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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 petficies-and-comtrols. T C
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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

e 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

e to identify and assess the risks of material misstatement in the financial
statements due to fraud,

e 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.
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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.
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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 Ill 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 Il 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 Il 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).

e Gourmetimports applies for an LC at its French bank, detailing the trade terms.

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

e SpiceExporters ships the spices and submits the shipping documents to their
Indian bank.

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

e The French bank reviews and approves the documents, then transfers the
payment to SpiceExporters' bank, which credits SpiceExporters' account.

e 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.
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"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.



Pyacunnar  poorens {ov JRAC & Prombohvnj for Actvanwr

po)
ol M |
NPA v Inkerest  Ardfor  Pro upad Rernaur  ounat
W jora Pensd “of more tnan 90 dayc
OD(cC — FRr 00/Cc — Remawms out w/amw’
-
W = B Oustoud for Mo (nan Fo olayse
B> Punchagd
0 Discounte
Ouwt of orav
T Sodoks ) \V o)
— Ok Bl 7 Santnoned Lot /DP — (onhnuouety fov
o . Qo Day¢

— 0f¢ Bad < Santhontz Dinit

NOW&“‘ —
20 bosts o-» s £
e
/
qoDeg | | — —_—

1= 2eocoo \\ y)
bu. -~ Setve ~ b -
vou? 26070 - -

Qurndit — Not Pald on dwt datr hed 6y Bark

6|8 ¢ oundy

oD '*:Ph 12

O —e



'Bo(n(,

OuHAW fortid,
i Qodaus
(00 tros- Pogety |[— 4

00 > 90 Do
e
—> Defoudt
HDFC

— NPA — E[S(

E; 3113
HAAM A
Qoul | N Cfuwnl»
Zian
Sy

v
Fltow n’ﬁw\, Qul‘dl.ha

/"OulHa_u.Q? 40 Doy
w A —s 0. SB,

e = B

> Tniomt Broanibbn — NFPA
O




D)

Gamn

o~

cq 5G
[\ —_—

e Z foliow Noime) (uidtiw,
Trvoted Otne 1wt e ID7 90 Dayc = WPA
Repudsases /\ S
/ AC Ac IR

LS
NPA NP A +
P
I~ <
1660
PNB Loao /Advane
<B( 15600 &
< vM
N et
PsB 500
Bop |— Yoo
ue 30

Joint Apprassed — vauwabl Tnjormabon ‘{ Borrouun

1) Righ —Reau

3)

qu&wu — Queeirt



fdvarws undui Consorbum

o Advarus to a bonouwwt by twe or Mere Banks Jo-l‘"ﬂ'[

o Bunehbr
o (onsolidaed Apprassal Benuyi't
. Pyt — Reauy
exposwer — Qsenrt
. Infownanon - &;.uwngg

v lead Bank - Hv"af'\m ghare
. Asd daswifcandon

Bastd on Recoras &.' Ro co ury
by Teatswdua) wuUmber Bank

.« Borrout Tua me Ami to Qead Bank
Do BanR w0t Poyng +o aembon
Hembry WL e tnt  Awount e
Nof Senrwuets / Not Qicovved L

— e

Uassify xtrord-uﬁ«(q

Pa.nhdpohnj Banks arw  &ecbonsibu for
k{cou.uu‘ A-' Har Soasy )-\,om Qead bark

D"“ﬂ"’J Pousr  __  Diad Barh. woid Compuu 2 Altocare
hotuerm MNMLenbet

— Can bt changd  alco bl( Qoqd bank
d



"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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PODCAST FOR REVISION VIDEOS CA INTER
AUDITING FOR AUDIT AUDIT CLASSES

Amounts In B/S Are outstandingﬂ

Represent Amount due to Bank]]

-l——“—IE) Unrecordeﬂl—-'ﬁvances

Appropriate
Valuvation —J
= Recoverability is considered in value
-lDocumentsﬂ—l Amount due is supported by docs |]

RBI Norms
Audit of Advances
Obtain AE for the [H{Provision[—]As per
following m

as per Accounting
—|Advances are D/C/D"— policies, practices,
LR

| Disclosed,
Classified, described

Designed]]

