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Foreword

India has one of the strongest banking and financial systems in the world. A dynamic
and well-regulated industry, its rapid adaptation of digital technology coupled with
increasingly complex transactions has led regulators to strive for greater transparency
and credibility of financial statements.

Hence, the Reserve Bank of India's (RBI) regular issuance of updated circulars and
notifications which have a direct bearing on financial statements of banks. More
importantly, our fraternity is expected to be up-to-date with respect to all these
notifications in order to execute the attest functions.

Globally, regulators and auditors are increasing their focus on the impact of technology. There are clear benefits
that technology can bring from operational efficiency to financial inclusion and greater insights. However, as Banks
use more technology they are increasingly taking on more risk, and their stakeholders will require a new suite of
services to address these new risks. Thus, it is clear that with enhanced use of technology, our audits and approach
have to be revisited, appropriately modified and be made robust.

Annual audits of voluminous and variety of transactions of many banks in a truncated time-frame is a very
challenging task. However, it is one which our fraternity has been performing this function over the decades very
successfully to the full satisfaction of all stakeholders and regulators, thus contributing greatly towards the success
of the banking industry.

This publication provides Chartered Accountants an overview as well as expert insights into best practices in the area
of Audit of Bank Branches and other aspects of auditing a Banking ecosystem. The knowledge presented here will
help keep bank auditors, in any and every capacity up-to-date with latest concepts thereby ensuring trustworthiness
of financial statements, sustaining public confidence, and most importantly, augmenting the reputation of the
accountancy profession.

Here I am pleased to state that not only have we adopted a new title for this publication but for the first time, we
have provided QR codes in the publication to ensure easy and seamless access to all important material, references,
checklists (in word and excel), circulars and notifications in SOFT COPY. With one click all of these can be accessible
by everyone and put to use without recreating it.

I congratulate CA. Ketan Saiya, Treasurer of WIRC, CA. Hitesh Pomal, Vice-Chairman of WIRC, CA. Rahul Parikh,
Regional Council Member and the Professional Development Committee (which now includes the Banking, Financial
services and Insurance committee) and the galaxy of contributors for their time and insights in publishing this
scholarly compilation. Here I must mention the immense efforts put in by the contributors amidst tight deadlines
to make this publication wider in scope and technologically current yet lucid and absorbing.

I am confident that this publication will be useful not only for Statutory Bank Branch Audits but all kinds of audits
and engagements involving the Banking environment.

In this context, I am reminded of the incomparable Sam Walton who said, "You can't just keep doing what works
one time, everything around you is changing. To succeed, stay out in front of change.”

It is patently clear that in this digital age, mere acceptance is not enough but as finance professionals we have to
be one step ahead in order to continue to provide excellence of services to all stakeholders. This audit season lets
us proactively embrace technology, streamline our functions for increased efficiency, and adopt a dynamic filing
and documentation process to deliver Excellence ! Happy auditing!

CA. Arpit Kabra
Chairman, WIRC of ICAI
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Preface

The depth and spread of the Banking System in any country is a major indicator of
the economic strength of that country. The development of a robust banking system
contributes to the economic development of a country. Unlike recent failures, which
have shaken up the financial sector aboard, in India, Banks are quite safe.

We have seen the banking system in the world undergoing substantial ups and downs,
especially in the last decade and one has to appreciate the strength and the manner
in which the banking system in India has withstood the pressures from within and
outside the country.

Such a stable banking system is due to strict rules and regulations framed by the Reserve Bank of India and the
strong auditing system of public sector banks in India and Bank Branch audits carried out by Chartered Accountants
in public sector banks.

The credit for this strength also goes to all those who were controlling and managing the banking system during
this turbulent period. Auditors of banks have played a major role in assisting the Regulators to supervise the entire
banking system in the country even through these difficult times.

The audit profession could be looking at bank audits as an area of tremendous opportunities. However, Society at
large looks upon the auditors to give them an assurance that "All Is Well” in the banking system. This requirement
of assurance which is expected by Society from the auditors raises various issues for the audit profession and these
require careful consideration.

The onus of ensuring compliances and controls has fallen squarely onto the shoulders of Chartered Accountants. As
auditors, we are responsible for bringing integrity to banks and ensuring to the stakeholders at large the integrity
and robustness of the bank being audited. We need to burn the midnight oil to carry out an effective audit using
technology and tools. Our audit should be giving confidence to stakeholders at large that once the audit is carried
out by a Chartered Accountant, the accounts are true and fair and have no gross irregularities, and Non-performing
assets are identified correctly in a timely manner.

To that end, we need all the support that we can get and I am confident that this publication will go far in helping
meet auditors’ professional obligations in an effective manner.

This publication by WIRC provides an excellent overview of the best practices in the area of audit of Bank Branches
to our members. The publication will help us review the various recent reforms and concepts thereby creating a
more informed and transparent audit.

I take this opportunity to thank CA. Arpit Kabra, Chairman, WIRC; CA. Hitesh Pomal, Vice Chairman, WIRC, CA. Ankit
Rathi- Chairman Professional Development Committee, CA. Rahul Parikh- Regional Council Member and all the
expert contributors in compiling this publication. I am sure that our members will find this publication a practical
and insightful guide to the intricacies of Bank Branch Audits.

CA. Ketan Damiji Saiya
Treasurer, WIRC of ICAI
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Current Developments in Banking Industry

CA. Gautam Shah, CA. Vinit Jain

Overview

The Bank plays a very important role in functioning
of organized financial sector of the economy. A well-
organized and efficient banking system is a prerequisite
for economic growth of the country. The banking
system is developing not only geographically but also
operationally. It is no more an institution, which used to
collect deposits to lend money. Anti-money laundering
measures guidelines, submission of different returns of
information about excess cash withdrawal, obtaining
PAN for certain high value transactions, TDS on interest
on Bank deposits and submission of returns, etc. reveal
that the Government is thinking of using banking
system to streamline and strengthen the economy.

The banking sector plays a major role in the
development of the economy, as it mobilizes deposits
and provides credit to various sectors across India. The
banking sector collects surplus funds from customers/
depositors in the form of deposits and channelizes
them to borrowers in the form of loans.

The Reserve Bank or RBI is the central banking
institution that regulates and operates the banking
system in India. It supervises and administers exchange
control and banking regulations and administers the
government's monetary policy.

