
granted to borrowers affected by natural
calamities.

•

All short-term loans, except those which
are overdue at the time of occurrence of
natural calamity, should be eligible for
restructuring. The principal amount of the
short-term loan as well as interest due
for repayment in the year of occurrence
of the natural calamity may be converted
into term loan.

•

In all restructured loan accounts,
moratorium period of at least one year
should be considered. Banks should also
not insist on additional collateral security
for such restructured loans.
The existing term loan instalments should
be rescheduled keeping in view the
repaying capacity of the borrower and
the nature of natural calamity.
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•

Accepted departure from the basic
principle of IRAC norms, i.e. NPA should
be borrower-wise and not facility-wise.

•

Banks are required to make higher
provisions for such restructured standard
advances as prescribed by Department of
Banking Regulation from time to time. (At
present @ 5%).

Consequently, different dues from the
borrower (e.g. current dues, dues which
DUHQRWUHVWUXFWXUHGHWF ZLOOEHFODVVL¿HG
XQGHUGLIIHUHQWDVVHWFODVVL¿FDWLRQVZKLFK
is an accepted departure from the basic
principle of IRAC norms, i.e. NPA should be
borrower-wise and not facility-wise.
6.

auditors should verify that the bank holds
documents evidencing the utilisation of
loans for agricultural activities.
d.

For crop loans, primary security is
normally the standing crops under
cultivation, as such pre and post sanction
visits by the officers of bank, who are
experts in Agri finance and adequate
documentation of visit report is a key
control.

e.

While verifying the security offered for
agricultural loans, it is to be confirmed
that the security is legally enforceable.
Standing crops and agricultural
machinery and implements are secured
by a hypothecation charge, while
the agricultural land is secured by a
mortgage charge. Auditors have to
ensure that amongst others, the following
has been duly taken on record by the
banks:

Audit of Agricultural Advances: Key Audit
Steps
While auditing advances, auditors have to
perform certain generic audit procedures
applicable to all advances. Such audit
procedures have been covered in detailed
fashion elsewhere in this compilation. A
few Key Aspects in the audit of Agricultural
Advances are summarised here. These
procedures are inclusive and not exhaustive.
a.

b.

c.
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Sanctioned amount of Agri Loans should
be as per scale of finance applicable
to the land under cultivation and the
crop being cultivated. Further, necessary
securities should be obtained as per the
guidelines framed by the bank.
Auditors should verify that the agricultural
credit is extended only after obtaining ‘No
GXHV1RREMHFWLRQFHUWL¿FDWHV¶IURPWKH
existing credit agencies in the area of
¿QDQFH
Disbursement of agricultural finance is
required to be carried out in various
‘stages’ based on the requirements of
farming activity. This needs to be ensured
strictly. In some cases, the expenditure
is incurred by farmer from his/her own
sources or from non institutional lenders
and subsequently banks are requested
to reimburse the same. In such cases,
auditors have to carefully verify the
facts from the documents/evidences
available on record. Under all situations,

•

Copy of the land revenue extracts.

•

Land Tax Assessment and payment
receipt.

•

Copy of record with sub registrar
(wherever applicable)

•

Original copies of the title deeds

•

Search of title deeds and Legal
opinion from the advocate on the
Bank’s approved panel

•

Valuation of land from a valuer on
the Bank’s approved panel.

f.

Loans granted to farmers against the
security of NSC, KVP or Fixed Deposits
of Banks, which has been utilised for
agricultural purposes, is allowed to be
FODVVL¿HG XQGHU WKH FDWHJRU\ RI ¿QDQFH
to agriculture. However, auditors should
carefully verify the loan documents and
other supporting documents to ensure
that non agricultural loans are not
FODVVL¿HGDV$JULFXOWXUDO)LQDQFH

g.

Agricultural Advances are required
to be serviced through realisation of
sale proceeds to crop. Auditors should
be sceptical about the nature and
timing credits coming in to service the

Audit of Agricultural Advances

is earlier, subject to a maximum period of
one year.

agricultural loans and ensure that they
are from genuine sources.
K
7.

13$&ODVVL¿FDWLRQRI$JULFXOWXUDO/RDQV

•

From 2011-12, additional interest
subvention of 3% to those farmers,
who repay their short term crop loans
promptly and on or before the due date.

•

Farmers, who promptly repay their crop
loans as per the repayment schedule
¿[HGE\WKHEDQNVH[WHQGHGORDQVDWDQ
effective interest rate of 4% p.a.

Interest Subvention
•
Eligibilty

•

—

Public / Private Sector Scheduled
Commercial Banks (in respect of
loans given by the rural and semi
urban branches)

—

Co-op. Banks

—

Regional Rural Banks

The Central Government will provide
interest subvention of 5% p.a. to all
prompt payee farmers for short term crop
loan upto ` 3.00 lakhs borrowed during
2017-18. In case farmers do not repay
the short term crop loan in time they
would be eligible for interst subvention of
2% as against 5% available.

•

Short term credit made available at 7%
p.a. to farmers.

•

Calculated on the crop loan amount from
the date of its disbursement/ drawal up to
the date of actual repayment of the crop
loan by the farmer or up to the due date
RIWKHORDQ¿[HGE\WKHEDQNVZKLFKHYHU

Interest subvention scheme to post
harvest loans
•

Scheme extended to small & marginal
farmers (having Kisan Credit Card) for
a further period up to six months post
harvest, against negotiable warehouse
receipt for keeping their produce in
warehouses.

•

To discourage distress sale by farmers &
to encourage them to store their produce
in warehouses against warehouse
receipts.

Auditors’ Role
•
Certificate of Interest Subvention to be
submitted along with annual accounts
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I]

II]

INTRODUCTION
Bank audit is a very challenging assignment.
The banks work in highly controlled
environment. Reserve Bank of India mandates
not only procedures and practices in banking
EXW DOVR FRQWUROV SUR¿WDELOLW\ RI WKH EDQNV E\
directing the provisioning required for nonperforming assets. The bank audit is a part of
the Internal Control Mechanism of the bank.
RBI has high expectations from CA fraternity
to play a crucial role in Risk Management of
the bank.

b)

Whether advances have increased
substantially over short period

c)

Whether transfer of borrower accounts
seen

d)

Whether new scheme offering advance
to special category of customers like
exporters, professionals, students, senior
citizens is launch, whether special terms
are offered to various loan categories like
housing loan, vehicle loan, agricultural
loan etc.

The banks are currently facing challenges
in terms of keeping the NPA in control, to
check frauds, to keep cost of operations low,
meet high customer expectations, and use
technology platforms for new age banking.

e)

Whether there is a substantial increase
or reduction in NPA percentage over last
year

f)

Whether any frauds have been reported
during the year and what is the
perceived weakness in internal control
that will affect audit methodology and
assessment of risk

g)

Whether bank is dependent on few
borrowers which may result into
compromise in procedures and charges
and accommodation in terms of
overdrawing and liberal attitude towards
documentation .

IMPORTANCE OF BANK AUDIT
ASSIGNMENT
The bank audit requires extensive planning,
timely execution, high level knowledge and
understanding working of the bank. If audit
is done impartially and efficiently, it may
substantially change the final results of the
bank in terms of reduction in window dressing
and higher provisioning for bad advances.
Long experience and expertise, knowledge of
technology, risk management system and new
practices of supervision and control employed
by the bank should be known to the chartered
accountants conducting bank audit.

III]

PECULIARITIES OF BRANCH
OPERATIONS
While conducting the audit of advances of
any branch, the following needs to be first
assessed.
a)
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Type of advances that form major
percentage of total advances – SSI,
Industrial, Housing, Agriculture, against
FDRs/NSCs/Govt. Securities, Vehicle
Loans

All these and more enquiries would enable
statutory auditor to be more focused, more
vigilant and excellent planner and executor or
bank audit assignment.
IV]

ANALYSIS OF FINAL ACCOUNTS AND
STATEMENTS



)ROORZLQJQHHGWREHVHHQE\DQDO\VLQJ¿QDO
accounts and statements of the branch
1.

Divergent trends in income or expenses
in relation to movements in assets
or liabilities – Increased percentage
coverage and proper sampling

Audit of Advances – Funded Non-Funded

2.

Volume, value and categories of
outstanding loans – to allocate work at
appropriate level of competence of staff

3.

Sample – Percentage verification – 5%
or ` 2 crore, whichever is less and all
aspects of bank business to be covered

4.

To select accounts for verification –
accounts opened and closed during the
year with severe documentation defects
DQGRI¿FLDOVH[FHHGLQJWKHLUDXWKRULW\

5.

V]

PREPARATIONS PRIOR TO STARTING THE
WORK
1)
Reading reports of other auditors –
Statutory, Inspection, Concurrent, System
Audit, Stock and Debtors Audit, Manager
handing over charge report and Revenue
Audit
2)

VI]

Understanding accounting packages –
to know appropriate commands to get
desired reports in short time

Visit to RBI website – www.rbi.org.in –
for master circulars and other circulars
like Deficiencies in sanctioning and
monitoring loans, frauds in housing
¿QDQFHIUDXGVLQQRQUHVLGHQWDFFRXQWV
etc.

3)

Reading internal circulars – Closing
circulars for listing out accounting entries
and accounting policies to be followed

4)

Guidance Note on Audit of Banks by ICAI
for understanding Legal and Accounting
frame-work, accounting system and
internal controls.

5)

Delegation of authority

UNDERSTANDING ADVANCES
Following aspects need to be properly
understood by the team members on Audit
a)

Types of advances – Funded, NonFunded

b)

Classification of securities – Tangible,
Intangible, Primary, Collateral

c)

Bank Lien – General lien on assets of
borrower of guarantors, negative lien
GRHVQRWUHTXLUHUHJLVWUDWLRQ ¿[HGDQG

floating charge, not barred by law of
limitations
d)

Margins

e)

Sectorial Classification – Priority, NonPriority, Inland, Foreign

f)

Base Rate vs. Bench Mark Prime Lending
Rate (for other than DRI, Employees,
deposit Loans and Export Credit)

g)

DRI Advances (Differential Rate of
Interest) – May be eligible for subsidy in
interest and indemnifying bad debts)

h)

Nature of borrowing arrangements –
Sole banking, consortium arrangement,
multiple banking arrangement (Exchange
of information)

i)

Prudential Exposure Limits (Single Group Borrowers. Tier I (15%), Tier-II
(40%)

M

6HFWRUVSHFL¿FOLPLWV

k)

Type of Advances – T/L, C/C, O/D, bills
(purchased and discounted)

l)

Pre-shipment Credit vs. post shipment
credit

m)

Export packing credit as running account

n)

Sharing of export credit between export
order holder and manufacturer of goods
to be exported (precaution on double
¿QDQFLQJ

o)

Gold ornament and bullion loan – For
agriculture and non-agriculture – Loan to
value ratio

p)

Restriction on loan to directors, their
UHODWLYHVDQGORDQWRRI¿FHUVDQGUHODWLYHV
RIVHQLRURI¿FHUV

q)

Financing Housing Projects – Direct
Finance
(Lending
to
Housing
Intermediaries – Guidelines of National
Housing Board), Indirect Finance
(Innovative Housing Loan Products),

VII] STAGES OF ADVANCES
a.
Credit Appraisal


&UHGLW DSSUDLVDO LV GRQH WR FRQ¿UP WKDW
project technically feasible, economically
viable and commercially acceptable
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Auditor should give opinion on whether
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.
Auditor to ensure whether prescribed
forms and procedures/instructions for
preparation of proposals/grant/ renewal/
enhancement of limits has been followed
or not & report. If in the auditors’
opinion there are major short comings
in appraisal, the application form or
the procedures need improvement,
suggestions for improving the appraisal
system, application form or the
procedures may be given. Whether the
branch has seen borrower’s standing
the market, integrity, experience and
FDSDELOLWLHVQHHGWREHYHUL¿HG
Auditor to check whether branch is
conducting credit rating of major
advances accounts on periodic basis.
b.

Sanctioning/Disbursement
Auditor to examines whether branch
has sanctioned advances beyond
the delegated authority and whether
telephonic sanctions are followed by
written confirmations by appropriate
authorities. Whether the ad hoc limits
given to borrower were liquidated in time.
Auditor should ensure that no advance
was disbursed without complying with
terms and conditions of sanction.
Examples/instances of non-implementing
of terms and conditions of sanction:
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•

Promoters contribution not brought
in

•

Guarantors’ Networth not furnished

•

Unit not inspected

•

Borrower instructed to close other
bank accounts. But the same is not
complied with

c.

•

Security not created e.g., equitable
mortgage of immovable property



(QGXVHRIWKHORDQQRWYHUL¿HG

•

Share application money – Not
converted to share capital



&RQ¿GHQWLDO5HSRUWVRIRWKHUEDQNV
not obtained before disbursement

•

In case of takeover of limits from
other banks, pay order should be
made in favour of the said bank
DQGDQR±GXH&HUWL¿FDWHREWDLQHG
Also, loan documents should be
obtained from that bank on timely
basis

•

Advances given to a group in
excess of RBI norms during the
year

Review/Monitoring/Supervision
Auditor should read the procedure laid
down by the controlling authorities of the
bank, for periodic review of advances
LQFOXGLQJ SHULRGLF EDODQFH FRQ¿UPDWLRQ
acknowledgment of debts, followed by the
Branch.
Auditor should see whether the stock
/ book debt statements and other
periodic operational data and financial
statements, etc., received regularly from
the borrowers and duly scrutinised? Is
suitable action taken on the basis of such
scrutiny in appropriate cases. Auditor
should verify whether Quarterly Book
Debts statements are duly certified by
Statutory Auditors/ CA, if stipulated in
Terms of Sanction, Whether the unit is
providing age–wise analysis of Book–
debts. Auditor should also see whether
stocks are being critically scrutinised for
non–moving/ obsolete/damaged stock
and action taken thereon, whether such
year–end stock/ book debt statements
are compared with audited Balance
Sheet to ascertain variance in Stocks/
book debts. Is the stock received for
Job-work, stock under LC and stock
against packing credit excluded from
stock statements against CC need to be
seen.

Audit of Advances – Funded Non-Funded

The auditor should see whether the
Branch compares Debit / Credit
summation in the Account with turnover
of the company to ascertain diversion
of funds. In cases where borrower is
availing Multiple banking Facility, whether
the branch obtains outstanding position
from each Bank and compares the
limits availed with stocks held and DP
applicable, in order to know whether the
borrower is over – financed, and any
margin is to be introduced.
Stock audit for large advances is
essential for effective monitoring of the
advance. Auditor should comment on its
adequacy and frequency and Review the
stock audit reports critically.
Check the cases of advances to non–
corporate entities with limits beyond
` 10 lacs and see where the Branch has
obtained the accounts of borrowers, duly
audited under the RBI guidelines with
regard to compulsory audit or under any
other statute.

$XGLWRUVKRXOGOLVWWKHPDMRUGH¿FLHQFLHV
in credit review, monitoring and
supervision. The following aspects be
seen –
•

•

Timely submission of Quarterly
Information
System
(QIS)
statements. If the same is not
submitted, whether penal interest
is charged?
Whether there is proper follow
up by the Bank Officer in case of
irregular accounts

Consortium Accounts not properly
monitored by way of periodic joint
meetings

•

Monitoring of sub–limit transferred
to other branches. Borrower
Operating accounts with other non
lending banks

•

Diversion of funds/ operation in
accounts

•

Frequent devolvement of LCs or
Invocation of Bank Guarantees
Returning of bills discounted unpaid
on due date

•

Whether further have been bills
discounted though earlier bills
remained unpaid/ realized late

VIII] SECURITY
Checking security is the most important aspect
of bank audit. Auditor should see the following-

Auditor to verify whether the inspection or
SK\VLFDOYHUL¿FDWLRQRIVHFXULWLHVFKDUJHG
to the Bank been carried out by the
branch as per the procedure laid down by
the controlling authorities of the bank. He
should obtain and check the statement
of “inspections due” and “inspections
actually done”, Scrutinize the inspection
reports submitted by the inspector and
verify the action taken on inspection
report.


•

IX]

i.

Mode of creation of security – Mortgage,
pledge, hypothecation, assignment, or
set-off.

ii.

Verify
a)

Whether it is legally enforceable

b)

Whether it is in effective control of
the bank/transferability

c)

Whether it is recently inspected

d)

Whether valuation of security is
realistic, current and stable

e)

Whether security covers value of
advance

DOCUMENTS VERIFICATION
Documentations depends on legal status
(Proprietor,
Partnership,
Company),
Government recognize status (Priorities
Sector, SSI, Manufacturer), purpose of loan
(Machinery, Stock, Vehicle) and security
(Primary, Collateral).
Even though, there is no standardisation of
the documents taken by various banks from
the borrowers, a representative list of the
documents/papers/reports the scrutiny of which
is required to be done by the auditor while
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X]

FKHFNLQJ DQ\ ¿OH RQ DGYDQFHV FDQ EH PDGH
as follows :

v.

Personal papers of borrowers/guarantors
not available

a)

vi.

Documents more than 3 years old and
acknowledgement of debts not available

vii.

Only Proforma Invoice / Quotation /
Receipt on record, No Final Invoice
available

Documents submitted by the borrower
(application, project report, financials,
address proof, statement of wealth,
pan, statement of income, income tax
return copies, ssi registration, pollution
control board certificate, shop & act
establishment certificate, sales tax,
profession tax registrations, industrial
licence, memorandum/partnership deed,
details of sister concerns.

b)

Documents obtained by bank from
borrower – (mortgage deed, invoice and
receipts, valuation reports)

c)

Documents prepared by Bank – Internally
– Appraisal Note, Sanction Letter,
Demand Promissory Note, General Lien
and Set-off Letter, Guarantee Bond, Visit
Report

d)

Documents to be collected from third
party – Credit Report, Insurance, Lien
Marking by RTO, NOC of Society, Charge
Noting by ROC, direct confirmation of
dealership

DEFFECTS / INCONSISTENCIES IN
DOCUMENTS
The auditor, on checking of the documentation,
can note several defects/ inconsistencies
therein, such as
i.

Documents blank /incomplete / with
change in ink or handwriting/not signed
by the borrowers at appropriate places

ii.

Sanction letter not signed by the borrower
as acknowledgement of accepting terms
and conditions

iii.

Promissory Note
—

Guarantors signature should not be
taken

—

Tick Marks and other writing not
permitted

—
iv.
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YLLL )LQDO$FFRXQWVQRWFHUWL¿HGE\&$RUQRW
FHUWL¿HGSURSHUO\
ix.

Documents not properly stamped

XI] OBSERVATIONS ON VARIOUS TYPES
OF
ADVANCES
(OTHER
THAN
DOCUMENTATION DEFECTS)
Auditor while checking various types of
advances would like to report on matters other
than documentation defects. Some of the
representative comment by the auditor can be
as follows:
A.

TERM LOAN
D

3URSHUW\YDOXDWLRQUHSRUWQRWLQ¿OH
or not current

b.

Original Agreement / Share
&HUWL¿FDWHV12&RIWKHVRFLHW\QRW
on record

c.

Legal Opinion on clear title not
available or not favourable

d.

Mortgage not extended to additional
facility

H

52& FHUWL¿FDWH QRW REWDLQHG  QRW
PRGL¿HG

f.

Guarantors changed
appropriate procedure

g.

Common guarantors taken for many
loans where guarantors’ income is
not adequate to cover installments
of such loans

h.

Cross Guarantees Noticed

i.

Change in Constitution of the
Borrower not recognized

j.

New loan taken to repay old loan

k.

Facilities disbursed without
complying with sanction terms

Interest rate not mentioned.

Deed of Mortgage/Hypothecation not
signed on each page by borrowers.

without
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B.

CASH CREDIT
a.

b.

g.

Frequent
overdrawing
with
or without sanction of higher
authorities of the bank

-

Not done

-

Frequency not appropriate

Repeated request for against
effects

-

Reports not on record

-

Adverse
attended

-

Rotation of Inspection duty
absent.

c.

Whether ECGC cover is available

G

:KHWKHU&HUWL¿HGDFFRXQWVRI1RQ
Corporate Entity are available

e.

STOCK AND BOOK DEBTS
i)

Stock
Statements
not
submitted
/
submitted
irregularly / submitted without
appropriate break-up

ii)

CA Certificate, Stock Audit
Report

iii)

Debts due
Companies

iv)

Unpaid Stocks

v)

Stocks under L/C, Packing
Credit, received for Job work

vi)

Drawing Power – Inadequate,
Limit not changed in
Computer,
Creditors
Statement not provided, agewise debtors not provided

vii)

f.

Inspections

from

Group

Valuation – Interest included,
31st March value not tallying,
&$&HUWL¿FDWHQRWREWDLQHGDW
periodic interval

comments

not

h.

Renewal papers not submitted in
time.

L

5HYLHZGRQHZLWKRXW¿QDQFLDOV

Scrutiny of Operations in Cash Credit Accounts
Most of the serious defects and deficiencies
in the account of the borrower and the
¿QDQFLDOKHDOWKRIWKHERUURZHUFDQEHMXGJHG
by scrutiny of operations in the Cash Credit
account. While scrutinising the account, the
following points should be observed
i.

Whether turnover in the account is
adequate compared to the turnover of
the business.

ii.

Whether cash withdrawals are excessive
compared to business needs

iii.

Whether Cash withdrawn immediately
after sanction

iv.

Where cheque payments are not
substantial whether stock is fully paid for.

v.

Whether inter transfer of funds between
associate concerns are observed

vi.

Whether term loans have been given by
crediting the same to cash credit account

viii)

Non moving / Slow Moving

ix)

Data in the stock statements
not logical

x)

Pledged stock not checked for
obsolescence.

vii.

Whether diversion of funds for purchasing
¿[HGDVVHWVQRWHG

xi)

Age-wise Debtors Statement
not provided

viii.

Whether payment for off balance sheet
items such as lease are observed

ix.

Whether payment of loan instalments
to other banks or institutions or private
parties observed

x.

Whether payments to parties unrelated to
business observed

Insurance - NIL
-

Expired

-

Inadequate

-

Not assigned to the Bank
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xi.

Whether frequent bouncing of cheques
deposited as well as issued noted

[LL

:KHWKHUFDVKGHSRVLWVVXI¿FLHQWWRFOHDU
cheques issued noted.

xiii.

Whether irregular or infrequent credits
observed

xiv.

Whether temporary enhancement was
regularised

xv.

Whether overdue bills have been cleared
by debit to cash credit account

xvi.

Loan Against Shares/Units

Whether last month’s transactions
include discounting of cheques of sister
concerns

Shares of Companies not approved
by the bank given as security

b.

Partly paid shares accepted as
security

c.

Valuation of shares not done with
appropriate frequency

d.

Mandate for dividend not taken

H

&RQ¿UPDWLRQ IRU KDYLQJ OLHQ QRWHG
with respective companies not
taken

Life Insurance Policy

xvii. Whether there are few credits in the last
month and cheques deposited at the end
of the year bounced in the subsequent
year
C.

a.

a.

Surrender value not received from
the Insurance Company

b.

The current insurance premium paid
receipts not available

c.

Insurance policy not assigned in
favour of bank

d.

Mandate to debit borrower ’s
account to pay premium not
available

H

6XUYLYDOEHQH¿WUHFHLYHGIURPWLPH
to time need to be kept in FDs or
credited to loan account for money
back policies

OVERDRAFTS
Fixed Deposits
a.

Receipts not discharged by all joint
holders

b.

Lien not marked on deposit receipts
and/or registers and/or ledgers

c.

Receipts not in the name of
borrower

d.

Deposit Receipts of other banks
used

D.

BILLS PURCHASED/ DISCOUNTED

e.

Receipts in the name of Minor used
for loan

a.

Purchase (Demand Bills) v/s
Discounting (Usance – Time bills)

f.

Loan not adjusted on maturity of
FD’s

b.

Advance
collection

g.

Interest rate on loan not changed
on maturity of FD’s

c.

h.

Third Party FDs –
unsecured advance?

Advance against bills drawn on
Public Sector undertakings/
Departments against pre receipted
challans – Government Bill facility
or supply bill facility

d.

Purchase/Discounting of bills
against LCs issued by another bank
(Documentary bills v/s Clean Bills)

e.

Drawing Power not available /
exceeded

Interest,

1DWLRQDO6DYLQJ&HUWL¿FDWHV
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a.

Endorsement by postal authorities
pending

b.

Matured deposits not claimed and
credited to the account

against

bills

under
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E.

f.

Adequate stamping not done

g.

Stamp paper date subsequent to
the date of agreement

h.

Stamps of other banks previously
discounting the bill

i.

New bills discounted of parties
dishonouring bills previously

j.

Bills discounted purchase for parties
other than approved parties

k.

House bills discounted without
appropriation sanction

l.

Payment not directly received from
party

A Guarantee transaction usually
comprises of two independent, but
related components – one is the
guarantee issued by the banker (of
the buyer) to the beneficiary (i.e.,
seller) and the other is a counter
guarantee given by the buyer to
his banker, who has issued the
guarantee.
LL

5HÀHFWHGLQ1RWHV

iii.

Non Funded Loan sanctioned
converted to Funded for Temporary
Period Guarantees

iv.

Customer should enjoy credit facility
Generally, guarantees should not be
issued on behalf of customers, who
do not enjoy credit facilities with the
bank

CHEQUES PURCHASED
a.

Not drawn on approved banks

b.

Not Crossed

c.

Several months
purchased

d.

Drawer not third party

v.
old

cheque

Guarantees are of two types –
financial guarantee, wherein the
guarantor (the bank) promises
to pay the stated amount to the
beneficiary, if the person for
whom the guarantee is given, fails
to pay the same (also referred
to as invoking the guarantee);
performance guarantee, wherein
the guarantor promises to pay
the beneficiary a stated sum of
amount, if the person for whom
the guarantee is given, fails
to perform, as expected, in a
given period of time. Banks are
generally discouraged from issuing
performance guarantees. Banks
should exercise due caution and
KDYHVXI¿FLHQWH[SHULHQFHZLWKWKH
customer to satisfy themselves that
the customer has the necessary
experience, capacity and means to
perform the obligations under the
contract, and is not likely to commit
any default.

XII] NON-FUNDED ADVANCES
While the general verification of funded and
non-funded advances is done simultaneously,
there are certain components of non-funded
advances, which need to be looked into.
Reserve Bank of India has issued a Master
Circular dated 1st July, 2015 under the heading
“Guarantees and Co-acceptances”, which can
act as a guiding parameter.
Non-funded advances are called “Off Balance
6KHHW´LWHPVDVWKHLUYDOXHLVQRWUHÀHFWHGLQ
the Balance Sheet. They form the “Contingent
Liability” items of the bank. However, for the
purpose of keeping a control over these items,
banks have a system of passing contra entries
in its books of account at the branch level and
KHQFHWKHVHLWHPVJHWUHÀHFWHGRQWKHOLDELOLW\
as well as asset side of the Trial Balance.
However, while preparing the Balance Sheet of
the bank as a whole, the value of these items
DUHUHÀHFWHGLQWKH³1RWHVWR$FFRXQWV´
(A)

GUARANTEES
i.

Dual Transactions – Guarantee and
Counter Guarantee

Financial vs. Performance

vi.

Risky advance

vii.

Over trading by borrower solely
on the basis of the guarantees be
discouraged.
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Since Guarantees invoked could
get converted into funded advance
to a borrower, banks should not
encourage borrowers to over
extend their commitments solely on
the basis of guarantees.

buyer or importer) to the seller
or exporter. This type of payment
facility is generally used in
international trade. In this type of
facility, at the request of the buyer,
his banker opens an LC, which is
sent to the seller. Based on such
LC, the seller dispatches the goods
and then sends the bills and other
documents through his banker
to the buyer’s banker, which has
opened the LC, to make payment
of the bill

YLLL 6SHFL¿F*XDUDQWHHVYV&RQWLQXLQJ
Guarantees
Guarantees could be for specific
transaction
(called
specific
guarantee) or it could be for
multiple transactions within
a specific time frame (called
continuing guarantees)
ix.

Maturity not to exceed 10 years

x.

Unsecured guarantees not to
exceed 10% of total exposures
Guarantees should generally be
for short durations; in any case, it
should not have a maturity period
of more than 10 years

xi.

Margins in the form of Cash or term
deposits or other securities insisted

xii.

Stock Brokers – 50% Margin (25%
Cash Margin)
Extensive guidelines on issue
of guarantees to exporters and
Importers

B)

C)

CO-ACCEPTANCE OF BILLS
a.

In this type of facility, the seller
dispatches the goods and raises
the bill on the buyer. The buyer
accepts the bill and then it is
co-accepted by buyer’s banker. The
seller’s banker then discounts this
bill. Valuation of the goods should
EHYHUL¿HG

b.

This type of facility is often used by
FXVWRPHUVWRÀRDWDFFRPPRGDWLRQ
bills (i.e., bills which are not
supported by genuine sale and
purchase of goods)

LETTER OF CREDIT (LC)
a.
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Letter of Credit (LC) is a promise by
a banker to honour the payments
to be made by its customer (the

b.

The buyer then makes the payment
and routes it through his banker
to the seller’s banker. In case the
buyer fails to make the payment
(also known as devolvement of
LC), the buyer’s banker, who has
opened the LC, is liable to make
the payment to the seller

c.

RBI has mandated banks not to
discount bills drawn under LCs or
RWKHUZLVHIRUEHQH¿FLDULHVZKRDUH
not their regular clients

XIII] MEMORANDUM OF CHANGE (MOC) &
INTERPRETATION OF CIRCULAR
Generally, once the statements of account
prepared and submitted to the Controlling
2I¿FHWKH$XGLWRUVDUHSHUPLWWHGWRLQFRUSRUDWH
changes, if any, only through a MOC. This
MOC includes changes to be made in the
FODVVL¿FDWLRQRI$GYDQFHV0DQ\DWLPHVWKH
changes suggested by the Auditors are not
acceptable to the Branch Managers and hence
they refuse to sign the MOC. In this context,
it may be noted that MOC is a document
prepared by the Auditors and it is not
mandatory that the Branch Manager should
sign it. Branch Manager’s signature only
denotes his concurrence to what has been
stated by the Auditors and nothing more.
Further, many a times, the Branch Managers
interpret the NPA Circular differently than
what is actually stated in the circular, under
the pretext that it is being done in a particular
way for the last so many years – for e.g., 3
to 5 year old vehicles against which the loans
have become doubtful, are reflected at their
purchase price 3/5 years old and not their
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depreciated value, or though stocks or book
debts have not been inspected for a long
period of time, their one or two year old values
available with the Branch are taken for the
purpose of security. This is a very frequently
used method by Branch Managers to avoid
FODVVL¿FDWLRQRI13$VRUUHGXFHWKHSURYLVLRQ
amount. It is recommended that Auditors
should strictly go by what is stated in the RBIs
circular, which is quite unambiguous and not
by the Branch Manager’s interpretation of the
same.

Enormous preparation and training is required
on the part of auditor to face the challenge
of auditing a specialised industry working in
fully computerised environment and dealing
with huge amount of cash and public money.
Such training is available to the professionals
through various seminars, conferences and
FHUWL¿FDWLRQ FRXUVHV DUUDQJHG E\ ,&$, RQ WKH
subjects of Statutory Audit, Internal Audit and
Concurrent Audit of Banks.
Further information can be obtained about the
method of audit from the publications of ICAI
including Guidance Notes on Audit of Banks.

XIV] OTHER AREAS IN ADVANCES
a.
Agricultural Advance
b.

Problems in Computerisation

c.

Advances in Foreign Exchange

However, as a caution, I wish to state that the
professionals, by accepting the bank audit,
are entering into a high risk area of work.
Therefore, unless appropriate expertise is
available with the firm, no such assignment
should be accepted looking only at high
rewards that it will give.

XV] CONCLUSION
From the above overview, it will be clear that
carrying out the bank branch audit is not an
easy task.

ANNEXURE
RBI MASTER DIRECTIONS ON FRAUDS DATED
1st JULY, 2016
The Master Directions by RBI on Fraud indicate
42 Early Warning Signals of Frauds which are as
under :1.



Operations of Account

i.

Frequent ad hoc sanctions

j.

Heavy cash withdrawal in loan accounts

k.

Significant increase in working capital
borrowing as percentage of turnover

&RQFHDOPHQWRU)DOVL¿FDWLRQRIGRFXPHQWV

a.

Bouncing of high value cheques

a.

In merchanting trade, import leg not
revealed to the bank

b.

Foreign bills remaining outstanding with
the bank for a long time and tendency for
bills to remain overdue

b.

Concealment of certain vital documents
like master agreement, insurance
coverage

c.

Delay observed
outstanding dues

c.

Frequent change in accounting period
and/or accounting policies

d.

Frequent invocation
devolvement of LCs

d.

Claims not acknowledged as debt high

e.

Under insured or over insured inventory

e.

Substantial increase in unbilled revenue
year after year

f.

Invoices devoid of TAN and other details

f.

g.

Funding of the interest by sanctioning
additional facilities

Material discrepancies in the annual
report

g.

h.

Frequent request for general purpose
loans

Significant inconsistencies within the
annual report (between various sections)

in

payment
of

BGs

of
and
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h.

3.

Poor disclosure of materially adverse
information and no qualification by the
statutory auditors

Diversion of Funds

4.

a.

Frequent change in the scope of the
project to be undertaken by the borrower

b.

Not routing of sales proceeds through
consortium / member bank/ lenders to the
company

c.

High value RTGS payment to unrelated
parties

d.

Increase in borrowings, despite huge
cash and cash equivalents in the
borrower’s balance sheet

5.

i.

Increase in Fixed Assets, without
corresponding increase in long term
sources (when project is implemented)

j.

Costing of the project which is in wide
variance with standard cost of installation
of the project

Inter-Group/Concentration of Transactions
a.

Funds coming from other banks to
liquidate the outstanding loan amount
unless in normal course

b.

Floating front / associate companies by
investing borrowed money

c.

LCs issued for local trade / related party
transactions without underlying trade
transaction

Issues in Primary/Collateral Security
a.

Dispute on title of collateral securities

d.

b.

Request received from the borrower to
postpone the inspection of the godown
IRUÀLPV\UHDVRQV

Large number of transactions with
inter-connected companies and large
outstanding from such companies

e.

Substantial related party transactions

c.
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Exclusive collateral charged to a number
of lenders without NOC of existing charge
holders

d.

Critical issues highlighted in the stock
audit report

e.

Liabilities appearing in ROC search
report, not reported by the borrower in its
annual report

6.

7.

Regulatory Concerns
a.

Default in undisputed payment to the
statutory bodies as declared in the
annual report.

b.

Raid by Income tax /sales tax/ central
H[FLVHGXW\RI¿FLDOV

Others

f.

Non-production of original bills for
YHUL¿FDWLRQXSRQUHTXHVW

a.

Disproportionate change in other current
assets

g.

Significant movements in inventory,
disproportionately differing vis-a-vis
change in the turnover

b.

Resignation of the key personnel and
frequent changes in the management

h.

Significant movements in receivables,
disproportionately differing vis-à-vis
change in the turnover and/or increase
in ageing of the receivables

c.

Significant reduction in the stake of
promoter /director or increase in the
encumbered shares of promoter/director



Income Recognition and Asset
&ODVVLÀFDWLRQ1RUPV
CA. Nilesh Joshi
Banking sector is one of the most important sectors
across the globe for the growth and development
of any country. Banking sector must remain healthy
DQGZRUNHI¿FLHQWO\VRDVWRPHHWWKHGHPDQGVRI
the industry as well as consumers.
One of the major challenges for the Indian banking
system is to address the NPA issue which has also
affected the profitability of banks besides coming
in the way of future bank lending as banks have
been cautious while lending especially for long
term purposes. Non Performing Assets are the
major problem for the public sector and private
sector banks in India. The present study focuses
on analysing the problems and solutions taken for
managing and controlling the NPA in both private
and public sector banks which help to improve the
¿QDQFLDOKHDOWKRIWKHEDQNLQJVHFWRULQ,QGLD
7KHFRQFHSWRI13$LVLQWURGXFHGE\5%,WRUHÀHFW
DEDQNVDFWXDO¿QDQFLDOKHDOWKLQLWVEDODQFHVKHHW
and as per the recommendations made by the
Narasimham Committee Report I and II to address
the credit monitoring process being adopted and
pursued by the banks and financial institutions.
To strengthen further the recovery of dues by
banks and financial institutions, Government of
India promulgated The Recovery of Debts Due to
Banks and Financial Institutions Act, 1993 and The
Securitisation and Reconstruction of Financial Assets
and Enforcement of Security Interest Act, 2002.
$QRQSHUIRUPLQJDVVHWLVGH¿QHGDVDFUHGLWIDFLOLW\
in respect of which the interest or instalment of
SULQFLSDO KDV UHPDLQHG ெSDVW GXHெ IRU D VSHFLILHG
period of time. It results from what are termed as
“bad loans” or defaults. It is the failure to meet
financial obligations, say non-payment of a loan
instalment. Once the borrower has failed to make
interest or principal payments for 90 days the loan
is considered to be a non-performing asset. Nonperforming asset (NPA) is a loan or an advance
where:
¾

Interest and/or installment of principal remain
overdue for a period of more than 90 days in
respect of a term loan,

¾

7KH DFFRXQW UHPDLQV ³RXW RI RUGHUெ IRU D
period of more than 90 days, in respect of an
overdraft/cash credit,

¾

The bill remains overdue for a period of more
than 90 days in the case of bills purchased
and discounted,

¾

Interest and/or installment of principal remains
overdue for two harvest seasons but for a
period not exceeding two half years in the
case of an advance granted for agricultural
purposes, and

¾

Any amount to be received remains overdue
for a period of more than 90 days in respect
of other accounts except loan against fixed
deposit or guaranteed by Central Government.

¾

Non submission of Stock Statements for three
Continuous Quarters in case of Cash Credit
Facility.

¾

No active transactions in the account (Cash
Credit/Overdraft/EPC/PCFC) for more than 90
days.

¾

The installment of principal or interest thereon
remains overdue for two crop seasons for short
duration crops.

¾

The installment of principal or interest thereon
remains overdue for one crop season for long
duration crops.

Project Finance
A loan will be classified as NPA during any time
before commencement of commercial operations
(DCCO) as per record of recovery (90 days
overdue), unless it is restructured and becomes
HOLJLEOHIRUFODVVL¿FDWLRQDV VWDQGDUGDVVHW 
i.

Infrastructure projects
A loan will be classified as NPA if it fails to
commence commercial operations within
two years from the original DCCO, even if
is regular as per record of recovery, unless
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beyond the control of promoters (other than
court cases).

it is restructured and becomes eligible for
FODVVL¿FDWLRQDV VWDQGDUGDVVHW 
Special Dispensation to retain as Standard Advances
in case of Infrastructure Projects
(a)

Involving court cases Up to another two
years (beyond the two year period quoted at
paragraph 1(a) above, i.e., total extension of
four years), in case the reason for extension
of DCCO is arbitration proceedings or a court
case.

(a)

Delayed for other reasons beyond the control
of promoters up to another one year (beyond
the two year period quoted at paragraph 1(a)
above, i.e., total extension of three years),
in case the reason for extension of DCCO is

ii.

Non infrastructure project
A loan will be classified as NPA if it fails to
commence commercial operations within
one years from the original DCCO, even if
is regular as per record of recovery, unless
it is restructured and becomes eligible for
FODVVL¿FDWLRQDV VWDQGDUGDVVHW 
Special Dispensation to retain as Standard
Advances in case of Non-Infrastructure
Sector (other than Commercial Real Estate
Exposures).
(a)

Up to another one year (beyond the one
year period quoted at paragraph 1(a)
above, i.e., total extension of two years).

&ODVVL¿FDWLRQ RI 13$
7KHQRQSHUIRUPLQJDVVHWVFDQEHIXUWKHUFODVVL¿HGLQWRIRXUFDWHJRULHVEDVHGRQWKHSHULRGIRUZKLFKWKHDVVHW
has remained non-performing and the realisability of the dues:
Sr.
No.

'H¿QLWLRQ

Particulars

1.

Sub-Standard Assets

$QDVVHWLVRQHZKLFKKDVEHHQFODVVL¿HGDV13$IRUDSHULRGQRWH[FHHGLQJ
12 months.

2.

Doubtful Assets

An asset which remains in the sub-standard category for a period of 12
months.

3.

Loss Assets

$QDVVHWVZKHUHORVVKDVEHHQLGHQWL¿HGE\WKHEDQNLQWHUQDORUH[WHUQDO
auditor or central bank inspectors. But the amount has not been written off,
wholly or partly. Such assets are considered uncollectable and of such little
values that their continuance as bank assets in not warranted although there
may be some salvage or recovery values.

SPECIAL DISPENSATION FOR MSMEs IN VIEW
OF IMPLEMENTATION OF GST.
In a measure to provide relief to the micro,
small and medium enterprises (MSME) sector
which was "badly hit" by the implementation of
the Goods and Services Tax (GST), the Reserve
Bank of India (RBI) vide notification Relief for
MSME Borrowers registered under Goods and
Services Tax (GST) RBI/2017-18/129 DBR.No.BP.
BC.100/21.04.048/2017-18 dated February 7, 2018
gave them an extension of up to 180 days to clear
their loans to banks.
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Auditor should ensure that repayment facility of
180 days instead of 90 days given to those MSME
ERUURZHUZKRIXO¿OWKHEHORZPHQWLRQHGFULWHULD
i.

The borrower should be registered under the
GST regime as on January 31, 2018.

ii.

The aggregate exposure, including non-fund
based facilities, of banks and NBFCs, to the
borrower does not exceed ` 250 million as on
January 31, 2018.

iii.

The borrower’s account was standard as on
August 31, 2017.

,QFRPH5HFRJQLWLRQDQG$VVHW&ODVVLÀFDWLRQ1RUPV

iv.

v.

The amount from the borrower overdue as on
September 1, 2017 and payments from the
borrower due between September 1, 2017 and
January 31, 2018 are paid not later than 180
days from their respective original due dates.

when no amount is overdue beyond the 90/120
day norm, as the case may be.
vi.

A provision of 5% shall be made by the banks/
1%)&VDJDLQVWWKHH[SRVXUHVQRWFODVVL¿HGDV
NPA in terms of this circular. The provision in
respect of the account may be reversed as and

The additional time is being provided for
the purpose of asset classification only
and not for income recognition, i.e., if the
interest from the borrower is overdue for
more than 90/120 days, the same shall not
be recognised on accrual basis.

Provisioning Norms
&ODVVL¿FDWLRQ

NPA date between (both days inclusive)

Provisioning norms

From

To

Secured

Sub-standard

01-04-2017

31-03-2018

15%

25%

25%

D-1

01-04-2016

31-03-2017

25%

100%

100%

D-2

01-04-2014

31-03-2016

40%

100%

100%

31-03-2014

100%

100%

100%

100%

100%

100%

D-3
Loss
Special Mention Accounts
9HUL¿FDWLRQSRLQWVIRUDXGLWRI13$V

¾

Unsecured

Unsecured,
ab initio

Review of account
o

To identify any unusual transaction during
the audit period, which are inconsistent
with nature of business, size/activity of
ERUURZHURI¿UPFRPSDQ\

o

To notice any large amount transaction
in favour of associate company/related
company during the course of audit
period.

¾

In respect of loans appearing under SMA 1 &
SMA 2 categories but not appearing as NPA in
0DUFKVRXUFHRIUHFRYHU\VKRXOGEHYHUL¿HG

¾

Review of unit visit reports/ stock audit reports
to check for adverse comments like long
pending debtors, non-moving stock, affecting
FODVVL¿FDWLRQRIDGYDQFHV

¾

Analyses of stock and book debt statements
to identify non-moving stock / long pending
debtors.

¾

Review of pre shipment /post shipment credit
accounts for timely realisation of export
proceeds.

¾

Review of operations in account to identify
diversion of borrowed funds.

¾

¾

Review of valuation report to identify that date
of valuation of security is not more than three
years.

Review of RoC search report carried out on
annual basis to check that borrower has not
created any additional charge on security.

¾

Review of CIBIL reports of promoters/partners/
Directors obtained during review or renewal to
identify credit score of borrower.

¾

Review of accounts regularised as on 31st
March (end of year) about balance sheet date
by taking fresh loans or transfer from other
accounts.
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1(:3+$6()25675(66('$66(76
RBI has put a comma for restructuring by
discontinuing special regulatory treatment for
$VVHWFODVVL¿FDWLRQIURP0DUFK+RZHYHU
commenced/continued with schemes like CAP, SDR,
S4A, etc. which allowed banks to keep accounts
standard after restructuring.
With the new guidelines issued on February 12,
2018, the RBI has overhauled the restructuring
framework by discontinuing prevalent restructuring
schemes like CAP, SDR, S4A, etc. The new
framework goes one step ahead as it aims at
resolution of stressed asset and not just
restructuring. With the enactment of Insolvency
& Bankruptcy Code, 2016 (IBC), the process of
resolution in case of failure of restructuring can be
expedited.
The key highlights of the Resolution of Stressed
Assets – Revised Framework are as under;


c.

d.

3.

%DVLVIRUFODVVL¿FDWLRQ±
Principal or interest payment
or any other amount wholly or
partly overdue between

SMA – 0

1 – 30 days

SMA – 1

31 – 60 days

SMA – 2

61 – 90 days

b.

2.

Report of all borrower entities in default
with aggregate exposure > ` 5 crore to
CRILC

Implementation of Resolution Plan (RP)
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a.

All lenders should put Board approved
policies for resolution of stressed assets
under this framework with timelines.

b.

Lenders (singly or jointly) shall initiate
steps to cure the default.

Regularisation of the account
by payment of all overdues by
borrower entity

¾

Sale of exposures to other entities
/ investors

¾

Change in ownership

¾

Restructuring

RP shall be clearly documented by all
lenders irrespective of change in terms
& conditions.

a.

Borrower entity is no longer in default
with any of the lenders

b.

Resolution plan involves restructuring

Lenders shall identify emerging stress in
loan accounts and categorise the same
as under:

SMA Sub Categories

¾

Implementation Conditions for RP

(DUO\LGHQWL¿FDWLRQDQGUHSRUWLQJRIVWUHVV
a.

The resolution plan may involve any of
the following actions

c.

¾

Completion of documentation by all
lenders

¾

Revised terms and conditions of
H[LVWLQJORDQVJHWUHÀHFWHGLQERRNV
of all lenders and borrower.

RPs involving restructuring / change in
ownership where exposure is > ` 100
crores
¾

Independent Credit Evaluation (ICE)
from Credit rating agencies (CRA)
of residual debt

¾

Exposure > ` 500 Crore ICE from
two CRAs & < ` 500 Crore one
CRA

¾

RP 4 or better shall be considered
for implementation.

¾

If ICE from more than one CRA all
CRA should give RP4 or better

¾

Payment to CRA should be made
by lenders (this is important as
earlier payment was made by
borrowers)

,QFRPH5HFRJQLWLRQDQG$VVHW&ODVVLÀFDWLRQ1RUPV

¾

4.

ICE is applicable for all large
accounts immediately irrespective
whether restructuring is carried out
before March 1, 2018.

Ageing criteria as per extant norms
continues

¾

Upgraded based on

Timelines for Large Accounts to be referred
under IBC
¾

Aggregate exposure > ` 2000 crores

¾

Reference date March 1, 2018

¾

Resolution initiated in new or existing
framework or restructured standard
account, RP shall be implemented as
per following timelines
i.

Default on March 1, 2018 within
180 days

ii.

Default after March 1, 2018, within
180 days from default
¾

RP not implemented within
timeline then insolvency
application within 15 days

¾

RP implemented no default
within specified period (one
year from end of moratorium
period or date by which 20%
of principal and capitalised
interest is repaid, whichever
is later).

¾

'HIDXOWDIWHUVSHFL¿HGSHULRG
– Fresh default

¾

Aggregate Exposure below
` 2000 crore & above 100
crore separate guidelines to
be issued
Borrower under Specific
instructions
—
Earlier
instructions continue

Prudential Norms
¾

i.

Satisfactory performance during
VSHFL¿HGSHULRG

ii.

Aggregate Exposure > ` 100 crore
satisfactory performance & Credit
rating of BBB or better at the end
RIVSHFL¿HGSHULRGIURP&5$

iii.

Aggregate Exposure > ` 500 crore
two CRAs and all rating should be
more than BBB-or better

If default during specified
SHULRGUHIHUUHG¿OHLQVROYHQF\
petition within 15 days of
default

¾

¾

5.

¾

Restructuring – Standard advance to
be downgraded as NPA. NPA remain in
existing bucket.

6.

¾

Default during specified
period then NPA date will
be reckoned as per prerestructuring
repayment
schedule

¾

Provisioning as per Extant
IRAC norms

¾

Existing restructured accounts
as per norms applicable
to existing restructuring
schemes

¾

Additional
Finance
–
Classified as “Standard”
during specified period.
In case of default or
non upgradation as per
restructured debt

¾

Income
recognition:
Restructured Standard asset
– Accrual basis & Additional
Finance to restructured NPA
and Restructured NPA –
Cash basis

Conversion of principal into Debt / Equity
& unpaid interest into FITL, Debt or Equity
Instrument
¾

Asset classification – Same as per
restructured account

¾

Valuation
i.

