STATUTORY BANK BRANCH AUDITS

(PRACTICAL APPROACH ON AUDITING, CERTIFICATION AND REPORTING)

- By CA. Prakash Wohra

In common parlance, audit means verification of transactions, finding out deficiencies, forming opinion and preparing reports and certification/authentication of financial statements. This entire exercise has to be completed within reasonable time limit and sometimes in a very short period. As such time management has become an essence of every audit exercise and bank branch audits are not exception to it. It is therefore necessary to plan the audit exercise in such a manner to abstract the best output within limited timeframe. Hence well planned audit programme will not only help the audit team but will make the entire exercise more fruitful otherwise casual and unplanned audit approach may result in big chaos. 

As such in order to carry out more meaningful audits within stipulated time, we need to orient our audit team members in house on specific and key areas of audit process, applicable norms, basic accounting systems in banks, internal control systems, some typical cross checks and tips for computerized accounting systems, silent features of LFAR etc. Similarly it is also important to work out proper allocation of job responsibilities to the audit team members.

Here it would not be out of place to mention that nature of internal audit and statutory audit is different and the audit programme has to be chalked out in such a manner so as to enable the team members to give more attention on such matters and documents/ records which are of more importance for statutory audit purposes. However it does not mean that we overlook the basic accounting errors or test checks in some of the areas which we need to look into for ascertaining the status of internal controls.

Some do's and don'ts are given below for which the audit staff needs orientation:
1.

Be vigilant and cautious and start the audit process with open mind set, but never be suspicious from the beginning.

2.

Be firm in belief and polite in attitude, but never be rude or adamant. 

3.

Be systematic in your audit approach and never be casual.

4.

Be specific and fact finding approach but never give vague observations or comments.

5.

Remember "First impression is last impression" and always maintain the dignity of the profession at all levels.

Keeping this fact in mind first of all we must understand the process of statutory bank branch audit, our duties in that regard and the order in which we must proceed.

Process of Branch Audit:

Broadly this can be divided in to three parts viz.:

a.
Authentication and verification

b.
Certification

c.
Reporting  

Authentication and verification:

We are all aware that Balance Sheets and Profit & Loss Accounts along with other relevant schedules, annexure, certificates etc. are to be kept ready by the branch for our audit purposes.  Obviously when we start the audit process, we need to verify all such statements, annexure etc. On complete verification of these documents, an auditor is supposed to sign the Balance Sheet and Profit and Loss Accounts along with relevant schedules and annexure. This is called authentication.

Why it is authentication and not certification?

Normally the branches are required to prepare these statements in advance and to send unaudited copies thereof to their controlling authorities for further compilation. When we visit the branch and carry out our audit exercise, we just should not insist for direct changes in those statements. All such changes, which we find during the course of our audit, have to be incorporated in “MOC”. As such we can not certify the accuracy of those statements, which might be containing errors, and we have to simply authenticate the same. 

Certification:

Based on our verification of various records we have to certify the correctness of data, statements etc. in the prescribed form of certificates. Please note that these certificates have their own independent importance and are required for specific purposes.

Reporting:   

This is the ultimate and vital tool in bank branch audit where we can express our opinion in a summarized form. In a bank branch audit, following reports are to be prepared:

1. Statutory Audit Report.

2. Memorandum of Changes (Forming part of Statutory Audit Report).

3. Tax Audit Report.

4. Long Form Audit Report. 

From the above it is obvious that unless we verify the statements, schedules, annexure and data given in the Balance Sheet and Profit & Loss Account etc. we just can not certify them to be proper, adequate and true and fair.  

Now first of all let us talk about the reporting first:

1. Statutory Audit Report along with MOC: 

As we all know, this is the prescribed report format under Banking Regulation Act and has been designed by Reserve Bank of India. As such these are to be given strictly in the same format. However we have the choice to report our observations by way of notes on accounts making it as forming part of such report. As such our observation sheet attached to the main report is nothing but an integral part of our statutory audit report.

Like wise any changes required in the financial statements, authenticated by us, can be reported in Memorandum of Changes. It also becomes integral part of main audit report.

2.
Tax Audit  Report:

This is an independent report required to be prepared for audit u/s. 44AB of Income Tax Act, 1961. Normally we all are carrying out such audits of general/ commercial and professional organizations and we are aware of all most all the relevant provisions on I.T. Act, to make such reports in ordinary course of business.