RBI encompasses commercial banks, co-operative banks
and development banks that function according to the
guidelines imposed by the RBI. These banks provide
various banking services across India from urban and
metropolitan areas to the remotest rural areas.

Indian banking industry has recently witnessed the roll
out of innovative banking models like payments and
small finance banks. RBI's new measures may go a
long way in helping the restructuring of the domestic
banking industry.

The digital payments system in India has evolved
the most among 25 countries with India's Immediate
Payment Service (IMPS) being the only system at level
five in the Faster Payments Innovation Index (FPII).

Western India Regional Council of
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Perspective

From the global financial crisis to the Eurozone
sovereign debt crisis; from the taper tantrum to Brexit;
from unprecedented quantitative easing to among
the most accelerated monetary tightening in recent
memory; from a pandemic which brought humankind
to a standstill to a geopolitical crisis which threatens
the world order as it exists today - it would not be an
exaggeration to say that the world has moved from
one storm to another in the years since the global
financial crisis.

Against this backdrop, the journey of Indian financial
markets has been driven by two key objectives -
stability and development. Crisis management has
been a key component of this journey. Nonetheless,
the pursuit of developmental reforms, with the key
objective of widening and deepening of financial
markets was continued even amidst the worst storms.

The outbreak of the COVID-19 pandemic in March 2020
necessitated swift and focussed policy responses to
address the emerging or potential market dislocations.
As in the past, policy rates were reduced and systemic
liquidity was expanded. But, this time, the policy
corridor was asymmetrically widened and the fixed
rate reverse repo became the effective anchor for the
evolution of short and longer-term interest rates. To
improve transmission of policy rates and ensure flow of
credit to the affected sectors, unconventional measures
were used viz, the Long-Term Repo Operations (LTROs),
targeted LTROs and special refinance facilities to All
India Financial Institutions. A special liquidity facility
for mutual funds aimed at assuaging redemption
pressures was also instituted. For the first time, the
Reserve Bank pledged its balance sheet to revive
the economy through a Government Securities
Acquisition Programme (G-SAP) which provided an
upfront commitment on the amounts to be purchased.
Special open market operations involving simultaneous
purchase and sale of securities (Operation Twist) were
undertaken for orderly evolution of the yield curve
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Current Developments in Banking Industry

and liquidity management. Forward guidance gained
prominence with the emergence of time and state-
contingent guidance, with assurances on the Reserve
Bank’'s commitment to maintain congenial financial
conditions. Communication became a significant part
of our monetary policy toolkit.

The onset of the war in Ukraine again weakened
risk sentiment, with commodity prices and inflation
rising to multi-decade highs. As major central banks
accelerated policy rate hikes and tightened liquidity to
tackle inflationary pressures, financial market volatility
spiralled, and the Rupee came under considerable
pressure. The policy response this time eschewed
administrative measures to contain outflows and
instead focused on measures to enhance inflows
through incentivising non-resident deposits, foreign
investments in debt instruments and ECBs. To promote
exports and support the increasing global interest in
the Rupee, an additional arrangement for invoicing,
payment and settlement of exports/ imports in Rupees
was put in place.

Market Size

The Indian banking system consists of 12 Public sector
banks (PSBs), 22 Private sector banks, 46 Foreign
banks (FBs), 56 Regional Rural banks (RRBs), 12 Small
Finance Banks (SFBs), 6 Payments Banks (PBs), 1,485
Urban Co-operative banks (UCBs) and 96,000 Rural
Co-operative banks (RCBs) in addition to Co-operative
credit institutions. As of March 31, 2022, the total
number of ATMs & CRMs in India is 2,49,228. Out of
these ATMs, 31, 499 are white label ATMs (WLAs). Out
of these, 50.03 % of the ATMs are installed in the rural
and semi- urban centres.

According to Reserve Bank of India (RBI), India’s
foreign exchange reserves stood US$ 524.52 billion)
as on October 21, 2022. As of November 18, 2022,
gross bank credit stood at 1,29,47,735 crores. As of
November 4, 2022, credit to non-food industries stood
at ¥ 128.87 lakh crore (US$ 1.58 trillion) In 2020-2022,
bank assets across sectors increased. Total assets across
the banking sector (including public and private sector
banks) increased to US$ 2.67 trillion in 2022. In 2022,
total assets in the public and private banking sectors
were US$ 1,594.51 billion and US$ 925.05 billion,
respectively. Indian banks are increasingly focusing on
adopting integrated approach to risk management.

The Non-performing assets (NPAs) recovered by
scheduled commercial banks (SCBs) improved to
18.4% of the amount involved in FY22 against 14% in
FY21, according to RBI. SCBs recovered %89,661 crore
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via multiple channels — Lok Adalats, Debt Recovery
Tribunals, Securitisation and Reconstruction of Financial
Assets and Enforcement of Security Interest (SARFAESI)
Act, and Insolvency and Bankruptcy Code (IBC) — in
FY22 against ¥4,87,062 crore involved. These banks
had recovered 364,229 crore in FY21 against 34,56,274
crore involved, RBI said in its latest report on 'Trend
and Progress of Banking in India 2021-22".

To read scan QR Code

During FY2016-FY2022, bank credit
increased at a CAGR of 0.62%. As of |
FY2022, total credit extended surged
to US$ 1,532.31 billion. During
FY2016-FY2022, deposits grew at a
CAGR of 10.92% and reached US$
2.12 trillion by FY2022. Bank deposits stood at ¥ 173.70
trillion (US$ 2.12 trillion) as of November 4, 2022.

Banking India:
Developments:

Emerging from the Shadows of COVID-19:

In the wake of the pandemic-related lockdowns during
2020-21, supply chains froze, and demand declined
on economic agents trying to conserve cash with a
precautionary motive. This resulted in sharp decline in
credit growth even as deposits increased. The fall in
yields provided a silver lining, as banks booked profits
on their trading accounts. Although construction of
a counter factual is difficult, the benefit of hindsight
indicates that the pandemic’s impact on the economy
=would have been much sharper, had the Government
and the Reserve Bank not stepped in with timely
initiatives.

Data available for 2021-22 so far indicate that banks’
gross as well as net non-performing assets have
moderated while provision coverage ratios (PCRs),
capital buffers as well as profitability indicators have
improved relative to pre-pandemic levels. A closer look
at granular data, however, reveals a more nuanced
picture. Credit growth is muted, indicative of pandemic
scarring on aggregate demand as also risk aversion
of banks. Banks' asset quality may get dented, going
forward.