Equity : Marked to Market, if
quoted. Otherwise break up value
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period, in case of default classified as Sub
standard

as per previous year balance
sheet. If prvious year balance sheet
portfolio is valued at ` 1. No set off
for depreciation with appreciation in
other shares.
¾

Unrealised income recognition
i.

FITL / Debt : On sale
or redemption

ii.

Unquoted Equity : On
sale

iii.

Quoted equity : Market
value of equity on date
of upgradation not
excedding unrealized
income.

Change in ownership

7.

Provision held can not be reversed till
demonstration of satisfactory performance
GXULQJVSHFL¿HGSHULRG
8.

¾

9.

$GYDQFHWREHFODVVL¿HGDVVWDQGDUGLI
¾

New promoter holds 26% equity and
largest shareholder

¾

New promoter shall be in control of
borrowing entity

¾

RP implemented as per existing
gudelines

Continue to classified as standard based on
satisfactory performance during specified
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10.

Treated as restructuring in case of debt
of buyer and seller, if
L

6HOOHULVLQ¿QDQFLDOGLI¿FXOW\

ii.

More than 50% revenue of buyer
from leased asset to seller

iii.

25% or more loan by buyer for
purchase of asset are funded by
lenders of seller

Refinancing of Exposure in foreign or Indian
Currency
¾

$FTXLUHU LV QRW D SHUVRQ GLVTXDOL¿HG DV
per IBC

¾

Sale & Leaseback transaction

Treated as restructuring, if
L

%RUURZHULQ¿QDQFLDOGLI¿FXOW\

ii.

Foreign currency borrowing from
Indian Banking System or based
on BGs, LCs Letter of comfort from
Indian banking System

LLL

5XSHHORDQVIRUUH¿QDQFLQJ

In case of extension of DCCO, the existing
IRAC norms are applicable.



Long Form Audit Report – LFAR
CA. Nayan R. Kothari

•

LFAR is an effective tool to the auditors to
keep the bank informed about the important
matters arising out of the statutory audit
exercise. ICAI has issued guidelines to its
members for conducting the statutory bank
audit.

•

LFAR for branches is a question answer format

•

LFAR for HO is a narrative format.

•

Annexure to be given along with the LFAR
which is applicable for branches having large/
irregular/ critical advance accounts having
large limits.

•

Each answer should be precise.

•

Avoid vague or general comment.

•

Give specific instances of weakness/
shortcomings.

•

Main Audit Report and LFAR are two separate
reports.

•

Qualification remarks MUST be part of the
main report.

•

Main Report is a self contained document and
should not contain any references to LFAR.

•

LFAR introduced in 1985, subsequent revision
in 1992-93 and 2003.



6KRXOGEHVXI¿FLHQWO\GHWDLOHGDQGTXDQWL¿HGWR
enable expeditious consolidation.

•

The Branch is responsible for compiling the
information / statements required for LFAR and
the auditors should verify the same.

•

Do not make current year’s LFAR a replica of
previous year.

•

Auditors should ensure that the documentation
of files is adequate and the records
and working papers are planed and filed
systematically in respect of matters included in
the LFAR.

LFAR and Statutory Audit Report



5HJLRQDO2I¿FH=RQDO2I¿FH+HDG2I¿FH
Statutory Central Auditors / External Auditors /
RBI auditors etc., are the various users of the
LFAR

MUST Dos
•
Study the Questionnaire thoroughly.
I – Assets

•

LFAR is not a substitute for the Statutory Audit
Report and are two independent and different
Audit Reports, hence cross-referencing for any
FRPPHQWVRUTXDOL¿FDWLRQVVKRXOGQRWEHGRQH

•

Based on audit, if any matter having impact
on true and fair view of financial statements
or warrants adding qualification/Matter of
emphasis in Auditor’s Report (for e.g., non
classification of account as NPA/ underprovision for advances) than mere reference
of same in L)$5LVQRWVXI¿FLHQW

1. CASH

6LJQL¿FDQWO\H[FHVV&DVK%DODQFHV

Check Limits Fixed for retention, including ATM.
Check cash records for the entire audit period to report excess.

Insurance cover for Cash at Branch / In Check Insurance Policy.
Transit
Check for cash in hand within insured limits and comment.
Joint Custody of Cash

Check Policy of Bank.
Check the operations during audit visit.
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9HUL¿FDWLRQRIFDVKDW3HULRGLFDOLQWHUYDOV

Check policy of Bank.
&KHFNZKHWKHUVXFKYHUL¿FDWLRQKDVEHHQFRQGXFWHGGXULQJWKH
year.

I – Assets

2. Balance with RBI, SBI and Other Banks

Balance Confirmation & Reconciliation &KHFN%DODQFHFRQ¿UPDWLRQ&HUWL¿FDWHV
Statements
Check Reconciliation Statement
Report on transactions appearing in reconciliation
Review reconciliation process and comment
Observations on Reconciliation Statements Cash transactions remaining unresponded.
Revenue items requiring accounting for the year.
$Q\RWKHULWHPZKLFKPD\EHUHSRUWHGWRFRQWUROOLQJRI¿FH

Any special observation
I – Assets

3. Money at Call and Short Notice

Has the branch kept money at call and Check whether such transactions exists at the branch.
short notice during the year?
If yes, verify the transactions with deal notes, ledger accounts.
Whether guidelines are complied with Check Bank Policy.
properly?
Report non compliances.
I – Assets

4. Investments

Are there investments held by branches on Physical verification of investments with holding statement,
behalf of bank?
FHUWL¿FDWHVGHDOVOLSVHWF
Report discrepancies.
Interest Income if any whether transferred Verify from ledger accounts the periodical income is recorded in
to respective department
books of account and transferred to head office as per banks
policy.
9HULI\VXFKLQYHVWPHQWVUHSRUWRQGH¿FLHQFLHVRQUHFRYHU\

Investments overdue / not encashed

Same questions for Branches in India and Outside India
Bank Branch cannot hold investment in its own name except investments held for collection on revenue on
behalf of the HO.
I – Assets 5. Advances
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.

Mention number of borrower accounts tested and then comment
in separate annexure, giving details of account such as name,
account number, sanctioned limits, balance outstanding, and your
observations.

Sanctioned / Disbursed
Facilities sanctioned beyond delegated Mention number of accounts tested and report deficiencies
authorities
with Account number, account name, limit sanctioned, balance
outstanding and observations
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Disbursement without complying with terms Mention number of accounts tested and report deficiencies
and conditions
with Account number, account name, limit sanctioned, balance
outstanding and observations
Documentation
Disbursement without executing loan Verify sample accounts and comment accordingly.
documents
'H¿FLHQFLHVLQ'RFXPHQWDWLRQ

Mention number of accounts tested and report deficiencies
with Account number, account name, limit sanctioned, balance
outstanding and observations

Marking of lien on Bank Deposits

Test the Account Master of CBS for Term Deposits and comment
accordingly.
Review/Monitoring/Supervision

3HULRGLF5HYLHZ%DODQFH&RQ¿UPDWLRQ Verify sample accounts and comment accordingly.
Letter of Acknowledgement of Debts
Comment on Blank LAD
Scrutiny of Stock & Book Debts
Statements / Other Financial Statements

Verify sample accounts and comment accordingly. Verify CBS
data for recording of DP. Verify the CBS Master for advances
and comment.

Reports of Stock Audits

Verify sample accounts and comment accordingly. Any adverse
comment of Stock Auditors must be appropriately dealt with.
Review/Monitoring/Supervision

Non corporate entities with limits of Each bank has to specify this limit. Whether borrowers have
` 10 Lakh and above, whether audited FS complied with requirements.
obtained
Inspection of Securities

Check the visit register, visit reports and comment

Insurance of Securities

Verify the policies and report Non renewal, under insurance, no
bank clause

,5$&&ODVVL¿FDWLRQRI$GYDQFHV

Verify opening/ closing statements, movement, during the year.
Check provisions

0DMRU'H¿FLHQFLHV

Report separately.
Guarantees / Letter of Credits / Letter of Comfortes

Guarantees invoked and funded by branch. Check the correspondence. List of guarantees invoked and paid.
Steps taken for recovery. Debit to customers.
List of guarantees Invoked, paid but not Check the details in prescribed format prepared by branch and
adjusted & Invoked but not paid.
comment.
Details of outstanding amounts of LC/ Check the details in prescribed format prepared by branch and
LOC/Co acceptances funded by branch in comment.
prescribed format
I – Assets

6. Other Assets
Stationery And Stamps

Internal Control over issue and custody Review the system and comment. Verify the items of stationery
of TDR/ Drafts/ Pay Orders / Travellers on test check and report observations. Check for maker check
cheques etc.
controls. Special attention to sensitive stationery as its fraud
prone area.
Missing / lost items of such stationery

Report missing / lost items with appropriate details.
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Suspense Account / Sundry Assets
Expeditious clearance of items debited to Review the system and comment. Scrutinise to evaluate normal
Suspense Account / Year wise break up to time taken to clear such entries. Verify the items appearing in
be given.
WKHOLVWZLWKVXI¿FLHQWGHWDLOVVXFKDVQDUUDWLRQRIWKHWUDQVDFWLRQ
Check the year wise break up and tally it with trial balance.
Unusual items / material withdrawals in Report all unusual items / material withdrawals in suspense /
these accounts
sundries.
II – Liabilities

1. Deposits

Conduct and operation in Inoperative Obtain list of inoperative accounts & verify the transaction on test
Accounts
check basis. Check bank policy for operations, & verify. Report
GH¿FLHQFLHV
Unusual large movements (increase or Prepare comparative chart for all quarters in the year. Obtain
decrease) in the aggregate deposit held at comments from branch for unusual large movements and
the year end
FRPPHQW$OVRFKHFNDIWHUEDODQFHVKHHWGDWH¿JXUHV
Overdue/ matured term deposits al the end Report such deposits. Check Interest provisions on the same.
of the year
II – Liabilities 2. Other Liabilities
3. Contingent Liabilities
Bills Payable / Sundry Deposits
Number of items & the aggregate amount Obtain List and check all items pending for more than 3 years.
of old outstanding items pending for 3 Scrutinise the narration and account details.
years or more.
Unusual items or material withdrawals or Verify transactions during the year and report such transactions
debits in these accounts
Contingent Liabilities
Contingent Liabilities Not acknowledged Check opening Balances from previous Audited statements.
as debts (other than guarantees / letter of Inquire for contingent liabilities, correspondence with CO to be
credits / acceptances / endorsements)
YHUL¿HG
,,,±3UR¿W /RVV$FFRXQW
Comment on discrepancies in interest Review system followed by branch during the year. Check
(paid/received), discount and timely approvals as per DOP in case of concessions.
adjustments thereof.
Compliance with the Income Recognition Check as per requirements of Master Circular on IRAC issued
norms prescribed by RBI.
by RBI.
9HUL¿FDWLRQRISURYLVLRQIRULQWHUHVWDFFUXHG Check the policy of bank. Generally provided at HO through CBS.
on overdue / matured term deposits.
Comment on any divergent trends in major Analyse comparative data for all quarters in the year as well as
items of income and expenditure, which post balance sheet date and comment.
are not satisfactorily explained by the
branch
IV – General

1. Books and Records

Manual / Computerised

Obtain list of manual registers and verify. Also obtain status of
CBS version.

Whether Inked out / Hard Copies printed

Check the prints of reports through CBS as per policy/circular.
Check manual registers and verify the records.
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Access and data security, Adequate Review the process of access controls and data security.
Internal Controls
Check internal controls on computer system and other sensitive
information
Back ups / Disaster recovery plan

Check system followed and report discrepancies.

Reconciliation of Control and Subsidiary Records
Have the figures, as at the year-end, in Check Reconciliation. All accounts must tall at EOD in CBS.
the control and subsidiary records been Check the process followed by branch.
reconciled
Inter Branch Accounts
Outstanding entries in HO / Other branch In CBS all entries must be tallied. Check the details of
accounts are properly responded / outstanding entries. Report discrepancies.
reconciled.
Old Outstanding debits in this account

Check all such entries and verify narration / explanation

'RXEOHUHVSRQVHVLQ+HDG2I¿FH$FFRXQW Check all the transactions for such entries and report.
Audits and Inspection
Concurrent Audit or any other audit.

Inquire & report fact whether branch covered by concurrent audit
or any other audit

Auditor to consider major irregularities / Review comments of auditors & compliance by branch, check list
adverse comments arising out of these of pending compliance for such reports.
various reports.
Frauds
Furnish particulars of frauds discovered Inquire and understand process of recording fraud. Inquire for
during the year under audit at the branch, frauds discovered during the year and comment on status as at
together with your suggestions, if any, year end. Examine requirement for provision, if any.
to minimize the possibilities of their
occurrence.
Miscellaneous
Possible window dressing.

Verify large movements in advances & deposit at quarter/year
end. Analyse advances & deposits on audit signing date and
report.

Fixed Assets Register / Accounting for Check records maintained by branch. Verify supporting documents
depreciation
to ascertain date of put to use. Check movement of assets.
Check depreciation as per rates prescribed.
Any other matters for the notice of 5HSRUWPDWWHUVIRUDWWHQWLRQRI6&$&RQWUROOLQJ2I¿FH
Statutory Central Auditors
LFAR For Specialised Branches
Branches Dealing in Foreign Exchange Transactions
Adverse features pointed out by other Record the extent of check. Check the guidelines. Verify
auditor regarding NRE/NRO/ NRNR/ transactions, check returns & comment.
FCNR/ EEFC/ RFC and other similar
accounts
NOSTRO Accounts maintained / operated. &KHFNEDODQFHFRQ¿UPDWLRQUHFRQFLOLDWLRQDQGFRPPHQW
Their conduct and reconciliation
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Branches Dealing in Large Advances in excess of ` 100 Crs.
Advances > ` 2 cr, Annexure with LFAR. Check the annexures prepared by branch
The advances > ` 1 cr upgraded/
GRZQJUDGHGLQ13$&ODVVL¿FDWLRQZLWK
reasons.

Verify as per the Master Circular issued by RBI and comment.

Branches Dealing in Recovery of NPA / ARB
Advances > ` 2 cr, Annexure with LFAR.

Do not give cross reference of LFAR in Main Audit Report.

The advances > ` 1 cr upgraded/
GRZQJUDGHGLQ13$&ODVVL¿FDWLRQZLWK
reasons.

Verify as per the Master Circular issued by RBI and comment.

$JHZLVHDQDO\VLVRIUHFRYHU\LQVXLW¿OHG Check list prepared by branch and comment. Check comments of
accounts
legal experts and report discrepancies.
Delayed & Time barred decrees
Recoveries / account settled / written off Check bank policy and verify the transactions. Report
/ closed
discrepancies.
New Transferred Account details such as Verify the account statement and status of account from CBS.
documents / security etc.
&KHFNFRUUHVSRQGHQFH¿OHDQGFRPPHQW
Branches dealing in Clearing House Operations
Periodic review of outstanding entries in Check compliance with guidelines issued and comment.
clearing adjustment account.
LFAR Audit Approach

Read All questions in LFAR

Plan & Design Audit Programme to cover all aspects of LFAR Format

Prepare separate checklists for each point to be reported.

Record the extent of checking / sample selected.

Proper documentation & collecting SAAE during the audit.

Write descriptive answers. Avoid Y/N/NA

,QFOXGHIDFWV¿JXUHVDQGH[DPSOHVWRWKHH[WHQWSRVVLEOHLQDOODQVZHUVWRWKHTXHVWLRQV

Observations resulting in adjustments to account heads needs to be reported along with MOC.

Discuss the contents of report with Branch Management

Obtain Management Representation from Branch Manager on various matters based on Audit.

/)$5LVDQLQGHSHQGHQWUHSRUWKHQFHGRQRWJLYHFURVVUHIHUHQFHRUTXDOL¿FDWLRQVRU02&LQ/)$5

It’s a very important report for readers such as SCA and Management of Bank.
&KHFNOLVW IRU YHUL¿FDWLRQ RI DGYDQFHV  UHSRUWLQJ LQ /)$5
1.
In respect of common irregularities, the Auditors can give their comments borrower–wise in the LFAR in
the format given hereunder:
Name of
Borrower

Name of

1

2
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Region

IRAC
Status

Sanctioning
Authority

Facility

Limit

Amount
o/s. as at
the year
end

Irregularity
No.

3

4

5

6

7

8

9

Branch
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2.

In respect of Column 9 above, “Irregularity No.”, the number as given in the “Glossary to Irregularities” in
Point 5, under the head “Item” below should be given for the irregularity applicable to respective borrower.
In case the auditors feel that inspite of the list of irregularities given below, there are some other
irregularities, which the auditor would like to bring to notice, the auditor may separately disclose under the
given head by giving “appropriate number”.
For the aforesaid purpose, “appropriate number” would mean, for example, if the auditors feels that in
case of “Review/ Monitoring/ Supervision”, which has the number “4”, any additional irregularity has to
be incorporated, he may give a number after the last number appearing in the list, such as “4.62”, and
onwards.
Similarly in case of “Credit Appraisal” which has the number “1”, any additional irregularity may be given
“1.19”, and so on

3.

The borrower–wise details may be given in descending order based on the Amount outstanding

4.
GLOSSARY TO IRREGULARITIES
Item Remarks
1.

Credit Appraisal
1.1 Loan application not on record at Branch
 7KHDSSUDLVDOIRUPZDVQRW¿OOHGXSFRUUHFWO\DQGWKHUHE\WKHDSSUDLVDODQGDVVHVVPHQWZDVQRW
done properly
 /RDQDSSOLFDWLRQLVQRWLQWKHIRUPSUHVFULEHGE\+HDG2I¿FH
1.4

The Bank did not receive certain necessary documents and Annexures required with the application
form

1.5

Basic documents such as Memorandum & Articles of Association, Partnership deed, etc., which are
a pre–requisite to determine the status of the borrower, not obtained

1.6

Certain adverse features of the borrower not incorporated in the appraisal note forwarded to the
management

1.7

Industry/ group exposure and past experience of the Bank is not dealt in the appraisal note sent to
the management for sanction

1.8

The level for inventory/ book–debts/ creditors for finding out the working capital is not properly
assessed

1.9

Techno–economic feasibility report, which is required to know the technical aspects of the borrower’s
business, is not obtained from Technical Cell

 &UHGLWUHSRUWRQSULQFLSDOERUURZHUVDQGFRQ¿GHQWLDOUHSRUWIURPWKHLUEDQNVDUHQRWLQVLVWHGIURPWKH
borrowers
1.11 The opinion reports of the associate and/ or sister concerns of the borrower are not scrutinised
1.12 The opinion reports of the associate and/ or sister concerns of the borrower are not called for
1.13 The opinion reports of the associate and/ or sister concerns of the borrower are not updated
1.14 The opinion reports of the associate and/ or sister concerns of the borrower are not satisfactory
 7KHSURFHGXUHLQVWUXFWLRQVRIKHDGRI¿FHUHJDUGLQJSUHSDUDWLRQRISURSRVDOVIRUJUDQWQRWIROORZHG
 7KHSURFHGXUHLQVWUXFWLRQVRIKHDGRI¿FHUHJDUGLQJSUHSDUDWLRQRISURSRVDOVIRUUHQHZDORIDGYDQFHV
not followed
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 7KHSURFHGXUHLQVWUXFWLRQVRIKHDGRI¿FHUHJDUGLQJSUHSDUDWLRQRISURSRVDOVIRUHQKDQFHPHQWRI
limits, etc. not followed
 1RH[SRVXUHOLPLWVDUH¿[HGIRUIRUZDUGFRQWUDFWIRUIRUHLJQH[FKDQJHVDOHVSXUFKDVHWUDQVDFWLRQV
2.

Sanctioning and Disbursement
2.1

Credit facility sanctioned beyond the delegated authority or limit of the branch

2.2

Certain proposals were sanctioned pending approval of higher authorities wherever required

2.3

Ad–hoc limits were granted for which sanctions were pending since long

2.4

Facilities were disbursed before completion of documentation

2.5

Facilities were disbursed without following sanction terms

2.6

Facilities were disbursed without any sanction

2.7

Sanction letter was missing in the branch

2.8

Guarantor as required in the sanction letter was not obtained

2.9

Required promoters stake not invested before disbursement of loan

2.10 Sanctions were made without proper appraisal
2.11 Security charge not created before disbursement as required by sanction letter/renewed letter
2.12 Full disbursement of the facility not made
2.13 Sanction terms were not complied with or were not recorded
2.14 Disbursement Made without proper sanction
2.15 Term loan was disbursed by creating the cash credit or savings account of the borrower
3.

Documentation
3.1

The security against which the advance was sanction was not available/ was not on record

3.2

Mortgage for the property given as security is not created

3.3

Mortgage for the property given as security created, was inadequate, as compared to terms of
sanction

3.4

Second charge as required, on assets is not created in favour of the bank

3.5

Documents of Second charge on assets is not on the record

3.6

Documents pertaining to registration of charges with ROC or any other concerned authority requiring
charging of assets is not obtained

3.7

Copies evidencing lodgment of the original conveyance/ sale deeds with the Sub–Registrars for
registration not on record

3.8

Authority letter/ Power of Attorney to the Bank to collect the original documents from the Sub–
Registrar not on record

3.9

Documents pertaining to consortium advances not yet executed/ not available with bank

3.10 Documents signed by persons not duly authorised to sign or who have signed in other capacity
accepted by the bank
3.11 Signatures of the executants were not found on all the pages of the documents
3.12 Some of the documents on record were blank, without signatures of Branch Manager, witnesses, or
guarantors, etc.
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3.13 Revival letters in respect of documents to be reviewed from the borrowers not received
3.14 Guarantors have expired
3.15 Guarantors not on record
3.16 Guarantors not renewed
3.17 Guarantors not assigned
3.18 Worth of the Guarantors not available
3.19 Stamping not as per the amended Stamps Act
3.20 Documents have become mutilated, soiled, time barred or not obtained
2SLQLRQUHSRUWE\WKH¿HOGRI¿FHUIRUWKHERUURZHUVQRWIRXQGRQUHFRUG
³1LO(QFXPEUDQFH&HUWL¿FDWHV´RU³1R'XHV&HUWL¿FDWHV´RU³1ROLHQ/HWWHUV´QRWREWDLQHGIRUWKH
mortgage/s
$GYDQFHVIRUYHKLFOHORDQV5HJLVWUDWLRQFHUWL¿FDWHWUDQVIHUFHUWL¿FDWHHWFQRWREWDLQHG
:RUNFRPSOHWLRQFHUWL¿FDWHVDOHGHHGVVKDUHFHUWL¿FDWHVLQVRFLHWLHVHWFQRWRQUHFRUGIRUKRXVLQJ
loans
'RFXPHQWVDUHQRWGXO\DWWHVWHGVLJQHGE\FRQFHUQHGRI¿FLDOVQRWUHQHZHG
3.27 The agreements for hypothecation do not contain details regarding goods hypothecated
3.28 Copy of Bills/ receipts, on the basis of which the amount was disbursed not found on record. For
e.g. Vehicle Loans, Plant & Machinery
3.29 Charge on main &/or collateral securities not created in terms of sanction letter
3.30 Original security papers/ sale deed/ lease deed/title deed/ agreement of sale not available on record
3.31 TDR are not discharged or renewed
3.32 Control returns not sent to the H.O.
3.33 The branch has not taken any action for not compliance with terms of agreement
3.34 No documents executed for enhancement of limit/document not on record
3.35 ECGC Post shipment policy not obtained
3.36 Credit facility released without execution of all necessary documents
&RPPRQ6HDOQRWDI¿[HGRQ/HWWHURI&RPIRUW
&RQ¿UPRUGHUVIRUH[SRUWFUHGLWQRWIRXQGRQUHFRUGIRUIDFLOLWLHVUHOHDVHG
4.

REVIEW/MONITORING/SUPERVISION
4.1

The account is frequently overdrawn

4.2

The account is continuously overdrawn

 7KHDFFRXQWLVRYHUGUDZQDQGWKHEUDQFKHVKDYHQRWWDNHQVXI¿FLHQWVWHSVWRUHJXODULVHWKHDFFRXQWV
promptly
4.4

The balance outstanding have exceeded the drawing power

 %DODQFHFRQ¿UPDWLRQDQGDFNQRZOHGJPHQWRIGHEWQRWREWDLQHG
4.6

The stock book-debts statements not received regularly/ promptly
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 7KH)),¿QDQFLDOVWDWHPHQWVDXGLWHGVWDWHPHQWV))5 RWKHURSHUDWLRQDOGDWDHWFQRWUHFHLYHG
regularly/ promptly
4.8

The stock, book-debts statements, etc., not scrutinised and no suitable action is taken

4.9

The FFI/ financial statements/ audited statements/FFR 1 & 2/ other operational data, etc., not
received regularly/ promptly/ not scrutinised and no suitable action is taken

4.10 Non-moving stock is not deducted to arrive at the drawing power
4.11 The age-wise break-up of debtors is not found on record. The borrowers are allowed to draw money
on entire outstanding debt, which must rather be for the recent debts as prescribed for particular
industries and as per margin prescribed in the sanction letter
:LGHGLVFUHSDQFLHVREVHUYHGLQWKHVWRFNVWDWHPHQWVDQGVWRFN¿JXUHVLQWKHDQQXDODXGLWHG¿QDQFLDO
statements
4.13 No penal interest has been charged for delay in submission of various statements as per the terms
of agreement depending upon the type of loan/ credit availed by the borrower
0DQ\EUDQFKHVKDYHQRWDGKHUHGWRWKHSUHVFULEHGIUHTXHQF\RISK\VLFDOYHUL¿FDWLRQRIVHFXULWLHV
given against loans & advances
4.15 Drawing power limits are not revised as per market value of shares for advances against security of
shares
4.16 End–use of funds not ensured/ not known funds utilised for purpose other than for which granted
4.17 The projections submitted by the borrower stay far beyond the actual performance. Further, no
explanation for the same is taken from the borrower
4.18 Major sale proceeds of the borrower not routed through the Bank
4.19 Audited statements of non-corporate borrowers having limit beyond ` 10 lakh not received
4.20 Renewal proposals of advances not received on time and in many cases the limits are not renewed
4.21 Application of wrong rate of interest, processing charges, commission, other charges, etc. resulting
in income leakage/ excess booking of interest of the bank
4.22 Insurance cover for stock/ property is inadequate/ not on record/ not renewed/ not endorsed in favour
of the Bank
,QVSHFWLRQSK\VLFDOYHUL¿FDWLRQRIVHFXULW\FKDUJHGQRWEHHQFDUULHGRXW
4.24 Expired bills/ foreign currency sight bills which are outstanding, have not been crystallised
4.25 EBW statements on write–off of overdue export bills of ECM not found on record
&RQ¿UPDWLRQDVWRJHQXLQHQHVVRIH[SRUWWUDQVDFWLRQVQRWREWDLQHGIURP%DQN¶VIRUHLJQRI¿FHV
correspondents/ customs department
4.27 Import credit, bill of entry evidencing import of goods not found
4.28 Documents are not obtained for bills discounted under Letter of Credit
4.29 Advances, which are eligible for whole turnover packing credit guarantee cover of ECGC, are not
brought under its cover
4.30 Though government guaranteed accounts are irregular since long, the issue of invocation of
guarantee does not seem to have been considered
4.31 Prescribed margins not maintained as per sanctions
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4.32 Allocated limits, full terms of sanctions, stock statements, inspection reports, margin, etc. not available
at monitoring branches
4.33 For allocated limits, inordinate delays were noticed in responding to transfer by the allocator branch
4.34 Regular meetings not held with other consortium members to review the performance of borrowers
and to assess the current state of affairs/not been held as per norms
4.35 Individual members of the consortium are not advised about the quarterly operating limits/ D. P.
allocated to each one of them
4.36 Minutes of the consortium meetings not found on record/not been held as per norms
4.37 Inspection report from the consortium members not obtained
4.38 The capital of the borrower has eroded/ networth is negative/ decreasing. Close monitoring needs
to be done
4.39 The drawing power is calculated wrongly and/or hence the borrower is allowed to enjoy excess credit
than actually eligible
4.40 Signboard of the bank is not displayed in godown, where the pledged/ hypothecated stock is stored
4.41 Limit not fully utilised by the borrower/No commitment charge is levied for the limit not fully utilised
by the borrower
4.42 Loan against TDR/ STDR, which is matured, is neither renewed nor credited to loan account
4.43 The Stock and Debtors Audit Report not found on record. No audit has been done for accounts of
the borrower
4.44 The valuation report in respect of tangible security from Government approved valuer have not been
obtained
4.45 Guarantees, Opinion Reports Financial statements, IT assessment orders and etc. of the guarantor
are not found on record
4.46 Opinion report on guarantor is not obtained
4.47 For Small Government Sponsored loan accounts, security cover could not be ascertained since
QHLWKHUDQ\UHFRUGZDVDYDLODEOHDWEUDQFKQRUSK\VLFDOYHUL¿FDWLRQFRQGXFWHGE\WKHEUDQFK
4.48 Pre–sanctions and/or post–sanctions inspection reports were not on record
4.49 The account was overdue for repayment and/or no credit was received from the borrower for a long
time
4.50 The borrower is absconding or deceased and legal formalities are incomplete and there is wilful
default from the borrower. Either establishment was closed or security was disposed off or no action
taken by the branch
4.51 Subsidy claim process was incomplete or subsidy was yet to be received or needs follow-up
4.52 Security disposed off/ Entity closed by borrower and no action taken by the branch
4.53 Irregularity not advised to controllers
4.54 Letter of subordination of deposits not taken
4.55 Secured and unsecured portion not segregated properly in advance return of the branch
5HQHZDORIOLPLWVZDVGRQHEHIRUHWKHUHFHLSWRI¿QDQFLDOVWDWHPHQWV
4.57 Heavy cash withdrawal for which consent of corporate Guarantor is not taken
4.58 Proper valuation of stock not done/ needs critical scrutiny
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4.59 Security obtained is inadequate/lower as compared to amount of outstanding/ no collateral security
4.60 The party was dealing with other bank also tough it was not permitted
4.61 Sticky accounts require close follow-up by the management
5.

BAD AND DOUBTFUL DEBTS
 7KH ,5$& QRUPV IRU FODVVL¿FDWLRQ RI DGYDQFHV ZHUH QRW IROORZHG DQG WKH VDPH LV LPSOHPHQWHG
through Memorandum of Changes by auditors during audit
5.2

Instalments were not received from the borrowers

5.3

Interest was not received from the borrowers

5.4

Legal action for recovery of advances was not taken although authorised by the Board/ Controlling
Authority

5.5

Discontinuance of application of interest not followed although authorised by the Board/ Controlling
Authority

5.6

Government guarantees have expired and fresh guarantees not obtained/not renewed

5.7

Terms of the BIFR scheme not complied

5.8

Payment from Government not received although guarantees were unconditional, irrevocable and
payable on demand

5.9

Delays in the settlement/ repayment in respect of sanctioned proposals

5.10 The repayment accepted in case of compromise cases inadequate vis-à-vis value of security
5.11 Compromise proposals pending at various levels where local government/ outside agencies are
involved as guarantors
5.12 Copy of Search Report not on record
5.13 Decree awarded but no further steps taken for recovery
5.14 DI&CGC claims submitted/ rejected/ pending data not available
5.15 Irregular/ sticky advance not reported to the controlling authority promptly
&RPSURPLVH276SURSRVDOLVUHFRPPHQGHGDQGLVXQGHUQHJRWLDWLRQVLQFHORQJEXWQRW¿QDOLVHG
6XLWLV¿OHGLQWKHFRXUW'57DQGSHQGLQJWREH¿QDOLVHG
5.17 ECGC claim not submitted/ lodged for recovery
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Tax Audit of the Branch of the Bank
CA. Abhay V. Kamat

1.

2.

As per section 44AB of the Income-tax Act,
1961, every person carrying on business
whose total sales, turnover or gross receipts,
as the case may be, in the business exceed or
exceeds ` 1 crore in the previous year should
get his accounts of such previous year audited
E\DQDFFRXQWDQWEHIRUHWKHVSHFL¿HGGDWHDQG
furnish by that date the report of such audit in
WKHSUHVFULEHGIRUPGXO\VLJQHGDQGYHUL¿HG
by such accountant. The audit under section
44AB of the Income-tax Act, 1961 is commonly
known as Tax Audit.
As far as the bank is concerned, it is operating
through its branches. However, for Income-tax
purpose the bank as a whole is an assessee.
Hence the monetary limit of the turnover of
` 1 crore is considered in respect of the bank
as a whole. Thus the bank is subject to tax
audit. The operations of the bank are carried
out through its branch network. Therefore the
bank appoints its branch auditor as the tax
auditor who is supposed to carry out the tax
audit of the branch and report to the Head
Office. At Head Office the branch tax audit
reports are considered and a consolidated tax
audit report is prepared. Thus the tax audit
report of the branch plays supplementary role
in the entire process of the tax audit of the
bank.

3.

The audit could be carried out by the
DFFRXQWDQWDVGH¿QHGLQWKHH[SODQDWLRQEHORZ
sub-section (2) of section 288 of the Income
Tax Act, 1961. According to this explanation a
chartered accountant within the meaning of the
Chartered Accountants Act, 1949 can sign the
Tax Audit Report.

4.

The auditor should give the report in Form
3CA, as the audit of the branch is conducted
under Banking Companies (Acquisition and
Transfer of Undertaking) Act, 1980. In case
WKHDXGLWRUZDQWVWRPHQWLRQDQ\TXDOL¿FDWLRQ
matter of emphasis, it should be mentioned in
the Form 3CA with appropriate clarity

5.

The details are required to be submitted in the
prescribed form viz. Form 3CD. The said Form
3CD is given by way of annexure to this article

which also gives the possible answers against
every clause in the Form 3CD. These answers
are the indicative answers and not necessarily
the complete answers. The auditor should
apply his mind for every clause and verify the
answer given in the form.
6.

The prescribe format of Form 3CD does not
have a place for the signature of the assessee.
It provides the place for the signature of the
Chartered Accountant. However it is advisable
to take the signature of the Branch Manager
on Form 3CD. It is presumed that the answers
to the clauses in the form are compiled by the
Branch Management and the auditor should
verify them by applying suitable test checks as
he may think appropriate.

7.

Normally the bank prepares a format of Form
3CD. There are certain items for which the
GHWDLOVDUHDYDLODEOHDWWKHKHDGRI¿FHRIWKH
bank. The branch may not have the details.
6XFK LWHPV DUH VSHFL¿FDOO\ PHQWLRQHG LQ WKH
format given herein. For some of the clauses,
there will be standard answers which are also
stated in the said format. In some cases the
GHWDLOVDUHWREHJLYHQLQDVSHFL¿FPDQQHU,Q
such cases the bank prepares the formats of
the annexure to be attached to the Form 3CD
and the same are attached along with the said
format.

8.

The auditor should verify the correctness and
completeness of the details given in Form
3CD. In case the auditor is of the opinion that
the details given by the branch are not correct
or complete, he should bring this fact to the
notice of the branch management and get it
corrected. In case the branch management is
not in agreement with the views of the auditor,
the fact should be suitably disclosed and the
reasoning should also be given.

9.

While signing the audit report in Form 3CA as
well as Form 3CD, the auditor should mention
KLV¿UPQDPH¿UPUHJLVWUDWLRQQXPEHUQDPH
of the member signing the report along with
KLVKHUPHPEHUVKLSQXPEHU7KHGDWHDQGWKH
place of execution of the report should also be
mentioned.
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10.

While carrying out the tax audit, the tax auditor
should also refer to the tax audit report of the
earlier year. This will help him in understanding
the expenses of the prior period, disallowances
under section 43B, written down value of
the assets as per Income Tax Act, TDS
disallowances or allowances, etc,

11.

Clause 34 of Form 3CD requires stating the
details about tax deduction and its remittance
to the government treasury. It is necessary
to see the compliance of the provisions of
Chapter XVII-B of the Income Tax Act, 1961.
In case of violation of the provisions the matter
should be reported. Additionally, it is necessary
to pay attention to the following for aspects
a.

b.
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Tax deductible and not deducted at
all – Where it is necessary to deduct
the tax at source as per chapter XVII-B
and the branch had not deducted the
tax from such payments, such details
should be given. The auditor should
verify the expenses while scrutinizing
WKHSUR¿WDQGORVVDFFRXQWDQGDVFHUWDLQ
whether proper tax has been deducted
or not. Where the tax is not deducted the
amounts should be mentioned.
Shortfall on account of lesser deduction
than required to be deducted- The rates
RIWD[WREHGHGXFWHGDUHVSHFL¿HGLQWKH
Act. The auditor should verify whether
the tax is deducted at appropriate rate or
not. In case the tax deducted is less than
the amount works out at the prescribed
rate, the instances with the amount
of short fall should be mentioned. In
case the tax deducted is more than the
prescribed amount, the instances need
not be mentioned.

c.

Tax deducted late – The tax should be
deducted at the prescribed time. Usually
the tax is to be deducted at the time of
credit or on payment whichever is earlier.
However, in case the bank deducts the
tax subsequently, it should be mentioned
here as tax deducted late.

d.

Tax deducted but not paid to the credit
of the Central Government – The bank
deducts the tax and the accounting entry
is passed. The said amount remains
as liability till the time it is paid to the
Government treasury. In case such tax
which is deducted but not remitted to the

government treasury, the auditor should
enquire whether the amount is paid till
the time of conclusion of the tax audit.
However, in case, the amount is not
remitted till the time of conclusion of the
tax audit, it should be mentioned against
this sub-clause.
H

7KH GHWDLOV RI LQWHUHVW SDLG XV 
should also be mentioned. The auditor
should also ask the branch management
about the pending demands from the
income tax site and if need be it should
be mentioned in the contingent liabilities
apart from considering it during the
course of tax.
While ascertaining the correctness
of the details given under this clause
one should remember that the noncompliance of the provisions of chapter
XVII-B has an impact on the allowability
of the expenditure under section 40(a)(ia)
of the Income-tax Act,1961

12.

The auditor should obtain proper
documentation from the branch to complete the
ZRUNLQJSDSHU¿OH:KHUHYHUUHTXLUHGSURSHU
representation, in respect of certain points,
may be obtained.

13.

Tax audit is a specific appointment in the
process of annual bank branch audit. Therefore
the auditor should plan for the tax audit and
design appropriate audit program to complete
the tax audit effectively. In fact the auditor
can enquire about the availability of well
prepared Form 3CD along with its annexure.
The checking of these details required for
the tax audit can be done simultaneously
while carrying out the scrutiny of the books of
account. Where the accounts are maintained
on computer, the auditor should enquire about
the availability of the reports supporting the
data required for the tax audit and use such
reports as additional support to ascertain the
correctness and completeness of the details
given.

14.

In order to complete tax audit effectively the
auditor should not only be thorough with
the audit, auditing techniques, Standards
on Auditing, etc. but also be thorough with
the provisions of the Income Tax Act, 1961.
Understanding the provisions of Income Tax
$FWDQGXVLQJWKHDXGLWWHFKQLTXHVHI¿FLHQWO\
will make the tax audit more effective.
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FORM NO. 3CD
[See rule 6G(2)]
Statement of particulars required to be furnished under section 44AB of the Income-tax Act, 1961
PART - A
1

Name of the assessee

:

1DPHRIWKHEUDQFKRI¿FHZLWK&2&RGH1XPEHU

2

Address

:

$GGUHVVRIWKHEUDQFK

:

6SHFLI\WKH3$1RIWKHEDQN

3

Permanent Account Number (PAN)

4

Whether the assessee is liable to pay :
indirect tax like excise duty, service tax,
sales tax, customs duty, etc. if yes, please
furnish the registration number or any other
LGHQWL¿FDWLRQQXPEHUDOORWWHGIRUWKHVDPH

6SHFLI\WKHUHOHYDQWUHJLVWUDWLRQQXPEHURIWKHEDQN

5

Status

:

'RPHVWLF&RPSDQ\

6

Previous year

:

01-Apr-2017 to 31-Mar-2018

7

Assessment year

:

2018-19

8

Indicate the relevant clause of section 44AB :
under which the audit has been conducted

44AB(a)

PART – B
9

10

11

12

D

,I¿UPRU$VVRFLDWLRQRI3HUVRQVLQGLFDWHQDPHVRISDUWQHUVPHPEHUV 1RW$SSOLFDEOH
DQGWKHLUSUR¿WVKDULQJUDWLRV

E

,I WKHUH LV DQ\ FKDQJH LQ WKH SDUWQHUV RU PHPEHUV RU LQ WKHLU SUR¿W 1RW$SSOLFDEOH
sharing ratio since the last date of the preceding year, the particulars
of such change.

(a)

Nature of business or profession (if more than one business or %DQNLQJDVSHU6HFWLRQ
profession is carried on during the previous year, nature of every RIWKH%DQNLQJ5HJXODWLRQ
business or profession).
$FW

(b)

If there is any change in the nature of business or profession, the 7KHUHLVQRFKDQJHLQWKH
particulars of such change.
QDWXUHRIEXVLQHVV

(a)

Whether books of account are prescribed under section 44AA, if yes, 1R
list of books so prescribed.

(b)

RI

List of books of account maintained and the address at which the $V
books of account are kept.
WKH EUDQFK RIILFH LV
FRPSXWHUL]HG KDYLQJ
(In case books of account are maintained in a computer system, &RUH %DQNLQJ 6ROXWLRQ
mention the books of account generated by such computer system. 3ODWIRUPDQGWKHERRNVRI
If the books of account are not kept at one location, please furnish DFFRXQWVDUHJHQHUDWHGE\
the addresses of locations along with the details of books of account FRPSXWHUV\VWHP
maintained at each location.)

(c)

List of books of account and nature of relevant documents examined. $VDERYH

Whether the profit and loss account includes any profits and gains No
assessable on presumptive basis, if yes, indicate the amount and the
relevant sections (44AD, 44AE, 44AF, 44B, 44BB, 44BBA, 44BBB, Chapter
XII-G, First Schedule or any other relevant section.)
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13

Method of accounting employed in the previous year.

(b)

Whether there had been any change in the method of accounting 'HDOWDW+HDG2I¿FH
employed vis-a-vis the method employed in the immediately preceding
previous year.

(c)

If answer to (b) above is in the affirmative, give details of such 'HDOWDW+HDG2I¿FH
FKDQJHDQGWKHHIIHFWWKHUHRIRQWKHSUR¿WRUORVV

Serial number

14

16

17

,QFUHDVHLQSUR¿W Decrease in
(`)
SUR¿W `)

Details of deviation, if any, in the method of accounting employed in 'HDOWDW+HDG2I¿FH
the previous year from accounting standards prescribed under section
DQGWKHHIIHFWWKHUHRIRQWKHSUR¿WRUORVV

(a)

Method of valuation of closing stock employed in the previous year.

(b)

In case of deviation from the method of valuation prescribed under Not Applicable
section 145A, and the effect thereof on the profit or loss, please
furnish:
Particulars

Not Applicable

,QFUHDVHLQSUR¿W Decrease in
(`)
SUR¿W `)

Give the following particulars of the capital asset converted into stock-in- Not Applicable
trade:–
(a)

Description of capital asset;

(b)

Date of acquisition;

(c)

Cost of acquisition;

(d)

Amount at which the asset is converted into stock-in-trade.

$PRXQWVQRWFUHGLWHGWRWKHSUR¿WDQGORVVDFFRXQWEHLQJ±
(a)

The items falling within the scope of section 28;

(b)

The pro forma credits, drawbacks, refund of duty of customs or excise Details to be given, if any
or service tax, or refund of sales tax or value added tax, where such
credits, drawbacks or refunds are admitted as due by the authorities
concerned;

(c)

Escalation claims accepted during the previous year;

Details to be given, if any

(d)

Any other item of income;

Details to be given, if any

(e)

Capital receipt, if any.

Details to be given, if any

Details to be given, if any

Where any land or building or both is transferred during the previous year NIL
for a consideration less than value adopted or assessed or assessable by
any authority of a State Government referred to in section 43CA or 50C,
please furnish:
Details of property
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Particulars

(d)

Serial number
15

0HUFDQWLOHV\VWHP

(a)

Consideration received Value adopted
or accrued
or assessed or
assessable
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18

Particulars of depreciation allowable as per the Income-tax Act, 1961 If it is maintained at the
in respect of each asset or block of assets, as the case may be, in the +HDG2I¿FH
following form:–
'HDOWDW+HDG2I¿FH,I
D  'HVFULSWLRQRIDVVHWEORFNRIDVVHWV
it is maintained at the
Branch
As per annexure attached
(b)

Rate of depreciation.

(c)

Actual cost or written down value, as the case may be.

G

19

$GGLWLRQVGHGXFWLRQVGXULQJWKH\HDUZLWKGDWHVLQWKHFDVHRIDQ\
addition of an asset, date put to use; including adjustments on account
of—
(i)

Central Value Added Tax credits 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.

Amounts admissible under sections–

NIL

(a) 32AC, (b) 33AB, (c) 33ABA, (d) 35(1)(i), (e) 35(1)(ii), (f) 35(1)(iia),
(g) 35(1)(iii), (h) 35(1)(iv), (i) 35(2AA), (j) 35(2AB), (k) 35ABB, (l) 35AC,
(m)35AD, (n)35CCA, (o)35CCB, (p)35CCC, (q) 35CCD, (r) 35D, (s) 35DD,
(t)35DDA, (u)35E:
$PRXQWGHELWHGWRSUR¿WDQGORVVDFFRXQW
Amounts admissible as per the provisions of the Income-tax Act, 1961 and
DOVRIXO¿OVWKHFRQGLWLRQVLIDQ\VSHFL¿HGXQGHUWKHUHOHYDQWSURYLVLRQVRI
Income Tax Act, 1961 or Income Tax Rules,1962 or any other guidelines,
circular, etc., issued in this behalf.
20

(a)

Any sum paid to an employee as bonus or commission for services NIL
UHQGHUHGZKHUHVXFKVXPZDVRWKHUZLVHSD\DEOHWRKLPDVSUR¿WVRU
dividend. [Section 36(1)(ii)]

(b)

Details of contributions received from employees for various funds as NIL
referred to in section 36(1)(va):

Serial
number

21

D

Nature of
fund

Sum
Due
received
date for
from
payment
employees

The actual The actual
Amount
date of
paid
payment
to the
concerned
authorities

3OHDVHIXUQLVKWKHGHWDLOVRIDPRXQWVGHELWHGWRWKHSUR¿WDQGORVV Details to be given, if any
account, being in the nature of
Capital expenditure
Personal expenditure
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Advertisement expenditure in any souvenir, brochure, tract, pamphlet
or the like, published by a political party
Expenditure incurred at clubs being entrance fees and subscriptions
Expenditure incurred at clubs being cost for club services and facilities
used


([SHQGLWXUHE\ZD\RISHQDOW\RU¿QHIRUYLRODWLRQRIDQ\ODZIRUWKH
time being force



([SHQGLWXUHE\ZD\RIDQ\RWKHUSHQDOW\RU¿QHQRWFRYHUHGDERYH
Expenditure incurred for any purpose which is an offence or which is
prohibited by law

60

Details to be given, if any

(b)

Amounts inadmissible under section 40(a):–
(i)
As payment to non-resident referred to in sub-clause (i)
(A) Details of payment on which tax is not deducted:
(I)
Date of payment
(II) Amount of payment
(III) Nature of payment
(IV) Name and address of the payee

(B)

Details of payment on which tax has been deducted but has not been Details to be given, if any
paid during the previous year or in the subsequent year before the
expiry of time prescribed under section 200(1)
(I) Date of payment
(II) Amount of payment
(III) Nature of payment
(IV) Name and address of the payee
(V) Amount of tax deducted

(ii)

As payment referred to in sub-clause (ia)
(A) Details of payment on which tax is not deducted:
(I)
Date of payment
(II) Amount of payment
(III) Nature of payment
(IV) Name and address of the payee

(B)

Details of payment on which tax has been deducted but has not been Details to be given, if any
SDLGRQRUEHIRUHWKHGXHGDWHVSHFL¿HGLQVXEVHFWLRQ  RIVHFWLRQ
139.
(I)
Date of payment
(II) Amount of payment
(III) Nature of payment
(IV) Name and address of the payer
(V) Amount of tax deducted
(VI) Amount out of (V) deposited, if any

(iii)

Under sub-clause (ic) [Wherever applicable]

NIL

(iv)

Under sub-clause (iia)

NIL

(v)

Under sub-clause (iib)

NIL

Details to be given, if any
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(vi)

NIL

Under sub-clause (iii)
(A)

Date of payment

(B)

Amount of payment

(C)

Name and address of the payee

(vii) Under sub-clause (iv)

NIL

(viii) Under sub-clause (v)

NIL

(c)

G
(A)

Amounts debited to profit and loss account being, interest, salary, Not Applicable
bonus, commission or remuneration inadmissible under sections
 E  ED DQGFRPSXWDWLRQWKHUHRI
'LVDOORZDQFHGHHPHGLQFRPHXQGHUVHFWLRQ$  
On the basis of the examination of books of account and other
UHOHYDQWGRFXPHQWVHYLGHQFHZKHWKHUWKHH[SHQGLWXUHFRYHUHGXQGHU
section 40A(3) read with rule 6DD were made by account payee
cheque drawn on a bank or account payee bank draft. If not, please
furnish the details:

Serial
number

(B)

Date of
payment

Nature of
payment

Amount

Name and
Permanent
Account Number
of the payee, if
available

In case of expenditure
incurred
and
paid
otherwise than by account
payee cheque or demand
draft.
Details to be given, if any

On the basis of the examination of books of account and other Details to be given, if any
UHOHYDQW GRFXPHQWVHYLGHQFH ZKHWKHU WKH SD\PHQW UHIHUUHG WR LQ
section 40A(3A) read with rule 6DD were made by account payee
cheque drawn on a bank or account payee bank draft If not, please
IXUQLVKWKHGHWDLOVRIDPRXQWGHHPHGWREHWKHSUR¿WVDQGJDLQVRI
business or profession under section 40A(3A);

Serial
number

Date of
payment

Nature of
payment

Amount

Name and
Permanent
Account Number
of the payee, if
available

(e)

Provision for payment of gratuity not allowable under section 40A(7); NIL

(f)

Any sum paid by the assessee as an employer not allowable under NIL
section 40A(9);

(g)

Particulars of any liability of a contingent nature;

(h)

Amount of deduction inadmissible in terms of section 14A in respect NIL
of the expenditure incurred in relation to income which does not form
part of the total income;

(i)

Amount inadmissible under the proviso to section 36(1)(iii)

NIL

NIL
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22

Amount of interest inadmissible under section 23 of the Micro, Small and Details to be given, if any
Medium Enterprises Development Act, 2006.

