BANK AUDIT UNDER COMPUTERISED ENVIRONMENT

-


INTRODUCTION

Majority of the banks today are functioning on Core Banking Solutions (CBS). CBS is an integrated software system that facilitates integrated and real time processing of data. The paradigm shift in the banking sector has resulted in reinvention of the audit approach. The traditional audit approach in such a highly complex and computerised environment has been rendered outdated and redundant. The audit fraternity is grappling with the fear of the unknown while dealing with bank audits. The main emphasis in the audit report is on “books of account”, however, in view of high level of computerisation, theoretically there is no such thing as “books of account”. The data recording, processing, interface, transmission and storage are built within the system and there are no physical books of account.

High Level of Fragmentation

In many banks, the operational activities are highly fragmented in terms of the processes and there are different owners for each fragment. For example, the account opening forms or credit application forms are collected at branches/service outlets, the processing of forms/applications is done at central processing centres, customer data is maintained in transactions processing systems at some other location, customer servicing is done from some other location, documents are maintained at some other location and so on. Even at each of the locations different activities are handled by different units/owners. Consequently, for end to end mapping of activities/processes, one has to approach multiple units/owners and there is no way, one can have entire view of any activity at one place.

In today's time, the focus of audit is more on processes, products and controls and less on financial numbers. It would not be incorrect to state that 80% of the time is devoted towards mapping of business processes, understanding of industry developments, review of internal controls, capturing and review of IT environment etc., and only 20% of the time is spent on verification of financial numbers.

THE PROCESS AND CONTROLS/CHECKLISTS

THE  PROCESS

1.
'Start-of-the-Day' 


Each computerised branch has one or two designated officials to perform the role of Systems Administrator. The computer operations everyday begins with a 'start-of-the-day' (SOD) process carried out by the Systems Administrator. Unless SOD is completed, the system cannot be used for data entry. Among the major activities undertaken by the system as part of SOD are changing the date, clearing the log files, diary processing, interest application in those accounts where it is due on that day, deposits due for payment on the day, standing orders and list of stopped cheques/drafts.

2.
Recording of Transactions


The transactions are processed in real-time, based on vouchers. The debit and credit aspects of a transaction have to be posted to the respective ledger accounts simultaneously in all cases. The accounts to which the credit aspect of a transaction is to be posted get updated simultaneously when the account to which the debit pertains is posted.

3.
On-line Checking


All transactions posted at a terminal by an operator need to be checked by a supervisor on-line as soon as practicable after its entry to ensure that the data has been correctly fed into the system. All checked transactions are marked by the supervisory with his ID. Usually, the operator, while posting the voucher, indicates the ID of the supervisor who has to authenticate the entry. When the supervisor opens the screen, he will find 'yes/no' command against the entry under a suitable heading for authenticating it. If he presses 'y' the entry is taken as passed.

4.
'End-of-the-day' Process


After all the transactions for the day have been input and passed by the supervisor concerned, the 'end-of-the-day' (EOD) process begins. EOD involves the following major activities:


Verification of the integrity of all the transactions entered in the system by comparing the total of balances in detail accounts under each memo with the aggregate of the opening balance of memo and the transactions for the day. Similar checking is done for integrity of memos by comparing the total of all memos under a control with the updated balance of the control.


While the SOD or EOD processes are on, the system does not allow any data entry.

5.
Exception reports and other reports 


The generation of exception reports is an important aspect of the Computer Information System (CIS) of the Banks. These reports relate to cases which deserve the attention of appropriate levels of branch management. While most of these reports relate to operational aspects of transactions, some relate to the functioning of the CIS system. Some of the major reports daily generated by the system are:

·
Debit/Credit balance change

·
Maturity record deleted

·
Automatically generated accounts

·
Inactive accounts

·
Dormant accounts reactivated

·
Excess allowed over the limits/drawing power

·
Irregular term loan accounts with number of arrears of instalments and interest with amounts

·
Debits to income head account 

·
Debits to head office accounts

·
Overdue bills and bills returned

·
Withdrawals against clearings

·
Time barred demand promissory notes

·
Unchecked transactions

·
Sign-on attempt from two terminals

·
Exit to operating system

·
Password errors

·
Sign-on reports

·
Sign-off reports

·
Deposit accounts  debit balances

·
Debit balance accounts without interest rate

·
Loans and advances  credit balances

·
Temporary overdrafts allowed beyond the sanction period

·
Items pending in clearing

·
Inter-branch transactions with age-wise details

CONTROLS/CHECKLISTS

1.
PHYSICAL ACCESS CONTROL


The Server should be securely placed since the software and data is located in this. Access to the Server room should be restricted and only senior management should permit 'outsiders' like software and hardware vendors to enter the server room. Many of the frauds that have already occurred in India would have been prevented only if this access was closely monitored.