Most of the regulatory accommodations announced
by the Reserve Bank, including deferment of
implementation of net stable funding ratio (NSFR),
restrictions on dividend payouts by banks, deferment
of implementation of the last tranche of capital
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Current Developments in Banking Industry

conservation buffer (CCB) have already expired. As the
pandemic situation is dynamic, the regulatory response
will be calibrated in response to the evolving situation.

Total Banking sector assets (US$ billion)
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Resolution of Stressed Assets

Through an amendment to the IBC Act, a pre-
pack resolution window for MSMEs has been
made available, which is a blend of formal and
informal mechanisms having debtor-in-possession
model as an option. Even before the corporate
debtor’s admission application is filed, debtor and
creditors can negotiate and arrive at a potential
resolution plan. This has considerably expedited
and simplified the process up to admission in the
National Company Law Tribunal (NCLT).

The setting up of the National Asset
Reconstruction Company Limited (NARCL), to
consolidate and take over the stressed debt from
banks, is a step forward for resolution of large
value legacy assets. International experience,
however, suggests that for the experiment to
succeed and to avoid perverse incentives, risks
to banks’ balance sheets are clearly identified;
transparent transfer pricing for sale of assets are
ensured; and management of the new entity is
independent and professional.

Open Banking

Open banking frameworks allow authorised third
parties to access customers' data, with the explicit
consent of the latter. Benefits of the framework
include convenient access to financial data and
services to consumers and streamlining some
costs for financial institutions. On the other
hand, concerns about data privacy and security,
customer grievance redressal, cyber security and
operational risks, compliance and regulation risks
need to be carefully addressed to develop a safe
and secure ecosystem.

III.

From the regulators’ perspective, introduction of
open banking has a wide range of ramifications.
In many jurisdictions, including India, outsourcing
arrangements by banks and other REs are
covered under explicit regulations. Supervisors
also have certain amount of oversight over third-
party entities. If the relationships in the open
banking extend beyond the existing supervisory
and regulatory perimeters, the enforcement of
standards and prudential policies may become
difficult.

In contrast to the initiatives in some other
countries, India has embraced an approach where
both the regulator and the market collaborated
towards development of the open banking space.
In India, under the guidance of the Reserve Bank,
the National Payments Corporation of India (NPCI)
developed systems such as unified payments
interface (UPI) and released its application
programming interface (API) for banks and third-
party app providers (TPAPs) to build upon. Market
participants are also driving innovation and many
banks are releasing their own APIs and joining
forces with FinTech companies. Moreover, with the
launch of its regulatory sandbox and the Reserve
Bank Innovation Hub, the Reserve Bank has been
guiding new vistas of development in financial
intermediation.

At the same time, the importance of customer
privacy and data protection cannot be
overemphasised. Going forward, the challenge is
to generate and sustain trust amongst customers
about safety and security of the system while also
nurturing innovation.

Digital Lending

In the recent period, many digital platforms have
emerged that offer hassle-free loans to retail
individuals, small traders, and other borrowers.
Banks and NBFCs too, have started lending
directly through their own digital platforms or
indirectly through an outsourced platform. Many
large multi-national corporations whose primary
business is technology (e-commerce, social media,
payments enablers etc.), popularly known as
BigTechs, have started lending either directly or in
partnership with regulated financial entities.

Even enhancing the traditional entity-based
regulatory approach with activity-based
regulations may be inadequate to ensure stability,
a level playing field, competition, and customer
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protection. While use of digital channels in
financial services is a welcome move, the potential
downside risks embedded in such endeavours
need to be addressed.

Taking cognisance of the recent spurt in unfair
digital lending practices, the Reserve Bank
had constituted a Working Group on Digital
Lending that has made recommendations to
foster a safe digital lending ecosystem, such
as establishing a verification process for digital
lending apps by a nodal agency; setting up of
a self-regulatory organisation (SRO); enactment
of a separate legislation to prevent illegal
digital lending activities; development of certain
baseline technology standards and compliance
with those standards as a pre-condition for
offering digital lending solutions; and consent-
based data collection with verifiable audit trails.
Going forward, a balanced approach needs to
be followed so that the regulatory framework
supports innovation while ensuring data security,
privacy, confidentiality, and consumer protection.

Digital lending value in India 2012-2023

Digital lending is one of the fastest growing fintech
segments in India and grew exponentially from nine
billion U.S. dollars in 2012 to nearly 150 billion dollars
in 2020. It was expected that the digital lending market
would reach a value of around 350 billion dollars by
2023. This business was mainly covered by fintech
startups and non-banking financial companies (NBFC).
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(Source: https://www.statista.com/statistics/1202533/
india-digital-lending-volume/)

Digital lending companies in India

Digital lending companies provide comparatively
small loans to their customers through apps or online
platforms. In comparison to bank loans, digital lending

Bank Audits —
4 Expert Guidance for Professionals

does not require a specific bank account, requirements
are lower, and the process is significantly quicker.
Digital lending start-ups are increasingly becoming
popular among customers and aim to meet the credit

gap.

Funding the MSME sector

Besides providing loans for individuals, lending
companies also served micro, small, and medium
enterprises (MSME). An already high credit demand in
this sector was fuelled by the coronavirus (COVID-19)
pandemic. Many enterprises were not eligible for
banking loans and had to look for alternative funding.

IV. Central Bank Digital Currency
In its basic form, a central bank digital currency
(CBDC), provides a safe, robust, and convenient
alternative to physical cash. Depending on various
design choices, it can also assume the complex
form of a financial instrument. In comparison with
existing forms of money, it can offer benefits to
users in terms of liquidity, scalability, acceptance,
ease of transactions with anonymity and faster
settlement. Central banks across the globe are
now deliberating on how to implement CBDCs,
moving ahead from their initial exploratory forays.

Certain crucial questions about design elements
of CBDC need to be navigated before its
introduction, e.g., whether the CBDC would be
general purpose and available for retail use
(CBDC-R), or would it be for wholesale use
(CBDC-W). Furthermore, in a country like India,
the decision about distribution architecture, i.e.,
whether CBDC would be issued directly by the
central bank or through commercial banks, needs
to be carefully weighed. Gauging magnitude of
issuance/ distribution will also help in identifying
the appropriate underlying technology best suited
to handle such operations.