23

3DUWLFXODUVRISD\PHQWVPDGHWRSHUVRQVVSHFL¿HGXQGHUVHFWLRQ$  E  NIL

24

$PRXQWVGHHPHGWREHSUR¿WVDQGJDLQVXQGHUVHFWLRQ$&RU$%RU NIL
33ABA or 33AC.

25

$Q\DPRXQWRISUR¿WFKDUJHDEOHWRWD[XQGHUVHFWLRQDQGFRPSXWDWLRQ NIL
thereof.

26

In respect of any sum referred to in clauses (a), (b), (c), (d), (e) or (f) of Details to be given, if any
section 43B, the liability for which:–
$  3UHH[LVWHGRQWKH¿UVWGD\RIWKHSUHYLRXV\HDUEXWZDVQRWDOORZHG
in the assessment of any preceding previous year and was

(B)

(a)

Paid during the previous year;

(b)

Not paid during the previous year.

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.

(State whether sales tax, customs duty, excise duty or any other indirect Yes
WD[OHY\FHVVLPSRVWHWFLVSDVVHGWKURXJKWKHSUR¿WDQGORVVDFFRXQW
27

(a)

Amount of Central Value Added Tax credits availed of or utilised during Relevant details to be
the previous year and its treatment in the profit and loss account reported
and treatment of outstanding Central Value Added Tax credits in the
accounts.

(b)

Particulars of income or expenditure of prior period credited or debited NIL
WRWKHSUR¿WDQGORVVDFFRXQW

28

Whether during the previous year the assessee has received any property, No
being share of a company not being a company in which the public are
substantially interested, without consideration or for inadequate consideration
as referred to in section 56(2)(viia), if yes, please furnish the details of the
same.

29

Whether during the previous year the assessee received any consideration No
for issue of shares which exceeds the fair market value of the shares as
referred to in section 56(2)(viib), if yes, please furnish the details of the
same.

30

Details of any amount borrowed on hundi or any amount due thereon NIL
(including interest on the amount borrowed) repaid, otherwise than through
an account payee cheque [Section 69D].
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31

*(a) Particulars of each loan or deposit in an amount exceeding the limit Not Applicable
VSHFL¿HGLQVHFWLRQ66WDNHQRUDFFHSWHGGXULQJWKHSUHYLRXV\HDU
(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 needs 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)

(c)

Particulars of each repayment of loan or deposit in an amount Details to be given, if any
H[FHHGLQJWKHOLPLWVSHFL¿HGLQVHFWLRQ7PDGHGXULQJWKHSUHYLRXV
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.

Whether the taking or accepting loan or deposit, or repayment of Details to be given, if any
the same were made by account payee cheque drawn on a bank
or account payee bank draft based on the examination of books of
account and other relevant documents

(The particulars (i) to (iv) at (b) and comment at (c) above need not be
given in the case of a repayment of any loan or deposit taken or accepted
from Government, Government company, banking company or a corporation
established by a Central, State or Provincial Act)
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32

(a)

Details of brought forward loss or depreciation allowance, in the NIL
following manner, to the extent available:

Serial
Number

33

Assessment Nature
Year
RIORVV
allowance
(in rupees)

Amount as
returned (in
rupees)

Amount as
assessed
(give
reference
to relevant
order)

Remarks

(b)

Whether a change in shareholding of the company has taken place No
in the previous year due to which the losses incurred prior to the
previous year cannot be allowed to be carried forward in terms of
section 79

(c)

Whether the assessee has incurred any speculation loss referred to in NIL
section 73 during the previous year, If yes, please furnish the details
of the same.

(d)

Whether the assessee has incurred any loss referred to in section 73A NIL
LQUHVSHFWRIDQ\VSHFL¿HGEXVLQHVVGXULQJWKHSUHYLRXV\HDULI\HV
please furnish details of the same.

(e)

In case of a company, please state that whether the company NA
is deemed to be carrying on a speculation business as referred
in explanation to section 73, if yes, please furnish the details of
speculation loss if any incurred during the previous year.

Section-wise details of deductions, if any, admissible under Chapter VIA or Details to be provided,
Chapter III (Section 10A, Section 10AA).
if any
Section under which Amounts admissible as per the provision of the
deduction is claimed
,QFRPHWD[$FWDQGIXO¿OVWKHFRQGLWLRQV
LIDQ\VSHFL¿HGXQGHUWKHUHOHYDQWSURYLVLRQVRI
Income-tax Act, 1961 or Income Tax Rules,1962
or any other guidelines, circular, etc., issued in
this behalf.

34
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(a)

Whether the assessee is required to deduct or collect tax as per the Details to be provided
provisions of Chapter XVII-B or Chapter XVII-BB, if yes please furnish:
1.
Tax deduction and collection Account Number (TAN)
2.
Section
3.
Nature of payment
 7RWDO DPRXQW RI SD\PHQW RU UHFHLSW RI WKH QDWXUH VSHFL¿HG LQ
column (3)
5.
Total amount on which tax was required to be deducted or
collected out of (4)
 7RWDODPRXQWRQZKLFKWD[ZDVGHGXFWHGRUFROOHFWHGDWVSHFL¿HG
rate out of (5)
7.
Amount of tax deducted or collected out of (6)
8.
Total amount on which tax was deducted or collected at less
WKDQVSHFL¿HGUDWHRXWRI 
9.
Amount of tax deducted or collected on (8)
10. Amount of tax deducted or collected not deposited to the credit
of the Central Government out of (6) and (8)
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(b)

Whether the assessee has furnished the statement of tax deducted Details to be provided
or tax collected within the prescribed time. If not, please furnish the
details:

Tax
deduction
and
collection
Account
Number
(TAN)

(c)

Type of
Form

Date of
furnishing,
if furnished

Whether the
statement of
tax deducted
or collected
contains
information about
all transactions
which are
required to be
reported

Whether the assessee is liable to pay interest under section 201(1A) Details to be provided
or section 206C(7). If yes, please furnish:

Tax deduction and
collection Account
Number (TAN)
35

Due
date for
furnishing

Amount of interest
under sections
 $ &  LV
payable

Amount paid out
of column (2)
along with date of
payment.

(a)

In the case of a trading concern, give quantitative details of principal Not Applicable
items of goods traded:
(i)
Opening stock;
(ii) Purchases during the previous year;
(iii) Sales during the previous year;
(iv) Closing stock;
Y  6KRUWDJHH[FHVVLIDQ\

(b)

In the case of manufacturing concern, give quantitative details of the Not Applicable
SULQFLSDOLWHPVRIUDZPDWHULDOV¿QLVKHGSURGXFWVDQGE\SURGXFWV
A
Raw materials :
(i)
Opening stock;
(ii) Purchases during the previous year;
(iii) Consumption during the previous year;
(iv) Sales during the previous year;
(v) Closing stock;
YL  <LHOGRI¿QLVKHGSURGXFWV
(vii) Percentage of yield;
YLLL  6KRUWDJHH[FHVVLIDQ\
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%

)LQLVKHGSURGXFWV%\SURGXFWV
(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;
YL  6KRUWDJHH[FHVVLIDQ\

Not Applicable

36

,QWKHFDVHRIDGRPHVWLFFRPSDQ\GHWDLOVRIWD[RQGLVWULEXWHGSUR¿WVXQGHU Not applicable
section 115-O in the following form:–
D  7RWDODPRXQWRIGLVWULEXWHGSUR¿WV
(b) Amount of reduction as referred to in section 115-O(1A)(i);
(c) Amount of reduction as referred to in section 115-O(1A)(ii);
(d) Total tax paid thereon;
(e) Dates of payment with amounts.

37

Whether any cost audit was carried out, if yes, give the details, if any, of Not Applicable
GLVTXDOL¿FDWLRQRUGLVDJUHHPHQWRQDQ\PDWWHULWHPYDOXHTXDQWLW\DVPD\
EHUHSRUWHGLGHQWL¿HGE\WKHFRVWDXGLWRU

38

Whether any audit was conducted under the Central Excise Act, 1944, Not Applicable
LI \HV JLYH WKH GHWDLOV LI DQ\ RI GLVTXDOL¿FDWLRQ RU GLVDJUHHPHQW RQ DQ\
PDWWHULWHPYDOXHTXDQWLW\DVPD\EHUHSRUWHGLGHQWL¿HGE\WKHDXGLWRU

39

Whether any audit was conducted under section 72A of the Finance No
Act,1994 in relation to valuation of taxable services, Finance Act,1994 in
relation to valuation of taxable services, if yes, give the details, if any, of
GLVTXDOL¿FDWLRQRUGLVDJUHHPHQWRQDQ\PDWWHULWHPYDOXHTXDQWLW\DVPD\
EHUHSRUWHGLGHQWL¿HGE\WKHDXGLWRU

40

Details regarding turnover, gross profit, etc., for the previous year and Not Applicable
preceding previous year:
1.
Total turnover of the assessee
 *URVVSUR¿WWXUQRYHU
 1HWSUR¿WWXUQRYHU
 6WRFNLQWUDGHWXUQRYHU
 0DWHULDO&RQVXPHG¿QLVKHGJRRGVSURGXFHG
(The details required to be furnished for principal items of goods traded or
manufactured or services rendered)

41

Please furnish the details of demand raised or refund issued during the $W+HDG2I¿FH
previous year under any tax laws other than Income-tax Act, 1961 and
Wealth Tax Act, 1957 along with details of relevant proceedings.
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$XGLWRI3URÀWDQG/RVV$FFRXQW
CA Gautam Shah, CA Vinit Jain

The bank branch statutory auditors issues audit
UHSRUWJLYLQJRSLQLRQWKDWWKH3UR¿WDQG/RVVDFFRXQW
JLYHVDWUXHDQGIDLUYLHZRIWKH3UR¿WRU/RVVRIWKH
EUDQFKIRUWKH\HDUXQGHUDXGLW+HQFHYHUL¿FDWLRQRI
WKHDFFXUDF\RIWKHQXPEHUVDSSHDULQJLQWKH3UR¿W
DQG/RVVDFFRXQWHQVXULQJWKDWWKHUHLVQRPDWHULDO
PLVVWDWHPHQW LV WKH SULPDU\ UHVSRQVLELOLW\ RI WKH
branch auditor. The auditor states in his audit report
that he has done his audit in accordance with the
Standards of Auditing and hence the auditor need
WR HQVXUH  FRPSOLDQFH ZLWK DOO DXGLW SURFHGXUHV 
documentation as per Standards of Auditing.
%UDQFKDXGLWRUFDQSODQWKHDXGLWRI3UR¿WDQG/RVV
DFFRXQWLQIROORZLQJPDQQHU±


2EWDLQLQJ FRPSOHWH OLVW RI 5%, 0DVWHU
'LUHFWLRQV&LUFXODUV1RWL¿FDWLRQV



*RLQJWKURXJKWKH*XLGDQFH1RWHRQDXGLWRI
%DQNVHGLWLRQ RWKHUUHOHYDQWPDWHULDOV
LVVXHGE\WKH:,5&,&$,



2EWDLQLQJ&ORVLQJ&LUFXODUVLQVWUXFWLRQVLVVXHG
by the Bank



2EWDLQLQJWKHDFFRXQWLQJSROLFLHVRIWKH%DQN
and understanding the same. Ensuring that
WKH SROLFLHV DUH LQ V\QF ZLWK WKH$FFRXQWLQJ
6WDQGDUGVLVVXHGE\WKH,&$,DQGWKHUHLVQR
FKDQJH LQ WKH SROLFLHV IROORZHG YLVDYLV WKH
previous year



(QVXULQJ REWDLQLQJ VFKHGXOH RI FKDUJHV
authority matrix



2EWDLQLQJ 5HSRUWV RI 5HYHQXH $XGLWRUV
&RQFXUUHQW RU ,QWHUQDO$XGLWRUV ± ODVW \HDU
02& RU /)$5 WR HQVXUH DQ\ LVVXHV QRWHG
ZKLFKLPSDFWHGWKH3UR¿WDQG/RVVDFFRXQW



7RREWDLQUHDVRQIRUYDULDQFHXQGHUHDFKOLQH
LWHP IURP EUDQFK PDQDJHPHQW 5HYLHZ WKH
UHDVRQLQJSURYLGHGE\WKHPZKLFKZLOOKHOSLQ
designing further audit process

7KH$XGLWRUVKRXOGFKHFNIROORZLQJVSHFL¿FDUHDV±
I.

INCOME
 $SSOLFDWLRQ RI LQWHUHVW RQ DOO W\SHV RI
ORDQV7KHDXGLWRUVKRXOGVHHWKHÀDJJHG
accounts where interest is not charged.


$SSURSULDWHQHVV RI 5DWH RI LQWHUHVW
&RUUHFW 5DWH RI LQWHUHVW DV SHU
VDQFWLRQHGWHUPV(VSHFLDOO\LQFDVHRI
DGYDQFH DJDLQVW )L[HG 'HSRVLW RI WKLUG
SDUW\ WKH LQWHUHVW VKRXOG EH FKDQJHG
DGGLWLRQDOO\



0DQXDOO\ FKHFNLQJ RI ,QWHUHVW 7KH
DXGLWRUVKRXOGQRWEOLQGO\UHO\RQV\VWHP
FDOFXODWLQJWKHLQWHUHVWDQGVKRXOGYHULI\
PRQWKRQPRQWK LQWHUHVW E\ FDOFXODWLQJ
PDQXDOO\



'HELW )UHH]H7KH DXGLWRU VKRXOG YHULI\
WKDW LQ FDVH LI WKHUH LV GHELW IUHH]H
DFWLYDWHG LQ ORDQ DFFRXQW WKH LQWHUHVW
LV UXQ DW WKH %DFNHQG DQG LV UHÀHFWLQJ
XQGHULQWHUHVWDFFUXDODFFRXQW

5.

Concessions given to the borrower in the
UDWHRILQWHUHVWRQORDQVVKRXOGEHVHHQ
Whenever rates are revised, the impact
thereof on the concessions needs to be
VHHQPRUHFDUHIXOO\



,Q FDVH RI 13$ DFFRXQWV WKH LQWHUHVW
LV WR EH UHFRJQLVHG DV LQFRPH RQO\ RQ
UHDOLVDEOHEDVLV,WVKRXOGEHUHDOLVHGRXW
of fresh and genuine credits and not from
IUHVKVDQFWLRQRIORDQV



3HQDO LQWHUHVW VKRXOG EH YHULILHG 7KH
SHQDO LQWHUHVW LV RQ DFFRXQW RI GHOD\ LQ
VXEPLVVLRQ RI VWRFN VWDWHPHQWV QRQ
FRPSOLDQFH RI WKH WHUPV RI VDQFWLRQ
LQFRPSOHWHGRFXPHQWDWLRQQRQUHQHZDO
RIIDFLOLWLHVDIWHUGXHGDWHHWF
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8.



15.

Temporary overdrafts (TOD) in saving
bank accounts or current accounts.
6LPLODUO\H[FHVVGUDZLQJVLQFDVKFUHGLW
DFFRXQWVDWWUDFWDGGLWLRQDOLQWHUHVW
0DQXDO LQWHUYHQWLRQ 7KH DXGLWRU
VKRXOG VWULFWO\ YHULI\ WKH LQFRPH DQG
expense accounts where there is human
intervention.

 /RDQ 3URFHVVLQJ FKDUJHV7KH DXGLWRU
VKRXOG FRQILUP WKDW WKH %DQN KDV
FKDUJHG /RDQ 3URFHVVLQJ IHHV RQ
pro-rata basis.

16.



 )UDXGVWHUV WR OHYHUDJH WHFKQRORJ\
$XGLWRU VKRXOG YHULI\ WKH OHDNDJHV
UHODWLQJ WR ZHDNQHVVHV LQ D SURFHVV RI
LGHQWLI\LQJDIUDXGFRQFHUQLQJRSHUDWLRQDO
and accounting issues.
 2WKHU RSHUDWLRQDO FKDUJHV RQ WKH
IROORZLQJ DFFRXQWV VKRXOG DOVR EH
FKHFNHG
Cheque book charges



0LQLPXPEDODQFHFKDUJHV

•

Commitment charges on the
DGYDQFHVQRWXWLOLVHG

•

Cheque return charge

•

Stop payment charges



/HGJHUIROLRFKDUJHV



$70XVDJHFKDUJHV



'HELW&UHGLWLVVXDQFHFKDUJHV

 &RPPLVVLRQ DQG H[FKDQJH VKRXOG EH
FKHFNHG±
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%DODQFH&HUWL¿FDWHFKDUJHV



6ROYHQF\FHUWL¿FDWHFKDUJHV



6DOHRIROGQHZVSDSHU



,QVXUDQFHUHIHUUDOFRPPLVVLRQ



,QWHUHVWRQLQYHVWPHQWLIDQ\



/RFNHUUHQW±UHFRYHU\RIORFNHUUHQW
DQG SRVLWLRQ RI RXWVWDQGLQJ ORFNHU
rent

Thorough scrutiny and ensuring the
correctness of debiting the charges in
income account

 $XGLWRU VKRXOG YHULI\ H[FHO EDVHG
computations such as interest,
commission, Drawing Power, etc.

 1HZ3URGXFWVPD\QRWEH/HDNDJHIUHH
$XGLWRUV VKRXOG WKRURXJKO\ YHULI\ WKH
QHZO\ LQWURGXFHG DVVHW SURGXFWV ZKLFK
PD\ EH SURQH WR HUURUV UHVXOWLQJ LQWR
UHYHQXHOHDNDJH

•

Other income

,Q DOO WKH DERYH FDVHV WKH DXGLWRU
VKRXOG QRW RQO\ YHULI\ WKH FDOFXODWLRQV
EXW DOVR VHH ZKHWKHU WKH\ DUH DSSOLHG
DQG DFFRXQWHG IRU SURSHUO\$SDUW IURP
WKLVWKHDXGLWRUVKRXOGFDUU\RXWFHUWDLQ
DQDO\WLFDO SURFHGXUHV OLNH FDOFXODWLRQ
RI UDWLRV DQG FRPSDULVRQ ZLWK HDUOLHU
SHULRG7KLVZLOOHQVXUHWKHFRUUHFWQHVV
RILQFRPH,QFDVHRIPDMRUGHYLDWLRQRU
LQ FDVH RI QROHVV GHYLDWLRQ HYHQ DIWHU
WKHUH LV LPSXOVLYH PDUNHW VLWXDWLRQ WKH
DXGLWRUVKRXOGDVNIRUDQH[SODQDWLRQDQG
VDWLVI\KLPVHOI

II.


EXPENSES
)RU H[SHQVHV LW LV QRW HQRXJK WR KDYH
appropriate account debited but the amount
GHELWHG VKRXOG DOVR EH SURSHU )RU DOO
H[SHQVHVWKHDXGLWRUVKRXOGVHHWKHVDQFWLRQ
by appropriate authority, proper documentation
and correctness in accounting. The auditor
PD\ DOVR KDYH D SURSULHWDU\ DQJOH ZKLFK KH
PD\XVHMXGLFLRXVO\



7KHDUHDVFRYHUHGFRXOGEHWKHIROORZLQJ±


,QWHUHVW SDLG RQ GLIIHUHQW W\SHV RI
GHSRVLWV$XGLWRU VKRXOG HQVXUH WKDW
interest paid on deposits are as per the
VWLSXODWHG FDUG UDWHV LQ FDVH RI 7HUP
GHSRVLWVDQG¿[HGUDWHLQFDVHRI6DYLQJ
DFFRXQWDVSHU%DQNVSROLF\

$XGLWRI3URÀWDQG/RVV$FFRXQW

5HYHUVDO RI LQWHUHVWV SDLG RU LQWHUHVW
RQ SUHPDWXUH GHSRVLWV$XGLWRU VKRXOG
HQVXUH WKH JHQXLQHQHVV RI UHYHUVDO RI
interest on premature deposits.

 3URIHVVLRQDOIHHVOHJDOIHHVHWF



7DJJLQJ RI DFFRXQWV$XGLWRU VKRXOG
ensure proper tagging of deposit
DFFRXQWV HVSHFLDOO\ LQ FDVH RI FXUUHQW
accounts and deposits from Bank which
PD\UHVXOWLQSD\LQJLQWHUHVWRQFXUUHQW
DFFRXQW DQG SD\LQJ DGGLWLRQDO SUHPLXP
for Bank deposits.

 6DODULHV  SURYLVLRQV IRU /HDYH
HQFDVKPHQWEHQH¿WVDUHGRQHDW+2DQG
passed in the Bank books. Branch has
QR FRQWURO RYHU WKLV FHQWUDOLVHG SRVWLQJ
DQG WKH %UDQFK DXGLWRU PD\ MXVW PDNH
DSSURSULDWHGLVFORVXUHVLQWKLVUHJDUGDV
done in the previous year.



3URYLVLRQVDQG3D\PHQWVWRHPSOR\HHV
$XGLWRUVKRXOGHQVXUHWKDWWKHUHDUHQR
JKRVWHPSOR\HHVLQWKHEUDQFK

 2WKHU LWHPV RI ,QFRPH WKDW QHHG WR EH
FKHFNHGDUH±



%LOOLQJ 'XSOLFDWLRQ  5HFRQFLOLDWLRQ
$XGLWRU VKRXOG YHULI\ QRQ HQWU\GDWD
entry errors, transactions which are of
YROXPLQRXV QDWXUH ZLWK WKH YHQGRUV
WR HQVXUH SURSHU ELOOLQJ DQG DYRLGLQJ
GXSOLFDWLRQRIVDPHH[SHQVH





6SRW FKHFNV DQG UHYHQXH OHDNDJH
RQ PDLO DFFHSWDQFH$XGLWRU E\ ZD\
RI SHUVRQDO LQWHUYLHZV VKRXOG HQVXUH
whether there are any cases of spot
checks or sharing of password with
RWKHUV ZKLFK PD\ KHOS WR DXWKRULVH WKH
undue expenses.



6HQVLWLYH 6WDWLRQHULHV$XGLWRU VKRXOG
verify the stationery and ensure the
JHQXLQHQHVV RI WKH XVH RI ROG FKHTXH
books, Demand drafts, etc.



,QRSHUDWLYH DFFRXQWV$XGLWRU VKRXOG
WKRURXJKO\YHULI\WKHSURFHVVRIDFWLYDWLQJ
the inoperative accounts.



7LPHO\ UHQHZDO RI DJUHHPHQWV$XGLWRU
VKRXOGYHULI\WKDWDOOWKHZDUUDQW\VHUYLFH
UHODWHGDJUHHPHQWVDUHWLPHO\UHQHZHG
IDLOXUH RI ZKLFK PD\ OHDG WR EXUGHQ RI
extra cort to bank.

 (VWDEOLVKPHQWH[SHQVHV
 5HQWIRUSUHPLVHV
 *RRGV DQG 6HUYLFHV 7D[ 6HUYLFH WD[
payments and payment of other taxes

14.

Printing and Stationery expenses

 *HQHUDOFKDUJHVDFFRXQW

D

,QFRPHIURP,QYHVWPHQWVZKLFKDUH
XVXDOO\FHQWUDOLVHGRUDWIHZVHOHFW
EUDQFKHV±

E 

&RPPLVVLRQIURP/HWWHUVRI&UHGLW
 *XDUDQWHHV ZKLFK DV SHU EDQN
SROLF\ FRQVLVWHQWO\ DGRSWHG ZRXOG
EH DFFRXQWHG XSIURQW DQG GXO\
DPRUWLVHG PRQWKO\ RU TXDUWHUO\
as the case may be. Auditor to
HQVXUH WKDW WKH ,QFRPH SHUWDLQLQJ
WRIXWXUHSHULRGVZKLFKLIFROOHFWHG
LVDPRUWLVHGFRUUHFWO\

 $XGLWRU VKRXOG VSHFLILFDOO\ FKHFN WKH
DFFXUDF\RILQWHUHVWVXEYHQWLRQFODLPHG
by the Bank as per Government
VSRQVRUHG (GXFDWLRQ +RXVLQJ  RWKHU
DSSOLFDEOHVFKHPHV
 $XGLWRU VKRXOG QRWH WKDW VKRUWIDOO LQ
DVVHWVOLNHFDVKRUUHFHLSWRIIDNHQRWHV
needs a provision in the accounts.
 6LPLODUO\ ROG GHELW EDODQFHV LQ
UHFRQFLOLDWLRQV VXVSHQVH RU LQWHU RI¿FH
DGMXVWPHQWV QHHG WR EH DSSURSULDWHO\
provided.
 $Q\ VKRUWIDOO LQ GHSRVLWV RU QRQ
UHIXQGDEOH GHSRVLWV RU GHSRVLWV ZLWK
PLVVLQJ RULJLQDO VHFXULW\ UHFHLSWV QHHG
appropriate provisioning on a case to
case basis.
 5HJXODWRUVPD\FKDUJH%UDQFKHVEDQNV
RQYLRODWLRQRI5HJXODWRU\QRUPVOLNHQRQ
FRPSOLDQFHZLWK.<&
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 $0/ JXLGHOLQHV'HOD\HG RU LQDFFXUDWH
VXEPLVVLRQRI0,6UHWXUQVHWFE\OHY\LQJ
DSHQDOW\ZKLFKDSDUWIURPDQH[SHQVHLV
DVLJQL¿FDQWUHSXWDWLRQDOULVN
1RGRXEWWKHYROXPHRIWUDQVDFWLRQVDWWKHEUDQFK
OHYHO LV KXJH DQG WKH\ DUH RI UHSHWLWLYH QDWXUH
7KHUHIRUH WKH DXGLW VKRXOG EH GRQH RQ WHVW FKHFN
EDVLV 7KH VDPSOLQJ VKRXOG EH GRQH ORJLFDOO\
6HOHFWLRQRIWUDQVDFWLRQVKRXOGEHVXFKWKDWLWVKRXOG
FRYHU DOO W\SHV RI WUDQVDFWLRQV DQG LW VKRXOG KDYH
a proper time spread so as to ascertain whether
WKHUHLVDQ\SRVVLELOLW\RIUHYHQXHOHDNDJH,QVXFK
VLWXDWLRQDVPHQWLRQHGHDUOLHUWKHRWKHUWHFKQLTXHV
OLNHUDWLRDQDO\VLVFRPSDULVRQVHWFVKRXOGEHXVHG
,Q FDVH RI DQ\ GLYHUJHQFH WKH PDWWHU QHHGV WR EH
FKHFNHG WKRURXJKO\ VR WKDW WKHUH LV QR GHWHFWLRQ
ULVN LQ DXGLW7KH DXGLWRU VKRXOG DOVR VHH WKDW WKH
SURYLVLRQV IRU DOO H[SHQVHV KDYH EHHQ PDGH DQG
WKHDSSOLFDWLRQRILQWHUHVWLVFDOFXODWHGDQGDSSOLHG
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WRDOOWKHDFFRXQWV7KHDXGLWRUVKRXOGVFUXWLQLVHWKH
OHGJHUDFFRXQWWRVHHWKDWWKHUHLVQRDEQRUPDOHQWU\
in the books.
,Q FDVH LI OHDNDJH LV IRXQG RXW KH VKRXOG HQVXUH
WKDW WKH DPRXQW KDV EHHQ SURSHUO\ UHFRYHUHG DQG
UHSRUWHGWRGHOHJDWHGDXWKRULW\
)LQDOO\ WKH SUHVHQWDWLRQ LQ WKH 3URILW DQG /RVV
DFFRXQW LV DOVR YHU\ LPSRUWDQW 7KH EDODQFHV
LQ SDUWLFXODU DFFRXQW VKRXOG EH PHQWLRQHG DW
DSSURSULDWHFROXPQRUURZLQWKH¿QDOSUR¿WDQGORVV
account.
,Q JHQHUDO WKH DXGLWRU VKRXOG EH DZDUH RI WKH
VLWXDWLRQ LQ ZKLFK KH LV DXGLWLQJ +H VKRXOG
KDYH VRXQG NQRZOHGJH RI VWDWXWRU\ RU UHJXODWRU\
UHTXLUHPHQWV +H VKRXOG DSSO\ KLV JHQHUDO
FRPPHUFLDO NQRZOHGJH DQG EH YLJLODQW GXULQJ WKH
FRXUVHRIDXGLWWRDUUHVWWKHLQFRPHOHDNDJH


Audit in CBS Environment
CA Nitant Trilokekar

Core Banking is sin qua non for any geographically
disbursed business. Multinational companies and
those having PAN India presence have all seen
the benefit of Core Systems. It is true that the
Core system was technically possible only after
development of peer to peer system communication
where the servers could communicate with other
servers. Until then this was not possible. It may
seem an ordinary accepted feature today but one
day it was the stumbling block due to absence of
such a ‘handshake’. It is also well known that core
systems were introduced in India by Banks. This
was in the early 1990s. Later, the new private Banks
initiated this at their very set up.

case of multinational Banks. A lot of care is
therefore taken at the Data Centre but that
not being in the scope of the statutory Auditor,
it is not a subject matter of discussion here.
Traditionally, the networking was by way of
leased lines as the primary network. In case
this network failed, the other back-up network
was dial up Integrated Services Digital Network
(ISDN) where the connection was automatically
dialled up. Later other modes such as wireless
(Radio frequency), VSAT (Very Small Aperture
Terminal) and VPN (Virtual Private Network
over the Internet), Cloud, came into popularity.
3.

1.



Bank Branch Audit in Core Banking
System (CBS) Environment
Most of the Banks have moved to CBS
environment. What was earlier the prerogative
of the Private Sector Bank and large public
sector Banks, is filtered down to the large
co-operative Banks, District level co-operative
Banks and small co-operative Banks.
Sometimes, mere payment/clearing system of
the clearing house becomes a trigger move to
a CBS environment to ensure that the clearing
house electronic transfer automatically reaches
the accountholder. All persons exposed to
the branch like its depositors, borrowers and
the auditors are affected by this. Information
Technology implications should not be
seen only in isolation to report under Jalani
Committee recommendations since technology
is all pervasive affecting the Branch Auditor’s
opinion in most critical manner.
&RUH %DQNLQJ GH¿QHG
Instead of a server at each branch, there is
one server for all the branches. The server is
kept in a place called the Data Centre (DC).
In case of failure of this server/site, there is
a Backup site and if the site is in another
location (another city) preferably in a different
seismic zone, it is called the Disaster Recovery
Centre (DRC). It is not uncommon to see the
DRC to be located in a different continent in

Statutory Auditor and System Auditor of
DC and branch
The Statutory auditor is not expected to be
a technical expert to understand the system
or the software. But it is a fact that most of
the Banking operations are done through the
computer. Since the CBS is the neurological
network of the Bank, the branch auditor can
ill afford to ignore the existence of the system.
On the contrary, if the auditor is able to use
the system, he/she will be able to improve
KLVKHURZQHI¿FLHQF\,IWKH%UDQFKKDVEHHQ
subjected to a Systems audit, the Statutory
Auditor can peruse the report to gain insight.
He must ensure that any reliance of this
report is only as per the policy of Institute
of Chartered Accountants of India (ICAI) on
dependence of work of an expert, because
some system audits are known to be executed
E\QRQ&KDUWHUHG$FFRXQWDQW &$ ¿UPV

Any Auditor may be complacent at his own peril if
he mistakes presence of computer or the brand of
the application software for accuracy and the desired
results since the following issues have been noted:
1.

Final Accounts may not be representative
of the Books of Accounts
This unbelievable alarming statement is
unfortunately true. This issue would fall more
into the realm of fundamental duty of the
auditor. This issue is often neglected, as
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the statutory auditor dives into the matters
of Borrower classification and items of Long
Form Audit Report (LFAR). Once this issue is
UHYHDOHGSRVWDXGLWLWZRXOGEHTXLWHGLI¿FXOW
for any auditor to defend himself. This complex
VLWXDWLRQFDQEHVLPSOL¿HGRQWKHEDVLVRIWKH
plausible reasons, also being areas branch
auditor should concentrate:
a.

When all departments are not
computerised: (This is the weakest
part of core banking)
When some departments are not
computerised, the vouchers are
manually fed into the core system. Such
departments may range from Lockers
to Treasury and Foreign Exchange. In
such cases, the vouchers are entered
at the end of the day. If any of the day’s
vouchers are not entered resulting in a
compensating error, no-one is wiser since
the trial balance tallies. One need not
emphasise here that some scams have
unearthed due to such features.
i.

When most departments are
computerised but by different
applications:
This is not an uncommon situation.
But, different applications does
not always mean problem. How
the different applications feed their
data into the core system is the
crux of the issue. System Auditors
are better placed in the evaluation
of such matters. Reference to the
System Audit report therefore is
recommended. Sometimes, the
communication between the
application and the core system is
affected preventing entry upload.
No warning is given even though
it should be there. The books of
that department show a figure
quite different from that shown in
the General Ledger leading to the
crucial situation of Final Accounts
not being in agreement with the
Books of Account.
Foreign Exchange Department
needs special mention here
since many staff members are
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not transferred. They stay at
their post committing intentional
or unintentional errors to be
discovered only after their transfer
or retirement. Discovery of such
issues by a vigilant auditor is
never ruled out. Such department
activity may be computerised but
some transactions may not be
connected to the core directly. In
such cases, the Bank has two
options:
Either post a voucher at the end
of the day in the core
Or
/LQNE\DWH[W¿OHWRWKHFRUH
Each of the above options are
fraught with high risk. Every auditor
must be convinced of the internal
control of the whole system.
In case of voucher posting:
How is the Bank ensuring the
transactions are recorded on the
same day is the most important
question. The statutory auditor has
visited the Bank at the end of the
Financial year. It is not enough
to have recorded the transactions
by the end of the year but also
on the very day the transaction
has taken place. Another issue
is of the revenue implications. It
may be done by the subsystem or
manually. How the Bank ensures
this is another internal control
issue.
Upload by TXT file: If the text file
option is used, internal control
issues crop us to ensure what is
done to prevent manipulation of
data since ordinary editors of the
computer like ‘notebook’ can open
the file and permit changes with
no evidence of such changes. Any
answer of ‘strict manual control’ is
never sufficient unless there are
system locks. Next is the control
to ensure file upload is either not
skipped or uploaded twice. It will be

Audit in CBS Environment

ii.

surprising to hear the rudimentary
status of controls.

DVVXUH KLP WKH DFFXUDF\ RI WKH FODVVL¿FDWLRQ
as detailed below:

The auditor should be convinced
BEYOND DOUBT about the
internal control otherwise report it.

¾

Compare the previous year NPA list with
current. Identify and seek reasons why
the upgraded accounts are upgraded and
ZKHWKHUWKHUHDVRQVDUHMXVWL¿HGDVSHU
rules permitted by the regulatory authority
Reserve Bank of India (RBI).

¾

Take the report from CBS system (as
opposed to the Borrower classification
system which is a different application in
some Banks) which gives indications of
non-performing accounts in form of a few
combination of reports like:

When new channels like Automated
Teller Machine (ATM) are added:
New channels linked recently are
sometimes not tested substantially.
These may be linked directly
but have issues of their own. An
example of ATM itself will clear the
point. In any Bank, the books are
closed for the day and re-opened
almost immediately. Day closure
is done any time from 5 pm to 10
pm. Assume that a customer has
withdrawn cash on 31st of March
at 7 pm when the books were
closed at 5 pm. This withdrawal
is shown on April 2. If you had
YHUL¿HGWKHFDVKDWSPRQ0DUFK
HYHQRIWKH$70\RXZRXOG¿QG
such a situation as correct. But
when the posting is done on April
2, there is implication on revenue
since the savings accounts are
paid interest on daily basis. The
customer gains interest of 2 days in
this situation and more during long
Bank holidays. If the application
has interest calculation on ‘as of’
basis then perhaps the interest loss
will not occur.



•

List of loan accounts in arrears
– if the report permits, get those
accounts where more than 2
installments are in arrears. (since 3
LQVWDOOPHQWVLQDUUHDUVLVGH¿QHGDV
NPA) This will permit you to study
the borderline cases and identify
some which the system may not
have downgraded.

•

The above report does not include
Cash Credit (CC) and Overdraft
(OD) accounts. This is because
these accounts are continuous and
there is no concept of ‘installment’.
What most systems will report will
be CC and OD accounts which
are overdrawn. Branch auditor will
be able to identify the accounts
which are overdrawn as on March
31 and a scrutiny of the accounts
will confirm the date from which
these accounts were ‘continuously’
overdrawn. If this period exceeds
90 days then the account needs to
be classified as NPA. A check on
FODVVL¿FDWLRQRIDFFRXQWVWRFRQ¿UP
such accounts are classified as
non-performing will be adequate. A
random check of earlier months will
help isolate cases where accounts
are continuously overdrawn but
brought in order artificially for the
year end.

•

Report of accounts not renewed
/reviewed for more than a year
is one of the statements to be
submitted in LFAR. This list helps

%RUURZHU+HDOWK&ODVVL¿FDWLRQ
Accurate classification of health of the
borrowers of the branch has become the most
important aspect of statutory Branch audit. This
has serious implications on the Balance sheet
of the Bank in terms of provisioning. Many
application systems have a special routine or
report or even separate software which does
WKH ZRUN RI FODVVL¿FDWLRQ RI ERUURZHUV %OLQG
acceptance of such report will tantamount
to non-performance by the Branch Auditor.
It is preferable for the Branch auditor to
test the system. What the system skips for
FODVVL¿FDWLRQRIQRQSHUIRUPLQJDFFRXQWV 13$ 
or what is incorrectly classified as NPA is of
concern to the Branch auditor. Branch Auditor
will thus have to sample test the system to
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FRQ¿UPZKHWKHUWKHVHDFFRXQWVDUH
included in the NPA list.
•

•

MANUAL ACTIONS STILL PREVAILENT.
Risk classification also has impact on KYC
(Know Your Customer) norms. KYC has
become a very sensitive point even with the
RBI Auditors stressing on it. KYC ACTIONS
ARE OUTSIDE THE CORE BANKING
SYSTEM BUT UPDATION IS IN THE
SYSTEM.

Report of stock statements in
arrears: A report of Stock/Debtors
statements not submitted to the
Bank for a period exceeding a user
VSHFL¿HGQXPEHURIPRQWKVVKRXOG
be generated and reviewed. If you
specify the period of three months
which is the trigger to downgrade
the borrower’s account, this will be
a ready list to validate the NPA list
of the branch.

For Risk Management, RBI directions state
that banks should have a risk based approach
which includes categorising customers as low,
medium and high risk category, based on
the assessment and risk perception. This is
called the Anti-Money Laundering Standards
(AML) risk assessment. It has to be noted that
banks do not inform customers about their risk
categorisation.

Report
on
overdue
Bills
Purchased and Bills discounted:
This is another powerful report
for verification of classification.
The importance of this report is
that while the other facility of the
borrower may be in order, this
department may be accidentally
ignored. Since one NPA account
forces all facilities to the borrower
to be downgraded, this oft-ignored
feature should be emphasised by
the Branch Auditor.

Risk categorisation should be undertaken
based on parameters such as

Intervention of the Bank’s Data Centre and their
professionals to make a customised query is not
always needed.
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Customer’s identity



6RFLDO¿QDQFLDOVWDWXV

•

Nature of business activity

•

Information about the clients’ business
and their location etc.

The directions also state that while considering
customer ’s identity, the ability to confirm
identity documents through online or other
services offered by issuing authorities may also
be factored in like in the case of identifiable
documents like PAN, Aadhaar etc.

5LVN&ODVVL¿FDWLRQ
Risk classification of accounts has direct
bearing on the risk based Capital Adequacy of
the Bank. There is often a misunderstanding
that the Branch or Branch audit will not have
impact on the Risk Based Capital adequacy
because it will be done at the Head office
and checked by the Main Auditor. It is mere
logistics that the Main Auditor will not have
intimate knowledge of the various accounts of
the Branch. Even under Core Banking, if we
were to assume full data availability, the sheer
number of accounts make the task difficult
today. The auditor of this note does subscribe
to an advanced application to help achieve
this but such software is yet to be designed.
Therefore the Branch auditor needs to ensure
WKDWWKHDFFRXQWVULVNFODVVL¿FDWLRQHYHQRIWKH
Savings and the Current account are done to
his satisfaction. RISK CLASSIFICATION NEED
NOT BE AUTOMATIC. THERE ARE MANY

•

The directions also mention that the information
collected from different categories of customers
relating to the perceived risk, is non-intrusive
DQGWKHVDPHVKRXOGEHVSHFL¿HGLQWKH.<&
policy.
Periodic review of Risk Categorisation
The RBI directions also state that Banks will
undertake on-going due diligence of customers to
ensure that their transactions are consistent with
their knowledge about the customers, customers’
EXVLQHVVDQGULVNSUR¿OHDQGWKHVRXUFHRIIXQGV
For example, the following activities should be
monitored by the banks.
•

Large and complex transactions including
RTGS transactions, and those with unusual

Audit in CBS Environment

patterns, inconsistent with the normal and
expected activity of the customer, which have
no apparent economic rationale or legitimate
purpose.

•

A certified copy of the proof of address
forwarded by ‘low risk’ customers through mail/
post, etc., in case of change of address shall
be acceptable.

•

Transactions which exceed the thresholds
SUHVFULEHGIRUVSHFL¿FFDWHJRULHVRIDFFRXQWV

•

Physical presence of low risk customer at the
time of periodic updation shall not be insisted.

•

High account turnover inconsistent with the
size of the balance maintained.

4.

Anti Money Laundering (AML) Application
and its accurate representation

•

Deposit of third party cheques, drafts, etc.
in the existing and newly opened accounts
followed by cash withdrawals for large
amounts.

The Branch Auditor is the last sentinel to
protect the Bank from abuse of this aspect.
As the governing body – The Reserve Bank
has amply reminded by issuance of various
circulars, the Statutory Auditor needs to cover
this aspect. Most CBS Banks have resorted
to software application for AML reporting. This
software application may be from the CBS
application provider or a third party software.
Whatever be the case, the common feature of
concern is that this module or application is an
‘afterthought’ as the AML guidelines came in
force more than two decades after CBS. The
fundamental feature of this module/application
is that it ‘reads’ data from CBS and processes
it for its report. This feature of ‘reading’ is
important because many Banks boast NIL
cases. This is usually because of ‘mapping’
error. This module looks at the wrong places
and comes back with no cases to report which
is misconstrued as NIL returns. Auditor can
also scrutinise the ‘white listing’ of cases where
the branch is better suited to remove the cases
of suspicious transactions based on some
rules of deposit and withdrawal which are also
specified by the Reserve Bank of India. The
reasons for not considering the transaction as
suspicious is within the realm of the branch,
by identifying Retail cash business of account
holder like petrol service station or grocer
etc. The classification rules are set normally
at the Data Centre which the Branch Auditor
need not concern with. But the reasons and
UHSOLHVGH¿QLWHO\DUHRIKLVFRQFHUQWRHQVXUH
these are logical and do not undermine the
objectives of AML. Low AML training of Bank
staff emphasises the intervention of the Branch
Auditor for AML audit.

The extent of such monitoring should be aligned
with the risk category of the customer which means
that high risk accounts have to be subjected to
PRUHLQWHQVL¿HGPRQLWRULQJ$SHULRGLFUHYLHZRIULVN
categorisation is also stated in the RBI directions
(at least once in six months). The RBI directions
specifically state the example of transactions of
PDUNHWLQJ ¿UPV HVSHFLDOO\ DFFRXQWV RI 0XOWLOHYHO
Marketing (MLM) companies where a large number
of cheque books are sought by the company and/
or multiple small deposits (generally in cash) across
the country in one bank account and/or where a
large number of cheques are issued bearing similar
amounts/dates.
Periodic Updation of KYC based on Risk
Categorisation
The RBI directions on KYC clearly mention that the
periodicity of KYC updation should be based on the
ULVNSUR¿OHRIWKHFXVWRPHU3HULRGLFXSGDWLRQRI.<&
should be carried out
•

At least once in every two years for high risk
customers

•

Once in every eight years for medium risk
customers

•

Once in every ten years for low risk customers

The periodic updation is also subject to the following
conditions.
•

Fresh proofs of identity and address shall not
be sought at the time of periodic updation,
from customers who are categorised as ‘low
risk’, when there is no change in status with
respect to their identities and addresses and a
VHOIFHUWL¿FDWLRQWRWKDWHIIHFWLVREWDLQHG

5.

Revenue Accuracy assurance
When most Banks, even the co-operative
Banks have evolved to CBS, a topic of
discussion like Revenue leakages seems prima
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facié redundant because the involved computer
servers are the latest generation of machines
KDYLQJIRXUWHHQÀRDWLQJGHFLPDOSRLQW3HUKDSV
one may have to reconcile time period of
this discussion being that of transitory to the
destination of perfection, until which, we shall
have to recognize the feature of imperfection,
thus adjusting our audit plan to the inevitable
verification of revenue accuracy even in the
presence of the formidable machines and
WKHLUPDJQL¿FHQWFKLSV,IRQHZHUHWRDWWHPSW
a classification of the revenue errors, one
might see a range of errors with severity to
make most of us lose sleep or re-calculate
every computer print. Analysis will show that
operational or user error is the major cause
and in very few cases, the software coding
may be the cause of the error.
¾

¾

Interest not levied on a particular
product of the Bank: e.g. Advance
against Mutual Funds. All advances
made under the new product will suffer
the same fate. Since interest and all
charges run are executed at the Data
Centre, if one account is skipped, all
accounts will be skipped at least for
the branch. The source of the error is
most likely at the time new product is
set up by the Data Centre. Mapping
of the account (technical jargon) may
not be done to the interest procedure.
This means that the interest or charges
procedure which is activated manually
by the Data Centre does not have this
product in its list.
Non-responsiveness of rate to
increase of PLR/TLPLR/WCPLR etc.
When the rate sanctioned for an account
are linked to Prime lending rates - PLR
(say 1% over PLR) then the intention
& expectation is that any change in
the PLR will change the rates of ALL
such accounts. Some accounts or group
of accounts do not respond to the
changes in the rates leading to under/
over recovery of interest. Two possible
reasons causing such a situation may be:
o
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The user has not opened the
account correctly in the interest
section.

o

¾

Account converted from legacy
system may not carry the PLR
link feature of the new system.
Ideally, this should have been
detected under conversion audit
and corrected.

Installment holiday miscalculates the
total Equal Monthly installments (EMI)
Where the borrower is eligible for
EMI holiday (e.g. housing loan under
construction or education loan) and the
calculation of EMI is done manually
there is a possibility of over or under
recovery. Under recovery in such cases
lead to ‘self caused’ NPAs. It is also not
uncommon to note over-recovery where
the loan accounts reach credit balances.
This is usually a manual error caused by
lackadaisical supervision at the time of
account opening which is the time of EMI
calculation.

¾

Error in varying interest rate in a
single advance account: OD against
Bank’s own fixed deposits may not
always be right. E.g. 12% up to ` 2
lakh & 14% between 2 lakh and 4 lakh.
Since the manual calculation is a simple
procedure, one expects it to be in the
software with ease. Reality however
dictates its success contingent on the
caliber of the programmers. A sample
audit will be in good stead. Under or
over recovery is the result. Normally, the
borrower would be the first to object in
case of over recovery.

In conclusion
One hopes to reach the level of perfection until
which this transitory phase shall be the irony of our
audit activity where we have to re-check on our
` 200 calculator whether the ` 20 lakh computer
KDV GRQH LWV FDOFXODWLRQ FRUUHFWO\ ,Q FRQFOXVLRQ
though computers deliver accurate results, it is only
because of a combination of user accuracy with that
of the programmer. Auditors may be able to manage
with the right reports of the system itself and a bit of
sample testing to perform their given task.


