Audit Planning in Bank Branch Audit 


by Ketan Saiya F.C.A.
There is a sea change business dynamics of banking in India due to entry and growth of private sector banks. All banks are under pressure for growth in business. No more borrowers are approaching bank but banks are in search of good borrower and retain their business. This has led to pressure on banks to increase business. Due to this loans are given to parties who are otherwise financially not very sound. Also overall economic slowdown has put pressure banking. In absolute figures NPAs have doubled in last 3-4 fiscals. The manufacturing sector is not performing well, service sectors too are under pressure for margin. Software / ITES which is major export revenue earning sector has not done good also sector like airline / insurance are still to stabilize in India. In turn there is pressure of recovery of such loans and threat of advances becoming Non Performing Asset (NPA). Overall recovery of advances is delayed and it is strictly not as per schedule.  In such weak cases, the banks are aggressive in follow up for recovery and latterly counting 90 days time line so the account does not turn out to be NPA.  This scenario has led pressure on we as auditor to verify the status of the accounts and take a call whether a particular account needs to be classified as NPA or not.  

Further we as auditor face many challenges in bank audit. Technological developments have changed complete bank audit scenario in CBS environment.  Issue of late appointment and lesser availability of time for audit is sorted now days to some extent as not only the appointments are done in mid-march by some of the bank but also they allow beginning the statutory audit early. Still few banks / outstation branches this issue remains. 

Another reason of concern is banking sector is fraud prone and it again increases our responsibilities in carrying out bank – branch audit. There have been many scams in banking sector. As per PTI report on 14th December 2012 in current fiscal in Nationalized banks alone frauds reported in first six months from April to September 2012 is Rs. 5200 Crores which has increased many fold as earlier as per earlier report on 25th February 2010, Frauds have cost banks Rs. 5,517 Crores in last four fiscals from April 2005 to March 2009. 

RBI is very strict with KYC and anti- money laundering norms, and irregularities in these are viewed seriously and penalties are being imposed on banks for non adherence to these norms. 

Due to all above development, In bank audit, we need to plan very well so we are able to carry out audit effectively. There are various acts applicable in bank audit but we must be updated with RBI guidelines and requirements for banking sector. Most of these guidelines are issued by RBI trough circulars which are available on Reserve Bank of India’s website i.e. www.rbi.org.in. 

As we read in media, Feb 2013, Operation of Rupee Bank was restricted by RBI and many depositors are in problem. In past year few banks licenses have been cancelled by RBI such as Bhandari Co-operative Bank. In February 2010, one of the bank was imposed with penalty of Rs.25 Lakhs for violating (RBI) directives on acquisition of immovable property, deletion of records in IT system, non-adherence to KYC and anti- money laundering norms, irregularities in the conduct of certain corporate group etc. In 2009, we read instance of cash transactions of Rs.640 crores between November 2006 to December 2008 in one bank account and in one such similar case transfer of funds overseas amounting to $110 millions. 

· In bank audit, we need to plan very well so we are able to carry out audit effectively. There are various acts applicable in bank audit but we must be updated with RBI guidelines and requirements for banking sector. All related circulars are available on Reserve Bank of India’s website i.e. www.rbi.org.in. 

I feel bank audit can be divided in following stages: 

Stage I 
GROUND WORK AT OFFICE

· Obtaining Basic Information from Appointment Letter & over Telephone:

We need to obtain basic information such as size of branch, Deposit, Advances and nature of business carried like whether or not branch is having forex business. Also whether branch is a specialized branch or not such as service Branch or not? 

· Send the letter of acceptance of audit and other letter like declaration like letter of fidelity and secrecy.

Above draft letters are normally provided along with appointment letter. 

· Issue Intimation letter as given in Annexure below along with Requirement letter also given in Annexure below. 
We can send intimation letter along with letters given hereunder for requirements. 

· Send Draft representation letter in Advance given in Annexure.
We need to send representation letter to the bank branch management in advance so they can keep it ready from their side. 
· Study Latest RBI circulars 

Before we go to audit, we should update our self with all the latest pronouncement relating to banking including circulars of Reserve bank of India. 

Stage II 
GROUND WORK AT BRANCH

· Obtaining the list of books maintain by the branch / Reports generated by computer system.

When we reach branch we should enquire for all records and books maintained by the bank and also we should ask about various reports which are generated by the system. We should study errors which are generated by the system while yearend closing the accounts. 

· Obtain latest reports i.e. auditors and internal reports to H.O.

We should study and obtain all latest auditors’ report such as internal audit report, concurrent audit report, head office inspection reports, revenue audit report, RBI Inspection Audit Report. We should list out all major irregularities reported in this reports and suitably modify our audit program as per the irregularities noted.  

· Obtain monthly average of advances and deposits and interest earned and paid on the same for current year and previous year.  
This works really well. We are able to analyze major income and expenses of bank branch. If there any deviation as compare to previous year, we should ask for justification for the same. 
· Review accounting policies and auditors report of the bank.
To understand accounting policies which are being followed at macro level by the bank, we should ask for bank as whole annual report copy and study the same. Qualification (if any) at bank as whole level can be examined at for branch level.  
· Obtain H.O. circulars/guidelines of CSAs

We should obtain bank circulars from head office for closing as well as normal circulars like for change in interest rates etc.  