But when the matter comes to the banking sector, there are certain provisions in the I.T. Act. which are not applicable to the banking sector and we need not to go in to those areas in detail. However there are some specific items where we need to be cautious in checking of such items. 

Some specific areas where attention is needed:  

Clause 13. : 

Any other income or capital receipt:

While checking the credit side of Balance Sheet items, we must see whether there is any item remains unresponded which has a bearing on any income or capital receipt. It may be in the form of any advance against sale of waste materials, disposal of old fixed asset, furniture or fixtures etc.

Clause 14:

Allowable depreciation:

Special attention is required on two things i.e. inter branch transfer of assets and secondly categorization of assets in proper head. In some of the banks, depreciation is provided at branch level. In such banks auditors have to be more vigilant and cautious.

Clause 17(a):
Expenditures of capital nature:


Any such item debited in P& L a/c. shall also effect the allowable depreciation as well. 

Clause 17(e):
Penalties or fine:

Some times due to late submissions of service tax returns or late filing of Form No. 15 G under I.T. Act. Or in case of any legal case against the branch, it may have to pay such penalties or fines also. These have to be reported clearly.

Clause 17(f):
Amounts inadmissible u/s. 40(a): 

Any amount of expenditures on which TDS was deductible but not deposited before due date, interest on late deposit of TDS etc. are the items which have to be reported in this clause.    

Here one thing is important to note that this provision is not applicable for late deposit of TDS on salary.

Likewise if the deduction is made in the month of March or provision for such expenditure has been made at the year end and TDS has not been deposited before the date of our audit, this provision may not be applicable.

Clause 17(l): 
Amount of deduction inadmissible in terms of sec14A: 

Normally at branch level there is no such items are seen. However where the investments are held at branch level, there may be an exempted income either in the form of dividend or long term capital gain. In such circumstances adequate care is to be taken to calculate the corresponding expenditures incurred against such exempted income and to be reported separately.

Clause 21(A) & (B):
Sums referred to in section 43B:

Payments of State level Taxes like Professional Tax, Local taxes like Property Tax and indirect taxes like Service Tax etc., are the examples where provisions of sec.43B are attracted.

Clause 22(b):

Prior period items: 

This is another important clause where extra precaution is required. Any expenditure related to previous year debited to this year’s P & L a/c. for which no provision or even short was made in previous year needs to be detected and reported in this clause. 

Similarly any income received during the year for which no provision was made or in case of inadequate provision in earlier years has to be reported in this clause. 

Best examples of these types of expenses are travelling, repairs and maintenance, AMCs, provision for saving bank interest etc. Like wise interest and commission of usance bills, OBC/IBCs, Income or loss on account of foreign currency transactions, forward booking of Forex etc.

Clause 24(a):
Provisions of Sect. 269 SS and 269 T:

As far as provisions of sec 269 SS are concerned, it is not applicable to the assesses covered under Banking Regulation Act. Hence bank branches are out of the purview of such provisions.

However repayment of any deposit exceeding Rs. 20000/- in cash or otherwise than by an account payee cheque/ draft is violation of this clause and needs to be reported.

Normally it is seen that on maturity the time deposit is first transferred to constituent’s saving account and cash is paid from such account. Here one specific point is to be noted that provisions of sec. 269 T is applicable for time deposits only and not for current deposits. Hence the transfer of time deposit to a saving or current account is sufficient compliance of the provisions and cash withdrawal from saving account against such fixed deposit need not to be reported.

Clause 27:

Tax Deductions at source and payments thereof:    

This is again a very sensitive part of Tax Audit report. Normally we all are aware about this clause. However following are the critical points to be verified cautiously:

a. Declarations from employees regarding investments and other allowable deductions should be checked properly. Mere declaration is not sufficient and employee has to furnish all such proof of payments such as copy of LIC receipts, Rent receipts, NSC/PPF receipts, school fee receipts etc. 

b. Generally it is seen in the bank branches, especially rural branches that blank 15 G forms are obtained from almost all the constituents despite them being not eligible of furnishing the same. Even trusts, local bodies, partnership firms are also furnishing such forms. This is totally wrong and not acceptable. Bank has to deduct TDS in all such cases. Hence the list of interest paid or provided has to be necessarily checked with proper and eligible Form 15 G or such other form or certificate as may be applicable.

c. Sometimes even the branch itself might have paid interest and other taxable sums like rent etc. total of which exceeds the limit prescribed for non deduction of tax. Hence the form, even if furnished, is of no use and proper TDS has to be deducted.

d. Now E payment of TDS is compulsory. However in case the branches are remitting TDS through other authorized branches. In such cases, branches prepare the pay orders/cheques/DDs etc. on the same date and try to satisfy us that the TDS is being paid on the same date. 