$XGLW5HSRUW &HUWLÀFDWHV

,QFOXGLQJ%DVHO,,, *KRVK -LODQL

CA Vinod M. Karandikar
In the current scenario banking industry is facing
QXPHURXVFKDOOHQJHVLQWKH¿QDQFLDO DFFRXQWLQJ
sectors. Effective bank audit has assumed
tremendous importance in the banking industry ever
since it is established. Bank audit is an important
tool for all banks for better optimisation of its overall
management.
Banking industry function as generally understood
involves mobilisation of deposits and its deployment
across various sectors of the economy in the form
ORDQV DGYDQFHV+RZHYHULQUHFHQWWLPHVEDQNLQJ
LQGXVWU\ KDV H[SHULHQFHG PXOWLIXQFWLRQDO JURZWK
EHVLGHVDFFHSWDQFHRIGHSRVLWV LWVGHSOR\PHQWDV
ORDQV DGYDQFHV%DQNLQJLQGXVWU\LVDEDFNERQHRI
HFRQRP\ WKHUHIRUHLWVSURSHUPRQLWRULQJDVVXPHV
utmost importance.
In India banking sector is broadly divided into
*RYHUQPHQW RZQHG EDQNV GLVWULFW EDQNV XUEDQ
FRRSHUDWLYH EDQNV SULYDWH VHFWRU EDQNV HWF
Various banks are expanding fast not only in size
RI EXVLQHVV EXW E\ ZD\ RI JHRJUDSKLFDO VSUHDG DV
ZHOO9DULRXVUHJXODWRU\UHTXLUHPHQWVDUHVSHFL¿HG
IRUDOOVXFKEDQNV YDULRXVIRUPVRIDXGLWVDVVXPH
JUHDW LPSRUWDQFH WR HQVXUH FRPSOLDQFH ZLWK VXFK
UHJXODWRU\ UHTXLUHPHQWV$XGLW LV DQ LPSRUWDQW
mechanism to ensure proper monitoring over the
functioning of the bank.
%DQNEUDQFKDXGLWLVD\HDUO\WDVN RYHUWKH\HDUV
has necessitated proper planning due to various
IDFWRUVZKLFKLQFOXGHV
•

Time allotted for completion of audit is very
OLPLWHG  HQWLUH YHULILFDWLRQ WDVN LQFOXGLQJ
submission of report need to be ensured
EHIRUHVSHFL¿HGGDWH



,QFUHDVH LQ LQVWDQFHV  QHZHU WHFKQLTXHV RI
fraud.



7RWDO FRPSXWHULVDWLRQ RI HQWLUH IXQFWLRQLQJ 
various activities are recorded by the computer
programmes.

•

Spread of core EDQNLQJ SODWIRUP LQWHU
FRQQHFWLYLW\ HFRPPHUFHEDQNLQJ



'LIIHUHQW EDQNV XVH YDULHG KDUGZDUH ZLWK
various features.



9DULRXV W\SHV RI VRIWZDUH GHYHORSHG E\
different vendors and many a times developed
DV SHU VSHFLILF UHTXLUHPHQWV RI D SDUWLFXODU
EDQN6RPHWLPHVVXFKVRIWZDUHDOVRGLIIHUVLQ
features amongst the different branches of the
same bank.

•

Banking industry is experiencing high rate
RI JURZWK RI 13$V  LW LV QHFHVVDU\ WR NHHS
WUDFNRQVWULQJHQW FKDQJLQJQRUPVRILQFRPH
UHFRJQLWLRQ DVVHWFODVVL¿FDWLRQ



$XGLWRUV DUH DOVR UHTXLUHG WR NHHS WUDFN RI
various internal circulars issued by the bank
LQWKHYDULRXVDUHDVRIIXQFWLRQLQJDVZHOODV
regulatory guidelines.

Statutory auditors are appointed by RBI in
DVVRFLDWLRQ ZLWK ,&$, WR HPSDQHO &KDUWHUHG
$FFRXQWDQWVIRUWKHDVVLJQPHQW6WDWXWRU\DXGLWRUV
are not expected to look after the routine areas
of banking transactions. Such transactions are
expected to be verified by concurrent/internal
DXGLWRUV +RZHYHU VWDWXWRU\ DXGLWRUV DUH H[SHFWHG
to go through report of concurrent/internal auditors
WR KHOS WKHP WR IRUP WKHLU RSLQLRQ 6WDWXWRU\$XGLW
PDLQO\ORRNVDIWHUYHUL¿FDWLRQRIORDQV DGYDQFHV
SURSHU LGHQWLILFDWLRQ  FODVVLILFDWLRQ RI DGYDQFHV
 FRPSOLDQFH ZLWK LQFRPH UHFRJQLWLRQ QRUPV
YHULILFDWLRQ RI &55 6/5 HWF DQG RWKHU VWDWXWRU\
compliance as per latest applicable RBI circulars.
,WLVRIWHQWHUPHGDV%DODQFH6KHHW 3UR¿W /RVV
account audit. The audit is most important even for
the bank as this task decides among other important
WKLQJV ± WKH 13$ 13$ DQG LWV SURYLVLRQLQJ DIIHFW
the profits of the Bank and hence the Balance
6KHHW DQG 3UR¿W DQG /RVV$FFRXQW DQG ¿QDOO\ WKH
distribution of dividend to shareholders.
Thus the statutory bank branch audit is an important
activity to ensure no fraud is being committed –
the overall aim is to ensure fair and just banking
practice.
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Though the audit of a bank is like the audit of any
RWKHUHQWLW\WKHPDLQGLIIHUHQFHLVWKHGHSHQGHQF\
of extensive number of stakeholders on the report
RI WKH 6WDWXWRU\$XGLWRURSLQLRQV H[SUHVVHG E\
WKHP %HVLGHV UHJXODU UHSRUWV WKDW DUH UHTXLUHG WR
EH JLYHQ VWDWXWRU\ DXGLWRU KDV WR SURYLGH VSHFLILF
UHSRUWVFHUWL¿FDWHVWRFRPSO\ZLWKWKHUHTXLUHPHQWV
of various stakeholders.
$ERYH UHIHUUHG UHSRUWFHUWLILFDWHV DUH EDVLFDOO\
UHTXLUHG WR EH VXEPLWWHG E\ &HQWUDO 6WDWXWRU\
$XGLWRUV +RZHYHU &HQWUDO 6WDWXWRU\$XGLWRUV DUH
UHTXLUHG WR UHO\ RQ UHSRUWFHUWLILFDWHV LVVXHG E\
%UDQFK6WDWXWRU\$XGLWRUV

DGGLWLRQDOUHSRUWLQJLQWKHDXGLWUHSRUW KRZ
to incorporate such matters in the audit report
are also to be kept in mind.


,&$, KDV DOVR SUHVFULEHG DXGLW UHSRUW IRUPDW
VSHFLILFDOO\ IRU EDQN EUDQFK DXGLW UHSRUW
NHHSLQJ LQ OLQH ZLWK WKH UHTXLUHPHQWV RI WKH
UHYLVHG6$



$XGLWRU LV DOVR UHTXLUHG WR HQVXUH WKDW
DGHTXDWH LQIRUPDWLRQ UHFRUGV  GRFXPHQWV
are made available to enable him to form
KLV RSLQLRQ ,I WKDW QRW EH WKH FDVH DXGLWRU
needs to highlight the fact under the head
modification/disclaimer of opinion if in his
judgment his opinion is likely to be vitiated due
to non-availability of information/documents.
,Q WKH H[WUHPH FDVH ZKHUH WKH DXGLWRU LV
UHTXLUHGWRLVVXHDTXDOL¿HGUHSRUWLWZRXOGEH
necessary on his part to substantiate the facts
DQGUHDVRQVIRUJLYLQJDTXDOL¿HGUHSRUW

•

Other matters paragraph in the branch audit
UHSRUW UHTXLUH DXGLWRU WR JLYH LQIRUPDWLRQ
LQ WKH SUHVFULEHG IRUPDW IRU 02&V XQGHU
GLIIHUHQWKHDGVRILQFRPHH[SHQGLWXUHDVVHWV
OLDELOLWLHV 13$V FODVVLILFDWLRQ RI DGYDQFHV
5LVN :HLJKWHG$VVHWV  RWKHU PDWWHUV ZLWK
number of entries.

7KLV DUWLFOH PDNHV DQ DWWHPSW WR WKURZ OLJKW RQ
LPSRUWDQWDVSHFWVWREHNHSWLQPLQGZKLOHVXEPLWWLQJ
YDULRXVDXGLWUHSRUWV FHUWL¿FDWHV
BANK BRANCH AUDIT REPORT
Important Factors

$XGLW5HSRUWIRUPDWLVDVSUHVFULEHGXQGHUWKH
%DQNLQJ5HJXODWLRQ$FW
•

Though generally the specimen format is
SURYLGHG E\ WKH %DQN DXGLWRU VKRXOG GUDIW
it properly to give proper reference for all
REVHUYDWLRQV TXDOL¿FDWLRQV



$OO6WDQGDUGVRQ$XGLWLQJ 6$ IRUWKHFRQGXFW
RIWKH$XGLWDQGLVVXHRIWKH$XGLW5HSRUWDUH
HTXDOO\DSSOLFDEOHWR%DQN$XGLW



6WDWXWRU\$XGLW5HSRUW/)$5RWKHUUHSRUWV 
FHUWL¿FDWHV DUH LQGHSHQGHQW7KHUHIRUH FURVV
UHIHUHQFLQJIRUDQ\FRPPHQWVRUTXDOL¿FDWLRQV
should not be done. The report is independent
 VWDQGDORQH UHSRUW  WKHUHIRUH DOO FULWLFDO
issues to be addressed in this report.



$XGLWRU QHHG WR NHHS LQ PLQG WKH PDWWHUV
VSHFLILHG XQGHU WKH SDUDJUDSK µ$XGLWRUV¶
5HVSRQVLELOLW\¶ $XGLWRU QHHG WR NHHS LQ
PLQG VWDQGDUGV RQ DXGLWLQJ LVVXHG E\ ,&$,
ZKLOH FRQGXFWLQJ WKH DXGLW )RU GHFLGLQJ RQ
DXGLW SURFHGXUHV KH DOVR QHHGV WR HYDOXDWH
LQWHUQDOFRQWURO+HLVDOVRUHTXLUHGWRHYDOXDWH
DSSURSULDWHQHVV RI DFFRXQWLQJ SROLFLHV
DFFRXQWLQJ HVWLPDWHV  RYHUDOO SUHVHQWDWLRQ
RIWKH¿QDQFLDOVWDWHPHQWV*XLGHOLQHVLVVXHG
E\ ,&$, FRQWHPSODWLQJ VLWXDWLRQV ZKHUHLQ
VWDWXWRU\ SURYLVLRQV UHTXLUH GLIIHUHQW RU
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LONG FORM AUDIT REPORT (LFAR)
)ROORZLQJLPSRUWDQWSRLQWVWREHNHSWLQPLQG


/)$5 LV DQ DGGLWLRQDO DXGLW UHSRUW WR EH
submitted to the management in the prescribed
format.



7KH IRUPDW LV ILUVW SUHVFULEHG LQ  E\
5%, DQG DPHQGHG VXEVHTXHQWO\ DV SHU WKH
UHSRUWLQJ UHTXLUHPHQW (YHU\ \HDU WKH IRUPDW
RI/)$5LVSUHVFULEHGE\WKH%DQN



7KHIRUPDWLVGHYLVHGLQVXFKDZD\VRDVWR
SRLQWRXWODFXQDHLQWKHRSHUDWLRQV LQWHUQDO
control mechanism of the Bank.



$V WKH /)$5  VWDWXWRU\ DXGLW UHSRUW DUH
LQGHSHQGHQW DQG GLIIHUHQW UHSRUWV FURVV
UHIHUHQFLQJIRUDQ\FRPPHQWVRUTXDOL¿FDWLRQV
should not be done.



5%, KDV SUHVFULEHG WZR IRUPDW RI /)$5 YL]
/)$5 IRU WKH %DQN DV D ZKROH  /)$5 IRU
branches of the Bank.

$XGLW5HSRUW &HUWLÀFDWHV ,QFOXGLQJ%DVHO,,, *KRVK -LODQL







$V/)$5LVLQDTXHVWLRQQDLUHIRUPDWDQVZHU
WR DOO TXHVWLRQV VKRXOG EH JLYHQ FOHDUO\
:KHUHYHUUHTXLUHGDXGLWRULVUHTXLUHGWRJLYH
DGGLWLRQDOLQIRUPDWLRQUHOHYDQWWRWKHTXHVWLRQ



/)$5LVQHLWKHUDVXEVWLWXWHIRUWKHPDLQDXGLW
report nor it is deemed to be a part of the audit
report.
$Q\ DGYHUVH FRPPHQW LQ /)$5 QHHG QRW
QHFHVVDULO\ UHVXOW LQ TXDOL¿FDWLRQ LQ WKH PDLQ
audit report.

$V WKHUH LV D VHSDUDWH FKDSWHU RQ /)$5 LQ WKLV
0DQXDO UHSRUWLQJ UHTXLUHPHQWV XQGHU YDULRXV
FODXVHVLVQRWGLVFXVVHGLQWKLVZULWHXS

&KHFNSRLQWVIRUWKHDXGLWRUDUH


(OLJLELOLW\1RUPV±$JH(GXFDWLRQ$QQXDO
)DPLO\ ,QFRPH UHVLGHQF\ LQ WKH ORFDO
DUHD SUHYLRXV ORDQ UHSD\PHQW VWDWXV ±
ZKHWKHU GHIDXOWHU" UHVWULFWLRQ RQ RQH
member of family



(OLJLEOH$FWLYLWLHV



5HOD[DWLRQ RI 305< QRUPV IRU FHUWDLQ
states



3URMHFW )XQGLQJ ± SURMHFW SUHSDUDWLRQ
FRPSRQHQWVRISURMHFWFRVWFRPSRQHQWV
RI SURMHFW FRVW VXEVLG\ DQG 0DUJLQ
Money

•

Subsidy ceiling

TAX AUDIT REPORT (U/S. 44AB OF THE
INCOME-TAX ACT)

)RUP  &$ ±$XGLW 5HSRUW  )RUP  &' ±
statement of particulars

)RUGHWDLOVEUDQFKDXGLWRULVH[SHFWHGWRJRWKURXJK
the master circular issued by the Reserve Bank of
India.



,QIRUPDWLRQLQPRVWRIWKHFODXVHVLVSUH¿OOHG
by the Bank in the printed format provided.

9



$V VRPH RI WKH LWHPV DUH DSSOLFDEOH RQO\ DW
+HDG 2IILFH /HYHO RQO\ IHZ FODXVHV UHTXLUH
reporting on the part of branch auditor.

DICGC CLAIMS
In recent years most of the banks have
GLVFRQWLQXHG RQ WKLV  JHQHUDOO\ QR DPRXQWV
DUH FODLPHG RU UHFHLYHG +RZHYHU LQ VXFK
FDVHV DXGLWRUV DUH H[SHFWHG WR LVVXH 1,/
FHUWL¿FDWHV



:KHUHYHU VXFK FODLPV DUH UHTXLUHG WR EH
FHUWL¿HGFKHFNSRLQWVDUH

$V WKHUH LV VHSDUDWH FKDSWHU RQ 7$;$8',7 LQ
WKLV 0DQXDO UHSRUWLQJ UHTXLUHPHQWV XQGHU YDULRXV
FODXVHVLVQRWGLVFXVVHGLQWKLVZULWHXS
CERTIFICATES
%HVLGHV DXGLW UHSRUW EUDQFK DXGLWRU LV UHTXLUHG WR
issue various certificates in the various functional
DUHDV RI WKH %DQN 6RPH LPSRUWDQW FHUWLILFDWHV 
DUHDV RI YHUL¿FDWLRQ DUH GLVFXVVHG LQ WKH IROORZLQJ
SDUDJUDSKV
9

PMRY (Prime Minister Rojgar Yojna)
Reserve Bank of India has issued circular
describing therein scheme to provide
employment to educated unemployed youth of
HFRQRPLFDOO\ ZHDNHU VHFWLRQV7KH VFKHPHV
aim at assisting the eligible youth in setting up
VHOIHPSOR\PHQWYHQWXUHVLQ,QGXVWU\VHUYLFH 
business sectors.
Each Bank should obtain certificate from
statutory auditors certifying the correctness
of claims made by the Bank in respect of the
VXEVLG\XQGHU305<VFKHPH

9

•

Whether appropriate claims have been
ORGJHGZLWK',&*&"

•

Whether claims received are appropriated
WRUHVSHFWLYHDFFRXQW"



:KHWKHU LQ UHFRYHUHG DFFRXQWV
proportionate claims have been refunded
WR',&*&"



$FWXDOFODLPOHWWHUVLQWKHUHOHYDQWIRUPDW
GDWHVRIVXEPLVVLRQRIFODLPV

•

Statement of claims settled received from
',&*&



<HDUZLVHEUHDNXSRIRXWVWDQGLQJFODLPV

CERTIFICATE FOR CASH AND BANK
BALANCES

&HUWL¿FDWH LV UHTXLUHG WR DUULYH DW &55
6/5 SRVLWLRQ IRU WKH %DQN WR HQVXUH
YHUL¿FDWLRQZLWKWKHFRPSOLDQFHQRUPV
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9



%UDQFKDXGLWRUVDUHUHTXLUHGWRFHUWLI\WKH
VDPHIRUQRQUHSRUWLQJ)ULGD\V¶RIWKH
year

•

Since in current times all banks are
RQ &%6 SODWIRUP PDQ\ EDQNV DUH QRW
DVNLQJIRUVXFKFHUWL¿FDWLRQIURPEUDQFK
auditors



&DVKEDODQFHWRLQFOXGHFDVKLQ$70LI
attached to the branch



%DQNEDODQFHVZKHUHUHFRQFLOLDWLRQLWHPV
have not been accounted for should
be considered in the bank balance and
VXLWDEOH02&WREHSDVVHG

CERTIFICATE OF INVESTMENT HELD

7KLVFHUWL¿FDWHLVUHTXLUHGLQFRQQHFWLRQ
ZLWKLQYHVWPHQWVKHOGE\WKHEUDQFKRQ
EHKDOIRI+2&HQWUDO2I¿FH
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9

SEGMENT REPORTING

$OO EDQNV DUH UHTXLUHG WR GR SURSHU
GLVFORVXUH RI EXVLQHVV  JHRJUDSKLFDO
sector reporting
•

Branch auditors are expected to verify
VXFK GLVFORVXUH LV GRQH SURSHUO\
UHDVRQDEO\ FRQVLVWHQWO\



%UDQFK DXGLWRUV DUH UHTXLUHG WR NHHS
LQ PLQG $6  LVVXHG E\ ,&$, ZKLOH
FDUU\LQJ RXW VXFK YHULILFDWLRQ$XGLWRUV
are expected to go through the notes of
DFFRXQWV WR XQGHUVWDQG EDVLV RQ ZKLFK
VHJPHQWVDUHLGHQWL¿HGDQGXQGHUVWDQG
IURP WKH PDQDJHPHQW ZKHWKHU WKHUH LV
DQ\ FKDQJH LQ WKH FODVVL¿FDWLRQ FULWHULD
during the current year

•

Business segment is usually considered
DV µ3ULPDU\ 5HSRUWLQJ )RUPDW¶ 
geographical segment as ‘Secondary
5HSRUWLQJ)RUPDW¶



%DODQFHV DUH UHTXLUHG WR EH FURVV
FKHFNHGZLWK*/KHDG





$XGLWRUVDUHDOVRH[SHFWHGWRSK\VLFDOO\
YHULI\FHUWL¿FDWHVDQGFRQ¿UPWKHDPRXQW
ZLWK*/EDODQFH

7KHEXVLQHVVVHJPHQWVZLOOEHµ7UHDVXU\¶
µ&RUSRUDWH:KROHVDOH %DQNLQJ¶ µ5HWDLO
%DQNLQJ¶ µ2WKHU%DQNLQJ2SHUDWLRQV¶



µ'RPHVWLF¶ µ,QWHUQDWLRQDO¶VHJPHQWVZLOO
be geographic segments for disclosure



)RUPDW IRU GLVFORVXUH XQGHU VHJPHQW
UHSRUWLQJ DV SUHVFULEHG E\$6  LV DV
under



3DUW$%Xsiness Segments

•

If investments are held in D-mat form the
VDPHDOVRQHHGWREHYHUL¿HG



9DOXDWLRQ SURYLVLRQLQJUHTXLUHGLIDQ\
also need to be reported

$XGLW5HSRUW &HUWLÀFDWHV ,QFOXGLQJ%DVHO,,, *KRVK -LODQL

(` in crore)
Business
6HJPHQWVĺ
Ļ3DUWLFXODUV

Treasury
Current
Year

3UHYLRXV
Year

Corporate/ Wholesale
Banking
Current
Year

3UHYLRXV
Year

Retail Banking
Current
Year

Other Banking
Operations

3UHYLRXV Current
Year
Year

Total

3UHYLRXV
year

Current
Year

3UHYLRXV
Year

5HYHQXH
Result
Unallocated
expenses
Operating
SUR¿W
Income
taxes
Extraordinary
SUR¿WORVV
1HWSUR¿W
Other
Information:
Segment
assets
Unallocated
assets
Total
assets
Segment
liabilities
Unallocated
liabilities
Total
liabilities
•

Part B : Geographic Segments
(` in crore)
Domestic
Current Year Previous Year

International
Current Year

Previous Year

Total
Current Year

Previous Year

Revenue
Assets
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9

CERTIFICATE ON RISK WEIGHTED ASSETS
FOR BASEL-CRAR

%DQNV DUH UHTXLUHG WR PDLQWDLQ D
PLQLPXPSUHVFULEHGRI&DSLWDOWR5LVN
:HLJKWHG$VVHWV 5DWLR RQ DQ RQJRLQJ
basis


•

Branch auditors are expected to be
DZDUH RI GHWDLOHG JXLGHOLQHV LVVXHG E\
5%,RQ&5$5



$W EUDQFK OHYHO JHQHUDOO\ SUHSULQWHG
IRUPDW ZLWK ULVN ZHLJKWV DVVLJQHG WR
YDULRXV */ KHDGV LV DYDLODEOH */
amounts are reported against such items





9

7KH GHWDLOV RI FUHGLW ULVN ZHLJKWV IRU
YDULRXV RQEDODQFH VKHHW  RIIEDODQFH
VKHHW LWHPV EDVHG RQ WKH GHJUHH
of credit risks and methodology of
FRPSXWLQJ WKH ULVN ZHLJKWHG DVVHWV IRU
WKHFUHGLWULVNVDVZHOODVWKHSURFHGXUH
for calculating capital charge prescribed
by the Reserve Bank of India

$XGLWRUVDUHH[SHFWHGWRYHULI\QRWRQO\
FRUUHFWQHVV RI */ DPRXQW UHSRUWHG EXW
DV ZHOO DV FRQILUP WKDW ULVN ZHLJKWV
DVVLJQHG DUH LQ OLQH ZLWK ODWHVW 5%,
circular
&HUWL¿FDWHLVVXHGE\EUDQFKDXGLWRUVDUH
FRQVLGHUHGE\&HQWUDO6WDWXWRU\$XGLWRUV
IRU FHUWLILFDWLRQ RI &5$5 IRU EDQN DV D
ZKROH

CERTIFICATE ON NPAs
•
Branch auditor should be completely
DZDUH RI 5%, JXLGHOLQHV IRU µ$VVHW
&ODVVL¿FDWLRQ ,QFRPH5HFRJQLWLRQ¶
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+HVKRXOGDOVREHDZDUHRISURYLVLRQLQJ
UHTXLUHPHQWV EDVHG RQ DVVHW
FODVVL¿FDWLRQ



,IDXGLWRUGLVDJUHHVZLWKWKHFODVVL¿FDWLRQ
GRQH E\ WKH EUDQFK KH VKRXOG FOHDUO\
EULQJRXWWKHIDFWZLWKSURSHUMXVWL¿FDWLRQ
QRWH +H LV DOVR UHTXLUHG WR JLYH WKH
complete details of the same in the
VWDWHPHQW RI 02&V LQ WKH IRUPDW
prescribed

9



$XGLWRUV DUH H[SHFWHG WR YHULI\ XS
gradation done by the branch vis-à-vis
FODVVL¿FDWLRQGRQHHDUOLHU



$XGLWRUVDUHH[SHFWHGWRSURSHUO\YHULI\
QHZVOLSSDJHVGXULQJWKH\HDU



$XGLWRUV DUH H[SHFWHG WR YHULI\ SURSHU
DFFRXQWLQJ RI UHFRYHULHV GRQH LQ 13$
accounts during the year under audit



$XGLWRUV DUH H[SHFWHG WR YHULI\ WKH
VWDWHPHQWRIPRYHPHQWLQ13$V±*URVV
13$VDQG1HW13$V

CERTIFICATE
ON
AMOUNTS
TRANSFERRED TO DEAF

$V SHU 5%, JXLGHOLQHV LQRSHUDWLYH
GHSRVLWV RI PRUH WKDQ  \HDUV WR EH
transferred to RBI under Depositor
(GXFDWLRQDQG$ZDUHQHVV)XQG


$XGLWRUV VKRXOG YHULI\ WKDW VDYLQJ EDQN
interest is properly provided for by the
branch on all the deposit accounts from
the date they became inoperative till the
GDWHRIWUDQVIHUWR'($)



$PRXQWV FODLPHG E\ GHSRVLWRUV IURP
'($)WREHWHVWFKHFNHGZLWKUHIHUHQFH
WR.<&FRPSOLDQFH

•

On the date of transferring the amount
WR WKH IXQG WKH EDQN VKRXOG PDLQWDLQ
FXVWRPHUZLVH GHWDLOV YHULILHG E\ WKH
FRQFXUUHQW DXGLWRUV LQFOXGLQJ SD\PHQW
RI XS WR GDWH LQWHUHVW DFFUXHG WKDW KDV
been credited to deposit account till the
GDWHRIWUDQVIHUWRWKH)XQGZLWKUHVSHFW
to interest bearing deposits. With respect
to non-interest bearing deposits and
RWKHU FUHGLWV WUDQVIHUUHG WR WKH )XQG
FXVWRPHUZLVH GHWDLOV GXO\ DXGLWHG
VKRXOGEHPDLQWDLQHGZLWKWKH%DQN7KH
concurrent auditors should also verify
DQGFHUWLI\WKDWDVSHUWKHEDQN¶VERRNV
the returns have been correctly compiled
by the bank in the monthly and yearly
returns submitted to RBI. The above
UHWXUQVVKDOODOVREHYHUL¿HGE\VWDWXWRU\
auditors at the time of annual audit and
an annual certificate shall be obtained
IURPVWDWXWRU\DXGLWRUVDQGIRUZDUGHGWR

$XGLW5HSRUW &HUWLÀFDWHV ,QFOXGLQJ%DVHO,,, *KRVK -LODQL

5%,FHUWLI\LQJWKDWWKHUHWXUQVKDYHEHHQ
correctly compiled by the bank


9

$XGLWRUVDUHH[SHFWHGWREHZHOOYHUVHG
ZLWK WKH 5%, JXLGHOLQHV DV XSGDWHG
from time to time and verify compliance
thereof.

CERTIFICATE WITH COMPLIANCE WITH
ASSETS LIABILITY MANAGEMENT (ALM)
NORMS
Banks and financial institutions provide
VHUYLFHVZKLFKH[SRVHWKHPWRYDULRXVNLQGV
RI ULVNV OLNH FUHGLW ULVN LQWHUHVW ULVN DQG
OLTXLGLW\ ULVN$VVHWV /LDELOLW\ 0DQDJHPHQW
models enable banks to measure and monitor
ULVN DQG SURYLGH VXLWDEOH VWUDWHJLHV IRU WKHLU
PDQDJHPHQW $Q HIIHFWLYH$VVHWV /LDELOLW\
0DQDJHPHQW 7HFKQLTXHV DLPV WR PDQDJH
WKH YROXPH PL[ PDWXULW\ UDWH VHQVLWLYLW\
TXDOLW\ DQG OLTXLGLW\ RI DVVHWV DQG OLDELOLWLHV
DV D ZKROH VR DV WR DWWDLQ D SUHGHWHUPLQHG
DFFHSWDEOH ULVNUHZDUG UDWLR ,W LV DLPHG WR
VWDELOLVHVKRUWWHUPSUR¿WVORQJWHUPHDUQLQJV
and long-term substance of the bank. The
SDUDPHWHUV IRU VWDELOLVLQJ$/0 V\VWHPV DUH 
1HW,QWHUHVW,QFRPH 1,, 1HW,QWHUHVW0DUJLQ
1,0 (FRQRPLF(TXLW\5DWLR



%DQN¶V OLTXLGLW\ PDQDJHPHQW LV WKH SURFHVV
of generating funds to meet contractual or
relationship obligations at reasonable prices at
DOO WLPHV /LTXLGLW\ 0DQDJHPHQW LV WKH DELOLW\
of bank to ensure that its liabilities are met as
they become due. Standard tool for measuring
DQG PDQDJLQJ QHW IXQGLQJ UHTXLUHPHQWV LV
the use of maturity ladder and calculation
of cumulative surplus or deficit of funds as
selected maturity dates is adopted.
$OODVVHWVDQGOLDELOLWLHVWREHUHSRUWHGDVSHU
PDWXULW\SDWWHUQVLQWRPDWXULW\EORFNV
L

WRGD\V

LL

WRGD\V

LLL

GD\VDQGXSWRPRQWKV

2YHUPRQWKVDQGXSWRPRQWKV

Y

2YHUPRQWKVDQGXSWR\HDU

YL

2YHU\HDUDQGXSWR\HDUV

YLL

2YHU\HDUVDQGXSWR\HDUV

YLLL 2YHU\HDUV
%UDQFK DXGLWRUV DUH H[SHFWHG WR IROORZ GHWDLOHG
guidelines of the RBI to provide the certificate at
EUDQFKOHYHO$VWKHHQWLUHLQIRUPDWLRQUHTXLUHGIRU
FHUWL¿FDWLRQPD\QRWEHDYDLODEOHDWEUDQFKEUDQFK
DXGLWRU LV UHTXLUHG WR IROORZ SURSHU FKHFNV  ZRUG
KLVFHUWL¿FDWHSURSHUO\
9

CERTIFICATE ON COMPLIANCE OF GHOSH
& JILANI COMMITTEE RECOMMENDATION

¾


Ghosh Committee Recommendations
+LJKOHYHOFRPPLWWHHRQ)UDXGV 0DOSUDFWLFHV
LQ %DQNV XQGHU WKH &KDLUPDQVKLS RI 6KUL$
*KRVK ZDV VHW XS E\ 5%, WR HQTXLUH LQWR
various aspects of fraud and malpractices in
EDQNZLWKDYLHZWRUHGXFHVXFKLQFLGHQFHV



7KHVH UHFRPPHQGDWLRQV ZHUH VXPPDULVHG
E\ 5%, IRU WKH SXUSRVH RI UHSRUWLQJ 
LPSOHPHQWDWLRQ E\ WKH EDQN LQ D µ<HV¶ RU
µ1R¶ IRUPDW 5HFRPPHQGDWLRQV ZHUH IXUWKHU
FDWHJRULVHG LQWR L  DSSOLFDEOH WR FRQWUROOLQJ
RI¿FHVOLNH5HJLRQDODQG&HQWUDO2I¿FHV LL 
DSSOLFDEOH WR +HDG 2I¿FH DQG LY  DSSOLFDEOH
to Treasury Operations.



7KHPDLQREMHFWLYHRIWKHUHSRUWZDVWRHQVXUH
existence of proper systems in bank so as to
provide for

Banks use Real Time Information System
to gather the information about the maturity
behaviour of loans and advances made by all
the branches of the bank.


LY



6DIHW\RI$VVHWV



&RPSOLDQFHRIODLGGRZQSURFHGXUHV



$FFXUDF\ DQG FRPSOHWHQHVV
DFFRXQWLQJDQGRWKHUUHFRUGV



3URSHUVHJUHJDWLRQDQGURWDWLRQRIGXWLHV
DQGUHVSRQVLELOLWLHVRIVWDII



0HDVXUHVRISUHYHQWLRQRIIUDXGVDQG

•

Timely detection of frauds and
malpractices and taking corrective
actions.
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¾


Jilani Committee Recommendations
:RUNLQJ JURXS ZDV VHW XS E\ 5%, WR UHYLHZ
WKH LQWHUQDO FRQWURO  LQVSHFWLRQ  DXGLW
V\VWHPVLQEDQNVXQGHUWKH&KDLUPDQVKLSRI
0U5DVKLG-LODQL7KHSXUSRVHZDVWRUHYLHZ
WKH HIILFLHQF\  DGHTXDF\ RI LQWHUQDO FRQWURO
LQVSHFWLRQ DXGLWV\VWHPVLQEDQNVZLWKD
YLHZWRVWUHQJWKHQLQJWKHVXSHUYLVLRQV\VWHP
ERWKRQVLWH RIIVLWHDQGHQVXULQJUHOLDELOLW\
of data.



-LODQL
&RPPLWWHH
PDGH
YDULRXV
recommendations for strengthening internal
FRQWURO LQVSHFWLRQ  DXGLW V\VWHPV LQ EDQNV
under three broad categories based on areas
RIRSHUDWLRQVRIWKH%DQNV





('3(QYLURQPHQWLQ%DQNV



,QVSHFWLRQ,QWHUQDO$XGLWLQ%DQNV

•

Other Miscellaneous Matters

%DQNPDQDJHPHQWLVUHTXLUHGWRSUHSDUHWKLV
UHSRUWRQLPSOHPHQWDWLRQRI-LODQL&RPPLWWHH
5HFRPPHQGDWLRQV  TXHVWLRQV WR EH
DQVZHUHG LQ LPSOHPHQWHGQRW LPSOHPHQWHG
IRUPDW  WKHDXGLWRULVVXSSRVHGWRYHULI\WKH
DQVZHUVJLYHQE\WKHEUDQFK
Some of the recommendations of Jilani
&RPPLWWHH DUH WR EH LPSOHPHQWHG E\ WKH
EDQNVDWWKHEUDQFKRI¿FHOHYHOZKHUHDVVRPH
others are applicable to the regional/zonal/head
RI¿FHOHYHO+RZHYHUVRPHUHFRPPHQGDWLRQV
¿QGDSSOLFDELOLW\DWDOOOHYHOV

.H\TXHVWLRQQDLUHUHODWLQJUHFRPPHQGDWLRQVRI-LODQL&RPPLWWHHDUHOLVWHGEHORZ
Sr.
No.

Recommendation No.

Nature of Recommendation



39

)ROORZXSRQPDMRUVHULRXVLUUHJXODULWLHVGHWHFWHGGXULQJ
FRQFXUUHQW DXGLW LPPHGLDWHO\ WDNHQ XS ZLWK WKH +2$
WLPHERXQGDFWLRQSURJUDPPHIRUUHFWL¿FDWLRQWREHGUDZQ
XSDQGFORVHO\PRQLWRUHG)UDXGXOHQWWUDQVDFWLRQVWREH
UHSRUWHGWR9LJLODQFH&KLHIRI,QVSHFWLRQ$XGLWHWF

2

44

$XGLWRUV WR JHW PDMRULW\ RI LUUHJXODULWLHV UHFWLILHG GXULQJ
their stay at the branches concerned and guide them as
ZHOO



45

Immediate action to be taken to plug gaps in serious
LUUHJXODULWLHVUHYHQXHOHDNDJHVZKLFKKDYHVXUIDFHGGXH
WRORRSKROHVLQH[LVWLQJSURFHGXUHVDEQRUPDOGHYLDWLRQV
IURPODLGGRZQSURFHGXUHVQRUPVLQFRQVXOWDWLRQZLWKWKH
departments concerned by issue of fresh guidelines.



53

$SSURSULDWH FRQWURO PHDVXUHV VKRXOG EH GHYLVHG DQG
documented to prevent the computer system from
DWWDFNVRIXQVFUXSXORXVHOHPHQWV$OODVSHFWVRIVHFXULW\
UHOLDELOLW\DQGDFFHVVLELOLW\DUHHQVXUHGEHIRUHLQWURGXFWLRQ
RI('3DSSOLFDWLRQLQSODFHRIPDQXDOV\VWHPE\KDYLQJ
pilot parallel runs.



54

9DULRXV WHVWV WR EH FDUULHG RXW WR HQVXUH WKDW ('3
applications have resulted in consistent and reliable
V\VWHPIRULQSXWWLQJSURFHVVLQJDQGJHQHUDWLRQRIRXWSXW
of data.
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Implementation Status
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&HQWUDO 6WDWXWRU\$XGLWRUV KDYH UHSRUWHG LQ WKH
past that the reports received from branches on
*KRVK -LODQL&RPPLWWHHUHFRPPHQGDWLRQVDUHQRW
SURSHUO\YHUL¿HGE\DXGLWRUV WKDWWKH\DUHUHSOLFD
of previous reports. The auditor is supposed to
verify the correctness of the reports prepared by the
EUDQFK±LQFDVHRIQHJOLJHQFHWKHDXGLWRUPD\EH
held accountable.
9
BASEL III NORMS
7KH SXUSRVH RI LQWURGXFWLRQ RI %$6(/ QRUPV ZDV
IRU WKH SURWHFWLRQ RI GHSRVLWRUV  VKDUHKROGHUV E\
SUHVFULELQJUXOHVIRUPHDVXULQJFDSLWDODGHTXDF\ 
thereby evolving a common language to assess the
TXDOLW\RIDVVHWV OLDELOLWLHVRIWKHEDQNV HYROYLQJ
PHWKRGVRIGHWHUPLQLQJUHJXODWRU\FDSLWDO HQVXULQJ
HI¿FLHQWXVHRIFDSLWDO

WKH5%,KDVSUHVFULEHGWKH¿QDOJXLGHOLQHVRQ%DVHO
,,,&DSLWDO5HJXODWLRQV7KHPDLQIHDWXUHVRIWKHVH
JXLGHOLQHVDUH
•

Guidelines to be effective in a phased manner
IURP$SULO ZLOOEHIXOO\LPSOHPHQWHG
DVRQ0DUFK



&DSLWDOUHTXLUHPHQWVIRUWKHLPSOHPHQWDWLRQRI
%DVHO,,,JXLGHOLQHVDUHORZHUGXULQJWKHLQLWLDO
SHULRG KLJKHUGXULQJWKHODWHU\HDUV



/LTXLGLW\ &RYHUDJH 5DWLR LV LQWURGXFHG LQ
D SKDVHG PDQQHU ZLWK D PLQLPXP FDSLWDO
UHTXLUHPHQWRIIURP-DQXDU\ 
PLQLPXPRQ-DQXDU\



7KH EDQNV DUH UHTXLUHG WR GLVFORVH FDSLWDO
UDWLRVXQGHU%DVHO,,,IURPWKHTXDUWHUHQGLQJ
-XQH

,QEDQNVFDSLWDOLVRQHRIWKHFULWLFDOIDFWRUVZKLFK
GHFLGHLWV¿QDQFLDOVRXQGQHVV%DQNLQJ,QGXVWU\LV
VWDWHGWREHEDVHGRQWKUHHSLOODUV

It is also necessary to keep in mind amendments in
%DVHO,,,&DSLWDO5HJXODWLRQVWRPDVWHUFLUFXODU



0LQLPXP&DSLWDO5HTXLUHPHQWV

0DMRUFKDQJHVFRPSDUHGWR%DVHO,,QRUPVDUH

±

&UHGLW5LVN



,QFUHDVHLQPLQLPXP&DSLWDO$GHTXDF\5DWLR

–

Operational Risk



&RQFHSWRI&DSLWDO&RQVHUYDWLRQ%XIIHU

–

Market Risk



&RXQWHUF\FOLFDOEXIIHU



6WULQJHQWQRUPVIRUVXEFODVVL¿FDWLRQLQ7LHU,
and Tier II



7REHLPSOHPHQWHGLQSKDVHGPDQQHU



6XSHUYLVRU\5HYLHZ
±



*LYHVUHJXODWRUWRROIRUGHDOLQJZLWKRWKHU
ULVNV OLNH 6\VWHPLF 5LVN 3HQVLRQ 5LVN
&RQFHQWUDWLRQ5LVN

0DUNHW'LVFLSOLQH
±

6HWRIGLVFORVXUH5HTXLUHPHQWV

$SDUW IURP HQKDQFLQJ WKH VKDUHKROGHUV¶ YDOXH WKH
EDQN¶VPDQDJHPHQWLVHTXDOO\UHVSRQVLEOHWRHQVXUH
WKDW WKH EDQN¶V ILQDQFLDO VWDQGLQJ LV QRW FULSSOHG
E\ LUUDWLRQDO GHFLVLRQV OHG E\ PDUNHW IDFWRUV$
VXI¿FLHQWO\ MXVWL¿DEOH FDSLWDO OHYHO LV IDLU \DUG VWLFN
IRUDVWDNHKROGHULQFOXGLQJUHJXODWRUWRDVVHVVWKH
RYHUDOO¿QDQFLDOSRVLWLRQRIWKHEDQN$OVRIURPWKH
EDQN¶VSHUVSHFWLYHWKHUHLVDOZD\VDFRVWRIFDSLWDO
Therefore banks try to leverage by maintaining
VXI¿FLHQWFDSLWDORQO\,WLVLPSRUWDQWIRUWKHEDQNWR
PDLQWDLQVXI¿FLHQWFDSLWDOIRUIRUHVHHDEOHIXWXUHHOVH
LWZLOOLPSDFWWKHIXWXUHJURZWKRIWKHEXVLQHVVSODQV
7KH5%,KDVLVVXHGDFLUFXODUQXPEHU'%2'1R%3
%&GDWHG0D\RQWKH
subject of ‘Guidelines on Implementation of Basel
,,, &DSLWDO 5HJXODWLRQV LQ ,QGLD¶ Vide WKLV FLUFXODU

%$6(/,,,QRUPVDUHH[SHFWHGWR


,PSURYHWKHTXDOLW\FRQVLVWHQF\ WUDQVSDUHQF\
of the capital base – all elements of capital
UHTXLUHGWREHGLVFORVHGDORQJZLWKDGHWDLOHG
declaration to the published accounts. This
UHTXLUHPHQWZLOOLPSURYHWKHPDUNHWGLVFLSOLQH
XQGHUSLOODURIWKH%DVHOIUDPHZRUN



(QKDQFLQJ5LVN&RYHUDJH



&DSLWDO&RQYHUVLRQ%XIIHU

The audit report/certificates as discussed in the
DERYH SDUDJUDSKV DUH UHTXLUHG WR EH SULQWHG RQ
WKHOHWWHUKHDGRIWKH¿UP DUHWREHVLJQHGLQWKH
personal name of the partner by mentioning firm
QDPH PHPEHUVKLS QXPEHU  ILUP¶V UHJLVWUDWLRQ
QXPEHU 3URSHU UHSRUWLQJ GDWHV DOVR QHHG WR EH
ensured.
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Audit of Foreign Exchange
Transactions in Branch
CA. Kuntal Shah & CA. Dhananjay J. Gokhale
Introduction
With the opening of Indian economy in 1990, and
subsequent reforms undertaken by government
of India, the Indian economy is exposed to global
markets to a greater extent. One of the natural fallout of opening of economy is increased exposure
of Indian entities to global economy which requires
liberalised policies related to foreign trade. The
Reserve Bank of India and Government of India
has taken many measures to liberalize the economy
and one of the measures being relaxation in the
norms related to dealing in foreign currency. The
exposure of Indian banks has witnessed multi-fold
rise, thanks to the increased volume of foreign
currency business the banks have clocked. Further,
the Indian customers across banking sector are
being exposed to the foreign currency in various
roles as an importer or an exporter of goods and / or
services and thus, the foreign currency transactions
at the branch is no more being an uncommon part
of branch operations. Frauds and abuse of systems
in foreign exchange transactions are worrying
part for banks. Fraud at Bank of Baroda (outward
remittances have been made under the garb of
Import Transactions), most recent fraud at Punjab
National Bank (unauthorised SWIFT Messages for
LOUs) etc. are classic examples of risks the banks
are running with Foreign Exchange Transactions.
The risk multiplies with the use of different systems
and integration of those. Auditing under such
environment is a tight rope walk for the auditors.
In this article, we will deal with various aspects
related with the foreign currency transactions and
regulatory compliance part associated with the same
besides methodology of the said transactions.
There are three types of branches which can deal
ZLWKIRUHLJQFXUUHQF\YL]  &DWHJRU\$2I¿FHVRU
branches maintaining independent foreign currency
DFFRXQWLQWKHLURZQQDPHV  &DWHJRU\%2I¿FHV
or branches not maintaining independent foreign
currency account but having power to operates the
accounts maintained abroad by their Head / Principal
Office or any other link office; and, (3) Category
C: All other branches / offices handling foreign
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H[FKDQJHEXVLQHVVWKURXJKRWKHURI¿FHVRUEUDQFKHV
in category A or B.
There are various types of foreign currency
transactions undertaken at the branch level such
as – i) Transactions related to import and export
of goods and services; ii) Credit facilities availed
by borrowers in foreign currency; iii) Remittances
and receipt of funds in foreign currency. Similarly,
broadly at the branch level, the exposure of the
branch can be divided into two part – one Deposits
and secondly advances – Funded as well as NonFunded.
Common terminologies used related to foreign
currency transactions:
1.

Bill of Entry
As per section 2(4) of The Customs Act, 1962,
‘bill of entry’ means bill of entry referred to in
section 46. As per section 46 – ‘The importer
of any goods, other than goods intended
for transit or transhipment, shall make entry
WKHUHRIE\SUHVHQWLQJWRWKHSURSHURI¿FHUDELOO
of entry for home consumption or warehousing
in the prescribed form’.

2.

GR / PP / Softex Form / EDF
As per section 2(437) of The Customs Act,
1962, ‘shipping bill’ means shipping bill referred
to in section 50. As per section 50 – ‘An
exporter of any goods shall make entry thereof
E\SUHVHQWLQJWRWKHSURSHURI¿FHULQWKHFDVH
of goods to be exported in a vessel or aircraft,
a shipping bill’.
There are certain types of declarations which
are required to be submitted along with the
shipping details, which are enumerated below:
GR Forms
In the case of exports of tangible goods
through ports, GR form will be completed by
H[SRUWHUDQGWKHVDPHZLOOEHFHUWL¿HGE\WKH
customs department. One copy of GR form will
be submitted to Authorised Dealer [AD].
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SDF Forms

Processing and Monitoring System” (EDPMS)
in consultation with the Customs authorities
and other stakeholders.

On account of introduction of electronic data
interchange (EDI) system at certain Customs
offices where shipping bills are processed
electronically, the existing declaration in GR
form is replaced by a declaration in form of
Statutory Declaration Form (SDF). The SDF
Form will be submitted along with shipping bill
WRFRQFHUQHGFXVWRPVRI¿FHU

To track the import transactions through
banking system, Customs will modify the Bill
of Entry format to display the AD Code of
bank concerned, as reported by the importers.
Primary data on import transactions from
Customs and SEZ will first flow to the RBI
secured server and thereupon depending
on the AD code shall be shared with the
respective banks for taking the transactions
forward. The AD bank shall enter every
subsequent activity, viz. document submission,
outward remittance data, etc. in IDPMS so as
to update the RBI database on real time basis.
It is therefore, necessary that AD banks upload
and download data on daily basis.

PP Form
In the case of export by Postal Forms PP forms
will be used. Postal authorities will allow export
of goods by post only if the original copy of the
form has been countersigned by the Banker.
Softex Form
In the case of export of computer software
SOFTEX form is used.

4.

Bill of Lading/Marine Transport Document/
Air Way Bill
A Bill of Lading is a document issued by the
shipping company or its agent, acknowledging
the receipt of goods for carriage which are
deliverable to the consignee or his assignee
in the same condition as they were received.
Thus, a ‘Bill of Lading’ is an evidence of
contract of carriage, a receipt for goods
received by carrier and is a document of title
of goods.

5.

LIBOR (London Inter Bank Offered Rate)
LIBOR is a rate of interest at which banks lend
/ borrow from other banks in London wholesale
money market for a short-term loan. The said
LIBOR serves as a benchmark rate based
inter-bank money market transactions.

6.

NOSTRO Account
Nostro Account is an account maintained
by a bank in India with a bank outside India
and designated in currency other than Indian
Rupee.

With a view to simplify the process RBI has
introduced EDF (Export Declaration Form) to
declare all type of export of goods through
Non-EDI ports. (Change w.e.f. October 01,
2013)
In addition to above, under the ‘Ease of Doing
Business’ initiative of the Government of India,
certain export procedures have been relaxed.
One of such process is discontinuation of
SDF (Statutory Declaration Form) for Export
Transactions. SDF declarations have now been
subsumed under Shipping Bill.
3.

Import Data Processing and Monitoring
System (IDPMS) and Export Data
Processing and Monitoring System
(EDPMS)
Reserve Bank of India had constituted a
Working Group (Chairman: Shri A. K. Pandey,
CGM, FED) comprising of representatives
from Customs, Directorate General of Foreign
Trade (DGFT), Special Economic Zone (SEZ),
Foreign Exchange Dealers Association of India
(FEDAI) and select Authorised Dealer banks
(AD banks), to suggest putting in place a
comprehensive IT- based system to facilitate
HI¿FLHQW SURFHVVLQJ RI DOO LPSRUW WUDQVDFWLRQV
and effective monitoring thereof. The Working
Group had recommended development of
a robust and effective IT- based system
“Import Data Processing and Monitoring
System” (IDPMS) on the lines of “Export Data

Nostro Mirror Account is an account maintained
in the books of accounts of a bank in India,
i.e., bank book maintained w.r.t. the Nostro
Account in the books of account.
7.