1.
Securing computers


The computers need to be housed in separate cabins or kept at the counter with facility of locking.

2.
Maintenance register


The branch should keep record of maintenance which records time, date & identity of persons accessing the computer other than regular operators. Main purpose of such a register is to ensure the Bank is maintaining the machines to protect the data. Please ensure the Branch maintains this record and not just the engineers who have the maintenance contract. (this is often the reply given to auditors)

3.
Accounting consumables


Proper accounting of consumables should be done and records should be maintained account-wise. Floppies, cartridge tapes contain confidential data. A missing one may indicate pilferage of not only the item but of information exposing the Bank to a legal liability. A separate register needs to be shown to you recording all purchases and location / custody of used items & details of destroyed if any. This register is to be maintained on lines similar to that of sensitive stationery of the Bank.

4.
Inspection of consumables


There should be record of periodic inspection of consumables. Just like the sensitive stationery, which is inspected frequently, either by branch staff or by another branch staff, this should also be covered in such inspections.

5.
Securing the computers


The machines should be locked at the end of the day. Ensure that either the furniture, which is adjusted for locking, is locked or that the hardware lock of the computer is used. This is a simple point, but often ignored. Unlocked computer means any one can start it and the only hurdle after that is the password. Poor password maintenance further compounds the risk of unlocked computers.

6.
Securing during operations


During computer operations especially during service hours, it is not uncommon for the operator to leave his/her seat. The auditor should ensure that the operator either exits from the system or leaves it at a point where it cannot proceed without a password.

2.
ENVIRONMENTAL SECURITY/CONTROL


Apart from protecting the server from bad intentioned persons, we have to ensure that it is protected from accidents of fire and water by installation of smoke alarms in the server room and fire extinguishers outside the server room. In case of core banking, the devices used for communication should be accorded the status of protection of the server.

3.
SAFEGUARDING OF ASSETS - UPS


Computers require electrical power for working and when the environment is live, work comes to a standstill unless power is provided though a UPS (Uninterrupted Power Supply). UPS has a battery bank and is activated immediately when the power fails providing a continuous power without any interruption. These machines produce a lot of heat when generating power and if proper ventilation is not provided, these UPS will function only for shorter durations. Simple rules of maintenance should also be followed and monitored.

4.
OPERATING SYSTEM CONTROLS


While all pay attention to the application software access, many forget to look into the access to the operating system. File copy, deletion and even data manipulation (especially under database environments) etc., are some potential disasters that are possible unless controlled. You will have to ensure that the Bank holds the original license for using the operating system software. Ensure whether the original Operating System Media supplied by the vendor is available in the Bank. This is necessary to ensure reloading in case of accidental corruption. Only if the Bank has the system can it be loaded without waiting for the vendor's representative.

5.
APPLICATION SYSTEM CONTROLS


The application developed for the Bank should be encoded and not left in a manner that can be re-programmed by the user. This will enable any person knowing a bit of programming of that language to design trapdoors for fraud and these are later very difficult to identify. 

'Start-of-the-Day' Process Checklists

Following areas require the attention of the auditor:

1
Verify that day start-up activities of a computer system are carried out either by the Branch Manager or 


System Administrator. It should be properly documented and signed in the register maintained.

2
Verify the time of commencement of day-start-up activities. It should not be carried out prior to banking 


hours.

3
Verify that all the security checks are performed as per the prescribed guidelines from the Central Office of 



the Bank.

4
Verify that banking date is verified daily and check-sum facility is used regularly.

Transaction Checklists

Following are the areas the auditor may verify along with going through the manuals in relation to database management:

a)
Date is authorised either by Branch Manager or System Administrator

b)
The control exists in the software to check that the entries pertaining to current date would only be accepted. 


There should not be any provision to feed back-dated or future-dated entries.

c)
In the case of non-usage of terminals, terminals are logged-off.

d)
Register for recording of problems in the software and the suitable action taken.

e)
For only physically present users of the computer systems, the requisite terminal/user account is enabled, 


else the account remains disabled.

f)
Special batch reports are printed, checked, authenticated and duly filed.

1.   Check each voucher to bear a transaction number

Every transaction posted in the system should be duly numbered and initialled by the operators. The audit trail available should be checked and they also reflect the operator's identity. 

2.  Ensure exception list is printed and complete

Exceptional transaction lists in case of overdraft, cheques series mismatch, unauthorised operations such as joint operation, account operated by a single person etc., should be available and are checked and preserved. The passing authority's identity is also reflected in the trails.

3. Errors are corrected 

Check where there are posting errors, corrections to be made as per the transaction entry audit trail, these have been carried out the same day and further audit trail is produced.