IMPORTANT CAUTION:  Mere preparation of pay order or demand draft is not a proof of payment. Only and only the Challan (ITR) is the ultimate proof of deposit of TDS. Hence please check the challans physically and do not accept any other mode of information because such pay order/Demand Draft might have been left in the drover of branch officials and not remitted in time. 

e. Though delay in submission of Forms 15 H, e payments, e TDS returns etc. are not required to be reported in TAR but it is important for reporting in LFAR Hence caution must be exercised on this front also.

f. This year some of the banks are not obtaining tax audit reports at branch level. There may be a matter like 40 A (3), 43 (B), 269 T, Capital or revenue receipts, penalties or fines, non deduction of TDS on wrong declaration forms etc. which can not be verified at other level by the central statutory auditors. Hence we should point out these errors at appropriate level i.e. in Observation report/LFAR etc. In case of serious default we must qualify the main audit report as well. 

3. Long Form Audit  Report:

As has been said in earlier Para, LFAR is the ultimate and vital tool for our reporting purposes and we must be fully aware how to use it. While the observation sheet attached to and forming part of statutory audit report is explanatory of critical deficiencies noted/observations made during the course of audit, LFAR is a comprehensive report on the working of bank branch. It basically contains the followings:

a. Compliances of various norms either fixed by head office or other regulating authorities.

b. Deficiencies noticed during audit.

c. Test checks and verification of various items under the head of asset and liabilities or profit and loss account.   

ASSETS:

1. CASH:

The branches are not allowed to carry huge cash balances in the branch premises on day to day basis. Hence cash retention limit is fixed by the H.O. Branch auditor needs to verify the same and to report on excess retention of cash balances. Likewise similar limits are fixed for ATMs also. With the physical verification of cash at branch, ATM cash should also be checked and tallied with ATM balance book.

Second important issue is with regard to insurance of cash in hand and in transit as well. Generally it is done at H.O. level and we must obtain the management representation for the same.

Then question arises, whether norms prescribed by the controlling authorities such as effective joint custody, physical verification of cash at periodical intervals etc. are being adhered to or not.

2. BALANCES WITH RBI OR OTHER BANKS:  

Where ever such accounts are maintained, auditors are required to obtain balance confirmation certificates along with reconciliation statement, if any. All such items given in reconciliation statements are to be verified thoroughly, 

Similarly, any charge or revenue item, if pending for adjustment in reconciliation, needs to be written off during the year itself.

Above all, if we find any typical outstanding entry which needs attention of management, it should be reported. Examples are: un- responded cash transactions, long pending inward clearing cheques/DDS etc.  Please note that all such long pending cash or other sensitive transactions may lead to a fraud also.

3. MONEY AT CALL AND SHORT NOTICE: 

Normally this type of transactions is not seen at branch level. However if such deposits are found, authorization of controlling authorities have to be checked.

4. INVESTMENTS:

Barring a limited authorized branches, these investments are held at H.O. Level. However if we find such portfolio at branch level, in that case we have to keep the followings in our mind:

a. Complete list of such investments is to be obtained and physical verification of certificates /instruments is to be carried out.

b. Also verify the instructions of controlling authorities with regard to accounting of income on such investments.

c. Any deficiencies in the above, has to be necessarily reported in LFAR. This, being important issue, has to be reported in special observation sheet attached to main statutory audit report as well.

5. ADVANCES:  

As we all know that loan and advances in the bank balance sheet is the heart and soul of it. Obviously, our major focus should be towards this portfolio.

