
TypeReport
-> o - Statuary Cente Ande

--

#

a B&
->

Internalfinancial
contro

-

-

a
is

,o
Banki maams

-

XXXXL

- 2) LFAR-Long to Port

⑭

·

-
-

# ·

-

3) SLR Requirement-
=
-

->

-
Camo

-

-

4) Treasuryoperation
->

-

-
-

s S
Income

Recognition ,
Assetdassification, Person-

Compliance -Compliance wich RBI

quial

-
serious

irregularity
->) compliance wel Recommendations of

9
.

& Jilani committed
--

-

Fraud Id.

② ---

an ostRaborRun
ea

-



Ans -
Ban

Regulation
any

-
-- 29

-> PIL BIS - Thirdscheame

=> Form A -BIS

- Form B - P/L

-Aounting
the to be followed by Burton,

u/s 135of

pantes204

-

Quartua to beAppointed as me

atoco



· ②
↳ -> E

->

-
-

--
-

-

↳
-

-+
-

O
-

- M7
-

Pass
--



-

Pero

ditorame
as of a companyAnoe

- Autor'sReport

Nationalised Bank -> to 14

a) B/s - Ful and fair BIS

- True/fa i rview of Altairs of Bank

6) Transaction - Transaction Have Been within

Powers of the Bank.

c) Returns -
Returns from Branches/offices
Adequate or Not

a) Profit/Loss - Profit/Loss Als

shows TRUE Balance of Profit or Loss

for the Period Covered

other

e) AnyTMaler- Any other Maver

- He consider

- -

Report af SB1 ->
To lesoughttoNorie

a

is

Nationalised bank -



Tomat

-

· Auditor/Audet Report Should Comply Math SA

· No of unaudited Branches should be

given
wim

Quantification of

-

· Advances
,
Deposits Freest income
,

---
-

f
---

Interest ext.

-

LFAR
-

· Terms of eng require Auditor to Furnish LFAR

↳

· To be furnished by 3016 every
year

Master,

RB]
-->

· Proper planning for timely
submission



               Consideration of Laws and Regulations in an Audit of Financial Statements

● SA 240, “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial 

Statements“ states that an auditor conducting an audit in accordance with SAs is 

responsible for obtaining reasonable assurance that the financial statements 

taken as a whole are free from material misstatement, whether caused by fraud 

or error.
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Is Auditor responsible for the Prevention and Detection of Fraud?

No, Management has the Primary responsibility for the prevention and detection of 

fraud and not the auditor. Management should take all necessary steps for fraud 

prevention and deterrence through implementing policies and controls.
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A Scheduled Commercial Bank in India refers to a bank that is included in the Second 

Schedule of the Reserve Bank of India (RBI) Act, 1934. 

The bank's paid-up capital and raised funds must be at least Rs. 5 lakh to qualify as a 

scheduled bank. These banks are liable for low interest loans from the RBI.

According to the RBI, there are 11 non-scheduled state cooperative banks and 1,500 

non-scheduled urban cooperative banks. 

Unlike scheduled banks, they are not entitled to borrow from the RBI for normal 

banking purposes, except, in an emergency or abnormal circumstances.

A nationalized bank in India refers to a bank that was once privately owned but was 

taken over by the government and brought under public sector control. The primary 

purpose of nationalization is to ensure that banking facilities are extended to the 

farthest corners of the country, providing financial inclusion and supporting the 

economic development of the nation.

Some of the prominent nationalized banks in India include Punjab National Bank 

(PNB), Bank of Baroda (BoB), and Canara Bank.
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Engagement Team Discussions

The engagement team should hold discussions to gain better understanding of banks 

and its environment, including internal control, and also to assess the potential for 

material misstatements of the financial statements.