4. Examine trend

Make a scrutiny of exceptional transactions and ensure that the same type of unauthorised transactions does not occur.

5. Dormant a/c check

Ensure transactions in dormant accounts have been authorised by proper authority and audit trails for the same are verified. Dormant accounts are those where the account holder has not transacted for over three years. Many banks have a further filter under the status of 'inoperative' accounts where the depositor has not done any transaction for one year. Under the manual system, the inoperative as well as the dormant accounts were put in a separate ledger for the sole purpose of a stricter supervisory control as such accounts are more prone to fraud. The checking officer normally becomes the branch head in such cases. Since the computer does not have a physically distinct ledger, the logical triggers should be available to ensure that any transaction is passed only by the branch manager or the designate manager as per the manual of instructions of the bank.

6. Audit Trails must be available for each day

Audit trails as permitted by the system should be printed and preserved. They should be filed separately and old copies should be bound. 

7. Response to audit trails 

The concerned officers should initial audit trails. Absence of signature/initials will imply that the Reports are not read by the officers and should be viewed seriously. We have noted many valuable reports generated from the system but no action taken because the reports are not read as they may be generated by the designate system administrator who may not have sufficient experience or seniority to comprehend the results listed in the report to bring to attention of his seniors.

Cheque related transactions checklists

1. Audit trail listing cheques out of range

Check if cheque books issued are updated to the customer's master.

2. Audit trail for date

Ensure that stop payment instructions are updated immediately on receipt of the instruction. Audit trail will give date of entry of such a stop payment. Verify with date of receipt written on the letter of the account holder. It should be the same day.

3. Minimum balance charges

Accounts having cheque book facility (savings/current) require having a specified minimum balance. Ensure minimum balance charges are levied in case the balance falls below the minimum level. In good systems, this information is asked in the 'parameter' file and thus the charges are correctly levied either every month or every quarter.

Clearance module checklists

1. Audit trail comparison

Audit trail for clearing transactions are available and these should tally with the clearing registers.

2. Returned inward/ outward register comparison

Audit trails should be available for cheques returned in clearing and also for charges that are debited on account of such returned instruments.

3. Missing days of clearance execution

Verify whether the clearing modules are executed daily. If not executed daily then the reason thereof (software/hardware problems etc.)

'End-of-the-day' checklists

The auditor should also verify that following activities are carried out regularly and documented:

1.
Day-end activities are carried out by either the Branch Manager or System Administrator and are properly documented.

2.
Supplementary are checked and special users are deleted.

3.
The following functions are completed at the day-end:

i.
Minimum balances calculated

ii.
Products calculated for the Current Account (Debit balances)

iii.
Mandatory reports generated

iv.
Day-end backup taken

v.
Recording of entries in backup register

vi.
Recording in Log Books

vii.
Filing of reports

viii.
Shutting down of complete computer systems

4.
The data backups taken are in safe custody and properly documented.

5.
Server Room is properly locked and the keys are kept only with authorised person.

6.
PASSWORD AND ACCESS CONTROL

Application Systems Controls

The auditor has to verify the following to ascertain that logical security of the Application System is working well. 

1.
 Password allotment register

When a password is allotted, entry is made in this register. This is similar to the key register where entries are made at time of giving keys. Check whether the password level is also specified. Authority to give password is the branch manager and those who hold supervisor password.

2.
Password Change register

Where software does not control change in password (where not only warnings are given but user is disabled unless the password is changed after specified date) a register has to be shown to you with dates of change of password. In absence of this register, you do not have evidence that the passwords are changed frequently.

3.
 Two to three supervisors only

Supervisor password level permits the holder of this password unlimited access. Ensure there are a minimum of two and a maximum of three such holders. Check the systems and procedure manual of the Bank in case they specify a different figure.

4.
 Password definition parameters

Check the password definition parameters included in system and ensure that minimum password length is specified according to the IT security policy of the Bank (ideally, atleast 6 characters).

5.
Validity period of password

Ensure that the maximum validity period of password is not beyond the number of days permitted in the IT Security policy.   

6.
Password History

Check whether password history maintenance has been enabled in the system to disallow same passwords from being used again and again on rotation basis. 

7.
Password Format

Verify if the parameters to control the password format has been properly set according to security policy of the Bank. 

8.
Concurrent connections

Verify the parameters in the system to control the number of concurrent connections a user can have simultaneously from different terminals and ensure that it is restricted as per Computer Policy & Planning Department (CPPD) / IT Department guidelines. 

9.
Terminal inactive time

Examine the terminal inactive time allowable for users and verify if the time set is in accordance with the guidelines. 