Given its dynamic impact on macroeconomic
policy making, it is necessary to adopt basic
models initially, and test comprehensively so that
they have minimal impact on monetary policy and
the banking system. India’s progress in payment
systems will provide a useful backbone to make a
state-of-the-art CBDC available to its citizens and
financial institutions.

RBI has been exploring the pros and cons of
introduction of the CBDCs for some time. As there are
multiple compelling motivations for the introduction
of CBDCs, RBI is currently engaged in working towards
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a phased implementation strategy, going step by step
through various stages of pilots followed by the final
launch, and simultaneously examining use cases that
could be implemented with minimal or no disruption.
Depending on the different use cases, multiple
technological options shall be tested and based on the
outcomes, the final architecture shall be decided. As
per recommendations of the internal Working Group
(WG) set up by Reserve Bank in October 2020, RBI is
exploring the option of implementation of account-
based CBDC in Wholesale segment and token-based
CBDC in Retail segment vide a graded approach.

This involves the following steps:

a) Build a prototype as per the recommendations
of the WG. Specify technical requirements to
technology partners.

b) Test the idea in an operationally controlled
environment to examine its functionality, including
the design, deployment plan and success criteria.

c) Perform test cases with both positive and negative
scenarios to examine its durability and document
the results.

d) Evaluate Test Results and finalise the design of the
prototype.

This will help RBI understand the potential use of the
CBDC in a diverse country like India. The results and
learnings need to be carefully evaluated and must be
incorporated into the final design of the CBDC.

V. NEW INDIA DIGITAL INDIA:
India will contribute 2.2% to the world's digital
payments market by 2023, while the value of such

transaction is expected to reach US$ 12.4 trillion
globally by 2025.

Special Vostro Account for trade in Rupee:

Introduction:

A vostro account is an account that domestic banks
hold for foreign banks in the former’'s domestic
currency, in this case, the rupee.

The SRVA is an additional arrangement to the existing
system that uses freely convertible currencies and
works as a complimentary system.

Freely convertible currencies refer to currencies
permitted by rules and regulations of the concerned
country to be converted to major reserve currencies
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(like the U.S. dollar or pound sterling) and for which
a fairly active market exists for dealings against major
currencies.

The existing systems thus require maintaining balances
and positions in such currencies.

Purpose of the SRV Account (SRVA):

a) Reduce Forex demand: The framework could
largely reduce the “net demand for foreign
exchange, the U.S. dollar in particular, for the
settlement of current account related trade flows”
as per the Economic Survey (2022-23).

b) Reduce dependence on foreign currencies:
The framework would also reduce the need
for holding foreign exchange reserves and
dependence on foreign currencies, making the
country less vulnerable to external shocks.

c¢) Promote INR: Indian exporters could get advance
payments in INR from overseas clients and in the
long term promote INR as an
international currency once the
rupee settlement mechanism
gains traction.

To view Scan QR Code

NARCL

a) Asset Acquisition:

NARCL has been set up with a strategic initiative
to clean up the legacy stressed assets with an
exposure of Rs 500 crore and above in the Indian
Banking system. NARCL will offer adaptable
acquisition structures comprising of an optimal
mix of Cash and Security Receipts (SRs) to the
Selling Banks and Financial Institutions, across
sectors and geographies. NARCL's acquisition
processes will be administered by their Financial
Asset Acquisition Policy framed under the extant
guidelines for Asset Reconstruction Companies.
NARCL's investment strategy focuses on
aggregating the stressed assets under one roof to
ensure efficient resolution of such assets. NARCL's
offer shall have a notable feature where the SRs
issued by NARCL for acquiring stressed loan assets
will be backed by guarantee from the Government
of India. The Guarantee shall provide NARCL a
unique strategic advantage, thereby enabling
easier aggregation, which is very important for
value preservation and driving any resolution
process.
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b) Asset Resolution

NARCL shall have an exclusive arrangement with
IDRCL, Wherein IDRCL shall provide end-to-end
assistance to NARCL for the optimal resolution
outcome for acquired assets. This shall include
determination of appropriate resolution strategy
as per the RBI framework, Corporate Insolvency
Resolution Process proceedings under Insolvency
and Bankruptcy Code, 2016, Enforcement of
security / liquidation, sale of assets / slump sale,
sale to Stressed Funds, Alternate Investment
Funds, Strategic Investors, etc.

Digital Banking Units (DBUs):

On October 16, 2022, Prime Minister Narendra Modi
launched 75 Digital Banking Units (DBUs) in 75 districts
across the country to boost financial inclusion and
simplify banking.

The DBUs will enable people who do not have a
personal computer, who do not have a laptop, or do
not have even a smartphone, to be able to access
banking services. They can do it digitally in a paperless
mode.

These units will be brick-and-mortar outlets. The
services they will offer include opening of savings
accounts, balance-check, printing passbooks, transfer
of funds, investment in FD, loan applications, stop-
payment instructions for cheques issued, applications
for credit and debit cards, tax and bill payment and
nominations.

As many as 11 banks in the public sector, 12 in
the private sector and one Small Finance Bank are
participating in setting them up.

Interest Rate movements in India:

The Reserve Bank of India (RBI) raised its key repo rate
by the expected 25 bps to 6.5% during its February
2023 meeting, the sixth-rate hike in a row, amid easing
inflation prompted by moderation in food prices. The
annual inflation rate slowed to a 1-year low of 5.72%
in December 2022 and stayed below the RBI target
of 2-6% for the second straight month. The decision
followed a 35bps hike in December last year. The
central bank has lifted rates by an aggregate of 250bps
starting from May 2022, bringing the rate to a level of
January 2019. The board lowered its inflation forecast
for FY 2023 to 6.5% from 6.7% and revised India's GDP
growth to 7% from 6.8%. For the next FY, the board
projected inflation to ease further to 5.3% with an
economic growth rate of 6.4%. The RBI also raised both

Bank Audits —
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the standing deposit facility (SDF) rate and the marginal
standing facility (MSF) rate by 25 bps to 6.25% and
6.75, respectively.