For Sanctioning @

Advances @ Operating }__ Throughout

effectively the year
Carry apt Analytical
_J Procedures

Examine all large
advances

Other - sampling
Audit of Advance --IProblem account Hln Detanlﬂ

other points Advances sacntioned
during the year
Adverse comment in Generally included in
RBI Inspection auvditor's review

report, concurrent
audit report etc

I
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PODCAST FOR
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REVISION VIDEOS CA INTER
FOR AUDIT AUDIT CLASSES

- - Verify borrower's credit
Cradit Worthiness worthiness before advance

Ensure execution of necessary
Documents documents (agreements, promissory
notes, etc.) prior to advance.

Confirm compliance with sanction terms and

Terms of sanction proper fund usage.

Maintain and regularly check sufficient margin

Sufficient margin against securities.

Transfer and retain control of securities like
shares, debentures in the bank's name.

What is included in Securties readiring resistration Register securities in the bank's |
IC over Advances? a gred name or ensure title documents.

Securties ownership

- ~ Verify goods' contents
Goods in the g:f‘iessmn of the on receipt and regularly
inspect godowns.
Drawing power Update monthly to record hypothecated
register securities’ value, with officer checks.

Gimi Ensure accounts stay within drawing power and sanctioned
imits gt
limits.
Report accounts exceeding limits or
irregular to controlling authority.

Review ‘ Annvally for each account, more often for large
advances.

Irregular account
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ik

Imp Concept for Cash credit

Limit upto which amt. can be
withdrawn from

Working capital
sanctioned limit

SL = Total exposure a
bank can take for a
particular client for

diff. facilities like packing credit

Non-funded
exposures

Different || | Sanctioned
from limit (SL)

DP= Value of primary

security Less Margin

on a particular date
—————————

Accounts must stay within drawing
power and sanctioned limits.

Accounts exceeding limits or based on unapproved
securities must be reported to Management/Head Office.

s Based on the latest stock statement, not older
alcu than three months to avoid irregularities.

Detailed examination of stock statements, quarterly returns,
and other borrower statements.

—_—
Proper scrutiny of the audited Annual Report and other
avdited documents from the borrower.

audited statements and records submitted by the borrower
should be compared and the reasons for deviations, if any,
should be ascertained.

Drawing Power

Auditor's concern

: Ensure DP calculation aligns with bank's Board of Directors
Computation guidelines and agreed upon by concerned auditors

Mandatory for accounts with funded exposure over ¥ 5 crores. ||
/ Auditors can also advise for stock audit in other cases

For consortium situations, obtain stock audit reports from lead |
banks.

Focus on stock auditors' comments regarding security valuation and
DP calculation during audit.

Stock Audit
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PODCAST FOR
AUDITING

Ensure income recorded from actual
transactions that took place within
the period

I——I Verify no unrecorded income exists. I]

Confirm income is recorded at appropriate
amounts.

Occurence

[———

Completness

Auditor's Concern

Any income > |% of
total income (On
gross basis)

should be considered
> on accrual as per
Accounting Standard
9.

RBI's Direction

) Any income > |% of
Audit Approach and Net PBT (Net basis) )

Procedures For ,

Income Other than material Recognise when
income received.

7 Essential condition
for accural of income

VAudit need not
qualify report
because of it

rto expect its
collection

[Should not be
unreasonable

Revenue Certanity

Interest income on advances auto-generated in CBS. "

realized.

Hevenue Uncertainit Upon first NPA classification, previously accrued but
-|= y unrealized interest must be reversed or provisioned.

This policy also applies to accounts with government
guarantees.

No income recognition on non-performing assets until “
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AUDITING

Recognize earnings from renegotiated or
rescheduled debts over the credit
extension period.

' Accrual Basis for
Fees/Commissions

Renegotiations

Conduct test checks on interest earned.

Audit Procedure Verify fees and commissions from

bills collection, letters of credit,
and bank guarantees.