Given below are the steps in which the loans and advances are disbursed and monitored:

a. Obtaining loan application, supporting documents, financial statements etc. from by the applicant.

b.  Preparation of credit appraisal statements by the branch officials, verification and analysis of the financial statements of the applicants, Pre inspection of applicants’ site and compliances of procedure/instructions issued by the controlling authorities. 
c. Sanctioning and documentation.
d. Disbursement of loan.
e. Day to day monitoring of transactions in such loan accounts, periodical inspections etc.
f. Periodical review of accounts with latest financial and other information’s obtained from the borrower.
g. Last but not least, keeping a close watch on the account to save it from conversion of the same into NPA.
Our duty as an auditor is to verify the above process in detail and to bring out the deficiencies in it at any stage whatsoever. To illustrate the normal deficiencies being observed, please note the followings:

Loan Application:

a. Incomplete loan applications.

b. Inadequate financial data given by the applicants.
c. Some times financial statements do not match with the figures given in Income Tax and Sales Tax Returns.
d. Incomplete chain of title deeds in case of proposed mortgage.
e. Incomplete search report, share holding pattern etc., in case of a corporate borrower.
Credit Appraisal:   

a. Improper analysis of data/information furnished by the applicant.

b. Due care for age wise debtors/creditors is not taken.

c. Ignoring unpaid creditors while calculating the eligibility of finance.

d. Deficiencies in the financial statements and other documents are overlooked.

e. Transactions between associate firms are not considered seriously.

f. Pre inspections of the applicant premise are not carried out seriously.

g. Proper segment wise classification of advances failing which it may result into application of wrong rate of interest. 

Sanctioning, Documentation and Disbursement: 

a. If the credit appraisal is not perfect, sanction of loan itself is not proper.

b. However sometimes, in anticipation of rectification of normal deficiencies, loans are sanctioned with qualified terms and conditions.

c. After having done this, terms and conditions of the sanction letter are not complied with fully.

d. Mortgage is not created in time before disbursement or if created the same is not registered with the respective authorities. 

e. Post sanction inspections are not carried out.

f. Without complying terms and conditions of sanction, loans are disbursed.

g. As far as documentation is concerned, incomplete or even blank documents are signed by the borrower and kept on record. 

h. No insurance or under insurance is also another are of concern.

i. Insurance of collateral security.

j. No proper adhesive stamps are affixed on the security documents.

k. Please note that adhesive stamps affixed on the security documents have to be defaced/cancelled by authorized officer of the bank prior to its execution. In many a cases, date of such cancellation/defacement is not written.

l. In case of partnership or corporate borrower, all the partners/directors and guarantors, if any, have to sign such documents.

m. Proper board resolutions, list of shareholders, list of directors with their proof of appointments with latest search report is essential part of legal documentation. 

n. Security packets in case of gold loans to be sealed in presence of borrower and to be jointly signed by the officer and borrower. Valuation report should also be obtained from approved goldsmith.

o. Special attention to be given for loans against warehouse receipts, shares etc.

p. In the light of judgements of Supreme Court, various banks have issued circulars on loans being granted by them to HUFs either as proprietor or partners.  Based on that circular most of the banks are now not granting fresh loans to HUFs as proprietor or even to partnership firms wherein HUFs are partners. This important change is to be kept in mind while checking fresh loan documents at branch.

Monitoring and Supervision: 

a. Sanctioning and disbursement of loan is much easier than its monitoring and supervision.

b. Timely submission of stock statements, adequate insurance cover from time to time, and submission of periodical financial/QIS returns, data and timely verification of the same is equally important.

c. It is also important to note that working of permissible bank finance (PBF) and drawing power are two different things. While calculating the PBF all current assets including advances to suppliers and sundry debtors with current liabilities including trade creditors are considered. But for calculation of drawing power only paid stocks are considered. Even in case where the CC Loan is granted only against stocks (and not debtors also), than in that case debtors are also ignored. As such the paid stocks are valued as per stock statements as reduced by the creditors against such stocks. It is therefore obvious that drawing power is generally less than the permissible bank finance. Hence it is essential to determine the excess drawings, if any, which may result in to NPA if continued to be out of order for more than 90 days.

FOR EXAMPLE:
	Particulars
	       Amount

In Rs. 

	CURRENT ASSETS :

	

	Stocks
	100.00

	Debtors
	25.00

	Advances to suppliers
	15.00

	Others
	10.00

	Total
	150.00

	Particulars
	       Amount

In Rs. 