Apr 1 Jult Oct 1 Jan 1

MICS.COM | RESERVE BANK OF INDIA

Related Last Previous | Unit Reference
Interest Rate 6.50 6.25 percent Feb 2023
Cash Reserve Ratio 4.50 4.50 percent Mar 2023
Interbank Rate 7.24 7.24 percent Mar 2023
Money Supply M1 55271.04 | 53563.88 | INR Billion | Dec 2022
Money Supply M2 56383.57 | 55710.46 | INR Billion Jan 2023
Money Supply M3 219882.77 | 218942.48 | INR Billion Feb 2023

Foreign Exchange 561270.00 | 566950.00 | USD Million | Feb 2023

Reserves

Central Bank Balance | 29184.82 | 29456.00 | INR Billion Jan 2023
Sheet

Loan Growth 16.10 16.30 percent Feb 2023
Reserve Repo Rate 335 3.35 percent Dec 2022

Key Investments/ Developments and Government
initiatives/achievements in Banking Industry:

To read scan QR Code

a) On June 2022, the number
of bank accounts—opened
under the government's
flagship financial inclusion
drive 'Pradhan Mantri Jan Dhan
Yojana (PMJDY)'—reached 45.60
crore and deposits in the Jan Dhan bank accounts
totaled ¥ 1.68 trillion (US$ 21.56 billion).

b) In April 2022, India’s largest private bank HDFC
Bank announced a transformational merger with
HDFC Limited.

¢) Unified Payments Interface (UPI) recorded 803 Cr
transactions worth INR 12.98 Lakh Cr ($157.85 Bn)
in January 2023.
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d) National payments corporation India (NPCI) has
plans to launch UPI lite this will provide offline
UPI services for digital payments. UPI Lite lets
users carry out "quick and seamless transactions”
of up to Rs 200 at a time. Similar to Paytm Wallet
payments, it does not ask for a pin whenever you
make a payment. Users can also transfer their UPI
balance back to the same bank account anytime
without charges.

e) In the Union budget of 2022-23 India has
announced plans for a central bank digital
currency (CBDC) which will be possibly know as
Digital Rupee.

f)  The significant updates from Union Budget
2022-23 for the banking sector are - Improved
Governance and Investor Protection, Central Data
Processing Center, Financial Support for Digital
Payments, Introduction To Mahila Samman Bachat
Patra, Benefits For Senior Citizen, Data Embassy,
Revamped Credit guarantee scheme for MSMEs.

UPI Payment Outside India:
To read scan QR Code

India’s digital payment systems
which is the Unified Payments
Interface (UPI) is steadily becoming
globally attractive to enable
seamless cross-border transactions
and lowers cost of fund transfers.

India has been making significant strides in expanding
the network of its digital payment systems like RuPay,
UPI (Unified Payments Interface), etc. globally. These
global partnerships have come through as the NIPL
(NPCI International Payments Limited) is forging
partnerships with different countries to build a huge
acceptance network for RuPay and UPI, which will allow
Indian travellers to make payments via these channels
in their destination country of travel. Countries that
have embraced different forms of Indian payment
systems include France, UAE, Saudi Arabia, Bahrain,
Singapore, Maldives, Bhutan, Nepal, Europe, UK,
Malaysia and Oman. This implies that Indians will now
be able to make payments through UPI, RuPay etc. in
these countries.

Non-resident Indians (NRIs) in selected international
countries would also be allowed to conduct
transactions on UPI platforms without requiring an
Indian mobile number. UPI platforms will be able
to onboard non-resident accountholders (NRE/NRO
accounts) from 10 countries with international mobile

Western India Regional Council of
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numbers if they satisfy certain conditions. NRIs use
NRE accounts to transfer foreign earnings to India,
while NRO accounts helps them manage their income
earned in India. Their banks must ensure the NRE/
NRO accounts meet Foreign Exchange Management
Act (FEMA) regulations and guidelines released from
time to time by the Reserve Bank of India (RBI)
besides guarding against money laundering or terror
financing. This means that NRIs seeking to transact
via UPI platforms in these stipulated countries would
not require an Indian mobile number. It will help
international students, family living abroad, and local
businesses.

Road Ahead:

Enhanced spending on infrastructure, speedy
implementation of projects and continuation of reforms
are expected to provide further impetus to growth in
the banking sector. All these factors suggest that India’s
banking sector is poised for robust growth as rapidly
growing businesses will turn to banks for their credit
needs. The advancement in technology has brought
mobile and internet banking services to the fore. The
banking sector is laying greater emphasis on providing
improved services to their clients and upgrading their
technology infrastructure to enhance customer’s overall
experience as well as give banks a competitive edge.

In recent years India has experienced a rise in fintech
and microfinancing. India‘s digital lending stood at
US$ 75 billion in FY18 and is estimated to reach US$
1 trillion by FY23 driven by the five-fold increase in
digital disbursements. The Indian fintech market has
attracted $29 billion in funding over 2,084 deals so far
(January 2017-July 2022), accounting for 14% of global
funding and ranking second in terms of deal volume.
By 2025, India’s fintech market is expected to reach
T 6.2 trillion (US$ 83.48 billion).

Recent Updates:

i. Revised Guidelines for Appointment /
Reappointment of Statutory Branch Auditors of
Public Sector Banks (PSBs)

ii.  Norms on Business Coverage
Eligibility Criteria:
. Eligible as per Section 141 of Companies Act;

. Not debarred by any Regulators like RBI, SEBI,
CAG, NFRA and ICA[

. No existing audit engagements with any other
PSBs;

Bank Audits —
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«  Cooling Period of 4 years in case firm was earlier
SBA and 6 years in case firm was earlier SCA;

. No Directorship with same PSB;
. Network firms are also covered.
Number of Branch: Maximum two (2)

Period: Four (4) consecutive Years

Bank Audits —
8 Expert Guidance for Professionals

Business Coverage:

FY 2022-23: Minimum of 70% of all funded & non-
funded credit exposures of the Bank

FY 2023-24: PSBs to determine business coverage
under statutory branch audit as per Board Approved
Policy

Western India Regional Council of
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r Expectation of Central Statutory Auditors and
Banks from Branch Auditors

CA. Vipul Chocksi

EXPECTATION OF BANKS FROM BRNCH
AUDITORS

Statutory Audit of Banks is a very important
annual exercise and considerable importance is
attached to it not only by bank’s management
but also by RBL Finalisation of bank’s financial
statement is a time consuming and mammoth
exercise due to large network of branches and
the volume of business which is handled by each
bank. Volume of business has increased manifold
in majority of the nationalised banks because of
merger of smaller nationalised banks in the bigger
nationalised banks from 1st April 2020. Besides
this, banks are also required to publish their
results within stipulated timelines and therefore all
the banks attach a lot of importance to statutory
branch audit and has very high expectations
from Branch Auditors. Its very important to note
that banks expect value addition from auditors
and bank management is generally receptive to
worthwhile suggestions.