Besides the above the auditor has to verify:

1)
Does the software allow creation of user-IDs in the same name more than once?

2)
Does the software display the password as it is keyed in?

3)
Does the software lock the user-ID if it is used for 3 unsuccessful times to logon to the system?  

4)
Is there any audit trail for the maintenance of User profiles?

5)
Can DBA change other's password? If so is it reflected in the audit trail?

6)
Does the software have provision to restrict different menu options to different user-IDs based on user level 


(based on designation / powers, etc.)?

7)
Does the software have provision for defining access rights to users such as, Read Only, Read and Write, 


Modify, Delete, etc.?

8)
Verify who can do the User Profile Maintenance?  Does the system give facility to general users also to do 


user profile maintenance?

9)
Does the software tag each and every transaction with the user-IDs of maker and checker?

10)
Does the software allow the same user to be both maker and checker of the same transaction? If so, does the 


software produce an exception report of transactions with same maker and checker IDs?

11)
Are the User-IDs reflected in the contents of the report printed?

12)
Does the software allow automatic logical deletion of inactive users after certain period of time?

13)
Can the user-IDs be created without passwords?

14)
Does the system limit the maintenance of system control parameters to privileged user level having 


sufficient authority only?

7.
MASTER FILE AND PARAMETER FILES

There might be various nomenclatures as per the application package terms but there are basically three main types of data files:

1.
Transaction file contains the transactions of the Bank.

2.
Master file contains the needed information for processing transactions.

3.
Parameter Files contains 'control' elements to avoid high frequency of changes. Thus the TDS rate and Service Tax rate which are known to change frequently will be in a set of files known as 'Parameter files'. 

Master file and parameter files should be checked under any audit, as these are sensitive areas for fraud and leakages.

1. Parameter file print

Since the parameter files are affected only when there are changes, a print should be taken by the branch when change is done because most software do not give details of changes. Only changes in Master records are picked up in the audit trail. In absence of such a print approved by branch manager and department officer, you have the only alternative to sample study a few accounts to verify whether changes are done from the required days. 

2. Parameter file access

Parameter file can normally be accessed only under an officer's password. Test check if the operator can access it. If so, it warrants a serious objection.

3. Master file print

Entire master file prints should be done every quarter. Doing it just before the application of interest aids the branch officer to ensure that correct rates are applied. These should be made available to you with the attestation of the officer signifying his check. However, in the scenario of monthly interest on advances, the printing of master at monthly intervals seems too demanding. In such a case, one can concentrate on new masters and those masters, which have been amended. (these can be tracked from the audit trail)

4. Account opening and closing

Relevant master file details must be printed at time of opening new accounts and filed with application. This permits us to verify whether the same instructions are entered as specified by the account holder. Status at time of closure of account should also be printed.

8. 
BACKUP

1. Verify daily backup

Backup of data should be taken on daily basis. Check the labels of the floppies (if floppies are used for backup) and normally you will see the popular frequency of 'day of the week' labels i.e. Monday, Tuesday etc.

2. Monthly backup 

There is normally the other frequency of other backup to be taken on weekly or monthly basis. See if this is done.

3. Reporting of restoration

The auditor should verify the restoration of data and the reasons thereof and check out the frequency as this act may be taken to hide corrections of fraudulent entries without leaving a trail.

4. Off site copy or Fire copy storage

Month-end copies are usually in duplicate and stored at the other premises. These are usually termed as 'Fire copies' where at least the previous month's position is available in case the entire records are destroyed by either fire or any such disaster. The importance of this is seen only in case of an eventuality. Often the comments of the auditor are the only source for correction.

AUTOMATIC TELLER MACHINES

Most of the Banks today offer ATM services. ATM houses one of the primary assets of the Bank, viz., Cash, which has to be recognised by the auditor in his scope of work. While verification of cash in the ATM is one aspect, the operational efficacy is the other aspect which should be responsive to the policy of the Bank and the standard operating procedures including the directives of the Reserve Bank of India. 

Following aspects of internal control in relation to the Operational Stage of the ATMs may be ascertained and evaluated by the auditor.

Operational Stage checklists

1.
Is the security manual in place describing the security measures to ensure at the time of replenishing cash in the ATMs?

2.
Are all the staff involved in cash transfers screened thoroughly and their photos and prints taken? In case of a contract, does the service vendor follow similar formalities? This should be periodically checked by the Bank and this point needs to have been specifically made in the agreement with him.