	CURRENT LIABILITIES :

	

	Creditors for Purchases
	100.00

	Customer Credit Balances
	5.00

	Others
	15.00

	Total
	30.00

	PERMISSIBLE BANK FINANCE :

	

	Total Current Assets
	150.00

	Less: Total Current Liabilities
	30.00

	Net Current Assets
	120.00

	Less: Margin 25%
	30.00

	Permissible Bank Finance
	90.00

	DRAWING POWER :
	

	Total Stocks
	100.00

	Less: Creditors
	10.00

	Paid Stocks
	90.00

	Less: Margin 25%
	22.50

	Net Drawing Power against Stocks (a)
	67.50

	Total Debtors
	25.00

	Less: Customer Credit Balances
	5.00

	Net Debtors
	20.00

	Less: Margin 25%
	5.00

	Net Drawing against Debtors (b)
	15.00

	Total Drawing Power against Stock & Debtors (a+b)
	82.50


It is therefore obvious that drawing power is generally less than permissible bank finance. It is especially important for determining the excess drawings resulting in to NPA if continued to be out of order for more than 90 days.

d. Post disbursement inspections at periodical intervals and its written reports are also essential for effective supervision.

e. Regular monitoring of debits and credits in the account operation is the key for close watch on the financial transactions of the borrower.

f. Frequent over drawings, irregular credits in the bank accounts, non submissions or late submissions of stock statements, large amount transactions without proper justifications, frequent inter firm/associate firm transactions etc. are the key indicators for proper monitoring of a loan account. Any lapse on this part may lead to turn the account into NPA.

g. In case internal or concurrent auditor of the branch gives his adverse comment or observation in his report, branch officers are duty bound to take care of the same before next transaction in the account. They also need to mention these facts in the review proposal and to report to their respective controlling authorities. 

h. Periodical balance confirmations certificates have to be obtained from the borrower so as to keep live the security documents.

i. Proper common seal is to be affixed not only on the security documents once signed at the time of disbursement but also on subsequent confirmation letters as well.

j. Proper documentation and timely realization of payments under export packing credit finance. 

k. Periodical stock audit reports to be obtained.

Periodical Review:

a. All such loan accounts become due for review every year. Branch official have to call for latest statements, audited financial data, latest search reports, list of shareholders and directors, copy of latest I.T. Returns etc. required for appraisal and review of loan account.

b. While reviewing the loan proposal, branch officials have to consider all such aspects once again as if it is new sanction and have to carry out physical inspections as well.

c. Any pending deficiency in security documents, insurance cover, title of goods, adverse comments of internal or concurrent auditors have to be scrutinized thoroughly before final review.

d. Upon final review, necessary processing charges have also to be recovered from the borrower.

e. In case of non corporate borrower enjoying credit facility of exceeding Rs. 10.00 lacs, branch has to obtain audited accounts under RBI guidelines. 

PRUDENTIAL NORMS FOR NPA ACCOUNTS: 

It is mandatory for all branches to adhere to the prudential norms for NPA accounts and income recognition and provisioning thereof. Here are the some of the specific points which need to be considered:

a. Proper identification of asset as NPA in different category. Even an asset can become direct loss asset without passing through the various stages.

b. Non submission of stock statements for continuous 90 days or more will turn the account in to NPA.

c. Accounts overdue for review for more than 90 days will also turn the account in to NPA.

d. In case of clean loans to the borrower becoming NPA .i.e. sub standard, provision has to be made at 20% instead of 10%. 

e. Mere technical review of accounts instead of complete review is also not permissible for prudential norms.

f. In case of change in constitution of the borrower firm or company, a fresh set of security documents are needed. In such cases strict verification of such fresh set of documents is must. Else it may turn in to NPA.

Case Study:
Change in constitution of borrower firm and consequential changes in security documents:

A nursing home was being run as proprietory concern.  On 1st April, a private limited company had taken over the running business of such nursing home. Necessary request for change of title of account was also given to the bank. Upon receipt of such request, the title of account was also changed and later on the cheques, drawn on behalf of the company, were also accepted by the branch for withdrawals etc. 

But neither fresh security documents were executed in the name of the company, nor required charge was created and registered with Registrar of Companies.