Interest on advances against Term Deposits,
. (NSCs), Indira Vikas Patras (IVPs), Kisan Vikas
_IAdvaSr;cc%i;?:;nst ll— Patras (KVPs) and Life policies may be taken to
income account on the due date, provided adequate
margin is available in the accounts.

Audit Approach - -
and Procedures Discounts on bills purchased by year-end should be
For Income apportioned across the relevant accounting periods.

Discounts relating to periods beyond the year-end classified as
“Other Liabilities."

Bills Purchased

Interest (discount) paid on rediscounted bills
must not offset the discount earned on bills
discounted.

Audit how and when customers are credited for II

collected bills.

Ensure crediting occurs post-actual collection by
the bank or its agents.

Bills for collection

Branch commission is recognized upon successful
bill collection.
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Interest expense
entries are typically
auto-generated via
batch processes
within Core Banking
Systems (CBS).

Reasonableness of
amount of interest.

rAssess the overall
reasonableness

By analysing interest payment
for various deposit and borrowing
types relative to their average
liabilities.

¥ e —
AMOUNT OF || INTEREST AS PER [[|COMPARE WITH |||Material Difference
DEPOSIT O/S||| INTEREST RATE ACTUAL L_—|="
If found,
Obtain Obtain Compare this further
amount of interest with actval enquiry
different rates of interest should be
type of prevailing paid on done by
deposits during the deposit auditor
outstanding year and
calculate
interest
amount

REVISION VIDEOS
FOR AUDIT

compare the average
rate of interest paid
on the deposits with

corresponding
figures for the
previous years

Comparison with
previous year interest

compare the
interest expenses
with the budgeted

and should enquire
into material

differences.

figures

Comparison with
dget
budge Understanding of
the budgeting

procedures

and analyse any
material differences.
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PODCAST FOR
AUDITING

Verify the calculation of
Interest™

ITest check basisll
7 Verify calculation of
interest and ensure that

nterest

i

=S S——

o — -
CREDITED INTER BRANCH
BALANCE
Amounts credited|| .
specified by

in accordance

PROVIDED

Provided
on all
deposit

Rates in
accordance
with

HO/ RBI

, , ) with rules
|Upto BS date“ Bank's IRBI Directives“ Agreement || |framed by bank
Internal with and RBI
regulation deposit

holder

Are there any
changes in Int. rate
during the year

Changes in the
interest rate

for various types of
deposits and analyse
the interest cost for
the period
accordingly.

obtain the interest
rate card

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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Study and evalvate system of IC For expenses
NET of Other audit "

procedures

Examine whether there are
any changing trends in
respect of major items of
expenses.

HCHANGING TRENDS|—

perform substantive analytical procedures
for expenses

Operating expenses

SAPI of expenses by working out
their ratio to total operating

m expenses

comparing it with the
corresponding figures for
previous years.

’- assess the reasonableness

verify expenses with
reference to

VERIFY FROM DOCS supporting
“ AND CHECK documents and
CALCULATIONS check the

calculations
wherever required.

i Ensure compliance with as per various
regulatory requirements circulars

How provison is Standards assets"

calculated on

Understanding the
H computation of provision and
classification of assets

Sub-standard
Doubtful

How advances are '
classified into

Audit of Provisions “_ Verify the Obtain details of

and contingencies |l classification on standard and NPA
. X loans, test check
sampling basis

the classification

Obtain computation“

Check the
computation of Tax
Provision

Verify items debited and
credited to P&L also check
whether they are rightly
considered for provision
computation

Circumstances of Whether provision '
||Examining other provisson T equired? discuss with
provisions Adequacy of management
provision




Prowdson e
) ——— Corphane C Alotabon

—_— =

» — U nostsfotrse \ i
Ras "i‘l'\l.“-hon

}D - Text ¢tk —tasalicenn

et

Q (‘() - PTbuJ-Seq +" ).,(
rh————

5 ;) — oeron F\'OWSth(‘OnHD YT

o Cveurns fapeR o M Distusr
Adicquarsy B ™

Rao¥y—
Rp
Tot o lc
o — Coth"anQ
o U eastana,
\wﬂh'

o Tocl enech
v PF?

b orcC

6 e Greumsianes

o Asequey