· Prepare / Amend Audit programme

After study all above we should amend the audit program suitably as per the need of the branch work and risk detected out of above review. WE should focus more on high risk areas where more irregularities are noted.  
Stage III 
ACTUAL AUDIT 

· Carry out actual audit.

We should carry out actual audit with full team. Based audit program we should apply test check. We should document all our findings and query. Keeping Materiality in mind we should decide about whether to report , where to report the irregularities found.  
· Memorandum of changes (MOC) to be given with explanation and justification.

If there are material changes we should issue MOC. We should always give justification for the MOC prepared. It should have detailed explanation for stand taken by us and we can also report management view if different from our view.  

· Issue Nil MOC even if it is NIL or don’t make AR subject to MOC.

If there is no MOC we should issue a NIL MOC certificate or accordingly we should mention in our main report. For qualification we should avoid giving any reference to other reports.  

· Independence of main report and LFAR- No Referencing of each other, independent qualification/adverse remarks.

Both this reports are independent reports and we should not do cross referencing in these two reports. 

· Discuss the draft reports- reservation, major observation, qualifications with branch management.

It is one of best practices that we should discuss our observations / draft report with the management. 

· Audit Report format is modified and suggested draft is given in Annexure to this article. 

· Qualification to be given in bold or italic. 
Still many of us are not reporting qualification as required by above amendment. 

· To quantify the qualification.

· We must quantify the qualification (if any). If for any reason we are not able to get qualification from management we should mention the fact in our report. 

· Stamping on all pages and initialing the correction done.

We must stamp and put our initials on all pages. We must authenticate corrections wherever done in statements or reports signed by us.  

· Issue of final reports in time.

We must issue report in time. We should adhere to time dead line given by the bank authorities.  If there are any practical problems, we should inform to top management in writing about such problems being cause of delay for non-completion of audit in time.  

· Format of letter for Intimation Annexure - I
A B C & Co.

Chartered Accountants

 XX March 2015
The Branch Manager,

XYZ Bank of India,

XYZ Tower,

248, ABC Road,

Indore-452 001

Sub.: AUDIT OF YOUR BRANCH AS ON 31st MARCH 2015
Dear Sir,

· We have been appointed for auditing the accounts of your branch for the year ended 31st March 2015 wide letter no. IBK/SA 2014-2015 dated 27th February, 2015. 

· For proper planning of your audit, we request you to send photo copy of the following items at our above-mentioned address on receipt of our letter:

1. Trial balance as on 28/02/2015 

2. Branch Audit Report for the year ended 31st March, 2015.

3. Long Form Audit Report for the year ended 31st March, 2015. 

4. Tax Audit Report for the year ended 31st March, 2012.

5. Balance sheet of the Bank for the year ended 31st March, 2015.

· As you are aware that we have to finalised the accounts on or before XX April 2015 so we request you to keep everything ready for the audit on or before XXth April,2015. 

· As this year RBI has changed the LFAR you are required to prepare party wise details for large advances above 2 Crores. Sending herewith, format as given by the H.O. so that you can keep the required details ready.

· Also sending herewith detailed list of the requirement which would be necessary for carrying out audit, hope that same will be ready before we visit the branch. 

· Apart from above may keep all the other records and information ready which you feel will be necessary to expedite the audit.

· Also sending herewith draft management representation letter recommended by Institute of Chartered Accountants of India., this would require from your side before we complete the audit. 

· Last but not least we expect your best co-operation in late seating and also working on holidays during the audit period so as to meat the dead line set by your head office. 

Thanking You,

Yours Faithfully

For A.B.C. & Co.

Chartered Accountants

Partner
Format of letter for Requirements Annexure – II
A B C & Co.

Chartered Accountants

XX March 2015
The Branch Manager,

XYZ Bank of India,

XYZ Tower,

248, ABC Road,

Indore-452 001

Sub.: AUDIT OF YOUR BRANCH AS ON 31st MARCH 2015
Dear Sir,

You may already have been informed by your Head Office that we have been appointed as the Statutory Auditors to report on the accounts of your Branch for 2014-2015. We are confident you will make available to us, the Branch returns soon after the close of the accounts on 31.3.2015.  As per the H.O. Instructions, we plan to start the audit after XX April, 2015 to finish the same before  XX April 2015.

In order to enable us to finalise and furnish our report on the audit of the accounts for the year 2014-2015 of your branch, may we request you to keep ready the information / clarifications as stated below and make the same available to our audit team at the earliest.

1. Latest Reports

For our scrutiny, the following latest reports on the accounts of your Branch, and compliance by the Branch check the observations contained therein:

(a) Internal Inspection Report;

(b) Revenue / Concurrent Audit Report;

(c) RBI Inspection Report, if such inspection took place;

(d) Income and Expenditure Control Audit Report ; and

(e) Copy  of Certificates

2. Circulars in Connection with Accounts 

Please let us have a copy of the head office circulars / instructions in connection with closing of your Accounts for the year, to the extent not communicated to us or incorporated in our letter of appointment.