In these circumstances, though the business was running in the name of the company and loan facility was also enjoyed for the same but there were no valid security documents available with the branch so as to make the company liable for such loan outstanding on 31st March. 

The branch had treated the same loan as standard and fully secured. Is it right? No not at all.

The obvious reasons to say no are: 

1. No security document was available.

2. No effective control of bank over stocks and other equipments either as principal or collateral security.

3. No insurance policy even in the name of the borrower.

4. Having found all kind of technical irregularities in the operation of such loan account, even it can not be said to be “Standard”

Ultimately the loan account was treated as NPA and cleans resulting in an extra provision for the same. 

It is therefore obvious that the auditors should ensure that proper and adequate security documents are taken by the branch.
g. Determination of actual date of NPA is also most important as it ends with the age of NPA. Normally the banks reports NPA date on the close of a quarter or half year. Dates in between are not considered properly. In such case, it may result in to short provision and wrong classification of advances.

h. For statement of advances and classifications thereof, market value of securities (Primary & Collateral) plays an important role. Normally the banks consider value of primary security only and classify the assets accordingly. This directly affects the correct security wise classification of assets and provisioning there against. 
i. Some times even proper accounting of assets and liabilities plays a vital role.                                   

Case Studies:
(a)
Wrong parking of outstanding entry in Loans portfolio:

A fraud occurred in saving bank account and ultimately the payment was to be made to the actual depositor resulting in a debit balance in Saving Bank A/c.


Since it was a subject matter for provision in the year of fraud detected, provision equal to 100% amount was made at H.O. level. However the branch transferred such debit balance in S/B. a/c. to loans and advances and the same was being classified as standard asset on the basis of available balance with bank in employee's provident fund a/c. 


Since it was wrongly parked in loans and advances portfolio provision was also made thereon on yearly basis. In fact the same should have been accounted for as sundry debit balances instead of loans and advances. 


Is it correct?  Is the provision against such asset as per prudential norm was correct? Obviously - NO.  

(b)
D.A/ D.P. Bills:

What does it mean?

D.P. Bills means bills drawn and negotiated through bank to deliver the documents of title of goods to the drawee against immediate payment. 


D.A. Bills means sight bills drawn and negotiated through bank to deliver the documents of title of goods to drawee against acceptance and to collect the payment after due date.


In one of the branch outstanding D.P. Bills on the due dates were being  transferred to inter branch accounts on the assumption that these bills must have been realized at the drawee branch on their respective due dates. Thus the same were taken out from loans and advance portfolio and included in inter branch reconciliation. 


Where as in case of D.A. bills, the same were continued as a part of loans and advances even after the due dates simply because the realization advices were not received.


As such D.A. bills, though realised on due dates, but were treated as loans just for want of advices. Where as the D.P. bills, though not realized on due dates, but were thrown out of loan portfolio merely on assumptions.


Is it correct accounting? Can we say that the balance sheet show the true and correct view?


It is therefore obvious that proper accounting system is of equal importance and can not be overlooked.

OTHER ITEMS:

a.
In case of payments by the branch against credit cards, proper reconciliation statement is to be seen. In case of default, it has to be reported promptly.

b.
Legal actions authorized by the controlling authorities but no action has been taken by the branch.

c.
Timely making appropriate claims from ECGC/insurance companies etc.

d.
Guarantees and Letter of Credits:

In case of guarantees invoked or letter of credit devolved on due dates, it becomes a liability of the bank. In such cases, the amount involved therein together with interest and other incidental charges are recoverable from the constituents and it becomes loan to them. Hence a statement is to be obtained from the management so as to verify the due dates of liability and timely follow up for the same. In case the dues are not recovered in time, it becomes NPA and calls for provisioning norms as well.  

Other Assets:
This includes stationery and stamps, sundry and suspense accounts etc. While checking these items we have to be cautious regarding the age of outstanding, proper and adequate internal control procedures and physical verification of sensitive stationery items. If time permits, physical verification of at least sensitive stationery items like unused cheque books/draft books, banker's cheque books, TDR receipt books, travelling cheques, gift cheques, ATM cards/Debit cards/PINs/Retained cards  etc should be carried out..  Any missing/lost items have to be strictly reported by the auditors. 