VOSTRO Account
Vostro Account is an account maintained by
a bank outside India with a bank in India and
designated in Indian Rupee.

87

Audit of Foreign Exchange Transactions in Branch

8.

SWIFT System
SWIFT is a acronym for Society for Worldwide
Interbank Financial Telecommunications, a
co-operative society owned by various banks
worldwide. The SWIFT system enables the
member bank to transact amount themselves
quickly through secured messaging.

9.

stipulated documents duly comply the
terms and conditions of the credit.
3.

The issuing bank is the one which
issues the LC at the request of the
DSSOLFDQWLQIDYRXURIWKHEHQH¿FLDU\7KH
issuing Bank is the one which creates
a Letter of Credit and undertakes to
make the payment on receipt of the
FRPSOLHGGRFXPHQWVIURPWKHEHQH¿FLDU\
or through their banker. It is important
to note here that the payment to the
EHQH¿FLDU\LVWREHPDGHE\LVVXLQJEDQN
irrespective of the fact that whether they
receive the payment from the applicant
or not for the complied documents they
receive under their credit.

SFMS System
Structured Financial Messaging System (SFMS)
is a secure messaging standard developed to
serve as a platform for intra-bank and interbank applications. It is an Indian standard
similar to SWIFT (Society for World-wide
Interbank Financial Telecommunications) which
is the international messaging system used for
¿QDQFLDOPHVVDJLQJJOREDOO\

IMPORT TRANSACTIONS
1.

Letter of Credit (LC)
Goods can be bought and sold wherein
consideration can be paid in various forms like
in cash, cash against delivery of goods, cash
against documents, cash against acceptance
of bill of exchange etc. However, in case of
International Sale transaction, there is a risk
on the part of Seller w.r.t. realisation of sale
proceeds and on the other hand, the buyer
is concerned about the quality and quantity
of goods imported; resulting in a conflict of
interest and, to overcome this situation, both
the parties resort to Documentary Credit.

Issuing Bank

4.

Advising Bank
The advising bank is one who advises
WKHFUHGLWWRWKHEHQH¿FLDU\DWWKHUHTXHVW
of the issuing bank thereby assuming the
genuineness of the credit. It is normally
VLWXDWHGLQWKHFRXQW\RIWKHEHQH¿FLDU\
For advising the credit issued by another
bank, there should be an agency
arrangement between two banks.

5.

Other Parties

Parties to LC

Depending upon the country of Import,
currency of the transaction, country of the
supplier of goods etc., there will be more
parties connected to the LC other than
mentioned above, which are as follows:

1.

i.

Applicant [Buyer]
The applicant is normally a buyer of the
goods, who has to make payment to the
VHOOHULHEHQH¿FLDU\7KH/&LVLQLWLDWHG
and issued at his request and on the
basis of orders/contracts exchanged
between the buyer and the seller.

2.
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The confirming Bank is the one
which steps in the shoes of issuing
bank over the responsibility of
honouring the claim under the
LC when required documents are
presented to them within the validity
of the credit established by the
issuer.

%HQH¿FLDU\>6HOOHU@
The beneficiary is normally a seller
of the goods, who has to receive the
payment for having supplied the goods.
A credit issued in his favour enables him,
to obtain the payment from the Issuing
bank or Advising Bank on surrender of

&RQ¿UPLQJ%DQN

ii.

Reimbursing Bank
The reimbursing bank normally
is the one who maintains with it
the account of the credit opening
bank. When the documents
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under the credit are negotiated
by the beneficiary’s banker or
advising bank, they claim the
negotiated amount from the named
reimbursing bank in the Letter of
Credit who pays the amount on
receipt of the claim made within
the validity date of the credit by
debiting to the account of the
opener against the authority held
by them from the opener of the LC.
The role of the reimbursing banker
is to honour the claim of negotiating
SD\LQJEDQNHUSURYLGHGVXI¿FLHQW
funds are held in the account.
iii.

3.

Issuing Bank will issue the credit and will
send to the advising bank

4.

On receipt message for credit issuance
DGYLVLQJ%DQNZLOOQRWLI\WKHEHQH¿FLDU\

Negotiating Bank:
The negotiating Bank is the
bank
who
negotiates
the
documents submitted to them by
the beneficiary under the credit
either advised through them or
restricted to them for negotiation.
On negotiation of the documents
they will claim the reimbursement
under the credit and make the
SD\PHQWWRWKHEHQH¿FLDU\SURYLGHG
the documents submitted are in
accordance with the terms and
conditions of the LC.

Revenue aspect of LC Transaction
•

Bank charges fees / commission for
opening of Letter of Credit.

•

The commission amount is collected
upfront at the time of opening of LC.

•

The commission so collected is for the
entire tenure / duration of Letter of Credit.

•

Income for unrealised period will be
shown under Other Liability.

Few types of LC

Accounting aspect of LC Transaction



&RQ¿UPHG8QFRQ¿UPHG/HWWHURI&UHGLW

•

2.

Transferable / Divisible Letter of Credit

3.

Deferred Payment Letter of Credit

4.

Revolving Letter of Credit

Letter of Credit is a Non-Fund based
facility extended by the banks. Hence,
there are no accounting entries for Letter
of Credits which will have impact on
Balance Sheet.

5.

Anticipatory Letter of Credit

•

6.

Stand by Letter of Credit

However, a Contra Transaction will be
initiated which will update the Contingent
Liability / Assets accounts for Off-Balance
Sheet items reporting.

•

Moreover, Banks will enter LC
Transactions in LC Register / LC Module
in CBS.

•

Bills under LC will be tracked and status
will be updated under specific LC Ref.
No.

•

Outstanding Liability under particular LC
will also be updated (either in Register /
LC Module in CBS)

A Letter of Credit may be either revocable or
LUUHYRFDEOHRQH,IQRWKLQJLVVSHFL¿HGWKH/&
will be deemed to be irrevocable one, wherein
it cannot be cancelled before its expiry.
Steps in LC Opening Process
1.

A contract will take place between a
buyer and a seller

2.

Buyer will order Issuing Bank to open a
credit
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•

In case of a devolvement of Bills under
LC, the transaction will be recorded as
Advance to customer transaction and
thus will be brought into the Balance
Sheet.

Compliance Aspect of LC Transaction
•

In the event of devolvement of Bills under
LC, the said facility will be converted to
Fund Based Facility.

•

From the said date, IRAC Guidelines
issued by RBI will be applicable in
GHWHUPLQLQJ$VVHW&ODVVL¿FDWLRQ

When the bills are received by the LC issuing
Bank the documents will be scrutinized for its
FRUUHFWQHVVDVSHUWKHRI¿FHFRS\RI/&,IWKH
documents are in accordance with the LC, the
bill will be registered as non-discrepant bills.
The Issuing Bank will inform the Customer; i.e.,
Buyer about the receipt of the documents.
Issuing bank as per the LC terms delivers
the documents to Buyer either after receiving
payment or acceptance of bill.

Seller

Auditing Aspect of LC Transaction
•

Verify the cases of Outstanding LCs as
on 31st of March.

•

Are there any LCs outstanding as per
CBS beyond the Date of Expiry? If so
what are the reasons for the same?

•

Whether balance of Letter of Credits
under Contingent Liability agrees with
the outstanding Letter of Credit Liability?
(Under BASEL Guidelines computation
of Capital Adequacy Ratio [CAR] takes
cognizance of Contingent Liabilities.
Any excess amount appearing under
Contingent Liability will impact Bank’s
CAR.)

•

•

2.

Whether the activity of collection of
charges is system driven or manual?
Select appropriate sample based on the
review of process.
Whether Charges so collected are
inclusive of Service Tax / GST? If so,
verify how the Service Tax / GST Liab. is
determined and accounted?

Import Bills under LC
Basics of Bills under LC
After establishment of LC, the foreign seller
exports the goods to the named port at Buyer’s
country. Transport and other documents
pertaining to the export will be routed through
Advising Bank. Advising Bank in turn will send
the documents to the LC issuing Bank. The set
of documents will be called as Bill in banking
parlance.
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Revenue aspect
Transaction

of

Bills

under

LC

•

Bank charges fees / commission for
handling bills under LC. The activity
includes Lodgement, Liquidation /
Realization, Devolvement (if any).

•

Moreover, there are charges to the
account of LC Applicant in case of
discrepancies observed by Bank when
the documents presented under LC are
not in conformity with the terms and
conditions of Letter of Credit Issued.

Accounting aspect of Bills under LC
Transaction
•

The bills are Lodged in CBS / recorded in
Bills register under LC Ref. No.

•

In case of CBS, the payment of Bill made
through LC / Bill module in CBS which
will update the outstanding Bill Liability
and outstanding LC Liability.

•

However, in case of non-payment / nonavailability of sufficient balance on the
due date of LC in Borrower’s Account,
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the Bank has to make the payment to the
%HQH¿FLDU\,WLVNQRZQDVGHYROYHPHQW
of bill. In such a scenario, the bill amount
will be crystallized and will be brought to
the books by treating it as funded facility.

3.

Import Bills can be received on collection
basis. It means the Foreign Seller will send
the import documents to its banker. The banker
will in turn send the documents to the Banker
of Importer with certain terms and conditions.
The Importer’s Bank will follow the instruction
mentioned in the bill schedule and deliver the
documents to the buyer.

Compliance aspect of Bills under LC
Transaction
If the debits arising out of devolvement of
letters of creditor invoked guarantees are
parked in a separate account, the balance
outstanding in that account also should
be treated as a part of the borrower ’s
principal operating account for the purpose
of application of prudential norms on
income recognition, asset classification and
provisioning.
Auditing aspect
Transaction

of

Bills

under

In this type of transaction Importer’s Banker
is dealing only as mediatory. i.e. in case the
Importer does not pay the bill amount the
Importer’s bank will notify the Exporter’s Bank
and will act as per Exporter’s Bank instruction.
Difference between Import Bills under LC and
on Collection basis

LC

•

Generate Bill Balancing Report for Bills
under LC Transaction. It is preferable
to have the said report generated for
31st March.

•

Carry out physical verification of all
outstanding bills appearing under Bill
Balancing Reports. Special attention
should be given to outstanding bills
under “Lodgement” status for availability
of Transport Documents. (Transport
documents alongwith other documents
are handed over only after payment in
case of Sight LC or only after acceptance
of Bill of Exchange in case of Usance
LC.)

•

Generate list of cases of Devolvement
of Bills under LC from CBS. Verify the
accounts in which the said amount is
debited.

•

Whether the activity of collection of
charges is system driven or manual?
Select appropriate sample based on the
review of process.

•

It is observed that charges for
discrepancy memo are manual. If so,
verify whether the charges have been
properly collected or not.

•

Compliance of Service Tax / GST on the
Charges so collected and accounting
thereof.

Import Bills Under Collection Basis
Basics of Import Bills under Collection

In the case of bills under LC, if the Importer
does not pay the bill amount on due date,
the LC issuing bank has to make payment to
the advising bank as the LC issuing bank has
DGGHGWKHLUFRQ¿UPDWLRQWRWKHWUDQVDFWLRQE\
issuing LC. However, in the case of Import Bill
under collection the Importer’s banker is not
assuming any liability as no confirmation is
added to the transaction.


7KHEHQH¿WIURPWKHWUDQVDFWLRQXQGHUELOOVRI
collection is that it is less costly than the LC
transactions. However, an element of risk is
involved on the part of exporter for payment.
However, the exporter can feel secure as
the documents are not delivered to the buyer
without payment or acceptance. Hence, the
buyer will not be able to take delivery of goods.
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Revenue aspect of Import Bills on
Collection
•

Bank charges fees / commission for
handling bills on Collection.

•

Generally, it is observed that in case
of Forex Transactions handled through
CBS, the charges are collected by CBS.
However, the auditor should carry out
walkthrough process of collection of
charges.

•

Verify whether total of Outstanding Import
Bills on Collection as per Bill Balancing
Report agrees with Bills for Collection
under Contingent Liability?

•

Whether the activity of collection of
charges is system driven or manual?
Select appropriate sample based on the
review of process.

•

It is generally observed that activity of
collection of charges for discrepancy
memo is manual. If so, verify whether the
charges have been properly collected or
not.

•

Compliance of Service Tax / GST on the
Charges so collected and accounting
thereof.

Accounting aspect of Import Bills on
Collection
•

The bills are Lodged in CBS / recorded in
Import Bills on Collection register

•

In case of CBS, the payment of Bill made
through Bill module in CBS. CBS will
update the outstanding Bill Liability on
realization event.

•

Only contra transaction for Contingent
Liability is created for Import Bills on
Collection.

Compliance aspect of Import Bills on
Collection
•

Import Bills under collection must form
part of Contingent Liability.

•

Lodgement, Realization and Closure of
Bill should be carried out through Bill
module under CBS.

Auditing aspect of Import Bills on Collection
•

•
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4.

Direct Import Bills
In the case of Bills under LC or Bills for
collection, the documents are being delivered
to the respective banker and the custody
of the documents will be with the banker
until the amount of bill is paid or accepted.
However, when the import is directly done
by the Importer, the Importer will receive the
Documents and Goods from the Exporter
directly. The importer will approach to its
banker for the payment of the import that he
has made.
Importer’s Banker will verify the genuineness
and process the transaction. Typical process
ÀRZRI'LUHFW,PSRUW%LOOVLVDVIROORZV

Generate Bill Balancing Report for
Import Bills on Collection Transaction.
It is preferable to have the said report
generated for 31st March.
Carry out physical verification of all
outstanding bills appearing under Bill
Balancing Reports. Special attention
should be given to bills under
“Lodgement” status for availability of
Transport Documents. (In normal course,
Transport documents along with other
documents are handed over only after
payment in case of Sight Bill or only after
acceptance of Bill of Exchange in case of
Usance Bill.)

(1)

Payment to
Revenue aspect of Direct Import Bills
•

Bank charges fees / commission for
handling bills.
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•

Generally, it is observed that in case
of Forex Transactions handled through
CBS, the charges are collected by CBS.
However, the auditor should carry out
walk through process of collection of
charges.

Import of Goods and Services). Typical process
ÀRZRI$GYDQFH5HPLWWDQFHDJDLQVW,PSRUWLV
as follows.

Accounting aspect of Direct Import Bills
•

The bills are lodged in CBS / recorded in
Direct Import Bills.

•

In case of CBS, the payment of Bill made
through Bill module in CBS. The account
of the Importer will be debited and the
funds will be remitted to foreign exporter
through Nostro Account.

Compliance aspect of Direct Import Bills
•

Whether prescribed guidelines (w.r.t.
FEMA Guidelines) have been complied
with for Direct Import Bills in excess of
prescribed threshold.

•

Whether Bill of Entry is obtained / Entry
in IDPMS is verified before remittance
under Direct Import Bills cases?

•

Whether facility of Direct Import Bill is
extended to ineligible importer? (Master
Directors on Import of Goods and
Services Para No. C.6.1, C.6.2, C.6.3)

Auditing aspect of Direct Import Bills
•

•

5.

Generate Bill Report for Direct Import
Bills Transaction. It is preferable to have
the said report generated for the period
from 1st April to 31st March or as per the
period selected for audit.
Whether the activity of collection of
charges is system driven or manual?
Select appropriate sample based on the
review of process.

Advance Payment against Import
In the case of Advance Payment against
Imports, the amount is remitted prior to
Import. There is a risk on the part of Importer
on receipt of goods. The bankers are also
concerned for conclusion of transaction (i.e.
receipt of Bill of Entry as evidence of Import).
The transaction is permitted subject to
guidelines issued by RBI (Master Directions

Revenue aspect of Advance against Import
•

Bank charges fees / commission for
handling bills.

•

Generally, it is observed that in case
of Forex Transactions handled through
CBS, the charges are collected by CBS.
However, the auditor should carry out
walkthrough process of collection of
charges.

Accounting aspect of Advance against
Import
•

The bills are lodged in CBS / recorded
as Advance against import with Purpose
Code “S0101”.

•

In case of CBS, the payment of Bill made
through Bill module in CBS. The account
of the Importer will be debited and the
funds will be remitted to foreign exporter
through Nostro Account.

•

The bank will follow up for submission of
Bill of Entry / updation through IDPMS
for Import against which the Advance
Remittance is effected.

Compliance aspect of Advance against
Import
•

There are various restrictions on
Advance against Import transactions. For
transactions exceeding USD 2,00,000
unconditional SBLC / BG from Foreign
Bank is required. However, the said limit
can be extended up to USD 50,00,000
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transaction through IDPMS. For cases wherein
physical import is through non-EDI Port or
through Post, Copy of Bill of Entry / Courier
Bill of Entry is required to be submitted to the
bank.

with certain conditions and due diligence
by bank. (Refer Section III C.1 of Master
Directions on Import of Goods and
Services)
•

ORM (Outward Remittance Message)
entry is required to be done under
IDPMS for such cases. This will help
is tracing and tracking the imports and
advance remittances against import
through Authorised Dealers.

In case of import of goods by units under
Free Trade Zone (FTZW) or SEZ, Exchange
Control Copy (Ex–Bond) issued by Customs
department is required to be submitted to
Bank.

Auditing aspect of Advance Remittance
against Import
•

•

•

6.

Generate Bill Report for Advance
Remittance against Import Transactions.
It is preferable to have the said report
generated for the period from 1st April
to 31st March or as per the period
selected for audit. Scrutinise cases of
transaction beyond the prescribed limit for
additional scrutiny. Also scrutinisemultiple
transactions below the prescribed limit,
however, on aggregate basis exceeding
the prescribed threshold to ascertain
whether any splitting of transaction is
visible to avoid statutory reporting.

Follow-up of Import Evidence
AD Category – I banks are required to follow
up for outward remittance made for import
(i.e. unsettled ORM). In cases where relevant
evidence of import data is not available in
IDPMS on due dates against the ORM, AD
Category – I bank shall follow up with the
importer for submission of documentary
evidence of import. Moreover, if BoE data is
not settled against ORM within the prescribed
period, AD Category – I banks shall follow-up
with the importer for Import details updation.
In case an importer does not furnish any
documentary evidence of import, within 3
months from the date of remittance involving
foreign exchange irrespective of value, the AD
Category – I bank should rigorously follow-up
for the next 3 months, by using various modes
of communications.

Whether prescribed guidelines (w.r.t.
FEMA Guidelines) have been complied
with for Advance Remittance against
Import in excess of prescribed threshold.

Evidence of Import
For all physical imports through EDI ports, the
Importer is required to submit the details viz.,
BoE Number, Port Code and date to trace the
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8.

Whether the activity of collection of
charges is system driven or manual?
Select appropriate sample based on the
review of process.

Time Limit for settlement of Import
Payments
The remittance against imports should
generally be completed within six months from
the date of shipment, except in cases where
amounts are withheld towards guarantee of
performance, disputes, financial difficulties,
etc. (Refer detailed guidelines at Para No. B.5
of Master Directions on Import of Goods and
Services).

7.

Refer to guidelines at Para No. C.7.2 of Master
Directions on Import of Goods and Services for
evidence of Import in lieu of Bill of Entry.

9.

Merchanting Trade Transactions
For a trade to be classified as Merchanting
7UDGHIROORZLQJFRQGLWLRQVVKRXOGEHVDWLV¿HG
a.

Goods acquired should not enter the
Domestic Tariff Area, and

b.

The state of the goods should not
undergo any transformation.

Cases wherein the Goods have been
bought from one country / outside DTA and
sold at another country / outside DTA fall
under Merchanting Trade. There are certain
conditions which are required to be followed.
•

Dealing in freely imported Goods in India
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•

Completion of entire transaction within 9
months

•

Transaction should not involve FX outlay
for more than 4 months

•

The commencement of Merchanting
Trade would be the date of shipment /
export leg receipt or import leg payment,
whichever is first. The completion date
would be the date of shipment / export
leg receipt or import leg payment,
whichever is the last;

•

Routing of both Import and Export Leg
documentation from same banker

•

Bank should ensure that Import Leg is
extinguished by the payment received for
the Export Leg

•

Updation of Purpose Code “S0108” for
the Import leg and “P0108” for Export
Leg.

•

Short Term Suppliers Credit and Buyers’
Credit is available for Merchanting Trade,
to the extent the same is not backed
by Advance Remittance for export leg
(including Discounting).

Auditors Checklist
•
Auditors should seek details of cases
wherein conditions of Merchanting Trades
have been violated by the customer. In
such cases, whether the facility is still
continuing? Moreover, whether the said
non compliance is reported to RBI?
•

•

List of outstanding cases under
Merchanting Trade as on the date of
Audit should be called for. In case the
transaction appearing the under said
report has already crossed the maximum
time period the same should be reported
under LFAR.
In terms of FEMA guidelines defaulting
Merchanting Traders, whose outstanding
reach 5% of their annual export earnings,
are required to be caution-listed. Check
the compliance in this aspect.

Trade Finance Transactions
1.

Export Financing
To boost up the Exports of the country, the
RBI has directed banks to grant credit at a
concessional rate. It helps Indian Exporter
to procure raw material and can produce the
goods to be exported. Export Financing can
be in Indian Rupees [EPC] and in Foreign
Currency [PCFC].
Banks provide finance for purchase,
processing, manufacturing or packing of goods
prior to shipment / working capital expenses
towards rendering of services. It is also known
as Pre-Shipment Credit Facility.
In addition to it, Banks provide finance to
exporters by way of loan or advance post
to Shipment stage by way of Export Bill
Discounting, Export Bill Purchase, Advances
against Export collection bills.

A.

Pre-Shipment Credit to Exporters
Important Points:
•

Export packing credit can be in Indian
Rupees and in Foreign Currency.

•

Maximum period for Packing credit is 360
days.



(3&3&)&LVGLVEXUVHGDJDLQVWVSHFL¿F
orders, in one lumpsum tranche or
against the requirement as per export
orders.

•

EPC / PCFC is also disbursed as
per Running Account Facility where
DYDLODELOLW\RI/HWWHURI&UHGLW&RQ¿UPHG
orders before disbursement are not
insisted.

•

Liquidation of EPC / PCFC will be by way
of exports proceeds only. Liquidation by
any other means than by way of exports
will attract higher rate of interest as per
Bank’s Policy.

Accounting Aspect
•

Banks open separate Loan account
in CBS for EPC / PCFC. It helps in
monitoring the utilisation and liquidation.
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•

Bank at the request of the borrower may
convert the amount of Pre-Shipment
credit into Post-Shipment credit by
discounting / purchasing the export bills.

B.

Post-Shipment Credit to Exporters
Export Bills Discounted / Purchased
•

Banks extend credits to Exporters by way
of purchasing / discounting export bills.
Banks also provide facility of advance
against Exports on collection basis.

Banks should keep a close watch on the
end-use of the funds and ensure that
credit at lower rates of interest is used for
genuine requirements of exports. Banks
should also monitor the progress made
by the exporters in timely fulfilment of
export orders.

•

Facility of discounting / purchase of bill
is available in both Indian Rupee and in
Foreign Currency.

•

Interest on Bill Discounting / Purchase is
revenue for the bank.

Order Book Maintenance

•

Bank also charges fees for export bill
lodgement and claims courier and
other charges for submission of Export
Documents.

Compliance Aspect
•

•

End use of funds

Revenue Aspect

Banks maintain order book / register to
track export orders vis-a-vis Export Credit
extended.
•

Liquidation Methodology
If the liquidation of Export Credit is by
other than the way of Export of Goods
/ Services within the maximum period
of 360 days, the advance will cease to
qualify for prescribed rate of interest for
export credit ab initio. It means that the
bank will have to collect the difference in
concessional rate of interest and normal
rate of interest. The rate of interest to be
applied will be as per Bank’s Policy.

Accounting Aspect
In case of Discounting / Purchase in Foreign
Currency,
•

The rupee equivalent of the discounted
value of the export bills will be payable
to the exporter and the same should be
utilised to liquidate the outstanding export
packing credit.

•

Generate the list of EPC / PCFC
accounts opened and maintained by the
branch.

As the discounting of bills/extension of
foreign exchange loans (DP bills) will
be in actual foreign exchange, banks
may apply appropriate spot rate for the
transaction.

•

Whether the liquidation of EPC / PCFC
is as per RBI guidelines? If not, whether
interest rate as per Bank’s Policy is
charged or not.

The rupee equivalents of discounted
amounts/foreign exchange loan may be
held in the bank’s books distinct from the
existing post-shipment credit accounts.

•

In case of overdue bills, banks may
charge overdue interest as per the
interest rate policy of bank from the due
date to the date of crystallisation.

Auditing Aspect
•

•
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•

Documents evidencing end use of funds
VKRXOGEHYHUL¿HG

•

Whether genuineness of Export LC
is confirmed before sanctioning EPC /
PCFC?

Compliance Aspect
•

In case of overdue bills, IRAC Norms
for overdue bills will be applicable and
the advance will be subject to Asset
&ODVVL¿FDWLRQ
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•

Export Bills will be subject to maximum
period of 365 days.

Auditing Aspect
•

Generate a report on Export Bills
purchased during the audit period.

•

Generate a report on outstanding/
realised during the audit period.

•

In case of overdue bills check whether
the interest has been charged as per
Bank’s Policy.

•

2.

Verify whether the period of sanction is
within the period prescribed by RBI i.e.
360 days.

Import Financing
Trade Credits
Basics of Trade Credits
Trade Credit is defined by RBI in Master
Direction on External Commercial Borrowings,
Trade Credit, Borrowing and Lending in Foreign
Currency by Authorised Dealers and Persons
other than Authorised Dealers (RBI/FED/201516/15 FED Master Direction No. 5/2015-16
Dated January 01, 2016) as follows.
‘Trade Credits’ (TC) refer to credits
extended for imports directly by the
overseas supplier, bank and financial
institution for maturity of less than
five years. Depending on the source
of finance, such trade credits include
suppliers’ credit or buyers’ credit.
Suppliers’ credit relates to credit for
imports into India extended by the
overseas supplier, while buyers’ credit
refers to loans for payment of imports
into India arranged by the importer from
RYHUVHDVEDQNRU¿QDQFLDOLQVWLWXWLRQ¶
Amount and Maturity of Trade Credit
Banks are permitted to approve trade credit
for import of non-capital and capital goods
up to USD 20 million or equivalent per import
transaction. Certain other restrictions are
applicable based on the type of commodity and
nature of transaction.

Maturity prescriptions for the non-capital goods
is up to one year from the date of shipment
or the operating cycle whichever is less, and
for capital goods, the maturity period is up to
¿YH\HDUIURPWKHGDWHRIVKLSPHQW)RUWUDGH
credit up to five years, the ab-initio contract
period should be 6 (six) months. No rollover/extension will be permitted beyond the
permissible period.
Interest Rates and cost of TC
As per Master Circular issued by RBI, interest
rate and other costs viz. arranger fee, upfront
fee, management fee, handling/processing
charges, out of pocket and legal expenses for
TC cannot exceed the prescribed limits. The
said limit is known as All-in-Cost ceiling.
As per current regulations the All-in-cost limit
is 6 Months LIBOR (for respective currency) +
350 basis points.
Issuance of Guarantee/Letter of Comforts (LoC)
by Banks
In case of companies other than in
Infrastructure Sector, AD banks are permitted
to issue Letters of Credit/guarantees/Letter of
Undertaking (LoU) /Letter of Comfort (LoC) in
IDYRXURIRYHUVHDVVXSSOLHUEDQNDQG¿QDQFLDO
institution, up to USD 20 million per transaction
for a period up to one year for import of all
non-capital goods permissible under Foreign
Trade Policy (except gold, palladium, platinum,
rhodium, silver etc.) and up to three years for
import of capital goods. The period of such
Letters of credit/guarantees / LoU / LoC has
to be co-terminus with the period of credit,
reckoned from the date of shipment. Further,
issuance of guarantees will be subject to
prudential guidelines issued by the RBI from
time to time.
Mechanics of Trade Credit
1.

Buyers’ Credit
This facility is provided by overseas
banks / foreign branches of Indian banks
to the importers of capital goods and
raw material through Indian Banks to its
customers (importers) towards payment
of imports in India. The overseas bank
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either (i) credits the amount of Buyer’s
credit in the NOSTRO account of the
Indian bank and the Indian bank remits
the funds to the overseas supplier of the
importer for payment of import bill or (ii)
remits the funds to the overseas supplier
of the importer for payment of import bill
of the importer.
Let us understand the mechanics of
Buyer’s Credit with an example.

Document

M/s ABC Co. Ltd., India wants to import
goods worth USD 1 million from M/s
XYZ of New York. For import M/s ABC
has approached Bank of India to open
an LC in favour of M/s XYZ of New York.
Bank of India (BOI) (LC Issuing Bank)
has opened an LC in Favour of M/s
XYZ having Bank of America (BOA) as
Advising Bank. The import transaction
was concluded on 15th April. The due
date of payment of Import Bill is 15th
June.
In between M/s ABC Co. Ltd. has
approached Bank of Baroda (BOB),
Jersey Branch for extending a credit
for the amount of Import that M/s ABC
has made. BOB has asked M/s ABC
to obtain Letter of Comfort for its credit
standing. Hence, on 11th May, M/s ABC
approach State Bank of India, Nariman
Point Branch, Mumbai (SBI) to issue a
Letter of Comfort in favour of M/s ABC
Co. Ltd.
Now on the due date i.e. on 15/06/06
M/s ABC Co. Ltd. has to retire the Import
Bill. Hence, the SBI will request BOI (LC
issuing Bank) to provide their Nostro
Details and the SBI will forward the same
to Credit Extending Bank (i.e. BOB,
Jersey) so that the payment of Import
Bills can be made on due date.
This will complete the transaction of
Import. However, a new transaction will
come into picture that is Trade Credit
extended by Foreign Banker in favour of
Indian Importer.
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7KHW\SLFDOÀRZRIWUDQVDFWLRQRI%X\HU¶V
Credit (with underlying import through LC
transaction) is as follows:

1)

The borrower imports goods from foreign
supplier against Foreign Letter of Credit
(FLC) drawn in favour of foreign supplier.
[The Buyer’s Credit can be arranged for
transactions of Import on Collection basis
and Direct Import cases. In this example
the Buyer’s Credit with LC Transaction is
discussed];
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2)

3)

4)

5)

6)

7)

8)

The borrower either through its Indian
bank or on its own approaches foreign
bank (or overseas/foreign branches /
offices of Indian banks) for availing
Buyer’s Credit for payment to be made
to the foreign supplier;

2)

SWIFT messages originated by overseas
bank specifying the terms of Buyer’s
Credit;

3)

The Letter of Comfort is issued by Indian
bank to the foreign bank on approval
of terms and conditions through SWIFT
message for the proposed Buyers Credit;

The calculation of contingent liability
towards LoC / LoU is inclusive of interest
accrued on the Buyer’s Credit as on
¿QDQFLDOVWDWHPHQWGDWH

4)

The foreign Bank (Lender of Buyer’s
Credit) remits funds to the NOSTRO
Account of Indian bank which is handling
import transaction, on the strength of
the Letter of Comfort (LoC)/Letter of
Undertaking (LoU) which is issued by the
Indian bank in its favour;

Documentation/Agreement between
overseas bank and Indian bank, and,
any further confirmatory documents
exchanged between overseas bank and
Indian bank;

5)

Review of documents specifying right of
recovery against borrower, in case if the
borrower defaults in repayment of Buyer’s
Credit;



%DODQFHFRQ¿UPDWLRQVREWDLQHGIURPWKH
overseas bank;

7)

Charge created in records of RoC related
to the security offered for Buyer’s Credit
vis-à-vis disclosure of Buyer’s Credit in
WKH¿QDQFLDOVRIERUURZHUVDVVHFXUHG
unsecured loan;

8)

Acknowledgement of debt, if any,
obtained from the borrower;

9)

The calculation of drawing power for
working capital finance availed by the
borrower is net of the Buyer’s Credit;

10)

Form 15CA/Form 15CB compliance made
by the borrower.

2.

Suppliers’ Credit:

The Indian bank remits the funds to
foreign supplier through its NOSTRO
Accounts;
The Indian bank subsequently retires and
reverses the Letter of Credit in its book
and passes another entry for creation of
a non-fund based (contingent) liability of
Letter of Comfort;
On the due date of Buyer’s Credit, the
Indian bank remits the funds (inclusive
of interest) to the overseas bank and
recovers the similar amount from its
customer;
With respect to liability towards Letter of
Comfort, the Indian banks are following
the practice of accounting the same as
“Contingent Liability”.

The entries of the inward and outward
UHPLWWDQFHV VSHFL¿HGLQVWHSVDQG DUHWR
be recorded in the books of account (NOSTRO
Mirror Account) of the Indian bank.


)ROORZLQJGRFXPHQWVDUHUHTXLUHGWREHYHUL¿HG
by the statutory auditors during review of
Buyers’ Credit Transaction and its accounting
treatment in the Indian bank’s books.
1)

(Loan) Agreement, if any, entered
between the Indian importer (borrower),
overseas bank (lender), the Indian bank
(facilitator);

Credit call in the case of Buyer’s Credit
transactions is taken on the Importer
(Buyer). Hence, the creditability of
buyer is taken into consideration while
extending the Buyer Credit Transaction.
The buyer can avail the credit for the
payment of Import Liability by taking
credit call on the supplier. That is to say
the buyer can avail the supplier’s credit
for the Import Liability.
Let us understand the mechanics of
Supplier’s Credit with an example.
M/s ABC Co. Ltd., India wants to import
goods worth USD 1 million from M/s XYZ
of New York. For import M/s ABC has
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approached Bank of India (BOI) to open
an LC in favour of M/s XYZ of New York.
The LC issuing bank is BOI while the
Advising Bank is BOA.
M/s XYZ (Exporter) is not willing to
give any credit to M/s ABC and hence,
it asks for SIGHT LC. However, on the
other hand M/s ABC on the date of
presentation of bills will not be able to
discharge the Import Liability.
Hence, M/s ABC Co. Ltd. approaches
BOA through its Banker i.e. BOI for
extending a credit facility. BOA will
provide a quote for extending credit
facility. E.g. As per the norms the quote
provided will be subject to a ceiling limit
of LIBOR + .. basis points and for a
maximum period of 180 days. (Let us
assume that the quote provided by the
BOA is LIBOR+ 40 basis points for 45
days).
M/s XYZ (Exporter) will send goods to
M/s ABC (Importer) and documents to
BOI (LC Issuing Bank) through its banker
BOA. Being, a sight LC, the due date of
the Bill will be at sight.
With predetermined arrangement with the
BOA, the Importer will discharge its dues
after 45 days. However, the BOA will
pay the export bill amount to M/s XYZ
(Exporter) by discounting the Export Bill.
Due to this arrangement M/s XYZ will get
the export proceeds as Sight Bill and M/s
ABC can enjoy credit of 45 days.
The charges and rate of interest of
discounting of export bill will be charged
to M/s ABC (Importer) by the BOA.

Revenue aspect of Trade Credit
•

Bank issuing LoU / LoC / BG for Buyers’ credit
Transaction earns commission / charges as
that of Letter of Credit.

Accounting aspect of Trade Credit
•

Issuance of LoU / LoC / BG for Trade Credit is
generally considered as Non-Funded facility by
banks.

•

From CBS perspective various banks adopts
different mechanism to lodge LoU / LoC / BG
transaction for TC.

•

As LC in CBS
Few banks treat it as Letter of Credit
transaction and will lodge it under LC module
of CBS with transaction information as Trade
Credit.

•

As BG in CBS
It has also been observed that few banks treat
it as Bank Guarantee and lodges the Trade
Credit transaction under BG module of CBS.
In such cases separate type of BG is used for
reporting purpose.

•

The important aspect is to ensure that the
fields in CBS match with details reported in
SWIFT Message sent for LoU/LoC. The LoU/
LoC is generally communicated through MT799
(Free Text Format) type SWIFT Message. The
vital details are included as a text and not as
VHSDUDWHO\LGHQWL¿DEOH¿HOGV

Compliance aspect of Trade Credit

100

•

TC transaction should be within the prescribed
tenure.

•

Interest Rate and other costs for TC transaction
must be within the prescribed All-in-Cost
ceiling.
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•

There are certain restrictions on availing TC
for select commodities. Prescribed tenure in
Master Circular issued by RBI for the said TC
transaction must be adhered to. For instance,
Trade credit for import of Gold, Diamonds,
precious metals etc. is allowed for maximum
period of 90 days (including usance) as against
for other commodities wherein maximum tenor
is prescribed at 365 days (for non-capital
goods import)

Auditing aspect of Trade Credit
•

Underlying transaction for Trade Credit is
Import Transactions. Hence, it is important for
the auditors to verify the Evidence of Import.
Exchange Control Copy of Bill of Entry/Entry in
IDPMS is the document which can be said to
be Evidence of Import.

•

Auditor should check Offer Letter issued
by overseas lender and conformity of TC
transaction with FEMA guidelines.

•

Are there any cases of devolvement by
borrower in remitting Trade Credit amount? In
such cases Bank who has issued LoU / LoC
/ BG has to remit the funds on due date to
Foreign Lender. Check are there any cases of
such nature during Audit Period?

•

Whether Fees/Charges for LoU/LoC/BG
issuance is collected upfront?

•

Whether liability for Fees/Charges collected
for unexpired period is reversed and shown as
Liability?

Nostro and Nostro Mirror Reconciliation
In the backdrop of the recent development in the
Indian banking scenario, it would be pertinent to
reiterate the importance of Nostro and Nostro Mirror
Reconciliation. As the name suggests, Nostro is a
foreign currency bank account which is maintained
by an Indian bank outside India and Nostro Mirror
is the bank book (ledger account) maintained by the
said Indian bank as a per of its books of account.
The banks are regularly reconciling the Nostro
and Nostro Mirror accounts and are preparing
reconciliation statement at periodic intervals. The
auditor should verify the said Nostro Reconciliation
Statement and also consider the following aspects
while doing so:
1.

The reconciliation statement prepared should
provide entry-wise details of transaction which
are outstanding, i.e., pending for reconciliation;

2.

In many banks, the process of reconciliation is
automated wherein the entries in Nostro and
Nostro Mirror Accounts are matched based
on certain pre-defined parameters. Further,
there are instances wherein the matching of
transactions is done manually. It is known as
‘Forced Matched entries’ besides there are
entries which are being partially matched.
An auditor should review the mechanism of
auto-matching of entries and also should
carefully test the forced matched and partially
matched entries and the SoPs adopted by the
EDQN ZUWWKHVDPHDQGVKRXOGJHWVDWLV¿HG

himself about the adequacy of the same with
substantive checking.
3.

In case if there are any entries which are
appearing in the Nostro Account but are not
accounted for in Nostro Mirror Account, the
auditor should verify such entries in detail,
unless there are wrong credit / debits given in
Nostro account by the bank. In case of Buyers’
Credit, the banks are following the practice
of treating the LoU / LoC as non-fund based
contingent liability. The auditor should review
the documents executed / available at the
branch w.r.t. the buyers’ credit and many insist
RQEDODQFHFRQ¿UPDWLRQVRIWKHFRXQWHUSDUWLHV
involved in the said transactions. In case if
the Buyer’s credit entries are routed through
Nostro Account, the corresponding entries of
the same should be passed in Nostro Mirror
account instead of auto-reconciling the credits
with debits in Nostro accounts which pertain to
Buyers’ Credit.

4.

In case of Vostro Accounts maintained with the
bank, the account-holder would be transacting
through Nostro Account. The credits in Nostro
accounts received from the Vostro-account
holder are required to be passed on to the
Vostro account and the value dating of such
entries needs to be verified by the auditor
considering the adequacy of periodicity of the
same.
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Deposits
Following are the major types of special deposit accounts.
For Non Residents
FCNR(B) – Foreign Currency Non-Resident Account
NRE

– Non-Resident External Account

NRO

– Non-Resident Ordinary Account

For Residents
RFC
– Resident Foreign Currency Account
RFC-D

– Resident Foreign Currency (Domestic) Account

EEFC

– Exchange Earners Foreign Currency Account

The typical characteristics and regulations applicable to accounts of Non-residents are given in following table:
Particulars

(1)
Who can open an
account

Non-Resident
(External) Rupee
Account Scheme
[NRE Account]

Foreign Currency
(Non-Resident)
Account (Banks)
Scheme [FCNR (B)
Account]

(2)

(3)

NRIs and PIOs

Non-Resident Ordinary Rupee Account Scheme
[NRO Account]

(4)
Any person resident outside India for putting through
ERQD¿GH transactions in rupees.

Individual/entities of Pakistan and Bangladesh Individuals/ entities of Pakistan nationality/ origin and
shall requires prior approval of the Reserve entities of Bangladesh origin require the prior approval
Bank of India
of the Reserve Bank of India.
Post Offices in India may maintain savings bank
accounts in the names of persons resident outside
India and allow operations on these accounts subject
to the same terms and conditions as are applicable to
NRO accounts maintained with an authorised dealer/
authorised bank.
Joint account

May be held jointly in the names of two or May be held jointly in the names of two or more NRIs/
PIOs.
more NRIs/PIOs.
NRIs/ PIOs can hold jointly with a resident May be held jointly with residents on ‘former or survivor’
relative on ‘former or survivor’ basis (relative basis.
as defined in Companies Act, 2013). The
resident relative can operate the account as
a Power of Attorney holder during the life time
of the NRI/ PIO account holder.
Any permitted currency Indian Rupees
i.e. a foreign currency
which
is
freely
convertible

Currency

Indian Rupees

Type of Account

Savings, Current, Term Deposit only
Recurring, Fixed
Deposit
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3HULRGIRU¿[HG
deposits

From one to three For terms not less than As applicable to resident accounts.
years. However, 1 year and not more
banks are allowed than 5 years.
to accept NRE
deposits
above
three years from
their Asset-Liability
point of view

Permissible Credits

Credits permitted to this account are
inward remittance from outside India,
interest accruing on the account, interest
on investment, transfer from other NRE/
FCNR(B) accounts, maturity proceeds of
investments (if such investments were
made from this account or through inward
remittance).

Inward remittances from outside India, legitimate dues
in India and transfers from other NRO accounts are
permissible credits to NRO account.
Rupee gift/ loan made by a resident to a NRI/ PIO
relative within the limits prescribed under the Liberalised
Remittance Scheme may be credited to the latter’s NRO
account.

Current income like rent, dividend, pension,
interest etc. will be construed as a permissible
credit to the NRE account.
Care: Only those credits which have not lost
repatriable character
Permissible Debits

Permissible debits are local disbursements, The account can be debited for the purpose of local
remittance outside India, transfer to other payments, transfers to other NRO accounts or remittance
NRE/ FCNR(B) accounts and investments of current income abroad.
in India.
Apart from these, balances in the NRO account cannot
be repatriated abroad except by NRIs and PIOs up
to USD 1 million, subject to conditions specified in
Foreign Exchange Management (Remittance of Assets)
Regulations, 2016.
Funds can be transferred to NRE account within this
USD 1 million facility.

Repatriablity

Repatriable

Not repatriable except for all current income.
Balances in an NRO account of NRIs/ PIOs are
UHPLWWDEOH XS WR 86'  RQH  PLOOLRQ SHU ¿QDQFLDO \HDU
(April-March) along with their other eligible assets.

Taxabilty

Income earned in the accounts is exempt Taxable
from income tax and balances exempt from
wealth tax

Loans in India

AD can sanction loans in India to the account
holder/ third parties without any limit, subject
to usual margin requirements. These loans
cannot be repatriated outside India and
can be used in India only for the purposes
VSHFL¿HGLQWKHUHJXODWLRQV

Loans against the deposits can be granted in India to the
account holder or third party subject to usual norms and
margin requirement. The loan amount cannot be used for
relending, carrying on agricultural/ plantation activities or
investment in real estate.

In case of loans sanctioned to a third party, The term “loan” shall include all types of fund based/
there should be no direct or indirect foreign non-fund based facilities.
exchange consideration for the non-resident
depositor agreeing to pledge his deposits to
HQDEOHWKHUHVLGHQWLQGLYLGXDO¿UPFRPSDQ\
to obtain such facilities.
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In case of the loan sanctioned to the account
holder, it can be repaid either by adjusting the
deposits or through inward remittances from
outside India through banking channels or out
of balances held in the NRO account of the
account holder.
The facility for premature withdrawal of
deposits will not be available where loans
against such deposits are availed of.
The term “loan” shall include all types of fund
based/ non-fund based facilities.
Loans outside India

Authorised Dealers may allow their branches/ Not permitted
correspondents outside India to grant loans
to or in favour of non-resident depositor or
to third parties at the request of depositor
for ERQD¿GH purpose against the security of
funds held in the NRE/ FCNR(B) accounts in
India, subject to usual margin requirements.
The term “loan” shall include all types of fund
based/ non-fund based facilities

Rate of Interest

As per guidelines issued by the Department of Banking Regulations

Operations
by Operations in the account in terms of Power
Power of Attorney in of Attorney is restricted to withdrawals for
favour of a resident permissible local payments or remittance to
the Account holder himself through normal
banking channels.

Operations in the account in terms of Power of Attorney
is restricted to withdrawals for permissible local payments
in rupees, remittance of current income to the account
holder outside India or remittance to the account holder
himself through normal banking channels. While making
remittances, the limits and conditions of repatriability will
apply.

On
change
in
residential
status,
FCNR (B) deposits
may be allowed to
continue till maturity at
the contracted rate of
interest, if so desired by
the account holder.

NRO accounts may be designated as resident accounts
on the return of the account holder to India for any
purpose indicating his intention to stay in India for an
uncertain period.

Change
in
residential status
from Non-resident
to resident

NRE accounts
should be
designated as
resident accounts
or the funds
held in these
accounts may be
transferred to the
RFC accounts, at
the option of the
account holder,
immediately upon
the return of the
account holder to
India for taking
up employment or
on change in the
residential status.

Likewise, when a resident Indian becomes a person
resident outside India, his existing resident account
should be designated as NRO account.

Authorised
dealers
should convert the
FCNR(B) deposits on
maturity into resident
rupee deposit accounts
or RFC account (if the
depositor is eligible to
open RFC account),
at the option of the
account holder.

The typical characteristics and regulations applicable to accounts of residents are given in following table:
Particulars

Exchange Earners Resident Foreign
Foreign Currency Currency (Domestic)
(EEFC) Account
[RFC(D)] Account

Resident Foreign Currency (RFC) Account

Who can open the
account

Exchange Earners

Individuals
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Joint account

Jointly with eligible
persons;

Jointly with any person Same as EEFC
eligible to open

or
With resident
relative(s) on
‘former or survivor’
basis.
5HODWLYHDVGH¿QHG
under Companies
Act, 2013 (viz.
members of HUF,
spouse, parents,
step-parents, son,
step-son, daughterin-law, daughter,
son-in-law, brother/
sister, step-brother/
step-sister)
Relative
joint
account
holder
cannot
operate
the account during
the life time of the
account holder
Type of Account

Current only

Current only

Current/ savings/ term deposits

Interest

Non-interest
earning

Non-interest earning

De-regulated (As decided by the AD bank)

Permitted Credits

1)

100% of
foreign
exchange
received
on account
of export
transactions.

1)

Foreign
exchange
received as
payment/
service/ gift/
honorarium
while on visit
abroad or from
a non-resident
who is on a visit
to India

1)

Foreign exchange received by him as
VXSHUDQQXDWLRQRWKHUPRQHWDU\EHQH¿WVIURP
overseas employer

2)

Advance
remittance
received by
an exporter
towards
export of
goods or
services

2)

Unspent amount
of foreign
exchange
acquired from
AD for travel
abroad

2)

Foreign exchange realised on conversion of the
assets referred to in Section 6(4) of FEMA

3)

Repayment
of loans
given to
foreign
importers

3)

Gift from close
relative

3)

Gift/ inheritance received from a person referred
to in Section 6(4) of FEMA
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4)

Disinvestment
proceeds on
conversion
of ADR/
GDR

4)

5)

Professional 5)
earnings like
director’s/
consultancy/
lecture fees,
honorarium
and similar
other
earnings
received
by a
professional
by rendering
services in
his individual
capacity

6)

Interest
earned on
the funds
held in the
account

7)

Re-credit of
unutilised
foreign
currency
earlier
withdrawn
from the
account

8)

Payments
received
in foreign
exchange
by an Indian
startup
arising out
of sales/
export made
by the
startup

6)

Earning through
export of goods/
services, royalty

4)

5)
Disinvestment
proceed on
conversion of
shares into ADR/
GDR

Foreign
exchange
received as
earnings of LIC
claims/ maturity/
surrendered
value settled in
forex from an
Indian insurance
company

6)

Foreign exchange acquired before July 8, 1947
or any income arising on it held outside India
with RBI permission

Foreign exchange received as earnings of LIC
claims/ maturity/ surrendered value settled in
forex from an Indian insurance company

Balances in NRE/ FCNR(B) accounts on change
in residential status

Audit of Foreign Exchange Transactions in Branch

Permitted Debits

1)

Any
permissible
current
or capital
account
transaction

2)

Cost of
goods
purchased

3)

Customs
duty

4)

Trade
related
loans and
advances

Can be used for any
permissible current/
capital account
transactions.

No restrictions on utilisation in/outside India.