Given below are some of the key expectations by
the banks from auditors

1. CLOSING INSTRUCTIONS: All the banks
issue closing instructions to branches so
that branch accounts are error free as far
as possible. These closing instructions give
detailed guidelines to branches which auditor
need to refer and ensure its compliance.

2. TIMELINESS: Finalisation of audited financial
statements typically of nationalised bank,
is a three-tier system wherein after branch
audit, financial statements of bank branches
are consolidated by zone in which it falls
and financials statements of all zones and
other business verticals are consolidated
into one financial statement of bank as a
whole. In light of this three-tier system of
consolidation, banks expect branch auditors
to complete audit of branches allotted to

them in a stipulated time frame which could
be 12th to 18th April.

Branch auditors would be expected to
complete the audit in given time frame.
However, branch auditors need to ensure
that they complete audit after the due audit
process without compromising on quality.

KNOWLLEDGE OF BANKS’ INFORMATION
TECHNOLOGY (IT)SYSTEM/CORE BANKING
SYSTEM (CBS): Almost all the operations of
banks are now IT driven and therefore banks
would expect that auditors have reasonable
knowledge of IT system especially CBS on
which all the transactions of banks are
recorded. It would, therefore, be imperative
for auditors to have some of its team
member to have reasonable knowledge of IT
system/CBS. In absence of knowledge of IT, it
would be difficult for auditor to comprehend
as to how transactions are processed, how
interest is calculated etc and that would
delay the process of finalisation of audit.
Also, knowledge of IT makes audit more
effective.

COMPLIANCE OF VARIOUS RBI /INTERNAL
CIRCULARS: RBI issues various circulars to
banks from time to time on various aspects
of bank operations. Banks in turn make its
internal circular for branches and controlling
offices. Though banks have their internal
mechanism to verify its compliance through
concurrent audits, internal inspection, MIS
etc, bank management expect branch
auditors also to verify its compliance.
Needless to mention that audit program of
branch auditor would cover this aspect as
well.

One important circular from branch auditors
perspective, relevant for branch auditors for
audit of bank for March 2022 is RBI circular

Bank Audits -
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dated September 14 2020 as per which
banks are expected to fully automate its
income recognition, asset classification and
provisioning. Banks were granted extension
by RBI, and they were expected to automate
its IRAC process. Branch auditors may verify
compliance of this circular.

CLASSIFICATION OF ASSETS AS PER IRAC
NORMS:

As mentioned in the above para, banks are
expected to fully automate asset classification
as per IRAC norms of RBI. Bank would
expect auditors to thoroughly verify asset
classification as well as provisions thereon.
Periodical valuation of assets which are
hypothecated /mortgaged with banks is
imperative to determine the correct provision
on NPA.

MEMORANDUM OF CHANGE:

Errors noticed by auditors in respect of
interest on loan, asset classification, provision
on NPA, provision of expense etc are
reported in MOC so that bank management
can give effect of correction of these items
at consolidation level. This is very important
aspect of bank branch audit and bank
management expects that auditors issue
MOC only in respect of items which are
material

Materiality is very important aspect of any
audit. Branch auditors therefore should bear
in mind materiality aspect of an item while
issuing MOC. Needless to mention that in
case of asset classification as per IRAC norms
or provisioning in respect of NPA, a more
conservative approach may be adopted by
branch auditors.

Also bank management would expect branch
auditor to issue MOC which is error free.
For example, if there is under charging
of interest in an advance then one effect
of that will be in p& | item by increase in
interest income and second effect would be
in balance sheet item by way of increase in
advance. At times branch auditors do not
give proper effect in MOC which results in
correction of the same by bank management
at the time of consolidation. Branch auditors
may refer closing circular of bank to have

better understanding for preparation of
MOC.

SOME IMPORTANT AREAS:

i. NOMINAL ACCOUNTS/SUSPENSE
ACCOUNTS:

Banks are expected to make provision
if debit balance in suspense accounts
is outstanding beyond 180 days.
Therefore, this becomes an important
area of verification from bank’s
perspective and auditors are expected
to scrutinise these accounts thoroughly
as this is also a fraud prone area.

ii. FIXED ASSETS SCHEDULE:

Accounting not being the core area
of a banker, at times fixed assets are
not accounted properly. For example,
there may be cases of advance
against fixed asset, and it not being
capitalised despite having received
the asset and put to use. Similarly,
items which are revenue in nature are
at times capitalised. Also in banks,
lot of inter branch transfer of fixed
assets keep happening. Therefore, this
area becomes an important area from
accounting perspective.

iii. PROVISION FOR EXPENSES:

At times at branch level, branches do
not follow proper cut off procedure due
to which provision for expense is not
properly made. So, this aspect also bank
management would expect auditors to
verify.

iv. FRAUDS:

RBI is very strict about reporting of
fraud, red flagged accounts by banks.
Branch auditors are therefore expected
to verify this area quite critically.

v. EXPIRED BANK GUARANTEES:

It is commonly found that expired
bank guarantees are not reversed by
branches due to various reasons. For
capital adequacy of banks, guarantees
are assigned risk resulting in higher
capital requirement even for expired
guarantees.
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8. CERTIFICATES:

Branch auditors are expected to give host of
certificates to Bank. Some of the important
ones being

Western India Regional Council of
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subsidy to be claimed from the
Government /RBI

Ghosh and Jilani Committee
recommendations

Capital adequacy returns.

Certification relating to various
disclosures to be made in the financial
statements of the Bank.

Branch Auditors are expected to verify
these certificates quite critically as the
data certified has various implications.
Needless to mention above is just an
illustrative list and branch auditor is
expected to verify other certificates as
well equally meticulously.

VERIFICATION OF INTERNAL
FINANCIAL CONTROLS OVER
FINANCIAL REPORTING:

Reserve Bank of India has made
reporting on IFCoFR for Nationalised
Banks mandatory from F.Y.2020-21.
SCAs of Nationalised Banks report on
the same on the basis of testing of
various controls by them. However
some of the controls have to be
tested at branch level also on sample
basis which are decided by SCA in
consultation with bank management. In
case branch allotted to branch auditor
is selected for testing of IFCoFR then he
would be required to report on IFCoFR
of that Branch. ICAI has issued Technical
Guide on Audit of Internal Financial
Controls in case of Public Sector Banks
which can be referred to by the branch
auditor.