3.
Is the process of allocation of ATM cards secure?

a.
Are the Personal Identification Number (PIN) generated randomly?

b.
Are the PIN cards printed in a manner that no staff is able to read them without tearing open the seal?

c.
Are the cards and PIN numbers sent separately? Popular delivery mode is delivery of card only through a courier agency. The PIN number is physically delivered through the branch. In case the PIN number is also to be delivered, it should be given on a later date and that too through another courier agency.

d.
Courier agency should be under separate contract to fulfil the extra formality of identification confirmation of the person accepting the card with the strict instruction to hand over the card only to the person to whom the card is allotted.

4.
Bin filling exercise should be done in the presence of atleast two persons who should not only supervise each other but also to ensure that correct denominations are inserted in the correct bins.

5.
Cash shortage should be thoroughly investigated with full reference to the server report compared with the ATM's log available on site of ATM.

6.
Whether surprise checks are carried out by the vendor or the Bank's departmental officer to ensure the amount and time of currency replenished as reflected in the register is accurately recorded?

7.
Whether schedules of currency replenishment are not static and are changed on each occasion randomly to ensure that there is no definitive pattern?

8.
Whether ATMs providing additional services like refilling phone cards or e-transfers etc., are system audited periodically?

9.
Whether the bank has a system to thoroughly report and investigate complaints regarding non-performance of services?

10.
Whether Cash in ATM and Cash in transit insurance is kept alive at all times?

RBI's Computer Audit Checklist

The Audit Sub-committee of RBI decided that a small committee comprising representatives of RBI, ICAI, SBI, a foreign bank and a new private sector bank may be constituted to draw upon a checklist in a standardised form so that all the banks operating in the country can ensure that their computerised branches are applying requisite controls in the computerised environment and the branch auditors also verify the same and report accordingly.

The committee classified the areas of risk in the IS environment as under and prepared detailed checklist for each heading:

1.
Business Strategy

2.
Long Term IT Strategy

3.
Short Range IT Plans

4.
IS Security Policy

5.
Implementation of Security Policy

6.
IS Audit Guidelines

7.
Acquisition and Implementation of Packaged Software

8.
Development of software - in-house and outsourced

9.
Physical Access Controls

10.
Operating System Controls

11.
Application Systems Controls

12.
Database controls

13.
Network Management

14.
Maintenance

15.
Internet Banking

The basic purpose for preparing the checklists for conducting computer audit is to sensitise banks on the emerging concerns arising on account of computerisation and growing dependency on computers and technology for conducting the business. 

It is expected that the checklists may be used by all the commercial banks as general guidelines for conducting computer audit and would bring about a minimum standard in conducting the computer audit. 

RESERVE BANK OF INDIA - INTERNET BANKING

With the popularity of PCs, easy access to Internet and World Wide Web (WWW), Internet is increasingly used by banks as a channel for receiving instructions and delivering their products and services to their customers. This form of banking is generally referred to as Internet Banking, although the range of products and services offered by different banks vary widely both in their content and sophistication.

Broadly, the levels of banking services offered through INTERNET can be categorised in to three types: 

(i)
The Basic Level Service is the banks' websites which disseminate information on different products and services offered to customers and members of public in general. It may receive and reply to customers' queries through e-mail

(ii)
In the next level are Simple Transactional Websites which allow customers to submit their instructions, applications for different services, queries on their account balances etc., but do not permit any fund-based transactions on their accounts

(iii)
The third level of Internet banking services are offered by Fully Transactional Websites which allow the customers to operate on their accounts for transfer of funds, payment of different bills, subscribing to other products of the bank and to transact purchase and sale of securities etc. 

The above forms of Internet banking services are offered by traditional banks, as an additional method of serving the customer or by new banks, who deliver banking services primarily through Internet or other electronic delivery channels as the value added services. Some of these banks are known as 'virtual' banks or 'Internet-only' banks and may not have any physical presence in a country despite offering different banking services.

Types of risks associated with Internet banking

There are a lot of risks associated with the Internet Banking:

o
Operational risk

o
Security risk:

o
Reputational risk

o
Legal risk

o
Money laundering risk

o
Cross border risks

o
Strategic Risk

o
Other risks such as credit risk, liquidity risk, interest rate risk and market risk are also present in Internet banking

Recommendations by RBI

In order to effectively meet all the above risks, the Reserve Bank of India, suggests the following measures:

·
To streamline the security organisation of the banks

·
To implement strong logical access control and firewalls

·
Isolation of dial-up services

·
To improve the security infrastructure

·
To isolate the application servers

·
Maintain security log (audit trail)

·
To do penetration testing

·
To strengthen the physical access controls

·
To ensure that the backup & recovery mechanisms are working good

·
Continuous monitoring against threats

·
Review security infrastructure and security policies regularly 

·
Educate on a continuous basis their security personnel and also the end-users.