(Source: FAQ – RBI website)
General Remittances and Approval Activities
Apart from the transactions discussed above, Banks undertake following types of transactions as well. Since,
the said transactions are of the procedural nature, detailed discussion is not included herein above. However,
auditor must acquaint himself with Master Circulars issued by RBI on the following transactions for compliance
and other important guidelines.
1.

Outward Remittances

2.

Inward Remittances

3.

Approval Activity with respect to
•

External Commercial Borrowing Transaction

•

Foreign Currency Convertible Bonds

•

Investment in Joint Ventures(JV), Wholly Owned Subsidiaries (WoS) abroad

•

Investment in India
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Link to Master Directions issued by RBI:
https://www.rbi.org.in/SCRIPTs/BS_ViewMasterDirections.aspx
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Summary of Important RBI Circulars Issued
During FY 2017-18
CA. Nilesh Joshi

Sr.
No.

Subject of Circular

Circular Reference

Summary

1.

Systems and Controls
for Conduct of
Government Banking

RBI/2016-17/271
DGBA.GAD.
No.2646/31.02.007/201617 dated April 7, 2017

Banks should put in place ensure verification of various
aspects of Government banking such as agency commission
claims and pension payments as part of internal and
concurrent audit. An illustrative checklist is provided with the
circular.

2.

Revised Prompt
Corrective Action
(PCA) Framework for
Banks

RBI/2016-17/276
DBS.CO.PPD.
BC.No.8/11.01.005/2016-17
April 13, 2017

The provisions of the revised PCA framework will be effective
IURP$SULOEDVHGRQWKH¿QDQFLDOVRIWKHEDQNVIRU
the year ended March 31, 2017. The framework would be
reviewed after three years. The revised framework is given
in annexure to the Circular

3.

Prudential Guidelines
– Banks’ investment
in units of REITs and
InvITs

RBI/2016-17/280
DBR.No.FSD.
BC.62/24.01.040/2016-17
dated April 18, 2017

As indicated therein, it has been decided to allow banks to
participate in Real Estate Investment Trusts (REITs) and
Infrastructure Investment Trusts (InvITs) within the overall
ceiling of 20 per cent of their net worth permitted for direct
investments in shares, convertible bonds/ debentures, units
of equity-oriented mutual funds and exposures to Venture
Capital Funds (VCFs) [both registered and unregistered],
subject to the following conditions:
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1.

Banks should put in place a Board approved policy
on exposures to REITs/ InvITs which lays down an
internal limit on such investments within the overall
exposure limits in respect of the real estate sector and
infrastructure sector.

2.

Banks shall not invest more than 10 per cent of the
unit capital of an REIT/ InvIT.

3.

Banks should ensure adherence to the prudential
guidelines issued by RBI from time-to-time on equity
LQYHVWPHQWVE\EDQNV&ODVVL¿FDWLRQDQG9DOXDWLRQRI
Investment Portfolio, Basel III Capital requirements
for Commercial Real Estate Exposures and Large
Exposure Framework, as applicable.

Summary of Important Rbi Circulars Issued During Fy 2017-18

Sr.
No.
4

Subject of Circular
Disclosure in the
“Notes to Accounts”
to the Financial
Statements –
Divergence in the
DVVHWFODVVL¿FDWLRQ
and provisioning

Circular Reference
RBI/2016-17/283
DBR.BP.BC.
No.63/21.04.018/2016-17
dated April 18, 2017

Summary
The circular amends the additional disclosure in Notes of
accounts of banks:
To ensure greater transparency and promote better discipline
with respect to compliance with IRAC norms, it has been
decided that banks shall make suitable disclosures as per
Annex, wherever either
(a)

The additional provisioning requirements assessed by
5%, H[FHHG  SHU FHQW RI WKH SXEOLVKHG QHW SUR¿WV
after tax for the reference period or:

E

7KHDGGLWLRQDO*URVV13$VLGHQWL¿HGE\5%,H[FHHG
15 percent of the published incremental Gross NPAs1
for the reference period, or both.

The above disclosures, shall be made in the Notes to
Accounts in the ensuing Annual Financial Statements
published immediately following communication of such
divergence by RBI to the bank.
Any contravention / non-compliance of the above instructions
shall attract penalties under the Act.
5.

Additional Provisions
For Standard Advances
at Higher than the
Prescribed Rates

RBI/2016-17/282
DBR.No.BP.
BC.64/21.04.048/2016-17
dated April 18, 2017

The circular mandates to make additional provisions at
higher rates in respect of advances to stressed sectors of
the economy as per approved policy by Board, based on
evaluation of risk and stress in various sectors.
As the telecom sector is reporting stressed financial
conditions, and presently interest coverage ratio for the
sector is less than one, Board of Directors of the banks
may review the telecom sector latest by June 30, 2017,
and consider making provisions for standard assets in this
sector at higher rates so that necessary resilience is built in
WKHEDODQFHVKHHWVVKRXOGWKHVWUHVVUHÀHFWRQWKHTXDOLW\
of exposure to the sector at a future date. Besides, banks
should also subject the exposure to the sector to closer
monitoring.

6.

Guidelines on
compliance with
Accounting Standard
(AS) 11 [The Effects
of Changes in Foreign
Exchange Rates] by
EDQNV&ODUL¿FDWLRQ

RBI/2016-17/281
DBR.BP.BC.
No.61/21.04.018/2016-17
dated April 18, 2017

Previously it has been observed that banks have been
recognising gains in profit & loss account from Foreign
Currency Translation Reserve (FCTR) on repatriation of
accumulated profits / retained earnings from overseas
branch(es) by treating the same as partial disposal under
AS 11.
Now it has clarified that the repatriation of accumulated
SUR¿WVVKDOOQRWEHFRQVLGHUHGDVGLVSRVDORUSDUWLDOGLVSRVDO
of interest in non-integral foreign operations as per AS
11 “The Effects of Changes in Foreign Exchange Rates”.
$FFRUGLQJO\%DQNVVKDOOQRWUHFRJQLVHLQWKHSUR¿WDQGORVV
account the proportionate exchange gains or losses held in
the foreign currency translation reserve on repatriation of
SUR¿WVIURPRYHUVHDVRSHUDWLRQV
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Summary of Important Rbi Circulars Issued During Fy 2017-18

Sr.
No.

Subject of Circular

Circular Reference

Summary

7.

Risk
Management
Systems – Role of
the Chief Risk Officer
(CRO)

RBI/2016-17/294
DBR.BP.BC.
No.65/21.04.103/2016-17
dated April 27, 2017

8.

Compliance with
Ghosh Committee
Recommendations

RBI/2016-17/284
The circular made following key amendments to the earlier
Ref. DBS.CO.PPD.
guidelines:
BC.No.9/11.01.005/2016-17
1.
The compliance to the Ghosh Committee
dated April 20, 2017
recommendations need not be reported to the ACB.

In order to bring uniformity in approach for Risk Management
6\VWHPV DQG UROHV  UHVSRQVLELOLWLHV RI &KLHI 5LVN 2I¿FHU
the RBI has advised a roles & responsibility matrix for CRO.

2.

Banks are advised to ensure that: i) Compliance to
these recommendations are complete and sustained;
and ii) These recommendations are appropriately
factored in the internal inspection/audit processes
of banks and duly documented in their manual/
instructions, etc.

9

Timelines for Stressed RBI/2016-17/299
Assets Resolution
DBR.BP.BC.
No.67/21.04.048/2016-17
dated May 5, 2017

RBI has reiterated that lenders must scrupulously adhere to
WKHWLPHOLQHVSUHVFULEHGLQWKH)UDPHZRUNIRU¿QDOLVLQJDQG
implementing the CAP. To facilitate timely decision making,
it has been decided that, henceforth, the decisions agreed
upon by a minimum of 60 per cent of creditors by value
and 50 per cent of creditors by number in the JLF would be
considered as the basis for deciding the CAP, and will be
binding on all lenders, subject to the exit (by substitution)
option available in the Framework. Lenders shall ensure
that their representatives in the JLF are equipped with
appropriate mandates, and that decisions taken at the JLF
are implemented by the lenders within the timelines.

10

Recording of Details
of Transactions in
Passbook/ Statement
of Account

The circular advising banks to avoid inscrutable entries in
passbooks/ statements of account and ensure that brief,
intelligible particulars are invariably entered in passbooks/
statements of account with a view to avoiding inconvenience
to depositors.

RBI/2016-17/326
DBR.No.Leg.
BC.76/09.07.005/2016-17
dated June 22, 2017

It has been decided that banks shall at a minimum provide
the relevant details in respect of entries in the accounts as
indicated in the Annexure of circular.
Banks shall also incorporate information about ‘deposit
insurance cover’ along with the limit of coverage, subject to
change from time to time, upfront in the passbooks.
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Summary of Important Rbi Circulars Issued During Fy 2017-18

Sr.
No.
11

12

Subject of Circular
Individual Housing
Loans: Rationalisation
of Risk-Weights and
Loan to Value (LTV)
Ratios

Investment in plant
and
machinery
for the purpose of
classification
as
Micro, Small and
Medium Enterprises –
documents to be relied
upon

Circular Reference
RBI/2016-17/317
DBR.BP.BC.
No.72/08.12.015/2016-17
June 7, 2017

RBI/2017-18/21 FIDD.
MSME & NFS.
BC.No.10/06.02.31/2017-18
dated July 13, 2017

Summary
The circular amend the LTV ratios, risk weights and
standard asset provisioning rate for individual housing loans
sanctioned on or after the date of this circular (i.e. 7 June,
2017).
Outstanding
loan

LTV ratio
(%)

Risk Weight
(%)

Up to ` 30
lakh

< 80
35
0.25
___________ ___________
> 80 and
< 90

50

Above ` 30
lakh and up
to ` 75 lakh

< 80

35

Above ` 75
lakh

< 75

50

Standard
Asset
Provision
(%)

Ministry of MSME, GoI, videWKHLU2I¿FH0HPRUDQGXP 20 
)1R  60(GDWHG0DUFKKDYHFODUL¿HG
that for ascertaining the investment in plant and machinery
for classification of an enterprises as Micro, Small and
Medium, the following documents could be relied upon:
(i)

A copy of the invoice of the purchase of plant and
machinery; or

(ii)

Gross block for investment in plant and machinery as
shown in the audited accounts;
or

(iii)

A certificate issued by a Chartered Accountant
regarding purchase price of plant and machinery.

)XUWKHUWKH0LQLVWU\KDVFODUL¿HGWKDWIRUWKHLQYHVWPHQWLQ
SODQWDQGPDFKLQHU\IRUWKHSXUSRVHRIFODVVL¿FDWLRQRIDQ
enterprise as Micro, Small or Medium, the purchase value of
the plant and machinery is to be reckoned and not the book
value (purchase value minus depreciation).
13

Master Circular – RBI/2017-18/76 DCM (CC)
Scheme of Penalties No.G-3/03.44.01/2017-18
for bank branches dated October 12, 2017
based on performance
in rendering customer
service to the members
of public

The master circulars amends are as follows:The scheme of Penalties for bank branches including
currency chests has been formulated in order to ensure
that all bank branches provide better customer service to
members of public with regard to exchange of notes and
coins, in keeping with the objectives of Clean Note Policy.
Penalties to be imposed on banks for deficiencies in
exchange of notes and coins/remittances sent to RBI/
operations of currency chests as per annexure of Master
circular.
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Summary of Important Rbi Circulars Issued During Fy 2017-18

Sr.
No.

Subject of Circular

Circular Reference

Summary

14

Submission
of RBI/2017-18/110
Financial Information DBR.No.Leg.
to Information Utilities
BC.98/09.08.019/2017-18
dated December 19th 2017

$OO¿QDQFLDOFUHGLWRUVUHJXODWHGE\5%,DUHDGYLVHGWRDGKHUH
to the relevant provisions of IBC, 2016 and IBBI (IUs)
Regulations, 2017 and immediately put in place appropriate
systems and procedures to ensure compliance to the
provisions of the Code and Regulations.

15

Relief
for
MSME
Borrowers registered
under Goods and
Services Tax (GST)

As a measure of support to Micro, Small and Medium
Enterprises entities in their transition to a formalised business
environment, it has been decided that the exposure of
EDQNVWRDERUURZHUFODVVL¿HGDVPLFURVPDOODQGPHGLXP
enterprise under the Micro, Small and Medium Enterprises
Development (MSMED) Act, 2006, shall continue to be
classified as a standard asset in the books of banks and
NBFCs subject to the following conditions:

16
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Resolution of
Stressed Assets –
Revised Framework

RBI/2017-18/129
DBR.No.BP.
BC.100/21.04.048/2017-18
dated February 7, 2018

RBI/2017-18/131
DBR.No.BP.
BC.101/21.04.048/2017-18
dated February 12, 2018

1.

The borrower is registered under the GST regime as
on January 31, 2018.

2.

The aggregate exposure, including non-fund based
facilities, of banks and NBFCs, to the borrower does
QRWH[FHHG൘PLOOLRQDVRQ-DQXDU\

3.

The borrower’s account was standard as on August
31, 2017.

4.

The amount from the borrower overdue as on
September 1, 2017 and payments from the borrower
due between September 1, 2017 and January 31,
2018 are paid not later than 180 days from their
respective original due dates.

5.

A provision of 5% shall be made by the banks/NBFCs
DJDLQVWWKHH[SRVXUHVQRWFODVVL¿HGDV13$LQWHUPV
of this circular. The provision in respect of the account
may be reversed as and when no amount is overdue
beyond the 90/1201 day norm, as the case may be.

6.

The additional time is being provided for the purpose
of asset classification only and not for income
recognition, i.e., if the interest from the borrower is
overdue for more than 90/1202 days, the same shall
not be recognised on accrual basis.

The extant instructions on resolution of stressed
assets such as Framework for Revitalising Distressed
Assets, Corporate Debt Restructuring Scheme,
Flexible Structuring of Existing Long Term Project
Loans, Strategic Debt Restructuring Scheme (SDR),
Change in Ownership outside SDR, and Scheme for
Sustainable Structuring of Stressed Assets (S4A) stand
withdrawn with immediate effect. All accounts, including
such accounts where any of the schemes have been
invoked but not yet implemented, shall be governed by
the revised framework.

Summary of Important Rbi Circulars Issued During Fy 2017-18

Sr.
No.

Subject of Circular

Circular Reference

Summary
1.

Lenders shall identify incipient stress in loan accounts,
immediately on default, by classifying stressed assets
as special mention accounts (SMA) as per circular.

2.

Lenders shall report to CRILC, all borrower entities in
GHIDXOW ZLWKDJJUHJDWHH[SRVXUHRI൘PLOOLRQDQG
above), on a weekly basis, at the close of business on
every Friday, or the preceding working day if Friday
KDSSHQVWREHDKROLGD\7KH¿UVWVXFKZHHNO\UHSRUW
shall be submitted for the week ending February 23,
2018.

3.

Implementation of Resolution Plan: The
Resolution Plan (RP) may involve any actions /
plans / reorganisation including, but not limited
to, regularisation of the account by payment of
all over dues by the borrower entity, sale of the
exposures to other entities / investors, change in
ownership, or restructuring.

3.

Implementation Conditions for RP:

If the resolution involves restructuring; then
i.

All related documentation, including execution
of necessary agreements between lenders and
borrower / creation of security charge / perfection
of securities are completed by all lenders; and

ii.

The new capital structure and/or changes in the
terms of conditions of the existing loans get duly
UHÀHFWHGLQWKHERRNVRIDOOWKHOHQGHUVDQGWKH
borrower.

4.

Timelines for Large Accounts to be Referred under
IBC.
In respect of accounts with aggregate exposure of the
OHQGHUVDW൘ELOOLRQDQGDERYHRQRUDIWHU0DUFK
1, 2018 (‘reference date’), including accounts where
resolution may have been initiated under any of the
existing schemes as well as accounts classified as
restructured standard assets which are currently in
respective specified periods (as per the previous
guidelines), RP shall be implemented as per the
following timelines:

1.

If in default as on the reference date, then 180 days
from the reference date.

2.

If in default after the reference date, then 180 days
IURPWKHGDWHRI¿UVWVXFKGHIDXOW

Revised Restructuring Norms:
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Summary of Important Rbi Circulars Issued During Fy 2017-18

Sr.
No.

Subject of Circular

Circular Reference

Summary
1.

In case of restructuring, the accounts classified as
‘standard’ shall be immediately downgraded as nonperforming assets (NPAs), i.e., ‘sub-standard’ to begin
with. The non-performing assets, upon restructuring,
ZRXOGFRQWLQXHWRKDYHWKHVDPHDVVHWFODVVL¿FDWLRQ
as prior to restructuring. In both cases, the asset
classification shall continue to be governed by the
DJHLQJFULWHULDDVSHUH[WDQWDVVHWFODVVL¿FDWLRQQRUPV

2.

Standard accounts classified as NPA and NPA
accounts retained in the same category on
restructuring by the lenders may be upgraded

3.

For the large accounts (i.e., accounts where
WKH DJJUHJDWH H[SRVXUH RI OHQGHUV LV ൘  ELOOLRQ
and above) to qualify for an upgrade, in addition
to demonstration of satisfactory performance, the
credit facilities of the borrower shall also be rated
as investment grade15 (BBB- or better) as at the
end of the ‘specified period’ by CRAs accredited
by the Reserve Bank for the purpose of bank loan
ratings. While accounts with aggregate exposure
RI ൘  ELOOLRQ DQG DERYH VKDOO UHTXLUH WZR UDWLQJV
WKRVH EHORZ ൘  ELOOLRQ VKDOO UHTXLUH RQH UDWLQJ ,I
the ratings are obtained from more than the required
number of CRAs, all such ratings shall be investment
grade to qualify for an upgrade only when all the
outstanding loan / facilities in the account demonstrate
‘satisfactory performance’ (i.e., the payments in
respect of borrower entity are not in default at
any point of time) during the ‘specified period’ (as
defined in paragraph 10 of the covering circular)
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Bank Branch Audit and GST
CA. Jayesh Gogri

1.

2.

Introduction
Section VIII of the Long Form Audit Report
(LFAR) requires the auditor to comment on any
other matter including taxes. Therefore, it may
be essential for a branch auditor to know the
important aspects of Goods and Services Tax
(GST) related to banks such as: the activities
which are liable to be taxed under GST, the
value base on which GST needs to be paid,
time at which the tax liability arises (Time of
Supply), the State where the liability arises
(Place of Supply), the set offs which can be
claimed (Input Tax Credit – ITC) and relevant
statutory records/returns which a bank is
required to maintain/submit. In this part of the
compendium an attempt has been made to
highlight some of the important aspects of
banking sector connected to GST.
Registration
A bank is required to obtain a separate GST
registration in each of the State/Union Territory.
Moreover, at the option of the bank, each
separate business vertical can also have a
separate registration. Depending upon the
policy of the bank, a particular branch may or
may not have a separate registration. However,
in any case, it is a must that a branch is
added to GST registration certificate as an
additional place of business and a copy of
such registration certificate pertaining to the
respective branch is displayed at the prominent
place. Moreover, display of GST number at the
signboard is also a mandatory requirement.
Chapter VI (Section 22 to Section 30) of the
Major functions

Central Goods and Services Tax Act, 2017
(CGST Act) and Rule 8 to Rule 26 of Central
Goods and Services Tax Rules, 2017 (CGST
Rules) would be relevant from the registration
perspective.
If a separate registration is not obtained,
branch auditor should ensure that data
pertaining to the auditee branch has been
suitably reconciled and taken into consideration
for discharge of GST liability and adequate
disclosures are made in GST returns. If the
branch is the principal place of business in a
State and if the registration of all the branches
in a State are covered by the registration
of such principal branch, it may be relevant
to examine that no branch is left out to be
covered as additional place of business in
the registration. In such a case, it may also
be relevant to examine if the GST liability
including reverse charge, of all such branches
in a State, has been adequately discharged
and disclosed. Branch auditor of such principal
branch may ask for a complete list of branches
in a state/union territory and examine if the
they are covered in the GST registration and
subsequent compliances.
3.

Applicability of GST and exemptions
Functions of banks can be divided into two
parts:
•

Major functions

•

Other functions/ancillary services

Other functions

•

Accepting Deposits

•

Discounting of bills and cheques

•

Safe Deposit Lockers

•

Granting Advances

•

Collection of bills and cheques

•

Issue of Letter of Credit

•

Remittances

•

Issue of Guarantees

•

Safe custody of articles
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Besides the above functions, Banks now-adays associate themselves in the following
activities also either by opening separate
departments or through separately floated
independent subsidiaries:
•

Investment Counselling

•

Investment Banking

•

Mutual Fund

•

Project Appraisal

•

Merchant Banking Services

•

Taxation Advisory Services

•

Executor Trustee Services

•

Credit Card Services

•

Forex Consultancy

•

Transactions of Government Business

•

Securities Trading

•

Factoring

•

Gold/Silver/Platinum Trading

•

Venture Capital Financing

•

Bank Assurance - Selling of Life and
General Insurance policies as Corporate
Agent

3.1. Applicability of GST on various functions
of Banks
3.1.1 Interest
Activity, of accepting deposits and thereafter
lending it to the borrowers, is the primary
business of any bank. GST law, defines
‘goods’ and ‘services’ to exclude ‘money’
from their ambit. So, a pure transaction in
money is out of the ambit of GST. However,
the use of money for which any consideration
is charged is considered to be a ‘service’.
7KHUHIRUHRQUHDGLQJWKHGH¿QLWLRQRIVHUYLFH
it appears that ‘interest’ which can be said to
be a consideration for use of money, is liable
WRWD[+RZHYHUH[HPSWLRQQRWL¿FDWLRQ1 grants
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exemption to services by way of extending
deposits, loans or advances in so far as
the consideration is represented (other than
interest involved in credit card services) by
way of interest or discount. In other words,
effectively, there is no levy of GST on interest
unless the same is with respect to credit card
services.
As far as the interest on delayed payments
is considered, there appears to be some
DQRPDO\GXHWRVSHFL¿FSURYLVLRQVRI6HFWLRQ
15(2) of CGST Act, relating to valuation.
Clause (d) of Section 15(2) of CGST Act
provides that interest or late fee or penalty
for delayed payment of any consideration for
any supply shall be added to the value of
supply. One school of thought prevails that
though the interest on loans is exempt, but
interest on delayed payment is taxable due
WRDERYHPHQWLRQHGVSHFL¿FSURYLVLRQV,WPD\
be noted that Section 15 deals with valuation
of supply and not taxability of supply. Even if
the value is enhanced on account of interest
on delayed payments due to the provisions of
Section 15(2), the exempt nature of interest
by virtue of Notification no. 12/2017-Central
tax (Rate) dated 28.06.2017 does not get
altered and therefore, it appears such penal
interest also remains exempt in case of loans/
advances.
3.1.2. Income on account of service fees,
commission, etc.
Banks provide various services to its customers
and collect service fees in the nature of
processing fees, cheque bounce charges,
swap charges, conversion charges, valuation
charges, loan statement charges, collection/
repossession charges, etc. In absence of
any exemption on payment of GST on such
charges, GST shall be applicable. Similarly,
commission and brokerage earned by
the banks as a result of renegotiations or
rescheduling of outstanding debts, on bills for
collection, remittances and transfers, letters of
credit and guarantees, letter of comforts, etc.
are liable to GST.

1RWL¿FDWLRQ1R&HQWUDO7D[ 5DWH GDWHG 6HULDO1R
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3.1.3 Money changing services
Conversion of one currency to another is
liable to GST. However, by virtue of exemption
granted by a Notification 2 inter se sale or
purchase of foreign currency amongst banks
and/or authorised dealers of foreign exchange
is exempted.
3.1.4 Sale of repossessed assets
Banks undertake auction of collateral assets
where the customer defaults in payment of
loans. Loan agreement entered into between
bank and the customer contains the clause of
auction of collateral assets.
A view prevails in the market that there are two
transactions involved in auction of collateral.
First, the customer loses rights and control
over the collateral assets; which may be
held to be ‘disposal of assets’ in accordance
with Sr. No. 1 of Schedule I of CGST Act.
Therefore, GST is chargeable on supply of
such goods from the defaulting borrower to the
bank if the defaulting borrower had availed ITC
and the Second, from the bank to the auction
buyer which is also leviable to GST. Banks
may avail input tax credit of GST charged by
WKHGHIDXOWLQJERUURZHUVXEMHFWWRIXO¿OPHQWRI
conditions of availment of input tax credit.
If the defaulting borrower is not registered
with GST, bank may be regarded as a dealer
of second hand goods and as per Rule 32(5)
of CGST Rules the bank should pay tax only
on the difference between sales and purchase
value of such assets.
One more issue with regard to the above
aspect is ascertainment of purchase value of
such collateral assets at the end of the bank.
Since the bank has not purchased such assets
from the borrower but merely exercised its lien
over such assets to recover its debts. Proviso
to Rule 32(5)3 lays down that purchase price
in such cases would be the original purchase
price of the borrower less depreciation of 5%
SHUTXDUWHUWLOOWKH¿QDOGLVSRVDOE\WKHEDQN
Moreover, in such cases, even RCM with

respect to procurement from unregistered
person is granted exemption which is explained
in detail at Para 4.2 below.
3.1.5 Transactions between two branches of the
same bank
Section 25(2) of CGST Act, 2017 states
that a person who has obtained more than
one registration, whether in one State or
Union Territory or more than one State or
Union Territory shall, in respect of each such
registration, be treated as ‘distinct persons’ for
the purposes of CGST Act. Thus, supply of
goods or services between two branches of the
same bank shall be chargeable to GST.
3.1.6 Sale of investments in securities
Sale of investments in securities is out of
purview of GST in view of specific exclusion
thereof from the definition of ‘goods’ under
GST Law. Hence, GST is not chargeable on
sale of securities.
3.2. Exemption from payment of GST
In respect of services, the Central Government
has issued Notification No. 12/2017–Central
Tax (Rate) dated 28.06.2017 (‘Base exemption
notification for services’) so as to exempt
prescribed supplies of services from payment
of CGST, subject to certain conditions, as
may be applicable. All the States should also
LVVXHQRWL¿FDWLRQWRH[HPSW6*67FRPSRQHQW
Similarly, Notification 2/2017 – Central Tax
(Rate) dated 28.06.2017 has been issued in
respect of exemption granted from payment of
CGST on supply of goods.
Exemptions applicable to banking sector
3.2.1 Interest received on extending deposits,
loans or advances
As per Entry No. 27 of base exemption
notification for services, interest received
by banks on account of deposits, loans or
advances extended by the banking company
is unconditionally exempt from payment of tax.



1RWL¿FDWLRQ1R&HQWUDO7D[ 5DWH GDWHG 6HULDOQR
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That is, no condition shall be required to be
IXO¿OOHGLQRUGHUWRDYDLOWKHH[HPSWLRQ


7KHWHUPLQWHUHVWKDVEHHQVSHFL¿FDOO\GH¿QHG
by way of an explanation inserted in the base
H[HPSWLRQQRWL¿FDWLRQIRUVHUYLFHV$VSHUWKH
definition of interest, service fee, any other
charge in respect of the money borrowed
or debt incurred or any credit facility which
has not been utilised, shall not be termed as
interest. Accordingly, GST shall be applicable
on such charges.

3.2.2 Inter se sale or purchase of foreign
currency amongst banks or authorised
dealers of foreign exchange or amongst
banks and such dealers
Any consideration charged for purchase or
sale of foreign currency amongst banks and
authorised dealers would be exempt from
payment of GST. Such services were covered
under negative list of services in the Service
Tax regime as well.

3.2.3 Income earned by bank on account of
payment made by cards by customers

(QWU\1RRIEDVHH[HPSWLRQQRWL¿FDWLRQIRU
services reads as under–
“Services by an acquiring bank, to any person
in relation to settlement of an amount up to
two thousand rupees in a single transaction
transacted through credit card, debit card,
charge card or other payment card service.
Explanation— For the purposes of this entry,
“acquiring bank” means any banking company,
financial institution including non-banking
financial company or any other person, who
makes the payment to any person who accepts
such card.”
Amount charged by the bank in cases where
its customers settle an amount up to two
thousand rupees in a single transaction by way
of credit card, debit card, charge card or other
payment card service is exempt from payment
of GST.

3.3. GST applicability on other activities of banks
Indicative list of some of other activities and taxability thereof is summarised in the following table:
Sr.
No.

118

Nature of services

Comments on taxability

1

Discounting of bills and cheques Exempt if the consideration is in the form of discount vide
1RWL¿FDWLRQQR&HQWUDOWD[ UDWHV GDWHG

2

Collection of bills and cheques

Taxable

3

Remittances

Taxable

4

Safe custody of articles

Taxable

5

Safe Deposit Lockers

Taxable

6

Issue of Letter of Credit

Taxable

7

Issue of Guarantees

Taxable

8

Investment Counselling

Taxable

9

Project Appraisal

Taxable

10

Merchant Banking Services

Taxable

11

Taxation Advisory Services

Taxable

12

Executor Trustee Services

Taxable

13

Credit Card Services

Taxable

14

Forex Consultancy

Taxable

15

Securities Trading

Not taxable as securities are neither regarded as goods nor
services under GST Law

16

Gold/Silver/Platinum Trading

Taxable

Bank Branch Audit and GST

4.

GST applicability on receipt of services
under RCM
Under GST laws, there are two situations in
which liability has to be discharged by the
recipient of supply under RCM; namely, one
ZKHUHQRWL¿HGJRRGVRUVHUYLFHVDUHSURFXUHG
by a person and another where the goods
and services are procured from unregistered
persons.

 1RWL¿HG JRRGVVHUYLFHV
1RWL¿HG 6HUYLFHV
One of the notified service covered under
RCM from the perspective of banks is recovery
agent’s services4 when provided to a banking
company or a financial institution or a nonEDQNLQJ¿QDQFLDOFRPSDQ\ORFDWHGLQWD[DEOH
territory.


7KRXJKWKHWHUPµUHFRYHU\DJHQW¶LVQRWGH¿QHG
under GST law, it appears that it would cover
recovery agents appointed under Securities
and Reconstruction of Financial Assets and
Enforcement of Security Act, 2002 for recovery
of due amounts. Bank branch auditor may
distinguish between recovery agents and
collection agents to verify if appropriate GST
liability is discharged under RCM with respect
to recovery agent’s services.

1RWL¿HG JRRGV

0RUHRYHUQRWL¿HGJRRGVVXFKDVFDVKHZQXWV
not shelled or peeled, bidi wrapper leaves
(tendu), silk yarn, supply of lottery etc. are
covered under RCM 5 when purchased from
VSHFL¿HGSHUVRQV+RZHYHUEDQNVPD\QRWEH
procuring any such goods and therefore, they
need not pay GST under RCM on goods.


Central Government, State Government, Union
Territory or a local authority. Therefore, when
any such goods are sold by banks, the same
is not covered under RCM.
 3URFXUHPHQW RI JRRGVVHUYLFHV IURP
unregistered persons
If registered person procures goods/services
from another person who is not registered
under GST Laws, the recipient registered
person is liable to pay GST under RCM. 6
From 01.07.2017, such RCM was applicable
provided registered taxable person procures
taxable goods/services from unregistered
person or persons, aggregate value of
which exceeds ` 5,000/- in a day. Such
provisions of RCM in cases of procurement
from unregistered persons is withdrawn
from 13.10.2017 which is proposed to be
reintroduced from 01.04.20187.
However, in cases of taxable person dealing
in buying and selling of second hand goods
wherein he discharges GST on outward
supply as per Rule 32 (5) of CGST Rules
i.e., on the difference of purchase and sale
value (As discussed at Para 3.1.4 above),
such taxable person is not liable to pay GST
under RCM even if such goods are procured
IURPXQUHJLVWHUHGSHUVRQE\YLUWXHRIVSHFL¿F
exemption8.
5.

8VHGYHKLFOHVVHL]HGDQGFRQ¿VFDWHGJRRGV
old and used goods, waste and scrap are
also covered under RCM. However, RCM
triggers only when such goods are supplied by

Types of GST
Though for normal purposes GST could be one
tax. For all practical purposes, GST is divided
into 4 major types:
•

Central Goods and Services Tax

•

State Goods and Services Tax

•

Union Territory Goods and Services Tax

•

Integrated Goods and Services Tax



1RWL¿FDWLRQ1R±&HQWUDO7D[ 5DWH GDWHG 6U1R
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VXSSO\RIEDQNLQJDQGRWKHU¿QDQFLDOVHUYLFHV
shall be the location of the recipient of services
on the records of the bank.

It is important to note that a branch collects
and discharges appropriate type of GST.
Failure of which can cause issues in terms
of claiming refund of wrong tax paid and then
again discharge of the correct tax.

However, if the location of recipient of services
is not on the records of the supplier, the place
of supply shall be the location of the supplier
of services. Such scenario may arise if a walkin customer comes for one-time services like
issuance of a demand draft or pay order or
currency conversion.

For all inter-State transactions, IGST is
payable and in case of intra-State transactions
combination of CGST as well as SGST
(UTGST in case of Union Territory) is payable.
In order to ascertain whether a transaction is
an inter-State or intra-state transaction, it is
essential to determine two factors:
•

Location of the supplier of goods/services

•

Place of supply

5.1. Location of supplier and recipient
Location of supplier and recipient of goods is
QRWGH¿QHGXQGHU*67$FWV+RZHYHUORFDWLRQ
of supplier and recipient of servicesLVGH¿QHG
Normally, in all the cases, banks would have
taken its GST registration and therefore,
the place of supplier would be the place of
EXVLQHVVRUWKH¿[HGHVWDEOLVKPHQWZKHUHWKH
registration has been taken.

Based on above, banks need to look into
the address of the recipient of services
as available on its records to classify the
transaction whether it is an inter-State or intraState transaction and charge taxes accordingly.
5.2.2 Where either the location of supplier or
location of recipient is outside India
As per Section 13(8) of IGST Act, 2017, the
place of supply of services provided by a
banking company to account holders shall be
the location of such banking company.
Account holder is not defined, however,
DFFRXQWLVGH¿QHGWRPHDQDQDFFRXQWEHDULQJ
interest to the depositor and includes a nonresident external account and a non-resident
ordinary account.

Location of recipient is also relevant in case of
banking services. If the recipient has obtained
registration, the place of such registration
would be regarded as the location of recipient.
In absence of such place, the location of the
usual place of residence of the recipient would
be relevant.
In case of banks, sometimes such persons
who don’t have any registration pose a bigger
challenge in terms of identifying their ‘usual
place of residence’, as, in many cases, such
persons may have more than one place of
residence. In such cases, normally banks are
insisting for a declaration from unregistered
persons stating that which is the precise place
of ‘usual residence’ of such person.
5.2. Place of Supply of Banking services
5.2.1 Where location of supplier and location of
recipient is in India
As per Section 12(12) of Integrated Goods and
Services Tax (IGST) Act, 2017, the place of
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If there are any services provided by the
banks to persons who are not falling in the
above-mentioned clause, the general clause for
place of supply of service shall be considered
i.e., the location of recipient. However, where
the location of the recipient of services is not
available in the ordinary course of business,
the place of supply shall be the location of the
supplier of services.
6.

Input Tax Credit (ITC)
GST paid on goods or services which are used
for providing output services can be claimed as
a deduction from the GST liability arising from
the supply of banking and other services by
banks. Such deduction is called as ‘set off’ or
‘Input tax credit (ITC)’.
ITC is subject to various conditions as
prescribed in Section 16 of CGST Act and
is also subject to various restrictions as
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mentioned in Section 17 of the CGST Act. To
avail ITC, all the following conditions should be
VDWLV¿HGFXPXODWLYHO\

•

Food and beverages, outdoor catering,
beauty treatment, health services,
cosmetic and plastic surgery etc.

•

Goods/Services to be used for business
purposes



0HPEHUVKLSRIDFOXEKHDOWKDQG¿WQHVV
centre

•

Possession of tax paying document

•

•

Returns by the bank should have been
¿OHG

•

Actual receipt of the goods and or
services in respect of which ITC is
claimed. If goods are received in lots:
ITC will be available only on receipt of
last lots (Proviso to 16(2))

Rent-a-cab, life insurance and health
insurance except where Government
QRWL¿HVWKHVHUYLFHZKLFKDUHREOLJDWRU\
for an employer to provide to its
employees under any law for the time
being in force.



7UDYHOEHQH¿WVH[WHQGHGWRHPSOR\HHVRQ
vacation such as leave or Home travel
concession.

•

Tax charged should be actually paid to
the Government by the supplier of goods/
services

•

Works contract services or other goods
or services received for construction of
Immovable property

•

Payment of value of goods/services and
GST by the banker to respective supplier
(other than supplies covered under RCM)
should be made within 180 days

•

Goods or services used for personal
consumption

•

Goods lost, stolen, destroyed, written
off or disposed of by way of gift or free
samples

It may also be note that, as per Section 17 9
of CGST Act, ITC in respect of supplies which
are used either for non-business purposes or
for making exempt supplies, is not admissible.
However, banks have been provided with an
option to avail 50% of ITC on ad-hoc basis.
If such option is chosen, banks need not
maintain records for proving the ratio of exempt
and taxable supplies and will be allowed 50%
of the ITC even if the taxable supplies are not
to the extent of 50%. Moreover, in any case,
with respect to GST paid on branch transfer
of services, full ITC will be allowed to the
recipient branch of the bank.
Section 17 of CGST Act also puts restrictions
on ITC in respect of the following items:
•

9.

Motor vehicles and other conveyances
except specific circumstances where
ITC is available, including inter alia,
when such motor vehicles and other
conveyances are used for making further
taxable supply of such vehicles or
conveyances

An auditor may review the transactions to
ascertain if the ITC has been availed correctly.
7.

Records
Banks need to maintain and preserve the
following records:
•

Inward and outward supplies

•

Input tax credit availed

•

Output tax payable and paid

•

Invoices, receipt vouchers, refund
vouchers, payment vouchers, debit/credit
notes

As banks work with huge number of account
holders/customers, maintaining proper records
as per GST provisions can be a challenge.
Moreover, it is mandatory to maintain such
records for a minimum period of 72 months
from the due date of filing Annual return.

CGST Act, 2017
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furnish an information return, in respect of
statement of accounts, details of payment of
tax, other details of transactions, transactions
related to a bank account, sale or exchange
of goods or property or right or interest in
a property etc. which are required to be
maintained by them under any law for the time
being in force, for such periods, within such
time, in such form and manner and to such
authority or agency as may be prescribed.
However, till the date of preparing this write up,
no such return has been prescribed so far.

In case of electronic records, it is essential
to ensure that appropriate backups are
maintained and the same are retrievable in
case of accidents.
As per Rule 47 of CGST Rules, a banking
company can raise an invoice within 45 days
instead of 30 days (in normal cases) from
the date of supply of services. In case, the
invoices are raised to branches, the same may
be raised at quarterly intervals10. Moreover, for
a bank, it is not mandatory to mention serial
number and address of the recipient11.
8.

Returns
Banks have to prepare and submit various
returns as under:
5HWXUQ
Statement

Description

TRAN-1

Credit of earlier laws to be
carried forward to GST

GSTR-1

Monthly statement of outward
supplies of goods or services

GSTR-2

Monthly statement of Inward
supplies of Goods or Services

GSTR-3

Monthly return

GSTR-3B

Summary return for outward
and inward supplies and
payment of Tax

GSTR-6

Monthly return for an Input
service distributor

GSTR-7

TDS return

GSTR-9

Annual return

As per Section 150(1)(e) of the CGST Act, it
is provided that a Banking company has to

10.

Rule 47 of CGST Rules, 2017

11.

Rule 54 of CGST Rules, 2017

12.

Section 83 of CGST Act, 2017

13.

Section 79 of CGST Act, 2017
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9.

Liability in respect of account holders
Banks are responsible for taking actiones
against their customers if ordered by GST
authorities. Such responsibilities include
freezing/ defreezing bank accounts12, paying
the amount lying in balance of any account
to the GST officer recovering tax13. Also, as
discussed in the returns section, information
may be required to be furnished by banks in
respect of account holders.

Conclusion
Modern banks are very versatile and dynamic in their
activities. Though, some of the important aspects
have been covered in the above section, this part
of the compendium does not proclaim to be an
exhaustive encyclopedia on GST on Banking Sector.
Auditors, should examine GST related provisions
SHUWDLQLQJWRVSHFL¿FIDFWVRIWKHEUDQFKHVDOORWWHG
to them and then provide suitable comments in their
Audit report. Moreover, the views expressed in this
publication are general in nature and may not be
construed as legal opinion expressed by the author.

Compliance of TDS during
Bank Branch Audit
CA. Vaibhav Sangvi
WHAT IS TDS?
TDS stands for Tax Deducted Source. In TDS
system, persons responsible for making payment for
VSHFL¿HGVHUYLFHVVXFKDVFRPPLVVLRQEURNHUDJH
professional consultancy etc. are required to deduct
D¿[HGSHUFHQWDJHIURPWKHDPRXQW
6XFKGHGXFWHGDPRXQW ZKLFKLVFDOOHG7'6 KDYH
WREHGHSRVLWHGWRWKH*RYHUQPHQWE\WKH'HGXFWRU
SHUVRQZKRLVGHGXFWLQJWD[ RQEHKDOIRIGHGXFWHH
SHUVRQZKRLVSURYLGLQJVHUYLFHV ZKLFKGHGXFWHH
FDQ FODLP DV ,QFRPH7D[ 3DLG DW WKH WLPH RI ¿OLQJ
KLV,QFRPH7D[5HWXUQ
:KHQ DQ\ DPRXQW RQ ZKLFK7'6 LV GHGXFWLEOH LV
EHLQJ SDLG RU SD\DEOH WR D QRQUHVLGHQW WKHQ7'6
LV GHGXFWLEOH XQGHU VHFWLRQ  DQG QRW XQGHU WKH
UHVSHFWLYH7'6VHFWLRQ
WHEN TDS IS TO BE DEDUCTED
7KH LQFLGHQFH RI GHGXFWLQJ7'6 GHSHQGV RQ WKH
nature of payment.
7'6 LV UHTXLUHG WR EH GHGXFWHG DW WKH time of
actual payment only, not on due or accrual basis
in following cases
D 

6DODU\

E 

3D\PHQW RI DFFXPXODWHG EDODQFH RI
(PSOR\HH¶VSURYLGHQW)XQG

F 

'LYLGHQGV

G 

:LQQLQJIURPORWWHU\RUFURVVZRUGVSX]]OH

H 

:LQQLQJIURPKRUVHUDFH

I 

3D\PHQWLQUHVSHFWRIOLIHLQVXUDQFHSROLF\WR
SROLF\KROGHU

J 

3D\PHQWLQUHVSHFWRIGHSRVLWVXQGHU1DWLRQDO
6DYLQJ6FKHPH

K 

3D\PHQWRQDFFRXQWRIUHSXUFKDVHRIXQLWVE\
0XWXDO)XQGVRU8QLW7UXVWRI,QGLD

L 

3D\PHQW RI FRPSHQVDWLRQ RQ FRPSXOVRU\
DFTXLVLWLRQRIFHUWDLQLPPRYDEOHSURSHUW\

$1'$W WKH WLPH RI FUHGLW RI VXFK LQFRPH WR WKH
DFFRXQWRIWKHSD\HHRUDWWKHWLPHRIDFWXDOSD\PHQW
ZKLFKHYHU LV HDUOLHU LQ FDVH RI DOO RWKHU SD\PHQWV
VXFKDVFRPPLVVLRQSURIHVVLRQIHHFRQVXOWDQF\HWF 
H[FHSWWKHSD\PHQWVPHQWLRQHGLQDERYHSRLQW
7'6LVUHTXLUHGWREHGHGXFWHGIURPWKHEHJLQQLQJ
LILWLVOLNHO\WKDWWKHWRWDODPRXQWGXULQJWKH¿QDQFLDO
\HDUZLOOH[FHHGWKHWKUHVKROGOLPLW
NATURE OF PAYMENTS, THRESHOLD LIMITS
AND RATES
7KHVXPPDU\RIWKHQDWXUHRIWUDQVDFWLRQRQZKLFK
7'6 LV UHTXLUHG WR EH GHGXFWHG LI WKH DPRXQW
H[FHHGVWKHWKUHVKROGOLPLWDORQJZLWKWKHDSSOLFDEOH
UDWHVRI7'6IRUFRPPRQO\XVHGSD\PHQWVLVJLYHQ
DWWKHHQGRIWKHDUWLFOH
$OVRZKLOHFRQGXFWLQJ%DQN%UDQFK$XGLWZHZRXOG
FRPHDFURVVRQO\FHUWDLQW\SHRIH[SHQGLWXUHZKLFK
DUH GLVFXVVHG KHUHLQEHORZ KRZHYHU IRU JHQHUDO
EHQHILW ZH KDYH SURYLGHG ZLWK WKH HQWLUH WDEOH RI
FKDUWDSSOLFDEOHIRU7'6
'XULQJ WKH FRXUVH RI DXGLW ZH QHHG WR XQGHUVWDQG
WKH QDWXUH RI H[SHQVH ZKHWKHU WKH H[SHQVH LV
µDOORFDWLRQ RI H[SHQVH E\ WKH EDQN¶ RU ZKHWKHU LW
LV µH[SHQVH LV DFWXDOO\ LQFXUUHG E\ WKH EUDQFK¶ ,I
VXFK DQ H[SHQVH LV µDOORFDWLRQ RI H[SHQVH E\ WKH
EDQN¶ WKHQ WKH SURYLVLRQV RI7'6 ZLOO EH ORRNHG LQ
ZLOO EH E\ +HDG 2I¿FH (J 6DODU\ RI WKH %UDQFK
6WDIIJHQHUDOO\ +RZHYHULILWLVµH[SHQVHLVDFWXDOO\
LQFXUUHGE\WKHEUDQFK¶WKHQWKHSURYLVLRQVRI7'6
ZLOOEHDSSOLFDEOHDWWKH%UDQFK/HYHO (J5HQWSDLG
IRUSUHPLVHV :HDVDXGLWRUVLQVXFKFDVHQHHGWR
DXGLWVXFKWUDQVDFWLRQV
PAYMENT AND RETURN FILING
3HUVRQGHGXFWLQJ7'6KDYHWRGHSRVLWWKHDPRXQW
RI7'6WRWKH*RYHUQPHQWDQGKDYHWR¿OHTXDUWHUO\
UHWXUQVZLWKWKHGHWDLOVRIWKH7'6GHGXFWHG
TDS Deposit
7'6 GHGXFWHG VDODU\ RU QRQVDODU\  LV UHTXLUHG
WR EH GHSRVLWHG ZLWKLQ  GD\V IURP WKH HQG RI WKH
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PRQWK LQ ZKLFK 7'6 LV deducted +RZHYHU 7'6
deducted in month of March is required to be
deposited on or before 30th April.
Due date for deducting TDS under sections 194-IA &
,%±GD\VIURPWKHHQGRIWKHPRQWKLQZKLFK
TDS is deducted.

TDS CERTIFICATE
7'6&HUWL¿FDWHVKRZVWKHDPRXQWRIWD[ZKLFKKDV
been deposited by Deductor. Deductor is required to
LVVXH7'6FHUWL¿FDWHWRWKHGHGXFWHHZLWKLQVSHFL¿HG
WLPHOLPLWJLYHQLQEHORZWDEOH7'6FHUWL¿FDWHKDYH
to be generated online using Traces websites only.

TDS is required to be deposited using below form/
challan

TDS
&HUWL¿FDWH

Nature of
Payment

Due date for
issuance

7'6 RQ 3XUFKDVH RI SURSHUW\ 6HFWLRQ ,$  ±
)RUP4%

)RUP

TDS on Salary

2Q RU EHIRUH VW
0D\RIWKH¿QDQFLDO
year immediately
IROORZLQJ
WKH
financial
year
LQ ZKLFK 7D[ LV
deducted

)RUP$

2WKHUWKDQ
Salary

15
days
from
WKH GXH GDWH RI
IXUQLVKLQJ
7'6
return

)RUP%

3XUFKDVHRI
,PPRYDEOH
Property
6HFWLRQ
,$

ZLWKLQ  GD\V RI
turning return cum
FKDOODQLQ)RUP1R
4%

)RUP&

TDS on rent
6HFWLRQ
,%

ZLWKLQ  GD\V RI
turning return cum
FKDOODQLQ)RUP1R
4&

7'6 RQ UHQW RI SURSHUW\ 6HFWLRQ ,%  ± )RUP
4&
2WKHU7'6SD\PHQW±&KDOODQ1R,716
TDS Return
4XDUWHUO\ 7'6 UHWXUQ LV UHTXLUHG WR EH ILOHG E\
Deductor. Different return forms are specified for
¿OLQJUHWXUQDVIROORZV
Form

Nature of
Payment

Deductee

4

Salary

5HVLGHQWRU1RQ
5HVLGHQW

4

2WKHUWKDQ6DODU\

5HVLGHQW

4

2WKHUWKDQ6DODU\

1RQ5HVLGHQW
)RUHLJQ&RPSDQ\
RU1RW2UGLQDULO\
5HVLGHQW

4% ,PPRYDEOH
Property

5HVLGHQW

4& 3D\PHQWRI5HQW

5HVLGHQW

PENALTY PROVISIONS
9DULRXV SHQDOWLHV DUH DSSOLFDEOH RQ WKH GHGXFWRU
XQGHU7'6ZKLFKDUHDVIROORZV±
A)

Quarterly due dates for different forms
Quarter

Due Date 24Q, 26Q & 27Q

Apr. to Jun.