LIABILITIES:

1. Deposits:

Besides normal procedure of opening of accounts, following KYC norms, special attention is needed on in-operative accounts. Auditor must ensure that proper guidelines laid down by the controlling authorities have been followed. No frequent or unauthorized transactions are allowed in such in-operative accounts.

Any unusual large movements in deposit accounts are also key indicators of irrational transfer of funds, window dressing etc. Possibilities of diversion of loan funds through this route also can not be ruled out. 



Thorough scrutiny of the vouchers/ transactions of at least last week of financial year and subsequent week of next financial year will help us to check the window dressing and unauthorized accommodations, if any. 

2.
Other Liabilities:

a. Bills Payable, Sundry deposits etc.:

Age wise list of these items is to be scrutinized to ascertain the status of old entries pending for adjustments or payments.

Any unusual pending entry needs attention and reporting.

b. Contingent Liabilities: 

Normally constituents’ liabilities such as guarantees, letter of credits, acceptances, endorsements etc. are the liabilities of contingent nature. However, apart from these, if any other liability which is not acknowledged as debt by the branch has to be reported separately. This type of liability may arise due to any litigation pending against bank, pending demand raised by any office for payment of stamp duty on lease deed or municipal dues etc. 


It is advisable to pay attention towards the legal charges incurred by the bank so as to ascertain the status of pending litigations i.e. against the bank or suit filed by the bank.

3.
PROFIT & LOSS ACCOUNT:

a. Being computerization in most of the branches calculation of interest and other charges are automatic. However there has to be proper system to record and amend the correct rate of interest from effective dates. Some times information regarding change of interest rates reaches to the branches very late.  Hence not only the corrections/updations in Masters’ in computer software is sufficient but also separate manual calculations have to be made for the effective date of change and actual date of updation in computer master.

b. From time to time, internal auditors, revenue auditors and concurrent auditors also detect such errors. These also needs to be corrected in the same year’s P & L a/c. Otherwise it becomes a matter of MOC.

c. Auditors must ensure the proper compliance of income recognition norms prescribed by the RBI. In case there is any deviation, the same is to be reported in LFAR and MOC as well.

d. Auditors must exercise test checks for calculation of provision for accrued interest etc. System for provision of interest on overdue/matured deposits is to be verified in the light of instructions issued by controlling authorities in this regard. Any short or excess provision is a subject matter of reporting in LFAR and MOC.

e. An auditor must exercise due care in comparing major heads of revenues and expenses in two half years and also with previous years figures. This will help us in reporting any divergent trend in such major items, if any.

4. COMPUTERISATION :

Normally we believe that once the branch is computerized, every thing falls in place automatically. But it is not so easy to say. Before we chalk out our audit programme, we must consider the followings:

1.
There are three types of computerization i.e. partially and fully computerisation at branch level and computerization with central data base i.e. core banking system.

2.
Obviously all the three type of computerization has its own benefits, draw backs and application controls. 

3.
Where there is partial computerization, audit programme has to be mix of both the processes wherein some items need to be checked from manual records and some of them are on computers and accordingly the checklist for computerized accounting to be used.

4.
Similarly where there is full computerization at branch level, our work is reduced to some extent so far as the balancing of books and other normal working is concerned. But in any case the primary application controls existed with application software becomes more critical. 

5.
When the matter comes for core banking system, the branches are rather more dependent on main server and needs more specific attention of application controls.

6.
It is very easy to say that in a fully computerized branch, be it local or through central server, one need not to bother about the accuracy and adequacy. But in reality it is not so for the following reasons:

(a)
Master data creation is always desired at branch level. Any error in such master data will change the whole story.

(b)
Operations in accounts linked with physical statements like stock statements, ratings, permitted over drawings at branch level, proper authorization for day to day vouchers etc. are the areas of concern at branch level only. Entries in main server will be as per actual monitoring at branch level only.  

(c)
As such the internal control systems, periodical reports (mass runs in core banking system specially for application of interest and service charges, in operative account operations etc.) generated at branch level, exception reports, day begun and day end reports, proper password system and user's IDs., posting of system administrators, timely changes/ modification in datas either at branch or central level are the key areas where auditor's bird eye view is essential.