·
Logging of messages

·
Use only certified products

·
Maintenance of infrastructure

·
Approval for i-banking from RBI

CONCLUSION

The designing of audit procedures requires the knowledge and expertise of the auditor in doing a proper risk and controls assessment, in line with the audit objectives. Amongst the key objectives from an IT perspective is to assure that internal controls in the branch are commensurate with the size and nature of business. The computer audit checklist formulated by the Reserve Bank of India, can serve as a guideline in this regard.

Given the risk scenario, ever-enhancing responsibilities and the emerging regulatory framework, it is extremely important to maintain proper and adequate documentation including audit plan, programs and procedures, working papers and evidence as required by the ICAI Standards and guidelines. In a computerised environment since some evidence could be in electronic form, the auditor should be aware of the appropriate techniques of securing electronic evidence. 

There are three important takeaways for the members who are involved in the statutory audit of banks:

  I:     Standardise the audit approach and procedures.

 II:     Reinvent the audit approach and focus more on processes and controls.

III:    Build strong documentation process
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Audit of Areas Other than Advances in Bank Branches

-CA. S. PATTABIRAMAN, FCA

Chennai

While it cannot be denied that in respect of Bank Branch Audit, verification of loans and advances and provisioning requirements thereon constitute an important aspect both in respect of materiality, application of professional skill and allotment of time, verification of items other than advances and compliance with the reporting requirements thereon do not lag behind much.  This would be clear if one considers the importance attached to verification of other areas in the accounts of the Branch of the Bank by the regulator of banking system viz, Reserve Bank of India as evidenced by the recent changes brought in the Long Form Audit Report (LFAR) format as well as need on the part of the branch auditors to report on the status of compliance with recommendations of the Ghosh Committee and Jilani Committee.     

The accounts of the branch which are subjected to audit by the branch auditor is a component of the balance sheet of the bank as a whole and any laxity on his part on examination of the accounts might affect the accounts of the bank as a whole.   Attention is drawn in Standard Auditing Practice / SAP 10 / (using the work of another auditor), in particular paragraph 1 & 11 thereon.  The branch auditor can be considered as a facilitator for the effective functioning of Central Statutory Auditor especially on the matters to be reported in the LFAR.

As in the case of any other audit assignment the motto of the branch auditor of a bank must be to plan, perform and complete the assignment taking into account the Standard Auditing Procedures. 

Whether these words have any special significance with regard to the audit of branches with particular reference to areas other than advances with regard to planning, performing and reporting?

Is the branch auditor required to take any additional care with regard to the examination of areas other than advances?

While planning the work the Branch Auditor must take into cognisance the fact that the need on his part to adhere to the time schedule formulated by the Central Office for completion of the audit.  However there should be no compromise with regard to the quality viz., the application of adequate professional skill and care in carrying the audit of branch. 

The first problem to be confronted by the branch auditor is to properly balance his time and devote sufficient time for the verification of items other than the advances. These areas relate to transactions of the branch which are  fraud prone.  Attention is drawn to the circular issued by RBI (Circular No.DBS.FGV.(F).No.BC/23.08.001/2001-02 dated 3rd May 2002 relative recommendation of Mithra Committee.  The circular enjoins the branch auditor to report to the RBI and also the C & M D of the bank anything susceptible to fraud or fraudulent activity. As per the said circular any deliberate failure on the part of the auditor should render himself liable for action.  

As stated earlier the scope of the branch audit assignment is not restricted to examine and give a report on the accounts of the branch. But it is extended to critically examine certain aspects as enunciated in LFAR. Further, there may be certain specific instructions from Central Statutory Auditor in light of SAP 10. Keeping in view these various requirements the branch auditor must design his  audit procedures in such a way that the required audit procedures are carried out simultaneously.

The branch auditor must ensure that the compliance with accounting standards adopted by the bank for recording the transactions pertaining to areas other than advances are adhered to by the branch. Special care must be taken to ensure that the auditing and assurance standards laid down by the Institute are followed in respect of audit of areas other than advances. 

With regard to his report after completion of the audit he should take care to ensure that the report is worded so as to express his opinion on the accounts in clear and unambiguous term.  He is also required  to give the LFAR alongwith his main report. In respect of adverse comments if any of the items contained in LFAR the branch auditor should apply his professional judgement whether such adverse comments have a bearing on the accounts warranting to be included in main report.       

It is pertinent to note that the branch auditors have to mandatorily enquire and report on specific issues contained in LFAR. The branch auditor must critically examine the internal control measures prevalent in the bank in respect of various transactions. This is essential for him to report on the issues containing LFAR particularly on Inter Branch Reconciliation A/c, verification of Cash Balance etc., 

The verification of area other than advance would consist of application of Standard Auditing Practices in respect of verification of assets (other than advances)   and liabilities,  items of Incomes and Expenditure and contingent liabilities.