3. Accounting Policies 

Please let us have a list of the accounting policies adopted by the bank with particular reference to items of income and expenditure.

Please confirm whether, as compared to the earlier year, there are any changes in the accounting policies during the year under audit; and if so, the financial effect thereof may be computed to enable us to verify the same.

4. Balancing of Books                

Please confirm the present status of balancing of the subsidiary records with the relevant control accounts, and in case of differences between balances in the control and subsidiary records, please let us know the efforts being made to reconcile / balance the same.  This information may please be given head-wise for the relevant control accounts, indicating the dates when the balances were last tallied.

5. Overdue / matured Term Deposits

Please confirm having transferred them to Current Account Deposit at call A/c.  If not, details / particulars of credit balances comprising overdue matured Term Deposits as at the year end which continue to be shown as Term Deposits particularly where the branch does not have any instructions / communication for renewal of such deposits from the account holders and amount of provision made on such overdue / matured term deposits.

6. Advances

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

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

Information in relation to such advances accounts where provision is computed / recommended may please be prepared indicating:

(i) Name of the Borrower

(ii) Type of facility

(iii) * Total amount outstanding as at the year-end (both for principal and interest) specifying the date upto which interest has been levied and recovered.

(iv) Nature of default and action taken.

(v) Brief history and present status of the Advance.

(vi) * Provision already made / recommended.

*Corresponding figures for the previous year-end may please be given.

The previously mentioned information may please be kept ready and be made available to us along with the Branch returns.

(c) Please confirm  whether the borrowers’ accounts have been categorised according to the new norms applicable for the year into Standard, Sub-standard, Doubtful or Loss assets , with special emphasis on Non-Performing Assets (NPA)

Please confirm whether you have examined the accounts and applied the norms borrower-wise and not account-wise for categorising the accounts.  Please let us have the particulars of provisions computed / recommended in respect of the above during the financial year under audit.

(d) A list of all advances accounts which have been identified as of the nature of bad / doubtful accounts and where pending formal sanction of the higher authorities, the relevant amounts have not been reclassified / recategorised in the books of the Branches for provision / write off.  This covers all accounts identified by the Bank or internal / external auditors or by RBI inspectors but the amount has not been written off wholly or partly.

In case the Branch has itself recommended action against the borrowers or for initiating legal or other coercive action for recovery of dues, a list of such borrowers’ accounts may be furnished to us.

(e) Please let us have a list of borrowers’ accounts where classification made as at the end of the previous year has been changed to a better classification, stating reasons for the same.

(f) Please also confirm whether any income has been adjusted / recorded to revenue, contrary to the norms of income recognition notified by the Reserve Bank of India and / or Head Office circulars issued in this regard; and particularly where the chances of recovery / reliability of the income are remote.  
Please also confirm whether any income has been recorded on Non Performing Accounts other than on actual realisation.

7. Outstandings in Suspense / Sundry Account 

Please let us have a year wise break up of amounts outstanding in Suspense / Sundry accounts as on 31.3.2015.  Reasons for non- adjustment of items included in these may be made known.

8. Contingent Liabilities 

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

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

9. Interest Provision 

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

(b) Please confirm whether any amount recorded as income up to the year-end, which remains unrecovered or not releasable, has been reversed from any of the income heads or has been debited to any expenditure head during the year.  If so, please let us have details to enable us to verify the same.

(c) Please confirm the accounting treatment as regards reversal, if any, of interest / other income recorded up to the previous year-end; and the amount reversed during the year under audit i.e., income of earlier years derecognised during the year.

10. Foreign Currency Outstanding Transactions

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

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

11. Investments

In case, the Branch holds any investments behalf of the Bank:

(a) These may be produced for physical verification and / or evidence of holding the same be made available.

(b) Stocks of unused security paper stationary / numbered forms like B/RS, SGL Forms etc. may please be produced for physical verification.

(c) It may be confirmed whether income accrued / collected has been accounted as per the laid down procedure.

12. Long Form Audit Report-Branch response to the Questionnaire

In connection with the Long Form Audit Report, please let us have complete information as regards each item in the questionnaire, to enable us to verify the same for the purpose of our audit.  Make a note that this year LFAR has been revised by the R.B.I. Keep the above information as per new LFAR requirement. In case you have not received format of New LFAR you may arrange for the same.
13. Tax Audit in terms of Section 44AB of the Income tax Act, 1961

Please let us have the information required for tax audits under Section 44AB of the Income-tax Act, 1961 to enable us verify the same for the purpose of our report thereon.  

14. Other Certification

Let us have, duly authenticated, information as regards other matters which, as per our letter of appointment, required certification. 
We shall be grateful if you could also confirm the name to the officer(s) nominated by the bank to comply with our requirements in connection with the above, so that our reports / certificates are expedited.