Bank management would expect branch
auditor to cover this as part of audit
assignment and he would be expected
to complete branch audit in the given
time frame covering this aspect also.

10. AUDIT RPEORTS:

i. BRANCH STAUTORY AUDIT
REPORT:

This report is given as per The
Banking Regulation Act, 1949.
The format is given by bank to
auditors wherein certain aspect like
compliance of various accounting
standards and may other items
are dealt with at the Head Office.
Branch Auditor would be expected
to mention this in his audit report
without qualifying the report.

Also at times some of the
observations which are given in
LFAR do not warrant qualification
in main audit report which branch
auditor need to be careful about.

Similarly, MOCs issued by
Branch Auditors do not warrant
qualification.

ii. LFAR:
RBI has revised the reporting
requirement under LFAR

substantially in 2020. On the basis
of LFAR of branches, LFAR for
the bank as a whole is prepared.
Therefore this is one area where
branch auditor is expected to
give value addition by giving
observation which would help bank
in strengthening its functioning
rather than giving observations
which are general in nature.

Last but not the least is the expectation
of bank from auditor to be perfectly
professional, objective and judicious
with the matchless decent behaviour.

Above are some of the important areas
of expectation of Banks from Branch
Auditors. However Branch Auditor
should not confine their verification only
to above aspects but should conduct
audit covering all the aspects which are
required to be covered in bank branch
audit.

Bank Audits -
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EXPECTATION OF STATUTORY CENTRAL
AUDITORS FROM BRNCH AUDITORS
Statutory Central Auditors (SCAs) of Banks to
a great extent rely on the work of the Branch
Auditors. All SCAs, collectively audit only a few
Branches of Bank and for other branches under
audit, they rely on the work of Branch Auditors.
Role of SCAs as consolidating auditor is to verify
consolidated financial statements of all the
audited and unaudited branches at Regional level
or Zonal level or at LHO level (controlling office)
depending on the organisational structure of Bank
and also review Branch Audit Reports and form
an opinion about controlling office on the basis
of Branch Audit Reports. Therefore, the quality of
audit which Branch Auditor does is very important.
It is suggested that Branch Auditors should
thoroughly study technical material necessary to
conduct bank branch audit viz Guidance on Audit
of Banks, 2023 Edition etc which would help them
in doing Bank Branch Audit in a better way.

Besides the quality of audit which SCAs expect
from Branch Auditors following are some of the
important areas of expectation of SCAs from
Branch Auditors

1. BRANCH CLOSING INSTRUCTIONS:

As per SA 600- “Using the Work of Another
Auditor”, there is a practice of giving referral
instructions to the component auditors (in
case of banks, branch auditors). Accordingly,
in Branch closing instructions, requirement of
SCAs from branch auditors is incorporated.
Therefore, SCAs expect that branch closing
instruction is strictly followed by branch
auditors.

2. ANALYTICAL PROCEDURE:

Besides the normal audit , branch auditor
may carry out analytical review process in
some important areas for variance analysis
so as to identify significant variance, if any,
in some of the critical area at branch level.

3.  ASSET CLASSIFICATION:

i. At times, during the course of audit,
branch auditors come across accounts
which they feel are NPA but bank
management has a contrary view. In
such cases, branch auditors make a
mention of such accounts in LFAR/

Bank Audits —
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main Audit Report, leaving judgments
to SCAs. This should be avoided, and
branch auditors should take their
independent view and close the matter
at branch level itself.

i. Value of security is one important
aspect in arriving at provision in NPA
account. Branch auditor should verify
this aspect more diligently as during the
course of scrutiny while consolidating
NPA statement, some deficiencies are
observed in this area.

iii. Date of classification of NPA sometimes
is not correctly carried forward. Branch
auditors therefore may verify this aspect
too.

MEMORANDUM OF CHANGES (MOC):

Branch auditor should keep materiality aspect
in mind while issuing MOC.

CLASSIFICATION OF ADVANCES:

i.  Classification of advances into various
sectors such as priority, real estate etc is
very important since this has implication
on provisioning on Standard Assets
(which is higher on real estate sector)
and risk weight assigned to advance to
arrive at the capital adequacy ratio of
bank.

i. Branch auditors have tendency of
verifying classification of advance into
secured and unsecured only in case
of NPA. But it is equally important to
verify the same for standard advances
also for the correct disclosures in the
financial statements as well as for
capital adequacy ratios.

AUDIT REPORTS:

As mentioned earlier, SCAs rely on the work
of branch auditor and therefore it is very
important that Statutory Branch Audit Report
and LFAR is issued by Branch Auditor in
unambiguous manner :

i.  Branch Statutory Report:

Generally, bank management provides
standard audit report to branch auditor
which is in accordance with the Banking
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Regulation Act,1949. But branch auditor b. LFAR for the Bank as a whole
need to ensure that audit report is in is compiled on the basis of the
accordance with SA 700, SA 705 or SA observations of branch auditors.
706 as the case may be. Branch auditor : The view about the internal
need not qualify matter which is not controls, deficiency in the system,
material and also should not make procedure etc is formed on the
LFAR observations as subject matter of basis of branch LFAR. Therefore, it
qualification. is of paramount importance that
. : branch auditor allots sufficient
. LFAR: : time for preparation of LFAR and
a. Observations in LFAR should not be doesn’t issue report in a routine
vague and it should be descriptive way.

and unambiguous. As mentioned
earlier, LFAR should not contain
any observations where view about
classification of NPA is left to the
judgement of SCAs. EEE

Above are some of the important aspects with regard
to expectation of SCAs from branch auditors which may
be taken care of while doing bank branch audit.
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Audit Planning with the Use of Technology

CA. Sonali Piyush Chandak

The Code of Ethics of ICAI outlines five fundamental
principles: Integrity, Objectivity, Professional
Competence & Due care, Confidentiality, and
Professional Behaviour. Among these, Professional
Competence & Due Care is the most important. By
accepting the appointment, it is assumed that the
auditor knows everything and cannot say "I didn't know
that."

Most banks conduct internal audits using their own
staff, which lasts for 1 to 2 months, daily from 10:00
to 06.00, and provides a detailed report. However,
the same scope is expected to be covered within 3-4
days by Bank Branch Statutory Auditor. Therefore, it is
necessary for auditors to be technically competent to
plan the audit efficiently. Even if we do not know all
the CBS commands, we need to know how to extract
the required reports from the system.