Premises and other assets.

The premises are generally controlled by the central office and the branches do not normally deal in any manner with regard to the acquisition of premises.  There may be few instances where the branches are instructed to negotiate the terms and pay advance to the seller of the property.

There may be instances where the  branches  have been asked to undertake registration formalities of the premises purchased by the bank.  Care should be taken to ensure that the registration and legal expenses are not treated as an item of expenditure in the branch accounts.

Fixed Assets other than premises

1. 
The branch auditor has to ensure that the branch  has complied with the instructions of the central office in particular with regard to the provisioning of depreciation.

2. 
The branch auditor should ensure the opening balances have been correctly incorporated as per the previous audited balance sheet.

3.  
The MOCs suggested by the previous auditors while finalising the accounts for the preceding financial year have been given effect to the accounts of the current year.

4. 
There may be instances of transfer in and transfer out of assets between branches and controlling offices. Care must be taken to ensure that  these transfers are not considered as purchase and sales. The transfer of assets should be done together with accumulated depreciation where the depreciation is charged by the branches.  

5. 
There may be instances where the assets  (notably computers) have been put into use by the branches but not capitalised awaiting the instruction from controlling office.  Sufficient evidence might be available in the branch viz, (issue of certificate by the branch officials regarding installation of the said assets) in which case it is imperative on the part of the branch auditor to insist on provision of depreciation through MOC. In case the depreciation is provided in the central office, the branch auditor must ensure that MOC is given for Capitalisation.

6. 
The branch auditor has to ensure that the branch maintains records of all the fixed assets acquired by it as stipulated in the requirements contained in LFAR format. 

7. 
The branch auditor must ensure the figures as appearing in the depreciation schedule to agree with the figures as per the fixed assets register and report on the discrepancies if material.

Some of the audite banks requires the branch auditor to undertake a physical verification of certain high value items on furniture and fittings in which event it must be carried out.

Issue for deliberation

It is pertinent to note that the guidance note on audit of fixed assets does not indicate any mandatory requirement on the part of the auditors to undertake a physical verification of the assets. It only requires the auditor to ensure that there is an effective programme for the verification of the assets by the management and whether the said programme has been implemented. Reference is also invited to the guidance note on audit of banks in this regard. ( Refer para 11.17 and 11.18 of chapter on fixed assets)

That being the case whether it would be proper on the part of the bank management to call for physical verifications of assets to be undertaken by the branch auditor?

Cash and Bank Balance

So far as the verification of cash balances the branch auditor has to ensure the cash is physically verified as a part of standard auditing procedures. He must also take into account the reporting requirements of LFAR on this issue.  The requirements on LFAR not only deals with the physical verification of the cash balances but also calls for his remarks on compliance with guidelines / instructions of Central Office in respect of holding of cash balance in excess of the limit, insurance coverage, safe custody and periodic inspection.   

Special care must be taken in respect of branches operating the currency chest on behalf of RBI. The balance in currency chest should not be mixed up with the balance produced for physical verification.  With regard to the operation of the currency chest, he should evaluate the effectiveness of the system and also examine whether the prevalent system ensures prompt recording of transactions. 

Balances with the other banks, RBI, SBI etc.,

These balances  must be verified with statements of accounts / confirmation of balances. The Branch Auditor should enquire into long outstanding entries remaining unreconciled. The particular attention must be made to requirements on LFAR reporting regarding cash transactions unrecorded and unreconciled old outstanding entries. In case the branch does not follow the procedures laid down for obtaining confirmation, he should draw the attention of the laxity in this regard.

OTHER  ASSETS

The Other Assets would normally comprise of Sundry Debtors/Sundry Assets and   Suspense Account.

The Branch Auditor should exercise utmost care with regard to the verification of the items appearing under this head in particular Sundry Debtors/Suspense accounts. The items grouped and parked under this head consist of transactions which by their very nature are susceptible to frauds/Irregularity.

The verification gets added significance in view of RBI requirements with regard to the reporting on these items in the LFAR.  

The Branch auditor has to recommend provisions/write off, if in his opinion items appearing in these accounts are not recoverable or represents the items of expenditure.  It is also pertinent to note that the RBI has expressed serious concern on the occurrence of frauds in the banking systems and has introduced the system of reporting on the status of the recommendation of Ghosh committee and few of the recommendations pertains to Suspense/Sundry Debtors.  The Branch Auditor has to look in to the instruction issued by the Central Office to the branches, which regard to the speedy disposal of items appearing in these accounts.  

The Branch Auditor should scrutinise the break up of items in Suspense Account furnished by the Branch Management and satisfy himself that the said account does not contain any unusual items. Normally instruction are issued by the controlling offices regarding clearance of items in the suspense account branch auditor should ensure the compliance with the said instructions by the branches.