We shall appreciate your kind co-operation in the matter.

Thanking you,

Yours faithfully,

For A B C  & CO.

Chartered Accountants

Partner
Annexure
Draft of Management Representation Letter* to be obtained from the Branch Management

M/s XYZ & Co.,

Chartered Accountants,

Mumbai

Dear Sir(s),

Sub.:
Audit for the year ended March 31, 2015
This representation letter is provided in connection with your audit of the financial statements of _____________ branch of _______________ bank for the year ended March 31, 2015 for the purpose of expressing an opinion as to whether the financial statements give a true and fair view of the state of affairs of ___________ branch of _______________ bank as of March 31, 2015 and of the results of operations for the year then ended. We acknowledge our responsibility for preparation of financial statements in accordance with the requirements of the Reserve Bank of India and recognised accounting policies and practices, including the Accounting and Auditing Standards issued by the Institute of Chartered Accountants of India (ICAI).

We confirm, to the best of our knowledge and belief, the following representations:

1.
Accounting Policies


The accounting policies, which are material or critical in determining the results of operations for the year or state of affairs are set out in the financial statements and are consistent with those adopted in the financial statements for the previous year. The financial statements are prepared on accrual basis except as stated otherwise in the financial statements.


There are no changes in the accounting policies followed by the branch during the current year.

2.
Assets


The branch has a satisfactory title to all assets and there are no liens or encumbrances on the branch's assets. The branch has not received any legal notices from the landlords asking them to vacate the premises that the branch is currently occupying as a lessee.

3.
Fixed Assets


The fixed assets held by Branches have been properly accounted and have been physically verified at the year end. No discrepancies are noticed on such verification. Depreciation on these assets have been adequately provided as per the policy of the bank.

4.
Capital Commitments


At the balance sheet date, there were no outstanding commitments for capital expenditure other than those disclosed in the financial statements.

5.
Other Current Assets


In the opinion of the management, other current assets have a value on realisation in the ordinary course of the branch’s business which is at least equal to the amount at which they are stated in the balance sheet.

6.
Cash and Bank Balances


The cash balance as on March 31, 2015 is Rs._____________ and has been verified by us.

7.
Liabilities


The branch has recorded all known liabilities in the financial statements.

8.
Contingent Liabilities

8.1
The branch has disclosed in notes to the financial statements all;

(a)
guarantees that we have given to third parties;

(b)
Letters of Credits (Local/ Import);

(c)
Letters of Comfort (Local/ Import);

(d)
Deferred Payment Credits/ Guarantees (Local/ Import); and

(e)
all other contingent liabilities.

8.2 
Other than for advances, there are no matters involving the branch in any claims in litigation, arbitration or other disputes in which there may be some financial implications, including for staff claim, branch rentals, municipal taxes, local levies, etc., except for those which have been appropriately included under contingent liabilities.

8.3 
Expired guarantee where the claim year has also expired has been correctly removed from the branch return.

8.4
Contingent liabilities disclosed in the notes to the financial state​ments do not include any contingencies, which are likely to result in a loss and which, therefore, require adjustment of assets or liabilities.

8.5
No cases/ legal disputes are pending against the branch/ lodged by the branch, for which no liability has accrued/ is likely to accrue in the future.

9.
Provisions for Claims and Losses


Provision has been made in the accounts for all known losses and claims of material amounts.

10.
There have been no events subsequent to the balance sheet date that require adjustment of, or disclosure in, the financial statements or notes thereto.

11.
Profit and Loss Account


Except as disclosed in the financial statements, the results for the year were not materially affected by:


(a)
transactions of a nature not usually undertaken by the branch;


(b)
circumstances of an exceptional or non–recurring nature;


(c)
charges or credits relating to prior years;


(d)
changes in accounting policies.

12.
We have made available to you all the following latest reports on the accounts of our branch, and compliance by the branch on the observations contained therein:

a) Previous year’s branch audit report;

b) Internal inspection reports;

c) Report on any other Inspection Audit that has been conducted during the course of the year relevant to the financial year 2014-15.


Apart from the above, the branch has not received any show cause notice, inspection advice, etc., from Government of India, Reserve Bank of India or any other monitoring or regulatory authority of India that could have a material effect on the financial statements of the branch during the year.

13.
Balancing of Books


The books of the accounts are computerised and hence the subsidiary records are automatically balanced with the relevant control records. In case of manual sub-ledgers maintained, we confirm that they duly match with the general ledger balances.

14.
Overdue/Matured Term Deposits


All overdue/ matured term deposits are held as matured term deposits.

15.
Advances

15.1
In respect of all the advances against tangible securities, the branch holds evidence of existence and market value of the relevant securities as at the year–end

15.2
All the borrowers’ account have been categorised according to the prevalent RBI norms applicable for the year, into standard, sub–standard, doubtful or loss assets, with special emphasis on Non–Performing Assets (NPA).

15.3
We have examined the accounts and applied the norms borrower–wise and not account–wise for categorising the accounts.