Establish the Overall Audit Strategy

SA 300 “Planning an Audit of financial Statements’’ states that the objective of the 

auditor is to plan the audit so that it will be performed in an effective manner. For this 

purpose, the audit engagement partner should:

● establish the overall audit strategy, prior to the commencement of an audit; and

● involve key engagement team members and other appropriate specialists while 

establishing the overall audit strategy, which depends on the characteristics of the 

audit engagement.

Develop the Audit Plan

SA 300 deals with the auditor’s responsibility to plan an audit of financial statements 

in an effective manner. It requires the involvement of all the key members of the 

engagement team while planning an audit.
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Determine Audit Materiality

The auditor should consider the relationship between the audit materiality and audit 

risk when conducting an audit. The determination of audit materiality is a matter of 

professional judgement and depends upon the knowledge of the bank, assessment of 

engagement risk and the reporting requirements for the financial statements.

Consider Going Concern

While obtaining an understanding of the bank, the auditor should consider whether 

there are events and conditions which may cast significant doubt on the bank’s 

ability to continue as a going concern.

Assess the Risk of Fraud including Money Laundering

As per SA 240 “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial 

Statements”, the auditor’s objective is 

● to identify and assess the risks of material misstatement in the financial 

statements due to fraud, 

● to obtain sufficient appropriate audit evidence on those identified 

misstatements and to respond appropriately. 

The attitude of professional skepticism should be maintained by the auditor so as to 

recognise the possibility of misstatements due to fraud.

The RBI has from time to time issued guidelines (“Know Your Customer Guidelines 

– Anti Money Laundering Standards”), requiring banks to establish policies, procedures 

and controls to deter and to recognise and report money laundering activities.

.



Assess Specific Risks

The auditors should identify and assess the risks of material misstatement at the 

financial statement level which refers to risks that relate pervasively to the financial 

statements as a whole and potentially affect many assertions.

Risk Associated with Outsourcing of Activities

The modern day banks make extensive use of outsourcing as a means of both 

reducing costs as well as making use of services of an expert not available internally. 

There are, however, a number of risks associated with outsourcing of activities by 

banks and therefore, it is quintessential for the banks to effectively manage those 

risks.

Response to the Assessed Risks

SA 330 “The Auditor’s Responses to Assessed Risks” requires the auditor to design 

and implement overall responses to address the assessed risks of material 

misstatement at the financial statement level. The auditor should design and perform 

further audit procedures whose nature, timing and extent are based on and are 

responsive to the assessed risks of material misstatement at the assertion level.

Stress Testing

Stress testing is a software testing activity that determines the robustness of software 

by testing beyond the limits of normal operation. Stress testing is particularly important 

for "mission critical" software, but is used for all types of software. (Source – 

Wikipedia)

RBI has required that all commercial banks shall put in place a Board approved 

‘Stress Testing framework’ to suit their individual requirements which would integrate 

into their risk management systems.



Stress testing in banks is a critical risk management tool used to evaluate how a bank 

can handle extreme financial situations. These tests simulate adverse economic 

scenarios to assess the resilience of financial institutions against potential shocks.
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The Basel III framework is a set of international banking regulations developed by the 

Basel Committee on Banking Supervision (BCBS) to strengthen the regulation, 

supervision, and risk management within the banking sector.

Formulated in response to the deficiencies in financial regulation revealed by the 

global financial crisis of 2007-2008, Basel III aims to improve the banking sector's 

ability to deal with financial stress, improve risk management, and enhance the 

transparency and disclosures of banks.

Basel III significantly impacts the Capital Adequacy Ratio (CAR) by introducing more 

stringent capital requirements and higher quality of capital standards for banks 

worldwide. The aim is to enhance the resilience of the banking sector by improving 

their ability to absorb shocks arising from financial and economic stress, thus reducing 

the risk of a systemic banking crisis.
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A Letter of Credit (LC) is a financial document used in international trade to provide an 

exporter with a guarantee of payment from an importer's bank. It ensures that the 

payment will be made to the exporter, provided that the terms and conditions specified 

in the LC are fully met. The LC can be particularly beneficial in transactions where the 

buyer and seller are operating in different countries and are thus unfamiliar with each 

other's business environments and legal systems. In the context of Indian trade, let's 

consider an example to illustrate how a Letter of Credit works:

An Indian exporter, "SpiceExporters Pvt. Ltd." from Kochi, agrees to sell spices to 

"GourmetImports Inc." in France. To secure payment, SpiceExporters requests a Letter 

of Credit (LC).