VW-XO\

July to Sep.

VW2FW

2FWWR'HF

VW-DQ

Jan. to Mar.

VW0D\

Forms 26QB & 26QC ± ,W LV FKDOODQ FXP 7'6
VWDWHPHQWZKLFKLVUHTXLUHGWREH¿OHGZLWKLQGD\V
IURPWKHHQGRIWKHPRQWKLQZKLFK7'6LVUHTXLUHG
to be deducted.
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Interest on late payment of TDS to
Government
,QWHUHVW LV FKDUJHDEOH RQ VKRUW SD\PHQWODWH
SD\PHQW RI 7'6 )ROORZLQJ DUH WKH SRLQWV
GHDOLQJZLWKWKHVDPH7KHUHFDQEHIROORZLQJ
VFHQDULRV±
1.

When TDS is not deducted



,QWHUHVW DW WKH UDWH RI  SHU PRQWK RU
SDUWWKHUHRIIRUWKHSHULRGIURPWKHGDWH
RQZKLFK7'6LVGHGXFWLEOHFROOHFWLEOHWR
WKH GDWH RQ ZKLFK7'67&6 LV DFWXDOO\
GHGXFWHGFROOHFWHG

Compliance of TDS during Bank Branch Audit



2.

When TDS is deducted but payment is
made lately



,QWHUHVW DW WKH UDWH RI  SHU PRQWK
RU SDUW WKHUHRI IRU WKH SHULRG IURP WKH
GDWHRQZKLFK7'6LVDFWXDOO\GHGXFWHG
FROOHFWHGWRWKHGDWHRQZKLFKVXFK7'6
7&6LVDFWXDOO\SDLG

&DOHQGDU PRQWK LV FRQVLGHUHG LQ FDOFXODWLQJ
LQWHUHVWWKHUHIRUHLI\RXGHOD\SD\PHQWE\RQH
GD\\RXKDYHWRSD\LQWHUHVWIRUWZRPRQWKV
)RU H[DPSOH LI7'6 LV GHGXFWHG LQ PRQWK RI
1RYHPEHU DQG GHSRVLWHG RQ WK 'HFHPEHU
WKHQ \RX KDYH WR SD\ LQWHUHVW IRU  PRQWK
LH 1RYHPEHU DQG 'HFHPEHUW7RWDO LQWHUHVW
SD\DEOHVKDOOEH

&   3HQDOW\ RQ ODWH LVVXLQJ RI 7'6 &HUWL¿FDWH
Penalty of ` SHUGD\VKDOOEHSD\DEOHIRU
DQ\GHOD\LQLVVXLQJ7'6FHUWL¿FDWH7KHWRWDO
ODWH LVVXLQJ IHHV VKRXOG QRW H[FHHG WKH WRWDO
DPRXQWRI7'6UHSRUWHGLQWKHUHWXUQ
REQUEST FOR NON-DEDUCTION OR LOWER
DEDUCTION
<RX FDQ DVN WKH WD[ GHGXFWRUV WR QRW GHGXFW WD[
LI \RXU LQFRPH LV EHORZ WKH EDVLF H[HPSWLRQ OLPLW
7KHUHDUHWZRZD\VIRUGRLQJWKLV
1.

Filing Form-15G/15H



$Q UHVLGHQW LQGLYLGXDO RU +8) FDQ ILOH D
GHFODUDWLRQLQ)RUP*+IRUQRQGHGXFWLRQ
RI7'6,QWKLVGHFODUDWLRQGHGXFWHHGHFODUHV
WKDWKLVLQFRPHLVEHORZWKHEDVLVH[HPSWLRQ
limit during a particular financial year so no
7'6VKRXOGEHGHGXFWHG'HGXFWHHLVUHTXLUHG
WR¿OHWKLVGHFODUDWLRQIRUHDFK¿QDQFLDO\HDU



1RWH ± )RUP * LV DSSOLFDEOH WR LQGLYLGXDO
DQG)RUP+LVDSSOLFDEOHWRVHQLRUFLWL]HQ



$SSOLFDWLRQLQ)RUPWR$VVHVVLQJ2I¿FHU



$Q\SHUVRQFDQDSSO\IRUDFHUWL¿FDWHIRUQRQ
GHGXFWLRQ RU ORZHU GHGXFWLRQ RI 7'6 WR KLV
$VVHVVLQJ2I¿FHU,IVDWLV¿HG$VVHVVLQJRI¿FH
ZLOOLVVXHDFHUWL¿FDWHWRWKHGHGXFWHH

%   3HQDOW\ RQ ODWHZURQJ ¿OLQJ RI 7'6 UHWXUQ
 /DWH¿OLQJIHHRI` 200 per day under
section 234E

2.

D 

3HQDOW\ RI `  SHU GD\ VKDOO EH
SD\DEOHIRUDQ\GHOD\LQIXUQLVKLQJ
WKH7'6VWDWHPHQW

E 

7KHWRWDOODWH¿OLQJIHHVVKRXOGQRW
H[FHHG WKH WRWDO DPRXQW RI 7'6
UHSRUWHGLQWKHUHWXUQ

Penalty ranging ` 10,000 to ` 1,00,000
under section 271H
D 

E 

'HOD\ LQ ILOLQJ7'6 VWDWHPHQW IRU
PRUH WKDQ D \HDU IURP WKH GXH
GDWH RI ILOLQJ RI VXFK 7'6 UHWXUQ
±,IWKH7'6VWDWHPHQWLVQRW¿OHG
ZLWKLQRQH\HDUIURPWKHGXHGDWH
RI IXUQLVKLQJ RI 7'6 UHWXUQ WKHQ
a minimum penalty of ` 
ZKLFK FDQ JR XS WR `  
FDQ EH OHYLHG7KH SHQDOW\ XQGHU
WKLV VHFWLRQ ZLOO EH in addition to
WKH ODWH ILOLQJ IHH XQGHU VHFWLRQ
(
)XUQLVKLQJ LQFRUUHFW GHWDLOV LQ WKH
VWDWHPHQW ILOHG OLNH 3$1 &KDOODQ
DQG 7'6$PRXQW HWF ± 6HFWLRQ
+ DOVR FRYHU FDVHV RI ILOLQJ
LQFRUUHFW7'67&6UHWXUQ6LPLODUO\
minimum penalty of ` 
ZKLFK FDQ JR XS WR `  
FDQEHOHYLHG

Let us now quickly go through some of
the common TDS provisions which are
frequently required while conducting Bank
Branch Audit.
Section 194A : INTEREST FROM A BANKING
COMPANY
 7KLV6HFWLRQLVapplicable ONLY to a resident.
7KXV WKH SURYLVLRQV RI VHFWLRQ $ DUH QRW
applicable in case of payment of interest to a
non-resident.


3D\PHQWV PDGH WR QRQUHVLGHQWV DUH DOVR
FRYHUHG XQGHU 7'6 PHFKDQLVP +RZHYHU
WD[ LQ VXFK D FDVH LV WR EH GHGXFWHG DV SHU
Section 195.



6HFWLRQ$GHDOVZLWKGHGXFWLRQRI7'6RQ
LQWHUHVW RWKHU WKDQ LQWHUHVW RQ VHFXULWLHV OLNH
,QWHUHVWRQ)L[HG'HSRVLWV,QWHUHVWRQ/RDQV
DQG$GYDQFHVRWKHUWKDQEDQNV
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Threshold limit for deduction of TDS
7KH 'HGXFWRU VKDOO GHGXFW 7'6 LI WKH DPRXQW RI
VXFKLQWHUHVWSDLGRUFUHGLWHG25LVOLNHO\WREHSDLG
RUFUHGLWHGLQD¿QDQFLDO\HDUH[FHHG
1.

10,000 where the payer is
D

2.

%DQNLQJ FRPSDQ\ RU DQ\ EDQN RU D
banking institution

E

&RRSHUDWLYH VRFLHW\ HQJDJHG LQ WKH
business of banking

F

3RVW RIILFH RQ GHSRVLW XQGHU VFKHPH
IUDPHG DQG QRWLILHG E\ &HQWUDO
*RYHUQPHQW 

FRUUHVSRQGLQJ ODZ WR WKH$FW LQ DQ\ SDUW RI
India


$Q\WUXVW



$Q\XQLYHUVLW\RUGHHPHGXQLYHUVLW\

 $Q\¿UP
Meaning of the term “work” for the purpose of
Section 194C
7KHH[SUHVVLRQ³ZRUN´LQWKLVVHFWLRQZRXOGLQFOXGH
D

$GYHUWLVLQJ

E

%URDGFDVWLQJ DQG WHOHFDVWLQJ LQFOXGLQJ
SURGXFWLRQ RI SURJUDPPHV IRU VXFK
broadcasting or telecasting

F

&DUULDJH RI JRRGV DQG SDVVHQJHUV E\ DQ\
PRGHRIWUDQVSRUWDWLRQRWKHUWKDQUDLOZD\V

G

&DWHULQJ

e.

Manufacturing or supplying of a product
DFFRUGLQJ WR WKH UHTXLUHPHQW RU VSHFL¿FDWLRQ
RI D FXVWRPHU E\ XVLQJ WKH PDWHULDOV
SXUFKDVHG IURP VXFK FXVWRPHU %XW GRHV
not include manufacturing or supplying of
D SURGXFW DFFRUGLQJ WR WKH UHTXLUHPHQWV RU
VSHFLILFDWLRQV RI D FXVWRPHU E\ XVLQJ WKH
PDWHULDOVSXUFKDVHGIURPDSHUVRQRWKHUWKDQ
VXFKDFXVWRPHU

5,000 in any other case

Rate of TDS
 LI3$1LVIXUQLVKHG


LIQR3$1LVIXUQLVKHG



1RVXUFKDUJHHGXFDWLRQFHVVRU6+(&VKDOO
EH DGGHG WR WKH DERYH UDWHV +HQFH WD[ ZLOO
EHGHGXFWHGDWVRXUFHDWWKHEDVLFUDWH

Section 194C : Payment to Contractors
6HFWLRQ & VWDWHV WKDW DQ\ SHUVRQ UHVSRQVLEOH
IRU SD\LQJ DQ\ VXP WR WKH UHVLGHQW FRQWUDFWRU IRU
FDUU\LQJ RXW DQ\ ZRUN LQFOXGLQJ WKH VXSSO\ RI
ODERXU  LQ SXUVXDQFH RI D FRQWUDFW EHWZHHQ WKH
FRQWUDFWRUDQGWKHIROORZLQJSHUVRQV


7KH &HQWUDO *RYHUQPHQW RU DQ\ 6WDWH
*RYHUQPHQW

Meaning of the term Sub-Contractor as per
Section 194C
$³VXEFRQWUDFWRU´ZRXOGPHDQDQ\SHUVRQ



$Q\ORFDODXWKRULW\

D



$Q\ FRUSRUDWLRQ HVWDEOLVKHG E\ RU XQGHU D
&HQWUDO6WDWHRU3URYLVLRQDO$FW

:KRHQWHUVLQWRDFRQWUDFWZLWKWKHFRQWUDFWRU
for carrying out, or

E

4.

Any company



$Q\FRRSHUDWLYHVRFLHW\

)RU WKH VXSSO\ RI ODERXU IRU FDUU\LQJ RXW WKH
ZKROH RU SDUW RI WKH ZRUN XQGHUWDNHQ E\ WKH
FRQWUDFWRU XQGHU D FRQWUDFW ZLWK DQ\ RI WKH
DXWKRULWLHVRU



$Q\DXWKRULW\FRQVWLWXWHGLQ,QGLDE\RUXQGHU
DQ\ ODZ HQJDJHG HLWKHU IRU WKH SXUSRVH RI
GHDOLQJ ZLWK DQG VDWLVI\LQJ WKH QHHGV IRU
KRXVLQJ DFFRPPRGDWLRQ RU IRU WKH SXUSRVH
RI SODQQLQJ GHYHORSPHQW RU LPSURYHPHQW RI
FLWLHVWRZQVDQGYLOODJHVRUIRUERWK

F

)RUWKHVXSSO\RIZKHWKHUZKROO\RUSDUWO\DQ\
ODERXUZKLFKWKHFRQWUDFWRUKDVXQGHUWDNHQWR
VXSSO\LQWHUPVRIKLVFRQWUDFWZLWKDQ\RIWKH
DXWKRULWLHVPHQWLRQHGXQGHUWKLVVHFWLRQ
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$Q\ VRFLHW\ UHJLVWHUHG XQGHU WKH 6RFLHW\
5HJLVWUDWLRQ$FW  RU XQGHU DQ\ VXFK

When does TDS under Section 194C need to be
deducted
7KH SHUVRQ UHVSRQVLEOH IRU PDNLQJ SD\PHQW WR
UHVLGHQWFRQWUDFWRUVXEFRQWUDFWRUVKRXOGGHGXFW7'6

Compliance of TDS during Bank Branch Audit



(LWKHUDWWKHWLPHRIFUHGLWLQJVXFKVXPWRWKH
DFFRXQWWRWKHSD\HHRU



$WWKHWLPHRISD\PHQWWKHUHRILQFDVKRU



%\DQLVVXHRIDFKHTXHRUE\DQ\RWKHUPRGH
ZKLFKHYHULVHDUOLHU

3.


Personal purposes
3D\PHQWE\DQLQGLYLGXDORU+8)WRDUHVLGHQW
contractor for personal purposes is not subject
to TDS.

4.

Payment is made to bank OLVWHG LQ WKH
6HFRQG 6FKHGXOH WR WKH 5%,$FW H[FOXGLQJ
foreign bank for

When does TDS under Section 194C NEED NOT
BE DEDUCTIBLE
1.

&RQWUDFW DPRXQW EHORZ VSHFL¿HG OLPLWV
a.
Amount of any single sum credited or
paid doesn’t exceed ` 
E

2.


$JJUHJDWHDPRXQWRIVXFKVXPVFUHGLWHG
or paid doesn’t exceed and doesn’t likely
to exceeds ` ODNK

3D\PHQW RU FUHGLW WR WUDQVSRUWHU IRU
transportation
,I UHFLSLHQW LV D WUDQVSRUW RSHUDWRU DQG KH
IXUQLVKHV 3$1 WR WKH GHGXFWRU WKHQ 7'6 LV
QRW WR EH GHGXFWHG 6XFK GHGXFWRUV ZLOO EH
UHTXLUHG WR LQWLPDWH WKHVH 3$1 GHWDLOV WR WKH
,QFRPH 7D[ 'HSDUWPHQW LQ WKH SUHVFULEHG
format. However from 1st June, 2015 only
transport operators who owns ten or less
goods carriages at any time during the
financial year is allowed such exemption.
Transport operator has to furnish a
declaration to this effect to the person
paying him to get such exemption.



D

%DQNJXDUDQWHHFRPPLVVLRQ

E

&DVKPDQDJHPHQWVHUYLFHFKDUJHV

F

'HSRVLWRU\ FKDUJHV RQ PDLQWHQDQFH RI
DEMAT accounts

G

&KDUJHV IRU ZDUHKRXVLQJ VHUYLFHV IRU
commodities

H

8QGHUZULWLQJVHUYLFHFKDUJHV

I

&OHDULQJFKDUJHV 0,&5FKDUJHV

J

&UHGLW FDUG RU GHELW FDUG FRPPLVVLRQ
IRU WUDQVDFWLRQ EHWZHHQ WKH PHUFKDQW
HVWDEOLVKPHQW DQG DFTXLUHPHQW EDQN
± 1RWLILFDWLRQ QR  GDWHG VW
'HFHPEHU

3D\PHQW LV PDGH IRU SXUFKDVLQJ SURGXFWV
DFFRUGLQJ WR WKH SD\HU ¶V UHTXLUHPHQW RU
VSHFLILFDWLRQ ,I WKH SURGXFW LV PDQXIDFWXUHG
XVLQJ PDWHULDO SXUFKDVHG E\ WKH SD\HU WKHQ
TDS is required to be deducted.

Rate of TDS
Sr.
No.

Nature of Payment

TDS Rate if
TDS Rate if PAN not
PAN available
available

1

3D\PHQW&UHGLWWRUHVLGHQWLQGLYLGXDORU+8)







3D\PHQW&UHGLWWRDQ\UHVLGHQWSHUVRQRWKHUWKDQLQGLYLGXDO 
+8)





3D\PHQWFUHGLWWR7UDQVSRUWHUV



1,/

Note:-1R6XUFKDUJH(GXFDWLRQ&HVVDQG6+(&VKDOOEHDGGHG+HQFH7'6VKDOOEHGHGXFWLEOHDWEDVLF
rates.
Point to be noted

,QFDVHRIFRQWUDFWRIPDQXIDFWXULQJRUVXSSO\LQJSURGXFW7'6VKDOOEHGHGXFWLEOHRQWKHYDOXHH[FOXGLQJ
WKHYDOXHRIPDWHULDOLIVXFKYDOXHLVPHQWLRQHGVHSDUDWHO\LQWKHLQYRLFH,IQRWPHQWLRQHGVHSDUDWHO\WKHQ
7'6VKDOOEHGHGXFWHGRQWKHZKROHDPRXQWRILQYRLFH

127

Compliance of TDS during Bank Branch Audit

Section 194H : Commission or Brokerage
 6HFWLRQ + LV IRU LQFRPH WD[ GHGXFWHG
RQ DQ\ LQFRPH E\ ZD\ RI FRPPLVVLRQ RU
brokerage, by any person responsible for
paying to a resident.


,QGLYLGXDOV DQG +LQGX 8QGLYLGHG )DPLO\ ZKR
ZHUH FRYHUHG XQGHU VHFWLRQ $% DUH DOVR
required to deduct TDS.



6HFWLRQ + GRHV QRW LQFOXGH LQVXUDQFH
FRPPLVVLRQUHIHUUHGWRLQVHFWLRQ+

F

7KHUDWHRI7'6ZLOOEHLQDOOFDVHVLI3$1
LV127TXRWHGE\WKHGHGXFWHH

TDS NOT REQUIRED TO BE DEDUCTED IN
FOLLOWING CASES
D  7'6 LV QRW UHTXLUHG RQ EURNHUDJH RU
FRPPLVVLRQSD\DEOHE\%61/RU071/WRWKHLU
SXEOLFFDOORI¿FHIUDQFKLVHHV
E

,I FRPPLVVLRQ LV SDLG E\ HPSOR\HU WR LWV
HPSOR\HH WKHQ VXFK FRPPLVVLRQ LV OLDEOH WR
7'6XQGHU6HFWLRQ±7'6IURP6DODU\DQG
QRWXQGHUWKLVVHFWLRQ

F

7'6 RQ ,QVXUDQFH &RPPLVVLRQ VKDOO QRW EH
GHGXFWHGXQGHUWKLVVHFWLRQEXWXQGHU6HFWLRQ
194D.

G

%DQNJXDUDQWHHFRPPLVVLRQ

H

'HSRVLWRU\FKDUJHVRQPDLQWHQDQFHRI'(0$7
accounts.

I

&DVKPDQDJHPHQWVHUYLFHFKDUJHV

Meaning of Commission and Brokerage

J

Commission or brokerage includes any payment
D  5HFHLYHGRUUHFHLYDEOH

&KDUJHV IRU ZDUHKRXVLQJ VHUYLFHV IRU
commodities.

K

8QGHUZULWLQJVHUYLFHFKDUJHV

E

'LUHFWO\RULQGLUHFWO\25

L

&OHDULQJFKDUJHV

F

%\DSHUVRQDFWLQJRQEHKDOIRIDQRWKHUSHUVRQ

M

&RPPLVVLRQ RQ 'HELW RU FUHGLW FDUG
IRU WUDQVDFWLRQV EHWZHHQ WKH PHUFKDQW
HVWDEOLVKPHQWDQGDFTXLUHUEDQN

TDS under Section 194H need to be deducted

7'6 XQGHU 6HFWLRQ + ZLOO EH GHGXFWHG
DW WKH WLPH RI FUHGLW RI VXFK LQFRPH WR WKH
DFFRXQWRIWKHSD\HHRUWRDQ\RWKHUDFFRXQW


:KHWKHU FDOOHG VXVSHQVH DFFRXQW RU E\ DQ\
RWKHU QDPH DW WKH WLPH RI SD\PHQW RI VXFK
LQFRPHLQFDVKRUE\WKHLVVXHRIDFKHTXHRU
GUDIWRUE\DQ\RWKHUPRGHZKLFKHYHULVHDUOLHU

TDS on commission or brokerage includes
D  )RUVHUYLFHVUHQGHUHG QRWEHLQJSURIHVVLRQDO
VHUYLFHV RU
E

)RU DQ\ VHUYLFHV LQ WKH FRXUVH RI EX\LQJ RU
selling of goods, or

F

,Q UHODWLRQ WR DQ\ WUDQVDFWLRQ UHODWLQJ WR
DQ\ DVVHW YDOXDEOH DUWLFOH RU WKLQJ H[FHSW
securities

THRESHOLD LIMITS AND RATE
D  7'6 LV UHTXLUHG WR EH GHGXFWHG RQO\ ZKHQ
WKHDJJUHJDWHRIWKHDPRXQWVRIVXFKLQFRPH
credited or paid or likely to be paid or credited
GXULQJWKH¿QDQFLDO\HDUH[FHHGV` DW
WKHUDWHRI
E

128

1RVXUFKDUJHHGXFDWLRQFHVVRU6+(&VKDOO
EH DGGHG WR WKH DERYH UDWHV +HQFH WKH WD[
ZLOOEHGHGXFWHGDWVRXUFHDWWKHEDVLFUDWH

Section 194-I : TDS on Rent
D  7KH SHUVRQ QRW EHLQJ DQ ,QGLYLGXDO RU +8) 
ZKRLVUHVSRQVLEOHIRUSD\LQJRIUHQWLVOLDEOH
to deduct tax at source.
E

LQ FDVH WKH DJJUHJDWH RI WKH DPRXQW RI UHQW
credited or paid or likely to be credited or paid
GXULQJWKH¿QDQFLDO\HDUH[FHHGV` 

F

$OVRLQGLYLGXDOVDQGRU+8)VZKRDUHVXEMHFW
to tax audit are also under an obligation to
GHGXFWWKHWD[DWVRXUFH

Meaning of ‘Rent’ in reference to Section 194-I
  µ5HQW¶PHDQVDQ\SD\PHQWE\ZKDWHYHUQDPH
called, under any lease, sub-lease, tenancy or
DQ\ RWKHU DJUHHPHQW RU DUUDQJHPHQW IRU WKH
use of HLWKHUVHSDUDWHO\RUWRJHWKHU DQ\
D

/DQGRU

Compliance of TDS during Bank Branch Audit

E

%XLOGLQJ LQFOXGLQJIDFWRU\EXLOGLQJ RU

F

/DQGDSSXUWHQDQWWRDEXLOGLQJ LQFOXGLQJ
IDFWRU\EXLOGLQJ RU

G

0DFKLQHU\RU

e.

Plant or

f.

Equipment or

J

)XUQLWXUHRU

K

)LWWLQJV



ZKHWKHU RU QRW DQ\ RU DOO RI WKH DERYH DUH
RZQHGE\WKHSD\HH±([SODQDWLRQ L WR6HFWLRQ
,6XEOHWWLQJLVDOVRFRYHUHG



,I WKH ODQGORUG FROOHFWV VHFXULW\ RU DGYDQFH
SD\PHQW DW WKH WLPH RI OHWWLQJ RXW D EXLOGLQJ
WR D WHQDQW RQ WKH FRQGLWLRQ WKDW WKH GHSRVLW
ZLOO EH UHIXQGHG DW WKH WLPH RI YDFDWLQJ WKH
EXLOGLQJ WKHQ VXFK D UHFHLSW LV QRW LQ WKH
QDWXUH RI LQFRPH DQG WKHUHIRUH QR WD[ LV WR
EHGHGXFWHGDWVRXUFHXV,



DV 7'6 IURP WKH OHVVRU ZLWKRXW PXFK
delay.
2.

Rent includes service charges
D  6HUYLFH FKDUJHV SD\DEOH WR EXVLQHVV
FHQWUHVDUHFRYHUHGXQGHUWKHGH¿QLWLRQ
RI UHQW DV WKH\ FRYHU SD\PHQWV E\
ZKDWHYHUQDPHGFDOOHG

3.

TDS requirement where building and
furniture, etc., let out by separate persons
D  ,QFDVHZKHUHEXLOGLQJLVOHWRXWE\RQH
SHUVRQ DQG IXUQLWXUH ¿[WXUHV HWF DUH
OHWRXWE\DQRWKHUSHUVRQWKHQWKHSD\HH
is required to deduct tax under Section
,RQO\IURPWKHUHQWSDLGFUHGLWHGIRU
WKHKLUHRIEXLOGLQJ

4.

TDS requirement where rent not payable on
monthly basis
D  6HFWLRQ,GRHVQRWPDQGDWHWKDWWKH
WD[GHGXFWLRQVKRXOGEHPDGHRQPRQWK
WRPRQWKEDVLV

+RZHYHU DGYDQFH UHQW QRW LQ WKH QDWXUH RI
UHIXQGDEOHVHFXULW\GHSRVLW SDLGLVVXEMHFWWR
WD[GHGXFWLRQ0RUHRYHUZKHUHDQ\VXFKUHQW
is credited to ‘suspense account’ or to any
RWKHUDFFRXQWVKDOODOVREHOLDEOHWRGHGXFWWD[
at source.

E

What Payment is Covered u/s. 194-I?
1.

Income from letting out of factory building
D  :KHUH D IDFWRU\ EXLOGLQJ LV OHW RXW WKH
UHQW UHFHLYHG JHQHUDOO\ LV LQFRPH IURP
EXVLQHVVLQWKHKDQGVRIWKHOHVVRURUWKH
RZQHURIWKHIDFWRU\2QO\LQDIHZFDVHV
LWLVLQFRPHIURPSURSHUW\LQWKHOHVVRU¶V
KDQGV
E

F

%XWVXFKSD\PHQWDOVRZKLFKLVEXVLQHVV
LQFRPH LQ WKH KDQGV RI WKH OHVVRU DQG
IRU ZKLFK KH ZLOO QHFHVVDULO\ EH SD\LQJ
DGYDQFH WD[ DQG ILQDOO\ EH UHWXUQLQJ
WKHUHQWDOLQFRPHZLOOEHVXEMHFWWRWD[
deduction at source or TDS.
7KLV LV DQ XQQHFHVVDU\ EXUGHQ RQ ERWK
WD[SD\HU DQG WKH WD[ DGPLQLVWUDWRU
EHFDXVHFROOHFWLRQRIWD[ZLOOWDNHSODFH

7KHUHIRUH LI WKH FUHGLWLQJ RI WKH UHQW LV
GRQH RQ TXDUWHUO\ EDVLV WKHQ GHGXFWLRQ
DW VRXUFH ZLOO KDYH WR EH PDGH RQ WKH
TXDUWHUO\ EDVLV RQO\ :KHUH WKH UHQW LV
SDLGRQ\HDUO\EDVLVGHGXFWLRQDOVRZLOO
KDYH WR EH PDGH RQFH D \HDU RQ WKH
basis of actual payment or crediting.



7KXVWKH5HQWDJUHHPHQWLVWREHUHIHUUHGIRU
NQRZLQJ WKH SHULRGLFLW\ ZKHQ WKH UHWV WR EH
paid.

5.

Payments to hotels for holding seminars
including lunch
D  :KHUH KRWHOV GR QRW FKDUJH IRU XVH RI
SUHPLVHV EXW FKDUJH IRU FDWHULQJPHDO
RQO\ WKHQ SURYLVLRQV RI 6HFWLRQ ,
ZRXOGQRWDSSO\+RZHYHU6HFWLRQ&
ZRXOGDSSO\IRUFDWHULQJSDUW

Liablity to Deduct TDS u/s. 194-I
D  7KH SHUVRQ QRW EHLQJ DQ ,QGLYLGXDO RU +8) 
ZKR LV UHVSRQVLEOH IRU SD\LQJ DQ\ LQFRPH WR
UHVLGHQWE\ZD\RIUHQWLVOLDEOHWRGHGXFWWD[
at source.
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E

$V SHU %XGJHW LQGLYLGXDO+8) QRW
FRYHUHG XQGHU 7D[ $XGLW  SD\LQJ UHQW WR
a resident exceeding `  SHU PRQWK
DUH DOVR OLDEOH WR GHGXFW 7'6 # 7KLV
DPHQGPHQWZLOOEHHIIHFWLYHIURP

OTHER POINTS
 1RVXUFKDUJHLVDSSOLFDEOHH[FHSWZKHUHUHQWLV
SD\DEOHWRDIRUHLJQFRPSDQ\DQGWKHDPRXQW
exceeds ` 1 crore.

F

,Q FDVH WKH DJJUHJDWH RI WKH DPRXQW RI
VXFK LQFRPH FUHGLWHG RU SDLG RU OLNHO\ WR EH
FUHGLWHGRUSDLGGXULQJWKH¿QDQFLDO\HDUE\WKH
DIRUHVDLGSHUVRQWRWKHDFFRXQWRIRUWRSD\HH
exceeds ` 



1R(GXFDWLRQ&HVVLVWREHOHYLHGRQ7'6RQ
rent.



,I WKH UHFHLYHU RI UHQW GRHV QRW IXUQLVK KLV
3$1WRWKHWHQDQWWKHQ7'6LVUHTXLUHGWREH
GHGXFWHG#



,I WKH PXQLFLSDO WD[HV JURXQG UHQW HWF DUH
ERUQHE\WKHWHQDQWQRWD[ZRXOGEHGHGXFWHG
RQVXFKDPRXQW

5.

If there are co-owners in the rented property
then limit of ` 1,80,000 will be calculated
separately for each co-owner.

G

7D[LVUHTXLUHGWREHGHGXFWHGDWVRXUFHDWWKH
WLPHRIFUHGLWRIµLQFRPHE\ZD\RIUHQW¶WRWKH
DFFRXQWRIWKHSD\HHRUDWWKHWLPHRISD\PHQW
WKHUHRI LQ FDVK RU E\ WKH LVVXH RI D FKHTXH
RU GUDIW RU E\ DQ\ RWKHU PRGH ZKLFKHYHU LV
earlier.

Rate of TDS
Sr.
No

Nature of Payment

Rates of tax
deduction

1

5HQW RI SODQW DQG 
PDFKLQHU\



5HQW RI ODQG RU 
building or furniture
LIUHQWH[FHHGLQJ
RU¿WWLQJ
`   PRQWK LV
SDLG E\ LQGLYLGXDO
+8) ZKR DUH QRW
OLDEOHIRUWD[DXGLW

TDS IN SOME CONDITIONS
D  Security Deposits ± ,I GHSRVLW LV UHIXQGDEOH
DW WKH WLPH RI YDFDWLQJ WKH SUHPLVHV WKHQ
TDS is not required to be deducted. If it is
QRQUHIXQGDEOH WKHQ 7'6 LV UHTXLUHG WR EH
GHGXFWHG,IWKHGHSRVLWFDUULHVLQWHUHVW7'6
is required to be deducted under section 194A
IURPVXFKLQWHUHVW
E
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No tax deduction if payee is Government/
Local authorities ± 7D[ LV QRW UHTXLUHG
WR EH GHGXFWHG LI WKH UHQW LV WR EH SDLG WR
*RYHUQPHQW$OVR 7'6 LV QRW UHTXLUHG WR
EH GHGXFW LI UHQW LV SDLG WR VWDWXWRU\ORFDO
DXWKRULWLHVLILWVDWLV¿HGFRQGLWLRQVRI &LUFXODU
1RWK-DQ

Section 194J – TDS on Professional or Technical
Fees
$Q\SHUVRQ RWKHUWKDQLQGLYLGXDORU+8)ZKR
is not liable to DXGLWXQGHUVHFWLRQ$% ZKRLV
responsible for paying to a resident


)HHVIRUSURIHVVLRQDOVHUYLFHV



)HHVIRUWHFKQLFDOVHUYLFHV



5R\DOW\

4.

Any remuneration or fees or commission by
ZKDWHYHU QDPH FDOOHG RWKHU WKDQ WKRVH RQ
ZKLFKWD[LVGHGXFWLEOHXQGHUVHFWLRQ to a
director of a company



1RQ&RPSHWH IHHV DV UHIHUUHG XQGHU VHFWLRQ
 YD

,W LV WR EH QRWHG WKDW LI SURIHVVLRQDO RU WHFKQLFDO
VHUYLFHVLVSURYLGHVE\DQHPSOR\HHWRKLVHPSOR\HU
WKHQVXFKDPRXQWLVQRWFRYHUHGXQGHU6HFWLRQ-
EXWFRYHUHGXQGHUVHFWLRQLH7'6RQVDODU\
RATE OF TDS
D  7'6LVWREHGHGXFWHGXQGHUWKLVVHFWLRQDWWKH
rate of 10%.,IWKHUHFLSLHQWRILQFRPHGRHVQ¶W
IXUQLVKKLV3$1WRGHGXFWRUWKHQ7'6LVWREH
GHGXFWHG #  1R VXUFKDUJH HGXFDWLRQ
FHVVRU6+(&VKDOOEHDGGHGWRWKHPHQWLRQHG
rates. Also TDS is to be deducted on fees
H[FOXGLQJWKH*67FRPSRQHQW
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E

From 1st June 2017 TDS is to be deducted
DWWKHrate of 2% ZKHUHWKHSD\HHLVHQJDJHG
only in business of operation of call centre.

F

7D[LVWREHGHGXFWHGDWWKHWLPHRIFUHGLWRI
VXFKLQFRPHWRWKHDFFRXQWRIWKHSD\HHRUDW
WKHWLPHRISD\PHQWZKLFKHYHULVHDUOLHU

TDS NOT REQUIRED TO BE DEDUCTED IN
FOLLOWING CASES
 ,I SD\PHQW LV PDGH E\ DQ ,QGLYLGXDO RU +8)
H[FOXVLYHO\IRUSHUVRQDOSXUSRVHVWKHQWD[LV
not required to be deducted.


AssesseeFDQDSSO\WR$VVHVVLQJ2I¿FHUIRU
QR7'6 RU7'6 DW ORZHU UDWH XQGHU 6HFWLRQ




1R WD[ LV UHTXLUHG WR EH GHGXFWHG ZKHUH WKH
DPRXQW RI VXFK VXP RU WKH DJJUHJDWH RI WKH
DPRXQWVRIVXFKVXPVFUHGLWHGRUSDLGRUOLNHO\
WREHSDLGRUFUHGLWHGGXULQJWKH¿QDQFLDO\HDU
does not exceed

consideration for any construction, assembly,
PLQLQJRUOLNHSURMHFWXQGHUWDNHQE\WKHUHFLSLHQWRU
FRQVLGHUDWLRQZKLFKZRXOGEHLQFRPHRIWKHUHFLSLHQW
FKDUJHDEOHXQGHUWKHKHDG6DODULHV
TDS ON CERTAIN PAYMENT TO DIRECTOR
COVERED UNDER SECTION 194J
7KHSD\PHQWRIUHPXQHUDWLRQWRZKROHWLPHGLUHFWRU
RU PDQDJLQJ GLUHFWRU ZLOO EH FRQVLGHUHG DV VDODU\
XQGHUVHFWLRQDQGWKXVOLDEOHIRU7'6XQGHUWKLV
section.
:KLOH SD\PHQW RI VLWWLQJ IHHV IHHV IRU DWWHQGLQJ
PHHWLQJV HWF SDLG WR DQ\ GLUHFWRU ZKHWKHU ZKROH
WLPHGLUHFWRUPDQDJLQJGLUHFWRURUDQ\RWKHUGLUHFWRU 
is considered as payment of professional fees under
section 194J. TDS is required to be deducted at
WKHUDWHRIDQGQRWKUHVKROGOLPLWRI` 
DSSOLHVWRWKLV7KHUHIRUHHYHQLIWKHSD\PHQWLVOHVV
WKDQ` 7'6LVUHTXLUHGWREHGHGXFWHG
SUMS REFERRED TO IN SECTION 28
 $VSHU&ODXVH YD RI6HFWLRQ DGGHGE\WKH
7D[DWLRQ$PHQGPHQW$FW ZHI  
DQ\DPRXQWZKHWKHUUHFHLYHGRUUHFHLYDEOHLQ
FDVKRULQNLQGVKDOOEHWD[DEOHXQGHUWKHKHDG
3*%3LIVXFKSD\PHQWLVXQGHUDQDJUHHPHQW
IRU±

D

 LQ FDVH RI IHHV IRU SURIHVVLRQDO
VHUYLFHVRU

E

 LQ FDVH RI IHHV IRU WHFKQLFDO
VHUYLFHVRU

F

LQFDVHRIUR\DOW\RU

G

 LQ FDVH RI VXP UHIHUUHG XQGHU
VHFWLRQ YD

D

1RWFDUU\LQJRXWDQ\DFWLYLW\LQUHODWLRQWR
any business; or

7KHDPRXQWVDUHFDOFXODWHGIRUHDFKRIWKHDERYH
categories separately.

E

1RW VKDULQJ DQ\ NQRZKRZ SDWHQW
FRS\ULJKW WUDGHPDUN OLFHQFH IUDQFKLVH
etc.

MEANING OF PROFESSIONAL SERVICES
COVERED UNDER SECTION 194J
3URIHVVLRQDO VHUYLFHV PHDQV VHUYLFHV ZKLFK DUH
QRWL¿HGE\WKHERDUGunder section 44AA and sports
SHUVRQ FRDFKHV DQG WUDLQHUV HYHQW PDQDJHU
DQFKRUV¿OPDUWLVWV
7KHVHDOVRLQFOXGH


$FFRXQWLQJ&KDUJHV



$GYRFDWH/DZ\HUV/HJDO)HHV



$XGLW)HHV

MEANING OF TECHNICAL SERVICES COVERED
UNDER SECTION 194J
7HFKQLFDO VHUYLFHV PHDQ DQ\ FRQVLGHUDWLRQ IRU
UHQGHULQJ VHUYLFHV RI PDQDJHULDO WHFKQLFDO
FRQVXOWDQF\ QDWXUH %XW GRHV QRW LQFOXGH



7KLVSD\PHQWLVDOVRWHUPHGDVNon-Compete
fees in general business terms.



RoyaltyIRUWKHSXUSRVHRIWKLVVHFWLRQPHDQV
FRQVLGHUDWLRQIRU
D

7UDQVIHU RI ULJKWV ZLWK UHVSHFW WR DQ
LQYHQWLRQVHFUHWIRUPXODPRGHOGHVLJQ
trade mark or a patent.

E

8VHRIDQLQYHQWLRQPRGHOSDWHQWHWF

F

6KDULQJDQ\LQIRUPDWLRQUHODWHGWRXVHRI
DQLQYHQWLRQSDWHQWIRUPXODHWF

G

8VHRUULJKWWRXVHHTXLSPHQWIRULQGXVWULDO
VFLHQWL¿FRUFRPPHUFLDOSXUSRVHV

H

7UDQVIHURIULJKWVUHODWHGWROLWHUDU\ZRUN
VFLHQWLILF ILQGLQJV ILOPV RU YLGHR WDSHV
IRU WKH SXUSRVH RI UDGLR EURDGFDVWLQJ
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QR FRQVLGHUDWLRQ IRU VDOH H[KLELWLRQ RU
GLVWULEXWLRQRIWKHVDPH


6SHFL¿F&DVHV
TDS deduction is also applicable under Section
-RQFHUWDLQVSHFL¿FFDVHVGHFLGHGE\WKH
FDVHODZVDQGFLUFXODUVRIWKHGHSDUWPHQW
D

0HGLFDOVHUYLFHVUHQGHUHGLQKRVSLWDOV

E

3URIHVVLRQDOIHHVFKDUJHGE\¿OPDUWLVWV
IURPDGYHUWLVLQJDJHQFLHV

F

$PRXQW JLYHQ WR UHFUXLWPHQW DJHQFLHV
DQG+5&RQVXOWDQF\

G

3D\PHQW PDGH E\ FRPSDQLHV WR VKDUH
5HJLVWUDUV

TDS ON REIMBURSEMENT OF EXPENSES
D  7'6LVDOVRWREHGHGXFWHGRQWKHDPRXQWRI
UHLPEXUVHPHQW RI H[SHQVHV LI VXFK DPRXQW
LV PHQWLRQHG LQ WKH VDPH ELOO LQ ZKLFK
SURIHVVLRQDORUWHFKQLFDOIHHVLVPHQWLRQHG
E

,I D VHSDUDWH ELOO LV UDLVHG IRU VXFK H[SHQVHV
WKHQ QR 7'6 LV UHTXLUHG WR EH GHGXFWHG RQ
VXFKDPRXQW

&LUFXODU 1R  GDWHG WK$XJ  DQG ,72 YV
Dr.Willmar Schwabe India (P) Ltd. [2005]
Section 195 – TDS on payment to non-resident
PERSONS RESPONSIBLE FOR DEDUCTING TDS
D  $Q\ SHUVRQ UHVSRQVLEOH IRU SD\LQJ WR D QRQ
resident, not being a company or to a foreign
FRPSDQ\ DQ\ LQWHUHVW RWKHU WKDQ XQGHU
VHFWLRQV/%/&RU/' RUDQ\VXP
FKDUJHDEOHWRWD[RWKHUWKDQVDODU\
E

,IWKHSD\PHQWPDGHLVLQWKHQDWXUHRIVDODU\
WKHQ7'6 WR EH GHGXFWHG XQGHU VHFWLRQ 
DQGQRWXQGHUWKLVVHFWLRQ

However if interest is payable by the Government
or public sector bank or a public financial
institution deduction of tax shall be made only
at the time of payment.
RATE OF TDS
7KHUH LV QR WKUHVKROG OLPLW ,W PHDQV WKDW WD[ LV
UHTXLUHG WR EH GHGXFWHG LUUHVSHFWLYH RI DPRXQW RI
payment.
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7KHUDWHRI7'6LVWKHUDWHVZKLFKLVLQIRUFHXQGHU
FKDSWHU ,QFDVH SD\HH QRW KDYLQJ YDOLG 3$1 WKHQ
7'6 UDWH DV SHU UDWH SUHVFULEHG &KDSWHU ;9,,% RU
ZKLFKHYHULVKLJKHUZLOODSSO\+RZHYHU'7$$
SURYLVLRQV DUH DOVR WR EH FRQVLGHUHG ,I WKHUH LV
'RXEOH7D[$YRLGDQFH$JUHHPHQW '7$$ EHWZHHQ
,QGLDDQGFRXQWU\RIUHVLGHQFHRISD\HHWKHQVXFK
SURYLVLRQVZLOODSSO\
7'6DPRXQWLVWREHLQFUHDVHGE\VXUFKDUJHLIWKH
payment is made to a foreign company exceeding
`  FURUH (& DQG 6+(& DUH WR EH DGGHG WR WKH
amount of TDS in case payment is made to a nonresident or a foreign company.
$VVHVVHHFDQDSSO\WR$VVHVVLQJ2I¿FHUIRUQR7'6
RU7'6DWORZHUUDWHXQGHUVHFWLRQ
,QWHUHVW HDUQHG RQ 152 6DYLQJV$FFRXQW  152
)L[HG'HSRVLWLVVXEMHFWWR7D[GHGXFWLRQDWVRXUFH
ZHI$XJDSSOLFDEOH7'6UDWHVDUH
Interest
on
Deposit

Tax Surcharge Education
Rate
Cess

152



-



Total



$V SHU VHFWLRQ $$ LQWURGXFHG E\ )LQDQFH 1R
 $FW  ZHI  HYHU\ SHUVRQ ZKR
UHFHLYHV LQFRPH RQ ZKLFK7'6 LV GHGXFWLEOH VKDOO
IXUQLVK KLV 3$1 1XPEHU WR WKH GHGXFWRU IDLOLQJ
ZKLFK 7'6 VKDOO EH GHGXFWHG DW WKH PD[LPXP
PDUJLQDOUDWHRUZKLFKHYHULVKLJKHU
7KHLQWHUHVWRQ152$FFRXQWV'HSRVLWVWUDQVDFWLRQV
ZRXOGEHFRYHUHGE\WKHVDLGUXOH
ADDITIONAL POINTS
1.

TDS ON SERVICE TAX AND TDS ON GST
D  6LQFH 6HUYLFH WD[ DQG *67 ZHUH ERWK
DSSOLFDEOH GXULQJ WKH SUHYLRXV ¿QDQFLDO
\HDU  ZH ZRXOG FRPH DFURVV
ERWKWKHVHFRPSRQHQWVIRUWKHEHIRUHVW
-XO\DQGSRVWVW-XO\
E

$V SHU circular No 1/2014 (issued by
CBDT) TDSKDGWREHGHGXFWHGRQWKH
DPRXQW SDLGSD\DEOH ZLWKRXW LQFOXGLQJ
VHUYLFHWD[FRPSRQHQW

F

$IWHU*67ZDVLPSOHPHQWHGCBDT has
FODUL¿HGWKURXJK&LUFXODU1R
WKDW LI *67 RQ VHUYLFHV KDV EHHQ
LQGLFDWHG VHSDUDWHO\ LQ WKH LQYRLFH
WKHQ QR WD[ ZRXOG EH GHGXFWHG RQ
*67compoQHQW *67LQFOXGHV&*67
6*67,*6787*67
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TDS / TCS RATES FOR F.Y.2017-18
Section


Nature of Payment
Income from Salary

Threshold Limit of Payment
Senior Citizen
(60 Years)

` 3,00,000

Super Senior
` 5,00,000
Citizen (80 Years)
Others

` 2,50,000

01-04-2017 to
31-05-2017

01-06-2017
onwards

Average rate of
Tax + Education
Cess (Surcharge
if Salary > 50
Lakh)

Average rate of
Tax + Education
Cess (Surcharge
if Salary > 50
Lakh)

$

3UHPDWXUH:LWKGUDZDO ` 
IURP (3)
ZHI
  ,I 3$1
QRW IXUQLVKHG 5DWH
of TDS at Maximum
0DULJLQDO 5DWH RI








,QWHUHVWRQ
Securities





194A

Interest from a ` 10,000 per annum
Banking Company

10%

10%

194A

,QWHUHVW RWKHU WKDQ ` SHUDQQXP
IURP D %DQNLQJ
Company



10%

%

Winning
from ` SHUDQQXP
/RWWHULHV  &URVV
:RUG3X]]OHV





&

7UDQVSRUWHUV ZLWK YDOLG3$1 WRZKRP
44AE applicable





194C

Payment to
Contractors;
Sub-Contractor;
Advertising
Contractors
(including other
transporters)

Individual /
HUF 1%

Individual /
HUF

Others 2%

1% Others 2%

5HVLGHQW
Domestic
&RPSDQ\

5HVLGHQW
Domestic
&RPSDQ\

` 

` 30,000 per contract (or)
` 1,00,000 per annum

194D

,QVXUDQFH&RPPLVLRQ ` 

194DA

Payment under life ` 99,999 per annum
insurance
policy
LQFOXGLQJ%RQXV





194E

1RQUHVLGHQW
Sportman or Sports
Association





—
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Section

Nature of Payment

Threshold Limit of Payment

01-04-2017 to
31-05-2017

01-06-2017
onwards

194EE

2XW RI GHSRVLW XQGHU ` 
166

,QGLYLGXDORU+8)

2WKHU1$

,QGLYLGXDORU+8)

2WKHU1$

*

&RPPLVVLRQ RQ 6DOH ` 
RI/RWWHU\7LFNHWV





194H

& R P P L V V L R Q  ` SHUDQQXP
%URNHUDJH





,

5HQW RQ 3ODQW  ` SHUDQQXP
Machinery





,

/DQG RU EXLOGLQJ ` SHUDQQXP
RUIXUQLWXUHRU¿WWLQJ





194-IA

Payment or transfer `  DERYH
RI 1RQ DJULFXOWXUDO
LPPRYDEOHSURSHUW\





,%

5HQW SD\DEOH E\ DQ ` SHUPRQWK
LQGLYLGXDORU+8)QRW
FRYHUHGXV,

-



194J

Fees for
Professional /
Technical Services

` 30,000 per annum

10%

2% (For Call
Centre)

&RPSXOVRU\
Acquisition of
LPPRYDEOH3URSHUW\

` 

/$

10% (For Others)




* Only for Debenture in which the public are substantially interested
** Other than Individual or HUF except those covered u/s. 44AB
Notes
1.

Surcharges & Education Cess
Type of Payment

6DODU\ 5HVLGHQW 1RQUHVLGHQW

Surcharge
8SWR/DNKV

Rate
1LO

/DNKVWR&URUH 

Education Cess (3.00%)
Yes

6DODU\ 5HVLGHQW 1RQUHVLGHQW

> 1 crore



Yes

2WKHU3D\PHQWVWR5HVLGHQWV

1R

1LO

1R

8SWRFURUH

1LO

> 1 crore



8SWRFURUH

1LO

Other Payments to Non-Residents
3D\PHQWWR1RQ5HVLGHQWV RWKHUWKDQ&RV

3D\PHQWVWR)RUHLJQ&R
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> 1 crore



!FURUH



Yes

Yes
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INTEREST ON DELAY IN DEPOSIT OF TAX AFTER DEDUCTION
Stage of deduction

Rate per month or part of the month

)URPGDWHZKHQGHGXFWLEOHWLOODFWXDOGHGXFWLRQ



)URPGDWHRIGHGXFWLRQWLOOSD\PHQW



TDS RATES FOR NON-RESIDENTS U/S. 195 OF INCOME-TAX ACT, 1961
Nature of Payment

Co.