15.4
The classification of advances made as at the end of the previous year has not been changed to a better classification.

15.5 
No income has been adjusted/ recorded to revenue, contrary to the norms of income recognition notified by the Reserve Bank of India; and particularly where the chances of recovery/ realisability of the income are remote.

15.6
No income has been recorded on Non-performing accounts other than on actual realisation.

16.
Outstanding in Suspense/ Sundry Account


The year–wise/ entry–wise break up of amounts outstanding in Sundry deposits/ Sundry assets as on March 31, 2015 has already been submitted to you along with explanation of the nature of the amounts in brief and supporting evidences relating to the existence of such amounts in the aforesaid accounts.

17.
Interest Provisions

17.1 
Interest provision has been made on deposits, etc., in accordance with the extant instructions of the Head Office.

17.2 
Any amount recorded as income upto the year–end, which remains unrecovered or not realisable, has been reversed from the respective income heads or has been debited to corresponding expenditure head during the year.

17.3 
The accounting treatment as regards reversal, if any of interest/ other income recorded upto the previous year end; and the amount reversed during the year under audit, i.e., income of earlier years de–recognised during the year has been made in accordance with the prevalent RBI norms of income recognition.

17.4
The interest provision for Head Office Interest shall be made at the Head Office.

18.
Stationery


Stock of unused stationery like security papers, cheque books, demand draft book, etc have been produced for your physical verification and are in order.

19.
Long Form Audit Report–Branch Response to the Questionnaire


In connection with the Long Form Audit Report, complete information as regards each item in the questionnaire has been made available to you in order to enable you to verify the same for the purpose of your audit.

20.
Other Certification


Duly authenticated, information as regards other matters which, as per the bank’s letter of appointment, require certification has been made available to you.

21.
General


There is no enquiry going on or concluded during the year by Central Bureau of Investigation (CBI) or any other vigilance or investigating agency on the branch or on its employees and no cases of frauds or of misappropriation of assets of the branch have come to the notice of the Management during the year other than for amounts for which provisions have already been made in the books of accounts.

22.
The provision for non–performing assets, depreciation, provision for income tax, provision for bonus, gratuity, etc., is made at the Head Office.  Therefore, the same has not been provided in the branch accounts.

23.
There have been no irregularities involving management or employees who have a significant role in the system of internal control that could have a material effect on the financial statements.

24.
At the end of the year, the branch has translated its holdings of Foreign Deposit Accounts at a notional rate of Rs. 53 to 1 USD. The difference between the notional rate of Rs. 53 and the actual rate as at the year end will be accounted for at the Head Office.

25.
The financial statements are free of material misstatements, including omissions.

26
The branch has complied with all aspects of contractual agreements that could have a material effect on the financial statements in the event of non–compliance. There has been no non–compliance with requirements of regulating authorities that could have a material effect on the financial statements in the event of non–compliance.

27.
We have no plans or intentions that may materially affect the carrying value or classification of assets and liabilities reflected in the financial statements.

28.
The other particulars required have already been given to you and particulars and other representations made to you from time to time are true and correct in all respects.

29.
Tax Audit for the Year Ended March 31, 2013 (Tax Audit in Terms of Section 44AB of the Income–tax Act, 1961)


The information required for the tax audit under section 44AB of the Income–tax Act, 1961 has been made available to you in order to enable you to verify the same for the purpose of your report thereon. In respect of the Tax Audit under section 44 AB of Income Tax Act, 1961 of _____________ branch of _______________ bank for the year ended March 31, 2015, we certify the following:


PART – A

29.1
Our Permanent Account No. is ______________

29.2
The address as per the jurisdiction of the assessee falls under section 124 of the Income Tax Act, 1961 is ______________________

29.3
The status as defined under the Income Tax Act, 1961 is company.


PART – B

29.4
There is no change in nature of business in current year as compared to preceding previous year.

29.5
The books of accounts maintained by us have been correctly disclosed in clause 9(b) of Form 3CD.

29.6
Our Profit & Loss account does not include profits and gains assessable on presumptive basis under section 44AD, 44AE, 44AF, 44B, 44BB, 44BBA, 44BBB, 172 of the Income–Tax Act, 1961.

29.7
The method of accounting followed is as per clause 11(a) which has been con​sistently followed in the immediately preceding previous year. There was no change in the method of accounting employed vis à vis the method employed in the immediately preceding previous year.

29.8
Sum received from employee towards contributions to any provident fund or superannuation fund or any other fund mentioned in section 2(24)(x) which is paid/ not paid within due dates to concerned authorities under section 36(1)(va) are mentioned in Clause 16 (b) of our Form 3CD and the same are correct.

29.8
In Clause 17 of Form 3CD, there are no other amounts of such items debited to Profit & Loss Account and there is no income which does not form part of the total income

29.9
No payments are made to persons specified under section 40A(2)(b).

29.10
There is no amount of profit chargeable to tax u/s 41 as disclosed under clause 20 of Form 3CD.

29.11
Except for the items shown under clause 21 (ii) (B), no tax, duty or other sum as referred to u/s 43B has been provided as at the year end.