The auditor should plan the audit keeping in mind
the requirements of SA 300, “Planning an Audit of
Financial Statements.” The auditor should document
the audit plan, conduct a preliminary inquiry to know
the nature, size, and category of the bank branch to
be audited, and work out an overall audit strategy for
executing the audit within the time limits. The auditor
should also have a thorough understanding of RBI
guidelines, prudential norms, and master directions,
and be updated with the various recent circulars and
instructions issued by the RBL

SA 300 link:

All public sector banks issue
closing instructions for the bank's
management and auditors at
branches. The auditor should design
the audit plan and audit procedures
and the extent of checking keeping
the bank’s closing guideline/instructions in mind. They
should carefully make a list of all the annual returns/
financial statements and certificates to be verified and
certified as part of the branch audit. Understanding
the objective of such returns and certificates is very
essential.

Bank Audits —
14 Expert Guidance for Professionals

The auditor should first understand the nature of the
activities carried out at the branch and consider the
requirements of SA 315 “Identifying and Assessing the
Risks of Material Misstatement through understanding
the entity and its environment.” To do this, they need
to ask for various reports, which can be obtained from
the report server in every banks.

SA 315 link:

The auditor should send a detailed
requirement letter  seeking
information regarding the branch
to the branch management so that
necessary information is received
during the planning stage, and
proper audit plans can be made. The auditor should
call for various types of audit reports conducted during
the year and their compliance status.

1) Concurrent Audit reports

2) Risk Base Internal Audit (RBIA) Report

3) Stock Audit Reports

4)  Revenue Audit Report

5) Internal Inspection Report

6) System Audit Report, If any

7)  Previous Year Statutory Branch Audit Report
8) Previous Year LFAR & MOC

The auditor should carry out analytical and substantive
audit procedures to verify the true and fair view of the
financial statements. Due to time constraints, along
with appropriate test checks carried out, analytical
procedures will be useful tools to find material
misstatements, if any, in the financial statements. The
auditor should set a materiality level in accordance
with SA 320, "Materiality in Planning and Performing an
Audit,” and carry out substantive audit procedures for
all material transactions.
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SA 320 link:

The auditor can obtain various
reports for analysis, some of these
reports are; the Loan Balance File,
SMA Reports, Review Renewal
Pending Reports, Instalments
Overdue Report, Insurance Expiry
Report, Irregular Overdrafts Report, Loan Sanction/
Disbursement Report, List of A/c Restructured during
the year, Bank Guarantee Expired Report, O/s Bank
Guarantee Report, GL PL Reports for supplementary
Suspense, sundry Assets Liabilities, like all Parking or
office A/c, and BGL Accounts age-wise break-up. These
reports may be available in Text or Notepad format and
can be easily converted into Excel for analysis purposes.

The Loan Balance File contains information such as
. Customer No. CIF

. Account No.

. Name of A/c Holder.

e Type of Facility scheme
. Sanction Date

. Sanction Amount.

. O/s Balance.

. Rate of Interest.

. Security Value

. Last Dr.

. Last Cr.

. Total Turnover.

. DP = Drawing Power

. Overdue Amount

. SMA status.
Special Monitoring A/c
00-30 Overdue SMA-0
30-60 Overdue SMA-1
60-90 Overdue SMA-2
« IRAC Status (NPA Status)

According to the revised format of LFAR (Long Form
Audit Report) from FY-2020-21, large advances that
require 100% verification are those with an outstanding
amount exceeding 10% of the outstanding aggregate
balance of fund-based and non-fund based advances
of the branch, or = 10 crores, whichever is less. Using
the pivot table function in Excel, you can easily
select accounts based on customer number (CIF) and
outstanding loan balance.

It's also necessary to provide a list of accounts
examined for the audit in the LFAR. Therefore, sample
selection is crucial. You can use Excel functions like sort,
filter, pivot, and V-lookup to select:

. Top borrower accounts sorted by outstanding
balance

»  Accounts from each type of scheme
. Irregular overdraft accounts
. SMA 2 accounts

. New loan accounts sanctioned/disbursed during
the period

In addition, you can use the V-lookup command to
create an Excel sheet that includes all advances reports
for analysing SMA position month-wise, IRAC (Income
Recognition and Asset Classification) status month-wise,
and so on.

These are some of the Nomenclature used in various Banks for Loan Balance Files:

Sr. Bank CBS Nomenclature of report Source/ From
No. System
1 | Bank of Maharashtra BaNCS All PA & NPA File ULC-MIS Report
2 | Punjab National Bank Finacle RPT 3/7- Daily outstanding MIS Report Server
3 | Bank of India Finacle CCIS File MIS Report Server OR you can
ask from Regional/Zonal office
4 | Canara Bank Flexcube | BI - Report Server - 280004 MIS Report Server (Excel or PDF

Customer wise also & Product
wise also available)
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Frauds in Banks and Precautions as Auditor
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One Stop

All MSME
Schemes

About eMSME Saarthi

eMSME

Saarthi is an automated MSME
government scheme discovery platiorm wherein
CAs can generate the list of schemes their client
is eligible for in less than 5 minutes, by providing
basic minimum inputs such as age, category,
location, industry etc.

CAs can also generate a Scheme Discovery
Report which gives information like benefit
amount, key eligibility criteria, application process
etc.

India's first Compliance Health Check platform

wherein the CAs can determine licenses and

registrations required for their client's business

type.

Corporate Office
407 Lodha Supremus, Off Mahakali Caves Road,
Andheri (E), Mumbai - 400069

Registered Office
203, Sumer Kendra, Pandurang
Budhkar Mard, Worli, Mumbai - 400018

@ saarthi.emsme.com

| Input Basic Details

Get a list of Schemes
d Applicable for Your Business

YGenerate Report and Avail
. Penefits with help of
“"Dedicated Scheme Advisor

Connect with us

@ info.saarthieemsme.com

Ve 9893066357 | 8142622240




SBI HOME G2&
LOANS o

Celebrate the season of happiness
at your own address.

Competitive Low

No hidden
interest rates processing fees

charges

T&C Apply

Apply for a home loan today. Cal: 1800 11 2018 | visit: homeloans.sbi

This product maps to the following SDGs
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