(d)
At times the transactions are entered in computer system but for want of proper authorization or approval or due to wrong accounting or for any other reasons, such entries might have been parked at some other place in the balance sheet. If it continues so even after the balance sheet date, it may affect the correct view of statement of affairs.

7. GENERAL:

Now a days the books of accounts are computerized. Hence we have to enquire for exceptional reports generated from computer. This will provide us the information’s with regard to transaction beyond powers, transaction in in-operative accounts, overdue balances, and temporary overdrafts. TOD's against clearings, changes in master data sheets etc. 

5. OTHERS:

a. Reconciliation of Control and Subsidiary Records: 


These reports are also available through computerized statements. At times there may be a difference due to migration of data from manual to computer books. Even it may be in the manual books prior to the date of computerization.  Such differences should be brought to the notice of management through LFAR.

b. Inter Branch Accounts:

This is very sensitive and fraud prone area. These reconciliation statements have to be checked thoroughly. Any long pending entries therein have to be high lighted through LFAR. While checking these statements special attention is to be given on internal control procedure with regard to timely and expeditiously responding of entries, 

c. Audits and Inspections:  

While compiling LFAR, an auditor must go through the previous year audit reports, reports of internal and concurrent auditors, reports by RBI officers if any. From such reports, if we find any persisting irregularity, than it has to be brought to the notice of management through LFAR.

d. Frauds:

In case any fraud has been detected at the branch during the year, records/registers maintained by the branch have to be checked carefully. On the basis of our observations and test checks, if we come across any lacuna in the internal control procedure followed by the branch, we must give our suitable comments thereon in the LFAR.

Miscellaneous: 

This is a column where we can give our comments on all such matters which have not been covered in the above clauses. This includes window dressing, housekeeping and maintenance of records, records of fixed assets or any other major observations which auditor wants to bring to the knowledge of the management.

e. Questionnaire applicable to specialized branches:

This can be referred from Guidance Notes on Audit of banks issued by ICAI.


Last but not least, it is to be understood clearly that observation report attached to and forming part of Statutory Audit Report is entirely independent and different than LFAR and no cross references should be made therein.

CERTIFICATION:

In addition to signing of Balance Sheet and Profit & Loss Account, relevant schedules and annexure, furnishing of Statutory Audit Report along with MOC's, Tax Audit Report and Long Form Audit Reports etc as discussed above, statutory auditors have to sign some significant certificates as well. Mainly such certificates are: 

a. Certificate of Cash & Bank Balances.

b. Certificate of Cash & Bank Balances on Fridays.

c. Certificates regarding various govt. subsidies.

d. Certificate regarding compliances of Ghosh and Jilani Committee recommendation.

e. Statement of Structural Liquidity (Maturity pattern of liabilities and assets.)

f. Statement of Frauds in non borrowal accounts.

g. Statement of aggregate average advances of Rural Branches.

h. Recoveries in Written off accounts.

i. Certificates of recoveries in claim paid accounts under various govt. schemes.

j. Certificates with regard to foreign exchange business transactions.

k. Statement of risk weighted assets.

l.  Statement of Movement in NPA accounts and provisions there against.

m. Statement of Restructured/Rescheduled borrowal accounts.

n. Certificate for waiver of agriculture loans

o. Certificate for interest relief on agriculture loans.

Abovementioned list is illustrative and not conclusive. Normally along with appointment letter, list of these certificates are given and an auditor has to issue such certificates along with other audit reports and authenticated financial statements and returns etc.

From the perusal of above list, you will find that each and every certificate has its own relevance and required for some or the other specific purposes. Some of them are for controlling purposes, some are for govt. agencies which provide subsidies or other concessions under various govt. schemes and some are related to information’s to be provided to Reserve Bank of India under compulsory norms like SLR/CRR etc.

As such these certificates are important not only for internal use of bank or central statutory auditors but for other independent external entities as well. By providing certified details to such external agencies, bank branch auditors owes the legal responsibilities and are directly accountable to them for any mis- representation or wrong certification on their part. Hence we need to be extra cautious and vigilant while certifying the data, contents of these certificates failing which we may have to suffer the consequences.   

CONCLUSION:

From the above it is clear that audit verification, certification and reporting are equally important and related to each other. Our entire approach in bank branch audit must be to give our precise, firm and categorical report with utmost care, due diligence and positive attitude. 
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