29.12
No expenditure/ income of an earlier year has been debited/ credited to the Profit & Loss Account except to the extent disclosed under clause 22 (b) of Form 3CD.

29.13
No loans or deposits of Rs. 20,000 or more have been repaid in cash other than those specified in the statement of particulars as given in the respective clause of Form 3CD. The details of loans or deposits of Rs. 20,000 or more given in the said statement of particulars is true and correct.

29.14
Section–wise details of deduction admissible under chapter VI–A


No other deductions other than those mentioned in clause 26 of Form 3CD is available to the branch.

29.15
Details of delay in payment of tax deducted at source to the credit of the Central Government are given in the statement of particulars. Apart from that, there are no other delay in payment of Tax Deducted at Source.

29.16
The other particulars required have already been given to you and particulars and other representations made to you from time to time are true and correct in all respects.

Thanking you,

Yours faithfully

For & on behalf of __________ branch of ______________ bank

Authorised Signatory

Annexure
Draft Bank Branch Audit Program for the year ended March 31, 2013

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:
	

	Region/ Zone in which the Branch is located:
	

	
	

	Date of Commencement:
	

	Date of Completion:
	

	Audit Team Partner/s:
	


	Name of Seniors
	Man Days
	Initials
	Remarks, if any

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


	Name of Juniors
	Man Days
	Initials
	Remarks, if any

	
	
	
	

	
	
	
	

	
	
	
	


	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 and letter of requirement to the Branch.
	
	

	2
Reporting to the Branch.
	
	

	3.
Review of previous year's audit report/ LFAR, current period's Internal Audit Report/ Revenue Audit Report/ Concurrent Audit Report/ RBI Inspection Report and any other report and their compliance.
	
	

	4.
Physical verification of cash, stationery, and valuable securities.
	
	

	5
Physical verification of Investments (obtain certificate from bank manager for the same).
	
	

	6.
Understand the system in CBS Branch a) verify controls b) start of day and end of day report c) verify exceptional report
	
	

	
.
	
	

	7
Compliance of bank’s circulars, accounting policy as well as Mandatory Accounting Standards/Auditing Standards and RBI Circulars.
	
	

	8.
Checking of various returns.
	
	

	Checking of Balance Sheet Items
	

	1.
Checking of the advances:
	
	

	i)
Detailed checking of forms classifying the advances
	

	1. Critical review of all large advances.
	
	

	2. Classification of advances.
	
	

	3. Latest valuation of security given against advances.
	
	

	4. Provisions on NPA as per RBI guidelines.
	
	

	ii)
Loan Accounts
	

	i)
Review of all large advances with balance of lower of 5 % or Rs.2 crore of total advance.
	
	

	ii)
Review of loans sanctioned during the year. Also verify all the credit card dues which are overdue.
	
	

	iii)
Review of other advances on test check basis.
	
	

	iv)
Review of adverse comments by Concurrent auditors, RBI/internal inspectors.
	
	

	v)
Review of suit filed and decreetal accounts and provision and progress thereof and Classification
	
	

	vi)     Review of accounts upgraded during the year from NPA to standard. Review of all accounts frequently exceeding limits/DP
	
	

	NOTE:
(i)
Following aspects of the advances to

be verified:
	
	

	
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)
All the accounts verified in category (i) to (v) should be documented.
	
	

	2.
Verify controls in respect of the following important items of assets.

 
(i)
Dual custody of cash


(ii)
Custody and issue of cheques books/pay orders/ATM cards etc

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

	3
Checking of balance books with ledgers (only in case of manual branches).
	
	

	4.
Checking of additions/deduction/transfers of fixed assets. Compliance of Accounting Standard (AS)-6, AS10,,AS 26 and AS28 related to fixed assets
	
	

	4a.
Fixed Assets Schedule for furniture & fixtures and other assets.
	
	

	5.
Reconciliation of accounts with other banks, head office and inter branch adjustment accounts.
	
	

	6
Detailed checking of suspense accounts – credit as well as debit schedules. i.e., Nominal ledger.
	
	

	7.
Details of Bills Rediscounted/Refinance obtained from IDBI, SIDBI, etc.
	
	

	8.
Shares/ Bonds/ Securities held in safe custody on banks investment account.
	
	

	Balance Sheet Finalisation
	

	1.
Verifying  Balance Sheet figures with General Ledger
	
	

	2.
Casting of Balance Sheet and cross–checking with Balance Sheet schedules
	
	

	3.
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:
	
	

	a)
that interest accrued but not due on loans is not included in advances.
	
	

	b)
that 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.
	
	

	iii)
Check in case of deposits:
	
	

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

	b)
that overdue deposits, matured time deposits, cash certifi​cates and certificates of deposits are shown in Demand deposits.
	
	

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

	d) Operation and conduct of demat accounts.
	
	

	4.
Checking, 


(i)
Liability under Bank Guarantee/ L/C.


(ii)
Reconciliation of General Ledger and Subsidiary Ledger.
	