● GourmetImports applies for an LC at its French bank, detailing the trade terms.

● The French bank issues the LC, sending it to SpiceExporters' bank in India.

● SpiceExporters ships the spices and submits the shipping documents to their 

Indian bank.

● The Indian bank verifies the documents and forwards them to the French bank.

● The French bank reviews and approves the documents, then transfers the 

payment to SpiceExporters' bank, which credits SpiceExporters' account.

● GourmetImports receives the shipping documents from their bank to claim the 

goods.

This process ensures SpiceExporters is paid once the goods are shipped and the 

conditions of the LC are met, reducing risk in international trade.
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Common types of securities accepted by bank   

● Personal Security of Guarantor: A third party promises to repay the loan if the 

borrower fails to do so.

● Goods/Stocks/Debtors/Trade Receivables: Inventory or receivables that can be 

liquidated to repay the loan.

● Gold Ornaments and Bullion: Valuable metals that can be sold for cash.

● Immovable Property: Real estate properties like land or buildings.

● Plantations (For Agricultural Advances): Crops or agricultural land used as 

security for loans taken for farming purposes.

● Third Party Guarantees: Similar to personal guarantors, but may involve 

corporate entities.

● Bankers General Lien: A legal right that allows the bank to retain possession of 

any asset held until the associated debt is repaid.

● Life Insurance Policies: The cash surrender value of a life insurance policy can 

be used as collateral.

● Stock Exchange Securities and Other Instruments: Shares, bonds, and other 

financial instruments that can be sold in the market.



Mortgagee Mortgagor

 property

 "Mr. Singh" owns a small jewelry business and requires a loan to expand his shop. To 

secure the loan, he decides to pledge a collection of valuable diamond necklaces as 

collateral. He physically hands over these necklaces to the bank, which keeps them in 

a secure vault.
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Hypothecation

Example: "AutoMobiles Pvt. Ltd." requires a loan to purchase inventory for their chain 

of automotive parts stores. They enter into a hypothecation agreement with the bank, 

where the inventory is used as security for the loan. The company retains possession 

of the inventory and can sell it as part of their business operations. However, they must 

report the inventory status to the bank, and the bank has a claim over the inventory (or 

its proceeds) if the loan defaults.

Assignment

Example: "Tech Solutions" has receivables from various clients for software projects 

completed. They need immediate cash flow and decide to assign these receivables to 

a bank in exchange for a loan. This means the bank has the right to collect the 

receivables directly from "Tech Solutions'" clients. The assignment is documented in an 

agreement, transferring the rights to the bank.

Set off

Example: "Mr. Sharma" has a savings account and a personal loan account with the 

same bank. Due to financial difficulties, he is unable to continue repaying his loan. The 

bank exercises its right of set-off by using the funds in Mr. Sharma's savings account to 

reduce his loan balance, thus offsetting the debt against the savings.
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"InfrastructureCorp" has a consortium loan of INR 500 Crores, with "Bank A," "Bank 

B," and "Bank C" as consortium members. The repayment collected in "Bank A" 

amounts to INR 10 Crores, which was supposed to be distributed among the three 

banks. If "Bank A" fails to distribute "Bank B" and "Bank C"'s share for over 90 days, 

both "Bank B" and "Bank C" would need to classify their portion of the loan as NPA, 

despite "Bank A" holding the total repayment amount.
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Completeness

- The auditor should examine the completeness that interest has been 

accrued on the entire

borrowing portfolio and the same should agree with the general ledgers.
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