Others

1$



2WKHU/RQJ7HUP&DSLWDO*DLQV H[FOXGLQJXVV      







6KRUW7HUP&DSLWDO*DLQVXV$





4.

,QYHVWPHQWLQFRPHIURP)RUHLJQ([FKDQJH$VVHWV

1$



5.

,QWHUHVWSD\DEOHRQPRQH\VERUURZHGRUGHEWLQFXUUHGLQ)RUHLJQ&XUUHQF\







5R\DOW\ )HHVIRUWHFKQLFDOVHUYLFHVXV$
$JUHHPHQWVW-XQHWRVW0D\





$JUHHPHQWRQRUDIWHUVW-XQH







:LQQLQJVIURP/RWWHULHV&URVVZRUG3X]]OHVDQG+RUVH5DFHV





8.

Any Other Income

40%

30%

1.

/RQJ7HUP&DSLWDO*DLQVXV(



SURCHARGE & EDUCATION CESS
Type of Payment
3D\PHQWWR1RQ5HVLGHQWV RWKHUWKDQ&RV

3D\PHQWVWR)RUHLJQ&R

Surcharge

Rate

8SWRFURUH

1LO

> 1 crore



8SWRFURUH

1LO

> 1 crore



!FURUH



Education Cess (3.00%)
Yes

Yes

INTEREST ON DELAY IN DEPOSIT OF TAX AFTER DEDUCTION
Stage of deduction

Up to 30th June, 2010 (Rate
per month or part of the
month)

From 1st July, 2010
(Rate per month or part
of the month)

)URPGDWHZKHQGHGXFWLEOHWLOODFWXDOGHGXFWLRQ





)URPGDWHRIGHGXFWLRQWLOOSD\PHQW
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Audit Documentation in Bank Branch Audit
(Including Tax Audit)
CA. Pankaj Tiwari
•

Role of audit documentation in general
audit [SA-230]


The Standard on Auditing(SA)-230
deals with the auditor’s responsibility
to prepare audit documentation for an
DXGLWRI¿QDQFLDOVWDWHPHQWV7KHVHDXGLW
documentation provides an evidence
of the auditor’s basis for a conclusion
and also provides an evidence that the
audit was planned and performed in
DFFRUGDQFHZLWK6$¶V



The audit documentation serves a
number of additional purposes including
the following:
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-

Assisting the engagement team to
plan and perform the audit

-

Enabling the engagement team to
be accountable for its work

-

Retaining a record of matters of
continuing significance to future
audits

-

Enabling the conduct of external
inspections in accordance with
applicable legal, regulatory or other
requirements

In the recent year, the Quality Review
Board (QRB) has issued various
reports on its finding with regards to
the compliance of technical standards
(Accounting Standard, Standard on
$XGLWLQJ HWF  DIWHU UHYLHZ RI WKH DXGLW
documentation/ audit working papers of
VHYHUDODXGLW¿UPV7KHUHSRUW inter alia
includes several critical observations
with respect to the compliance of audit
GRFXPHQWDWLRQ7KHVHREVHUYDWLRQVDUH
GLVFXVVHGLQWKHODWHUSDUWRIWKHSDSHU

•

Role of audit documentation in Bank Branch
Audit (BBA)


The
importance
of
the
audit
GRFXPHQWDWLRQEHFRPHPRUHVLJQL¿FDQW
in the Bank Branch Audit due to the
onerous responsibility on the branch
DXGLWRU7KH EUDQFK DXGLWRU LV H[SHFWHG
to complete the audit of any size of the
EUDQFK LQ WKH PD[LPXP VHYHQ GD\V
This creates lot of challenges on the
part of the branch auditor to complete
the statutory audit along with the audit
GRFXPHQWDWLRQ



The documentation of the audit work
done by the branch auditor also becomes
more important as the Statutory Central
Auditors’ (SCA’s) place heavy reliance
on the work done by the bank branch
DXGLWRU %%$ 



The documentation of work done in bank
audit is very important considering as the
same is open to the inspection by quality
review board, peer review and other
UHJXODWRUV



In the recent year, the quality review
board has reported certain observation
VSHFL¿FDOO\UHODWLQJWREDQNDXGLWVXFKDV
-

Working for Provision of NPA’s
are not available in respect of the
EUDQFKHVDOORFDWHGWRWKH¿UP



&RPSXWDWLRQ RI 13$ IRU WKH %DQN
ZDV QRW GRFXPHQWHG DQG ZLWKRXW
DGHTXDWHGRFXPHQWDWLRQLWZDVQRW
FOHDUKRZWKHDVVHWVZHUHLGHQWL¿HG
as standard or otherwise.



/RQJ )RUP $XGLW 5HSRUWV
DQQH[XUHVZHUHQRWOLQNHGWRZRUN
papers wherever possible.

Audit Documentation in Bank Branch Audit







•

,Q /)$5 WKHUH ZHUH XQUHFRQFLOHG
GLIIHUHQFHV ZKHUHLQ LW ZDV VWDWHG
that pending final clearance the
RYHUDOO LPSDFW RQ WKH DFFRXQW LQ
WKHRSLQLRQRIWKHPDQDJHPHQWRI
WKH FRPSDQ\ ZLOO QRW EH PDWHULDO
VLJQLILFDQW +RZHYHU KRZ WKLV
DVVHUWLRQ ZDV YDOLGDWHGHYDOXDWHG
E\WKH¿UPZDVQRWGRFXPHQWHG
,Q UHVSHFW RI FODVVL¿FDWLRQ RI 13$
RQ UHFHLYDEOHV WKH$XGLW )LUP GLG
QRWKDYHLQWKHLU¿OHWKHYHUDFLW\RI
WKHFODVVL¿FDWLRQRI13$V

The above observation raised a
VLJQL¿FDQWGRXEWRQWKHZRUNSHUIRUPHG
by the Bank Branch Auditor/ Statutory
&HQWUDO $XGLWRU 7KHVH W\SHV RI WKH
observation also raise lot of concern
on the quality of the audit work and its
impact on the reliance placed by the
RWKHUDXGLWRUV

E

-

Generally, the appointment letter
from the banks comes at very
last minute and the auditor should
take utmost care in completing the
appointment formalities to avoid
any non-compliance or any lapses
LQWKHVDPH

-

The list of minimum documents
to be kept in the audit file is
separately given in Annexure to
WKLVSDSHU

'RFXPHQWDWLRQZKLOHGRLQJYHUL¿FDWLRQ
of advances


7KLVLVRQHRIWKHPRVWVLJQL¿FDQW
areas of bank audit and takes
approximately 50% of the total
WLPH VSHQW LQ WKH DXGLW 7KLV
process starts with selection of the
samples to verify the sanctioning
and disbursement process of the
advances and completes with the
reporting on large advances in the
/)$5

-

The documentation in this stage
requires the auditor to include all
the steps performed at various
VWDJHV 7KH DXGLWRU VKRXOG VWDUW
documenting the sample selection
process or the key points kept in
mind while selecting the sample for
YHUL¿FDWLRQRIGRFXPHQWV

-

In documenting the sample
selection process the auditor
should also include whether he/
she has selected certain sample
based on comments made in the
Inspection Report, Concurrent
5HSRUWVHWF

-

The auditor should prepare a
comprehensive checklist which
covers the requirement for various
type of facilities sanctioned and
GLVEXUVHG E\ WKH EDQN 7KLV
checklist should also include the
various regulatory parameters
SUHVFULEHGE\WKH5%,OLNHIRUHJ
while verifying whether the housing

Key areas of documentation in Bank Branch
Audit
In the bank branch audit there are several
areas where the auditor need to prepare audit
documentation, however following are the key
areas where the auditor should prepare the
audit documentation with more diligence:
a.

Documentation for
formality & planning

appointment

-

It has been observed in various
review reports that there is lack
of audit documentation as far as
SODQQLQJRIDQ\DXGLWLVFRQVLGHUHG
It has also been seen that the
auditor does not keep proper
documentation with respect to the
DSSRLQWPHQWIRUPDOLW\



/LNH IRU HJ LQ FDVH RI D QHZ
appointment the branch auditor
should obtain the No-Objection
Certificate from the previous
DXGLWRU7KHEUDQFKDXGLWRUVKRXOG
also ensure that the Code of
Ethics are complied with before
FRPPHQFLQJWKHDXGLWDVVLJQPHQW
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auditor spends at least 30% of the
WRWDO WLPH 7KH DXGLW SURFHVV DW
this stage again involves sample
selection and specific testing
EDVHG RQ WKH DXGLWRU MXGJPHQW
/LNH IRU HJ DQ DXGLWRU PD\ GR
100% verification of all the Non3HUIRUPLQJ$FFRXQWV PRUH WKDQ
` 5 crore and do a test check
YHUL¿FDWLRQ IRU DOO WKH ORDQV EHORZ
VXFKWKUHVKROGOLPLW

loans are permitted within the
prescribed LTV ratio, the audit team
should also mention the actual ratio
as well rather than stating Yes or
1R 7KH DERYH FKHFNOLVW VKRXOG
be based on the latest guidelines
issued by the RBI as well as based
RQWKHLULQWHUQDOFUHGLWLQVWUXFWLRQV
-

The auditor should ensure that the
above comprehensive checklist
should be containing more about
the characteristics tested during
the audit instead of reply in the
IRUP RI <HV RU 1R 6LQFH WKH
SA-230 requires identifying the
characteristics of specific items
tested so as to identify any
LQFRQVLVWHQFLHVRUGHYLDWLRQV/LNH
IRUHJ

Audit Process

Auditor’s
Reply

SA-230
requirement

Whether the
loan has been
sanctioned by
an appropriate
sanction
authority?

Yes

<HVE\0U6DWLVK
Singh (AGM-Credit)
on 11th September,
2017

-

-

c.

The observation under the checklist
should be linked to the comments
LQWKH/)$5ZKHUHYHUSRVVLEOH

Documentation while verifying IRAC
Norm (Non-Performing Assets)
-
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The auditor should also include
WKHLUVSHFL¿FREVHUYDWLRQRQWKHVH
sample selected for verification
along with the management
UHVSRQVHV 3RVW UHFHLSW RI WKH
replies from the branches, it is
advisable for the auditor to include
its concluding remark on these
REVHUYDWLRQV7KHUHPDUNVVKRXOG
clearly state that whether these
replies are to the satisfaction of the
auditor or being taken to branch
DXGLWUHSRUWRU/)$5

This is second most critical area
any bank branch audit wherein the

-

The auditor should also prepare
D FRPSOHWH ZRUNLQJ IRU WKH 13$
FRPSXWDWLRQ ,Q DOO WKH 3XEOLF
6HFWRU %DQN 36%  DQ DXGLWRU
is expected to certify various
DQQH[XUH RQ 1RQ3HUIRUPLQJ
$VVHWV 13$  :KLOH FHUWLI\LQJ
these annexures the auditor should
HQVXUHWKDWWKH¿JXUHVUHSRUWHGLQ
these annexures are reconciling
with the working prepared by the
WHDP

-

The auditor should also include
details of Valuation Reports,
)LQDQFLDO 6WDWHPHQWV HWF
considered while computing the
13$ 3URYLVLRQ 7KH DXGLWRU PD\
take the photocopies or the scan
copies of these reports for the
IXWXUHUHIHUHQFH

-

The auditor may sometime apply
his/her professional judgement
either in identifying an account as
13$RULQHYDOXDWLQJWKHDGHTXDF\
RI WKH SURYLVLRQ 7KH DXGLWRU
should adequately document
these judgments and prepare
D SURSHU QRWH IRU WKH VDPH
The auditor also obtain specific
representation required from the
Branch Management on any of
WKHVHLVVXHV

-

In certain cases, the auditor
PD\ LGHQWLI\ DQ DFFRXQW DV 13$
or suggest certain additional
SURYLVLRQLQJRQWKHDGYDQFHV7KH
auditor should prepare a proper
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assess whether the same need to
be brought to the attention of the
EDQN¶VPDQDJHPHQW

working for the same and keep this
LQWKHDXGLWUHFRUG
-



d.

The auditor should document
the discussion with the branch
PDQDJHU RQ WKH 13$ DFFRXQWV
more particularly on high value
DGYDQFHV



,Q PRVW RI WKH 36%¶V WKH DXGLWRU
has to certify various annexures
pertaining to different areas such
DV 3ULRULW\ 6HFWRU $GYDQFHV
6HQVLWLYH 6HFWRU$GYDQFHV HWF
Some of these annexures are
directly relied upon by the Statutory
Central Auditor (SCA’s) at the
time of issuing the consolidated
FHUWL¿FDWHRUIRURWKHUSURYLVLRQLQJ
SXUSRVH7KHEUDQFKDXGLWRUVKRXOG
ensure that these annexures/
certificates issued by the auditor
are properly supported with the
GRFXPHQWDU\ HYLGHQFHV 7KH
auditor should carry out the audit
RI 3ULRULW\ 6HFWRU DGYDQFHV
Sensitive sector advances on test
check basis to check the correct
FODVVL¿FDWLRQRIWKHVHDGYDQFHV

-

In certain cases, the branch
auditor is required to issue certain
FHUWL¿FDWHIRUFHUWDLQEHQH¿WVZKHUH
there is a possibility that due to
lapses on the part of the bank
the ineligible customer may have
UHFHLYHG FHUWDLQ EHQHILWV /LNH IRU
HJ ,QWHUHVW 6XEYHQWLRQ FODLPV
to the farmers, the auditor should
ensure that he/she has obtained
appropriate documents to certify
these certificate which at later
stage may be subject to scrutiny
by the Reserve Bank of India or
DQ\RWKHU5HJXODWRU

,Q PDQ\ RI WKHVH 36%¶V WKH
identification and provisioning on
WKH 13$¶V DUH WKURXJK V\VWHP
as per of the documentation the
auditor is advised to compute the
GDWH RI 13$ EDVHG RQ WKH ,5$&
Norms and compare the same
ZLWK WKH V\VWHP GDWH7KH DXGLWRU
should also keep the relevant
system screen shot whenever
necessary keeping the client
FRQ¿GHQWLDOLW\LQPLQG

Documentation for other areas of audit
&HUWL¿FDWLRQRI$QQH[XUHV
-

The audit of advances and the
non-performing assets are the
core areas of the audit in the bank
EUDQFKDXGLW+RZHYHUWKHDXGLWRU
is also expected to audit the other
areas of the bank to certify the true
DQGIDLUYLHZRQWKHZKROH¿QDQFLDO
VWDWHPHQW

-

The auditor should obtain adequate
audit evidence for the other areas
DV ZHOO OLNH IRU HJ &DVK %DODQFH
FHUWL¿FDWHDORQJZLWK&DVK%DODQFH
Register, ATM balance, Fixed Asset
YHUL¿FDWLRQUHSRUWVHWF

-

The auditor should also carry out
the scrutiny of the Balance Sheet
DQG 3URILW  /RVV DFFRXQW WR VHH
any unusual item or any unusual
WUHQGV 7KH DXGLWRU VKRXOG GLUHFW
its team member to carry out the
YDULDQFHDQDO\VLVRIWKHVLJQL¿FDQW
items of financial statement and
should document the reason for
WKH VDPH 7KH DXGLWRU VKRXOG
also document the reason for any
significant variation and should

e.

Documentation for Auditor’s Report,
LFAR & MOC’s
-

This is also one of the critical
stage of the bank audit wherein the
DXGLWRU¿QDOO\FRQFOXGHVRQDOOWKH
SRLQWVDQGLVVXHVD¿QDOUHSRUWRQ
WKH¿QDQFLDOVWDWHPHQWRIWKHEDQN

-

The auditor should prepare a
complete list of all the issues
identified during the course of
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the audit across all the areas at
WKH %UDQFK 7KH DXGLWRU VKRXOG
incorporate the replies received
from the branch management on
HDFKRIWKHVHSRLQWV
-

Query No.
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need to be included in the auditor’s
report or the same will be reported
LQWKH/)$5
-

The auditor should include his/her
conclusion on each of these points
so as to indicate whether he/she
LVVDWLV¿HGZLWKWKHUHSO\IURPWKH
branch management or the issue
Area of Operation

Observation of
BBA

-

The branch auditor is also
required to issue a Long Form
Audit Report (LFAR), wherein
the auditor is required to state
many factual information like for
HJ &DVK 5HWHQWLRQ /LPLW HWF
It has been observed that the
Branch Auditors do not keep the
supporting documents for these
FRPPHQWV LQ WKH /)$5 +HQFH LW
is advisable to the branch auditor
to prepare a complete set of audit
GRFXPHQWDWLRQIRUWKH/)$5

-

The auditor is also required to
comment upon the advances
beyond a certain threshold
OLPLW 7KHVH DQQH[XUHV DUH
normally prepared by the bank’s
management; the auditor is
UHTXLUHGWRJLYHKLVKHUFRPPHQWV
The auditor should keep the
appropriate audit evidences for
these comments and should also
keep the supporting evidences for
WKHVDPH



,QWKH36%EUDQFKDXGLWWKHDXGLW
adjustment entries are passed
through Memorandum of Changes
(MOC’s) wherein the auditor need
to suggest the changes like for
HJ &ODVVLI\LQJ DQ$FFRXQW DV
13$$GGLWLRQDO 3URYLVLRQLQJ RQ
13$$FFRXQWV FRUUHFWLRQ LQ WKH
UHWXUQV HWF 7KHVH 02&¶V DUH
normally dealt at Regional/Zonal
RI¿FHOHYHO

Branch
Reply

I

The above Master Sheet will help
the auditor to have a complete
control on all the points/observation
raised and the way the same have
EHHQFRQFOXGHG7KHIRUPDWRIWKH
master sheet can be as follows:

Conclusion

Reference point in
LFAR/AR

-

The auditors should keep all the
appropriate documents/ relevant
supporting for each MOC’s
VXJJHVWHG DW WKH %UDQFK /LNH
IRU HJ LI WKH 02& VXJJHVW
FODVVLI\LQJDQDFFRXQWDV13$WKH
auditor should clearly document
WKH UHDVRQV IRU WKH VDPH7KHVH
evidences will be helpful to the
auditor in replying any query either
IURPWKH+HDGRI¿FH5HJLRQDORI¿FH
RUE\6&$¶VDWODWHUVWDJH

-

During the course of verification
of security documents, the
auditor may have observed
that the security values are
not appropriately accounted
which require certain additional
SURYLVLRQLQJ,WKDVEHHQREVHUYHG
that the auditor suggests the
MOC’s for the same however fails
to produce any proper working
paper or supporting document for
WKHVHDGGLWLRQDOSURYLVLRQLQJ

'RFXPHQWDWLRQIRU7D[$XGLWXV$%
-

As part of the bank branch audit,
the auditor is also required to carry
WD[ DXGLW XV $% RI ,QFRPH
WD[$FW 7KH IRUPDW RI WKH
tax audit report and the relevant
annexures are provided by the
+HDGRI¿FHWRWKHVHEUDQFKHV

-

Out of the various clauses as per
Form 3CD report, there are only
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5 to 6 clauses are required to be
DXGLWHG DW WKH EDQN EUDQFK OHYHO
/LNHIRUHJUHSRUWLQJXV$  E 
under clause 23, CENVAT Credit
details under clause 27 are not
DSSOLFDEOHDWWKHEDQNEUDQFKDXGLW
-

The auditor should clearly identify
the areas/ clauses which need to
EHYHUL¿HGDWWKHEUDQFKDXGLWOHYHO
and the auditor should prepare
its audit documentation for those
DUHDV7KH FODXVHV ZKLFK DUH QRW
applicable to the bank branch, the
auditor should include its remarks
DJDLQVWHDFKRIWKHVHFODXVHV

-

One of the important clauses to be
YHUL¿HGDWWKHEDQNEUDQFKOHYHOLV
FODXVHSHUWDLQLQJWRFRPSOLDQFH
RI 7'6 SURYLVLRQV 7KH DXGLWRU
should prepare its own work paper
WRFHUWL¿HGWKHLQIRUPDWLRQUHSRUWHG
XQGHUWKLVFODXVH

-

In cases where in the opinion of the
auditor, the branch management
has not complied with the TDS
provision the auditor should keep
relevant necessary documents as
SDUWRILWZRUNLQJSDSHU

g.

Conclusion
-

The audit documentation for
any audit is incomplete without
obtaining
the
management
UHSUHVHQWDWLRQ OHWWHU 7KH EUDQFK
auditor should obtain specific
representation on the matters
identified during the course of
WKH DXGLW ,W KDV EHHQ REVHUYHG
that sometime the branch auditor
does not obtain management
representation at all or sometime
obtain the representation on the
matter which is significant audit
DUHD

-

The audit documentation is said
to be the insurance paper for the
DXGLW¿UPDQGVKRXOGEHSUHSDUHG
ZLWK PRUH GLOLJHQFH DQG FDUH
The auditor should prepare these
documentations on timely basis
preferably during the course of the
audit rather than after the end of
WKHDXGLW

-

At the end it is very famous saying
which goes as follows:

“The skills of an accountant can always be ascertained by an inspection of his working paper.”
Robert H. Montgomery
Wish you all a very Happy Season of Branch Auditing!!!!!!!!!!!!
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,OOXVWUDWLYH /LVW RI PLQLPXP UHTXLUHG GRFXPHQWV LQ %DQN %UDQFK $XGLW ¿OH
Stage of Audit
(A)

Minimum documents for Audit Documentation

Appointment formality & —
Planning
—
—
²
—

²
—
%

9HUL¿FDWLRQRI$GYDQFHV

—
—
²
—

(C)

Verification
of
Performing Assets

Non- ²
—
²
—
—

'

2WKHU $UHDV RI $XGLW
&HUWL¿FDWLRQRI$QQH[XUHV

 —
²
²

²
—

Appointment letter from bank
Reply to appointment letter
NOC received from previous auditor
3DUWQHU3URSULHWRUGHFODUDWLRQVXEPLWWHGWREDQN
Audit programme indicating the areas Allocated [Bank Branch
$XGLW3URJUDPPHLQWKH*1RQ%DQN$XGLW&DQ%H&RQVLGHUHG
as base]
'HWDLOVRI7HDP0HPEHULQGLFDWLQJWKHH[SHULHQFH>WRUHÀHFWWKH
proper mix of Junior and Senior Staff]
Agenda of Meeting with Branch Manager and Minutes of Meeting
with the Manager
Loan book as on Cut-off Date along with List of New files
sanctioned
Sample Selection work paper [indicating the various parameter
adopted for selecting the samples]
&RPSUHKHQVLYH&KHFNOLVWRI9HUL¿FDWLRQRI$GYDQFHV
Issue Memorandum- Advances shared with Branch Manager
/LVWRI13$$FFRXQWVDVRQ&XWRIIGDWH
Sample Selection work paper [indicating the various parameter
adopted for selecting the samples]
13$3URYLVLRQ:RUNSDSHU
List of Diversion observed and List of Cases with inadequate
3URYLVLRQ
Issue Memorandum- Advances shared with Branch Manager
Cash Balance/ ATM Balance/ Bank Balance with Other Bank
FHUWL¿FDWHV
$QDO\WLFDO5HYLHZRIPDMRULWHPVRI%DODQFH6KHHWDQG3UR¿W 
Loss Account
:RUNSDSHUOLVWLQJ9DULRXV$QQH[XUHV&HUWL¿FDWHVLVVXHGDORQJ
with the work done and nature of audit evidences obtained
DJDLQVWHDFKRIWKHVHFHUWL¿FDWHV
)L[HG$VVHW9HUL¿FDWLRQ5HSRUW
Issue Memorandum- Other Areas shared with Branch Manager

(

$XGLWRUV¶ 5HSRUW /)$5  —
MOC’s
—
—

Master Sheet for all the query/observation raised in Branch Audit
Audit Evidences for the information/facts stated in LFAR
List of MOC’s suggested at the Branch along with Supporting
working/documentary evidences

)

7D[$XGLWXV$%

:RUNLQJ3DSHUGRFXPHQWDU\HYLGHQFHIRUYHUL¿FDWLRQRIYDULRXV
clauses in Tax Audit report
Audit Evidence/documents supporting the comments made in the
Tax Audit Report
/LVWRI&ODXVHVQRWDSSOLFDEOHDSSOLFDEOHDW+HDG2I¿FHDORQJ
ZLWKDXGLWRU¶VFRPPHQWV

²
—
²

(G)

Final Annexures and Other —
Reports
²
—

Yes/No

Final Signed Copy of the Financial Statement along with Auditors’
Report
6LJQHGFRSLHVRIYDULRXVDQQH[XUHVDQGFHUWL¿FDWHV
Management Representation Letter
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Audit for the First Timers
CA. Shilpa Shinagare

¾

RBI master circular on IRAC norms to be read
and kept handy–hard as well as soft copies.

¾

Bank’s branch closing circular copy to be taken
on record and needs to be studied thoroughly.

¾

WIRC statutory bank branch audit booklet
along with Guidance note needs to be read
and kept handy.

Steps on the First Day at the Branch
¾
Spend some time on Day 1 to interact with the
EUDQFKKHDGRQWKHEXVLQHVVPL[WKUXVWDUHD
RI DGYDQFHV PDMRU DGYDQFHV LH$GYDQFHV
over ` 5 Crore and ` 1 Crore etc. Various
DXGLWVFRQGXFWHGGXULQJWKHDXGLWSHULRGWKH
DXGLW UDWLQJV VWDII VWUHQJWK FRQFXUUHQW DXGLW
DSSOLFDEOHRUQRWFRQWURORYHUORQJRXWVWDQGLQJ
HQWULHVLQVXVSHQVHDQGVXQGU\*RYWEXVLQHVV
LIDQ\KDQGOHGE\WKH%UDQFK 2QVLWH$70 LI
DQ\ORFNHUVLIDQ\7UDLQLQJVXQGHUJRQHE\WKH
VWDII$Q\PDMRUWKLQJZKLFKDVDEUDQFKKHDG
KHZRXOGOLNHWRGLVFXVVIUDXGLIDQ\UHSRUWHG
during the year in the branch etc. This will give
you grip and feel of the branch.

¾

Finacle Option Menu list needs be kept handy.

¾

¾

(PDLO,'DQG&RQWDFW1RVRIEUDQFKRI¿FLDOV
MEF expert panel to be kept handy.

Get yourself introduced to the staff so that
co-ordination and authority can be established
which is must for the smooth and speedy
conduct of the statutory audit.

¾

Work allocation sheet to be prepared as per
the practical exposure of the audit staff.

¾

¾

(QRXJK VWDWLRQHU\ OLNH QRWH SDGV JUHHQ ,QN
SHQV SHQFLOV HUDVHUV FDOXODWRUV ODSWRS
FKDUJHU ZRUNLQJ SDSHU ILOH VHDO VWDPS SDG
etc. to be carried.

¾

7KH DSSRLQWPHQW OHWWHUV FRQVHQW OHWWHUV ZLWK
other documents and correspondence to be
FDUULHGLQDVHSDUDWH¿OH

*R WKURXJK WKH TXDUWHU HQG FORVLQJ FLUFXODU
LQWHUQDODXGLWUHSRUWFRQFXUUHQWDXGLWUHSRUWV
V\VWHPDXGLWUHSRUW5%,UHSRUWUHYHQXHDXGLW
Reports and previous Statutory Audit Reports
DQG MRW GRZQ WKH REVHUYDWLRQV ZKLFK \RX
also need to comment upon or needs to be
enquired w.r.t. LFAR etc.

¾

Migration audit file to be enquired into if the
branch has been migrated to CBS platform
during the audit period.

Steps before Commencing the Audit
¾
The acceptance to be conveyed along with
all the documents and undertakings called for
by the bank only after intimating the previous
Statutory Auditors and seeking their NOC on
E-mail followed by the hard copy.

¾

¾

The list of initial requirements like various audit
UHSRUW¿OHVUHJLVWHUV¿QDFOHUHSRUWVHWFQHHGV
to be e-mailed before hand to the branch
so that on the day of visit to the branch the
requirements would be ready and time can be
saved in collecting the requirements on day 1.
Ask for designated minimum 2 computers with
audit login before starting the audit itself. This
should be one of the requirements while calling
IRUYDULRXVUHSRUWVDQG¿OHV

Steps for audit of Advances and NPA related
matters
¾
The entire GL with sub-heads can be asked
to be converted into Excel with opening and
closing balances and transactions during
the year. This will give you accounts where
balances are constant and needs to be
enquired into. This is Trial Balance scrutiny.
¾

Last year MOCs and its effect in books
subsequent to completion of audit whether
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and classifying NPA in sticky or problematic
accounts This exercise can be correlated with
the accounts getting NPA for the technical
reason as well.

given or not to be seen along with copy for our
record
¾

Potential NPA or mock run report for last
3 months needs to be called for.

¾

7KHDVVHWFODVVL¿FDWLRQ ZLVHDQGIDFLOLW\ZLVH
advance portfolio converted in excel along
with security Value and date of identification
of NPA is to be asked for. The entire IRAC
norms exercise will be easy if this excel sheet
LV DQDO\VHG XVLQJ ([FHO 7RROV 0DMRU ZRUN
is reduced and you will find errors like No
security value entered or same primary or
collateral value is entered or collateral is there
EXW SULPDU\ YDOXH LV QRW HQWHUHG HWF ZKLFK
can be enquired into. The whole provision is
based on security value so ensuring this is
very important.

¾

Quarter to quarter movement of NPA with
NPA as of 31st March of previous year to be
compared. This will give you link to advances
which are upgraded or restructured or written
off during the audit period.

¾

Then call for NPA movement statement sent
to controlling offices on monthly basis and
scrutinise them as well for the recoveries etc.

¾

Excel sheets for valuation not done or
RYHUGXHIRUPRUHWKDQ\HDUVSHQGLQJVWRFN
VWDWHPHQWV IRU PRUH WKDQ  PRQWKV H[SLUHG
LQVXUDQFH SROLFLHV SHQGLQJ VWRFN DXGLWV 
accounts pending for review/renewal beyond
6 months. These are the Technical reasons for
ZKLFKDGYDQFHQHHGVWREHFODVVL¿HGDV13$
Hence go through the concurrent audit or CCIS
reports or system generated MIS reports from
Finacle.

¾

Debit balances in SB/CA and CC Accounts
report and TOD/TOL daily reports to be
scrutinised.

¾

Exception report for last 3 months to be
reviewed without fail since these reports
capture the unusual transactions and the
GHWDLOV OLNH DFFRXQWV SHQGLQJ IRU UHYLHZ
overdue instalments etc.

¾
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&&DFFRXQWVWREHYHUL¿HGIRULQWHUHVWGHELWV
and total credits for the end of the quarter.
This is one of the reasons for identifying

¾

,QFDVH RI && DFFRXQWV FDVK GHSRVLWV DW WKH
year end or transfers from other accounts on
last day and Re-transfer on the next day during
the last quarter under review are generally
accommodation entry to bring those accounts
RXWRI13$FODVVL¿FDWLRQDQGKHQFHQHHGVWR
be enquired into.

¾

CC accounts with no credits in the accounts for
WKHODVWTXDUWHUDOVRQHHGVWREHFODVVL¿HGDV
NPA so check that.

¾

Term loans to be scruitinised with repayment
RSWLRQV DQG E\ H[SORULQJ LH FQWUOW (  LQ
repayment option to see interest and
principal outstanding. The loans overdue
report generated from Finacle MIS reports or
exception reports if capturing these overdue
instalment entries or CCIS report if capturing
this overdue instalment/Interest needs to be
YHUL¿HG/$23,RSWLRQFDQEHXVHGWRJHWWKH
interest and principal break up for the same.

¾

Gold loans to be physically verified
randomly for availability of security and the
GRFXPHQWDWLRQWREHYHUL¿HGDVSHUWKHEDQN¶V
internal circular.

¾

Loan or OD against third party TDR to be
VSHFL¿FDOO\YHUL¿HG

¾

Documents related to frauds if any reported
during the audit period to be gone through.

¾

3K\VLFDO YHUL¿FDWLRQRI SULPDU\ DQG FROODWHUDO
security as per the valuation reports or
documents to be done by the staff without
IDLOIRUWKHDFFRXQWV LGHQWL¿HG E\([FHO7RROV
especially.

¾

Time barred documents where no
$FNQRZOHGJPHQW RI 'HEW $2'  RU 'HELW
%DODQFH &RQILUPDWLRQ '%&  GRFXPHQW LV
obtained also needs to be commented upon.

¾

NPA sets to be signed by the statutory
$XGLWRU¿UVWQHHGVWREHFKHFNHGZUWRSHQLQJ
balances as on 1st April of the audit period.
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7KHDXGLWHGJURVVDQGQHW13$¿JDVRIVW
March of previous year should be the opening
balance as of 1st of April of the audit period.
¾

Bank Guarantees and LCs devolved if any
HWFWREHYHUL¿HG%DQN*XDUDQWHHVDQG/&V
LVVXHG /28V LVVXHG FRUUHVSRQGLQJ OLDELOLW\
vouchers passed for the same in CBS or not
w.r.t. SWIFT messages transmitted/originated
from SWIFT directly.

¾

0DMRUDGYDQFHVVDQFWLRQHGGXULQJWKH\HDUWR
EHYHUL¿HGDQGFRPPHQWHGXSRQ

Steps for audit related to Cash and
housekeeping matters
¾ 9HUL¿FDWLRQRI&DVKDQG$70&DVKIRURQVLWH
ATM to be done
¾

ATM reconciliation and Inter bank and branch
reconciliation files to be seen. The remarks
IURPWKHFRQFXUUHQWDQGLQWHUQDODXGLW¿OHVFDQ
be noted and enquired regarding this.

¾

Cash retention limit and cash insurance policy
details needs to be called for.

¾

Physical verification of sensitive stationery
needs to be done by the staff from the ISRA
LH ,QYHQWRU\ 6WDWXV 5HSRUW JHQHUDWHG IURP
Finacle. The double lock and employee
Location inventory stock should be matched
and cross tallied.

¾

Furniture and Fixed Assets statement to be
scritinised and additions and deletions or inter
branch or inter unit transfers to be enquired
and verified with the indents and delivery
challans. This is important to ensure since the
depreciation would be charged on these items
in HO books.

¾

Statutory payments related to staff to be
verified since there is a certification to that
effect.

¾

Account Opening forms ESP Current Accounts
opened and closed within a short span to be
UDQGRPO\YHUL¿HG

¾

RTGS and NEFT report generated from MIS
reports to be scrutinized and enquired into for
regular transfers and end use of funds.

¾

Suspense and sundry ledgers to be scrutinised
for long outstanding entries and entries having
LPSDFW RQ DVVHWV RI WKH EUDQFK 7KH MRWWLQJ
report or balancing report can be generated
for the long outstanding entries and the same
QHHGVWREHYHUL¿HGIURPWKHSUHYLRXVTXDUWHUO\
closing returns as well. MSGOIRP option is
used to generate the date wise outstanding
report mostly.

¾

Interest subvention scheme heads to be
verified since there is a certification to that
effect.

¾

ECGC premium paid or pending ledger
and reports to be verified since there is a
FHUWL¿FDWLRQWRWKDWHIIHFW

¾

Claims acknowledged as debts and pending
DUHWREHYHUL¿HGVLQFHWKHUHLVDFHUWL¿FDWLRQ
to that effect.

¾

&75DQG675UHSRUWVVRIWDQGKDUGFRSLHVWR
EHVHHQDQGFRQ¿UPHGSULRUWRWKHVXEPLVVLRQ
WRWKHFRQWUROOLQJRI¿FHV

¾

2YHUGXHWHUPGHSRVLWV¿JXUHVWREHFRPSDUHG
with the previous year and noted down.

¾

Other items related to housekeeping issues
DQG/)$5WREHYHUL¿HG

Steps for audit related to Profit and Loss
Account & Balance Sheet
¾
Trend analysis or comparative analysis of
income and expenses in the profit and loss
accounts needs to be done and the deviations
if any to be enquired into and commented
upon.
¾

Closing provisions wrt. expenses and prepaid
H[SHQVHVZKHWKHUERRNHGRUQRWWREHYHUL¿HG
Reversal of provisions and prepaid expenses
also needs to be ensured.

¾

TDS ledgers to be scrutinised and expenses
to be identified where TDS is not deducted
by the branch or deducted but not deposited
or deducted but late deposited since tax audit
report will cover all these points.

¾

Window Dressing w.r.t. deposits and advances
WREHDQDO\VHGRQYDULRXVGDWHVOLNH
    7UHQG
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WDNLQJ7'6FHUWL¿FDWHIURPWKHEUDQFKRI¿FLDOV
HWFEHIRUHVLJQLQJWKHUHSRUWVDQGVWDWHPHQWV
is must.

DQDO\VLVWREHVHHQZUWGHSRVLWV$GYDQFHV
and NPAs.
¾

The reasons for the sudden spurt or reduction
in the advances or deposits to be enquired into
and commented upon.

Steps for compiling the Main Report & LFAR etc.
¾
Take previous year statutory audit report with
LFAR and ask the staff at office to compile
WKHROGGHWDLOVVHQGWKHREVHUYDWLRQVRQGDLO\
basis to them to make changes or if the audit
staff does it online at the branch itself will save
time in submission of audit report and LFAR.
¾

¾
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5HYLHZ WKH HQWLUH ZRUN GLVFXVV WKH
observations online with the branch staff and
the branch head.
7UDLQLQJ WR VWDII &RRUGLQDWLRQ ZLWKLQ DXGLW
WHDP RQJRLQJ GLVFXVVLRQV ZLWK VHQLRUV LQ
WKHWHDPFROOHFWLQJDXGLWZRUNLQJSDSHUVDQG
GRFXPHQWDU\ HYLGHQFHV WDNLQJ PDQDJHPHQW
written representations in the standard format
SURYLGHGDORQJZLWKRXURZQLVVXHVREVHUYHG

¾

If required the issues can be discussed with
the central statutory auditor for the Zone.

¾

Overlapping of the work to be strictly avoided.

¾

The date of visits by the partners and staff
along with travelling and conveyance proofs
to be recorded and preserved to claim the
re-imbursements at the time of raising bill.

¾

The attendance certificate to be obtained
duly signed and sealed by the branch head.
This is required as a supporting for the claim
reimbursements.

This practical guide is for the branches not having
Forex and Treasury Operations. The list is endless
but have tried to consolidate few important practical
things for you all. Let’s do the quality audit in the
given deadline with proper audit planning and
NQRZOHGJHDERXWFHUWL¿FDWLRQZRUN



Check List: UCB Bank Branch Audit
CA Sunil Nagaonkar

•







9HULI\ 1RQSHUIRUPLQJ DVVHWV 13$ 
FODVVLILFDWLRQ IURP 2YHUGXH VWDWHPHQW
JHQHUDWHGIURP&%6



:ULWWHQ DFNQRZOHGJHPHQW IURP ERUURZHUV
QHHGVWREHWDNHQRQWHVWEDVLV



9HULI\ ZKHWKHU WKHUH LV DQ\ GHELW LQ DQ\
UHVHUYHV DFFRXQW H[FHSW HGXFDWLRQ IXQG
WKHUH VKRXOG QRW EH DQ\ GHELW LQ DQ\ UHVHUYH
DFFRXQW

:KHWKHU ,QYHVWPHQW LV SURSHUO\ FODVVLILHG
LQWR +70 +HOG7LOO 0DWXULW\  +)7 +HOG )RU
7UDGLQJ  $)6 $YDLODEOH)RU6DOH DFFRUGLQJ
WRWKH5%,FLUFXODU



&KHFN 'HSRVLW DFFRXQW RSHQLQJ IRUPV ZLWK
UHVSHFWWR5%,PDVWHUFLUFXODURQ.<&

:KHWKHU'HSUHFLDWLRQRQ,QYHVWPHQWLVSURSHUO\
SURYLGHGDQGYDOXDWLRQLVSURSHUO\PDGH



3K\VLFDO YHULILFDWLRQ RI LQYHVWPHQW QHHGV WR
EH PDGH ZLWK UHIHUHQFH WR DFWXDO UHFHLSWV RU
ORGJPHQWFHUWL¿FDWHV



,VWKHUHDQ\RYHUGXHRUPDWXUHGLQYHVWPHQW



9HULI\ FROOHFWLRQ RI ORFNHU UHQW DQG VFUXWLQLVH
WKHORFNHUXQRSHUDWHG



:KHWKHU 0LQXWHV RI WKH %RDUG 0HHWLQJ DQG
*HQHUDO 0HHWLQJ LV SURSHUO\ PDLQWDLQHG$QG
DJHQGD RI WKH PHHWLQJ LV VHQW WR WKH ERDUG
PHPEHUV ZLWKLQ WKH WLPH OLPLWV DV SUHVFULEHG
LQE\HODZV



6XEMHFWV RI %RDUG RI 'LUHFWRUV PHHWLQJ LV
SURSHUO\VHWVRDVWRFRYHUWKHJXLGHOLQHVJLYHQ
LQ5%,FLUFXODURQFDOHQGDURIUHYLHZV



&KHFNZKHWKHUDQ\LQFRPHKHDGLVUHYHUVH



'RFRPSDUHWKHH[SHQVHV LQFRPHRYHUWKH
previous year.

Members Registers in Form “I” & Statement
LQ)RUPV³-´ ³-´QHHGVWREHYHUL¿HGZLWK
UHVSHFW WR VXEVFULSWLRQ SDLG E\ WKH PHPEHUV
ZKHWKHU IXOO\ RU SDUWO\  QRPLQDWLRQ PDGH
DSSOLFDWLRQLVVXEPLWWHGLQDOOUHVSHFWVVKDUHV
FHUWLILFDWH LVVXHG VKDUH WUDQVIHU WUDQVDFWLRQ
etc.



&KHFN+LJKYDOXHWUDQVDFWLRQLQQHZO\RSHQHG
accounts.



9HULI\  RYHUGXH  IL[HG  GHSRVLWV  ZKHWKHU
LQWHUHVWLVEHLQJFKDUJHG#VDYLQJVEDQN
GHSRVLWVIRUWKHSHULRGIURPPDWXULW\WLOOHQGRI
WKH¿QDQFLDO\HDU



2')'PRUHWKDQ\HDUVZKHWKHUWUDQVIHUWR
'HSRVLWRUV(GXFDWLRQ $ZDUHQHVV)XQGWRWKH
RBI.



&KHFNLQRSHUDWLYHDFFRXQWVFRQYHUWHGLQWR
DFWLYH  ZKHWKHU  WKH  SURSHU  SURFHGXUH  LV
IROORZHGIRUGRLQJVR



6FUXWLQLVHWKHDQQXDOLQIRUPDWLRQUHWXUQ $,5 
VXEPLWWHGWR),8,1'IRUWUXWKIXOQHVV



9HULI\ WKH PDVWHU GDWD IRU FKDQJHV LQ WKH
LQWHUHVW UDWHV ZLWK LW¶V D FLUFXODU IURP KHDG
RI¿FH



&KHFNDOOORDQGRFXPHQWVZLWKUHIHUHQFHWR D 
WHUPV FRQGLWLRQVRIVDQFWLRQ E OHJDORSLQLRQ
F UHPDUNVLQFUHGLWDSSUDLVDOUHSRUW



&KHFNEDQNUHFRQFLOLDWLRQ



3UHSDUH GUDIW UHSRUW DQG GLVFXVV WKH GUDIW
UHSRUWWRWKHPDQDJHPHQW

&KHFNDOO)'/RDQDFFRXQWVDQGFURVVYHULI\
LW¶VLQUHVSHFWWR¿[HGGHSRVLWPDWXUHGRUSDLG
etc.



3HFXOLDUIHDWXUHVRI8UEDQ&RRS%DQNV$XGLW





9HULI\  6WRFN  VWDWHPHQWV  ZLWK  OLPLW
VDQFWLRQHGGUDZLQJSRZHUVWRFNVKRZQLQ
WKH¿QDQFLDOVWDWHPHQWLQVXUDQFHSROLF\HWF



$OWKRXJKWKHDXGLWRUDSSRLQWPHQWLVPDGH
LQ *HQHUDO %RG\ 0HHWLQJ WKH RUGHU RI
auGLW LV WR EH JHQHUDWHG IURP 0DKD
6DKDNDUZHEVLWH
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$V SHU VHFWLRQ  RI 0&6$FW HYHU\
DXGLWRU KDV WR FRPPHQW RQ WKH DXGLW
UHFWL¿FDWLRQUHSRUWSUHSDUHGE\EDQNV



'UDIW DXGLW UHSRUW WR EH GLVFXVVHG ZLWK
WKH PDQDJHPHQW EHIRUH ILQDO UHSRUW LV
submitted.



$XGLWRUV5HSRUWLVWREHFHUWL¿HGLQ³)RUP
1´DVSUHVFULEHGE\0&65XOHV





6HFWLRQ  FDVWV GXW\ RQ WKH DXGLWRU WR
VXEPLW6SHFLDO5HSRUWDQGDOVR¿OH),5
LI DXGLWRU KDV FRPH WR D FRQFOXVLRQ LQ
KLVDXGLWUHSRUWWKDWDQ\SHUVRQLVguilty
of any offenceUHODWLQJWRWKHDFFRXQWV
RU DQ\ RWKHU RIIHQFHV KH VKDOO ILOH D
6SHFL¿F 5HSRUW WR WKH 5HJLVWUDU ZLWKLQ
D SHULRG RI  GD\V IURP WKH GDWH RI
VXEPLVVLRQRIKLVDXGLWUHSRUW

7KHYDULRXVDXGLWTXHVWLRQQDLUHVLVVXHG
E\ WKH 5HJLVWUDU DQG WR EH IROORZHG E\
WKH$XGLWRUV GXULQJ WKH DXGLW 7KHVH
IRUPV KDYH EHHQ SUHVFULEHG E\ WKH
Registrar.
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,I  WKH  DXGLWRU  ILQGV  WKDW  WKHUH  DUH
DSSDUHQW  LQVWDQFHV  RI  financial
irregularities UHVXOWLQJ LQWR ORVVHV WR
WKH VRFLHW\ FDXVHG E\ DQ\ PHPEHU RI
FRPPLWWHH RU RIILFHU RI WKH VRFLHW\ RU
DQ\RWKHUSHUVRQWKHQKHVKDOOSUHSDUH
6SHFLDO 5HSRUW DQG VXEPLW WKH VDPH WR
WKH5HJLVWUDUDORQJZLWKKLV$XGLW5HSRUW



)RUP  LV DSSOLFDEOH WR 'LVWULFW
&HQWUDO&RRS%DQNV



)RUP  LV DSSOLFDEOH WR /DQG
'HYHORSPHQW%DQNV



)RUPLVDSSOLFDEOHWR8UEDQ&R
RS%DQNV



6XPPDU\RI$XGLW5HSRUWV



7KHDXGLWRULVUHTXLUHGWRVXEPLWIROORZLQJ
GRFXPHQWVEHLQJSDUWRIDXGLWUHSRUW


$XGLW0HPR)RUP1R



)RUP 1RV    ZKLFKHYHU LV
DSSOLFDEOH



$XGLW 0HPRUDQGXP $XGLW &HUWLILFDWH
5XOH 

7KHDXGLWRUVKDYHWRDZDUG³$´³%´³&´
³'´FODVVL¿FDWLRQDFFRUGLQJWRWKHPDUNV
DOORWWHGWRSDUWLFXODUEDQN 3OHDVHUHIHU
&LUFXODURQ&$0(/65$7,1*IRUGHWDLOV



$XGLW5HSRUWLQ3DUW$% &



)LQDQFLDO6WDWHPHQWV 5XOH 



13$3URIRUPD

$FFRUGLQJ WR UXOH  I  5HJLVWUDU VKDOO
FODVVLI\ WKH VRFLHWLHV DQG WKH DXGLWRUV
LQWR  FDWHJRULHV$ &ODVV % &ODVV  &
&ODVV$XGLWRUVIRUWKHSXUSRVHRIDXGLW
$ &ODVV DXGLWRU FDQ FRQGXFW DXGLW RI
DOO FODVVHV RI VRFLHWLHV $ % & &ODVV
6RFLHWLHV %&ODVVDXGLWRUFDQFRQGXFW
DXGLW RI %  & &ODVV VRFLHWLHV$QG  &
&ODVV DXGLWRU FDQ FRQGXFW DXGLW RI RQO\
&&ODVVVRFLHWLHV



/)$5 /RQJ)RUP$XGLW5HSRUW



2QH 3DJH 3URIRUPD $V SUHVFULEHG E\
5&6



$QQH[XUH±\HDUVLQIRUPDWLRQ



&5$56WDWHPHQW



$XGLW&ODVVL¿FDWLRQ0DUNVKHHW



6FKHGXOHV

$V SHU UXOH    RQ WKH FRPSOHWLRQ RI
6WDWXWRU\ DXGLW WKH DXGLWRU VKDOO DZDUG
DQ  DXGLW FODVVLILFDWLRQ OHWWHU  WR WKH
VRFLHW\ZKRVHDFFRXQWVKHKDVDXGLWHG

&RQWHQWV RI$XGLWRU UHSRUW VKRXOG EH LQ
3DUW$% &