	

	5.
Inter Office Reconciliation (IOR) Accounts

(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
	
	

	Checking of Profit and Loss Items
	

	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.
	
	

	4.
Critical scrutiny of the Expenses/Income accounts and checking of important vouchers.
	
	

	5.
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.
	
	

	6.
Checking of interest in NOSTRO Accounts debit balances.
	
	

	7.
Verification of recovery on account of locker rent, staff accommodation, etc., with details of arrears, if any.
	
	

	8.
Commission income on account of Government Business, i.e., collection as well as remittance of Income tax, sales tax, excise duty, etc.,
	
	

	9.
Details of Prior Period items of Income as well as expenses and complete details of provisions to be made, if any.
	
	

	10.
Rebate on Bills discounted.
	
	

	11.
Checking of depreciation on fixed assets
	
	

	12.
Booking of Interest Income on account of partial recovery in NPA’s.
	
	

	Profit and Loss Account Finalisation
	

	1. 
Verification of Profit and Loss Account with Profit And Loss Ledgers.
	
	

	2.
Casting of Profit and Loss Booklets and cross checking with Profit and Loss Account schedules.
	
	

	3.
Profit and Loss Account Scrutiny.
	
	

	4. 
Ratio analysis with previous years figures.
	
	

	Others
	

	1.
Checking of statement of frauds.
	
	

	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 fol​lowed 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.
	
	

	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 schedules and preparation of Tax Audit Report.
	
	

	12.
 Checking of service tax collected and

paid. 
	
	

	Final Audit and Reporting
	

	1. 
Preparation of Audit Report.
	
	

	2.
Preparation of memorandum of changes for changes to be made in classification of advances and in any item of asset/liability and profit and loss account with other remarks and/ or information which requires further attention at Regional/Zonal Office level.
	
	

	3.
Obtain detailed notes on above accounts.
	
	

	4.
Preparation of Tax Audit Report.
	
	

	5.
Preparation of Long Form Audit Report. 
	
	

	To Collect the following Certificates:
	

	1.
Physical verification of the fixed assets carried out on March 31, 2013/During the year
	
	

	2.
Physical verification of the cash as on March 31, 2013.
	
	

	3.
Physical verification of cash periodically by officers of the bank.
	
	

	4.
Certificate from the branch for the persons attended the audit.
	
	

	5.
Management Representation Letter.
	
	

	To verify and issue the certificates(as applicable) :Illustartive list 
	

	1. Certificate of Ghosh and Jilani committee Recommendations.
	
	

	2. Cash on 12 odd dates.
	
	

	3. Commitment charges payable to IDBI/ SIDBI.
	
	

	.
	
	

	4. Interest claim on  (FCNR) deposits.
	
	

	5. Risk weighted assets as per the capital adequacy report.
	
	

	6. Certificate for treating an account as bad or doubtful of recovery as per the requirement of DI and CGC.
	
	

	7. Average month end rural branch advances.
	
	

	8. Subsidy claim under Prime Minister Rojgar Yojna.
	
	


	Prepared by:
	Reviewed by:


An Illustrative Format of Report of the Auditor of a Banking Company

INDEPENDENT AUDITOR’S REPORT

To

The Shareholders

Report on the Financial Statements

1.
We have audited the accompanying financial statements of the ABC Bank Limited, which comprise the Balance Sheet as at 31st March, 2XXX and the Statement of Profit and Loss and the cash flow statement for the year then ended and a summary of significant accounting policies and other explanatory information.  Incorporated in these financial statements are the returns of ________ branches audited by us, ______________ branches audited by branch auditors and unaudited returns of ______________ branches in respect of which exemption has been granted by the Central Government under Rule 4 (1) (a) of the Companies (Branch Audit Exemption) Rules, 1961 from the provisions of sub-sections (1) and (3) of Section 228 of the Companies Act, 1956. These unaudited branches account for ______________________ per cent of advances, _______________ per cent of deposits, ___________________ per cent of interest income and ____________________ per cent of interest expense.

Management’s Responsibility for the Financial Statements

2.
Management is responsible for the preparation of these financial statements in accordance with XYZ Law of India. This responsibility includes the design, implementation and maintenance of internal control relevant to the preparation of the financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

3.
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with the Standards on Auditing issued by the Institute of Chartered Accountants of India. Those Standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement.

4.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the Company’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of the accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.

5.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Opinion

6.
In our opinion and to the best of our information and according to the explanations given to us, the said accounts together with the notes thereon give the information required by the Banking Regulation Act, 1949 as well as the Companies Act, 1956, in the manner so required for the banking companies and give a true and fair view in conformity with the accounting principles generally accepted in India:

(i)
in the case of the Balance Sheet, of the state of affairs of the Bank as at 31st March, 2XXX;

(ii)
in the case of the Profit and Loss Account of the profit/loss for the year ended on that date; and

(iii)
in the case of the Cash Flow Statement, of cash flows for the year ended on that date.

Report on Other Legal and Regulatory Matters

7.
The Balance Sheet and the Profit and Loss Account have been drawn up in accordance with the provisions of Section 29 of the Banking Regulation Act, 1949 read with Section 211 of the Companies Act, 1956.

8.
We report that:

(a)
we have obtained all the information and explanations which, to the best of our knowledge and belief, were necessary for the purpose of our audit and have found them to be satisfactory.

(b)
the transactions of the Bank, which have come to our notice, have been within the powers of the Bank.

(c)
the returns received from the offices and branches of the Bank have been found adequate for the purposes of our audit.

9.
In our opinion, the Balance Sheet, Profit and Loss Account and Cash Flow Statement comply with the Accounting Standards referred to in sub-section (3C) of section 211 of the Companies Act, 1956. ( XX Sections of Companies Act, 2013.) 
10. We further report that:

(i)
the Balance Sheet and Profit and Loss Account dealt with by this report, are in agreement with the books of account and the returns.

(ii)
in our opinion, proper books of account as required by law have been kept by the Bank so far as appears from our examination of those books.

(iii)
the reports on the accounts of the branches audited by branch auditors have been dealt with in preparing our report in the manner considered necessary by us.

(iv)
as per information and explanation given to us the Central Government has, till date, not prescribed any cess payable under section 441A of the Companies Act, 1956, ( XX Sections of Companies Act, 2013.)
(v)
on the basis of the written representation received from the directors and taken on record by the Board of Directors, none of the directors is disqualified as on 31st March, 2XXX from being appointed as a director in terms of clause (g) of sub-section (1) of section 274 of the Companies Act, 1956. ( XX Sections of Companies Act, 2013.)
For ABC and Co.

Chartered Accountants

Signature

(Name of the Member Signing the Audit Report)

(Designation)

Membership Number

Firm Registration Number

Place of Signature:

Date of Report:

Partner or proprietor, as the case may be.

An Illustrative Format of Report of the Auditor of a Nationalised Bank

INDEPENDENT AUDITOR’S REPORT

To

The President of India

Report On The Financial Statements

1.
We have audited the accompanying financial statements of XY Bank as at 31st March, 2XXX, which comprise the Balance Sheet as at March 31, 2XXX, and Statement of Profit and Loss and the cash flow statement for the year then ended, and a summary of significant accounting policies and other explanatory information. Incorporated in these financial statements are the returns of ___________ branches audited by us and ______________ branches audited by branch auditors. The branches audited by us and those audited by other auditors have been selected by the Bank in accordance with the guidelines issued to the Bank by the Reserve Bank of India. Also incorporated in the Balance Sheet and the Statement of Profit and Loss are the returns from _______________ branches which have not been subjected to audit. These unaudited branches account for ___________________per cent of advances, _____________ per cent of deposits, _______________ per cent of interest income and _______________ per cent of interest expenses.

Management’s Responsibility for the Financial Statements

2.
Management is responsible for the preparation of these financial statements in accordance with XYZ Law of India. This responsibility includes the design, implementation and maintenance of internal control relevant to the preparation of the financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

3.
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with the Standards on Auditing issued by the Institute of Chartered Accountants of India. Those Standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement.

4.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the Company’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of the accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.

5.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Opinion

6.
In our opinion, as shown by books of bank, and to the best of our information and according to the explanations given to us:

(i)
the Balance Sheet, read with the notes thereon is a full and fair Balance Sheet containing all the necessary particulars, is properly drawn up so as to exhibit a true and fair view of state of affairs of the Bank as at 31st March 2XXX in conformity with accounting principles generally accepted in India;

(ii)
the Profit and Loss Account, read with the notes thereon shows a true balance of profit/loss, in conformity with accounting principles generally accepted in India, for the year covered by the account; and 

(iii)
the Cash Flow Statement gives a true and fair view of the cash flows for the year ended on that date.

Report on Other Legal and Regulatory Requirements

7.
The Balance Sheet and the Profit and Loss Account have been drawn up in Forms “A” and “B” respectively of the Third Schedule to the Banking Regulation Act, 1949.

8.
Subject to the limitations of the audit indicated in paragraph 1 to 5 above and as required by the Banking Companies (Acquisition and Transfer of Undertakings) Act, 1970/1980, and subject also to the limitations of disclosure required therein, we report that:

(a)
We have obtained all the information and explanations which to the best of our knowledge and belief, were necessary for the purposes of our audit and have found them to be satisfactory.

(b)
The transactions of the Bank, which have come to our notice have been within the powers of the Bank.

(c)
The returns received from the offices and branches of the Bank have been found adequate for the purposes of our audit.

9.
In our opinion, the Balance Sheet, Profit and Loss Account and Cash Flow Statement comply with the applicable accounting standards.

For ABC and Co.

Chartered Accountants

Signature

(Name of the Member Signing the Audit Report)

(Designation)#

Membership Number

Firm registration number

Place of Signature:

Date of Report:

# Partner or proprietor as the case may be.

* Kindly also refer Revised Standard on Auditing (SA) 580, “Written Representations”. 