Specific instances requiring branch auditors attention for Discussion

1.
Advance to vendors for the supply of equipment or advance to contractors for undertaking repairs/renovation work. The examination of the relevant files might reveal that the equipment has already been supplied and put into use by the branch while the payment made towards account already made would still be shown under Sundry Debtors for want of approval from the higher authorities. So might be the case in respect of renovation or furnishing of the branches. The branch auditor must ensure that suitable MOCs are given for the capitalisation /write off.

2.
Instances of balance carried forward from earlier accounting years in respect of advances and bills payable in respect of the same transaction, which might remain unadjusted for clearance from Central office. The Branch Auditor must suggest suitable MOCs for matching the transactions.

3.
Transition period adjustments in the books of unreconciled amounts and their treatment in the branch financial statements.

4.
Payments to Panel advocates towards their fees and expenses (pertaining to suit filed cases and also in respect of cases in which the suits are yet to be filed both in respect of borrowal and non borrowal accounts) might be included under this head.  The RBI has vide Circular dt. 13th September 2003 regarding the treatment of legal expenses on suit filed accounts has stated that the legal expenses incurred on suit filed accounts should be expensed at the time of incurrence. Accordingly there is no scope for any legal expenditure on suit filed accounts remaining unadjusted in this account. 

Issues for deliberations

1.
Whether the treatment for legal expenses laid down in latest circular has prospective application or is retrospective in nature? In other words whether the expenditure on suit filed accounts incurred in the earlier years and remaining unadjusted should also be expensed by the branches in the current year? 

2.
Taking a cue from the RBI circular whether the expenditure on non-suit file NPA accounts should also be expensed?  The branches might have been given instruction by the central office in this regard.  In the absence of such instructions the branch auditor must suggest write off of the said amount.  

Attention is also invited to contents of Para 29.63 of the guidance note issued by the institute on the LFAR in the case of bank branches, as per which the branch auditor should suggest provisioning/write off of items comprised in Suspense Account that in his opinion are no longer recoverable.  

INTER  BRANCH  RECONCILATION  ACCOUNT / CLEARANCE  SUSPENSE

This account should be scrutinised, with particular emphasis on the adherence to the  instructions of the controlling offices.  

The branch auditor must take into account the provisioning norms laid down by RBI on IBR transactions. He should ensure that the information on requirement of provision on these accounts as stipulated by RBI is passed on to the Central Statutory Auditors for provisioning requirements at central office level (Reference is invited to circular issued by RBI 19.07.2003 and circular dated 28.10.2003).  

It must be remembered that the transactions on inter branch transfer are prone for frauds and the branch auditor must ensure that internal control mechanism as laid down in the central office are fully implemented by the branches.

LIABILITIES

Deposits:

The Branch auditor apart from undertaking the routine audit checks for the verification of deposits must ensure that the branches adhere to norms laid down for the inoperative accounts as the same is required to be reported in LFAR and these accounts are suspectable to frauds.

The requirements as to the reporting as the overdue/matured term deposits in LFAR must be kept in mind while undertaking the verification of deposits.

The branch auditors are required to comment on the system of estimating and providing interest on overdue/matured term deposits. The Branch auditor must look into the accounting policy adopted by the bank regarding provision of interest on overdue/matured term deposits and ensure compliance with the same.

OTHER LIABILITIES

The branch auditor must evaluate the internal control procedures and also should undertake the verification of these items with relevant registers. He should look into old outstanding entries in particular drafts payable remaining uncleared.  There might be a possibility of drafts payable remaining unmatched with corresponding entries in demand drafts paid without advice.

ITEMS OF INCOME AND EXPENDITURE 

The Branch auditor must ensure strict compliance of the accounting policies adopted by the banks with regard to the accounting of income/expenditure in particular locker rent, recovery in NPA accounts, Income on Bills Discounted.

There might be instances of short booking of expenditure on account of the branches not implementing controlling office instructions. Increase in rent pending sanction by the central office with retrospective effect is a case in point.  The branch auditor should call for the rental agreement peruse and ensure proper accountal, In case of any discrepancy suitable MOCs should be suggest by the branch auditor. 

Issues for deliberation

Concept of Materiality:  RBI is of the opinion (refer Circular 29.3.2003) that the Non compliance with AS 9 (Revenue Recognition) and AS 5 (Prior Period and Extra Ordinary Items) should not be a matter for qualification in the auditors report if the impact on the accounts due to Non Compliance is not material.  Whether the branch auditor is also governed by the said circular and has to ignore the non- compliance if the impact does not exceed one percent reckoned for the purpose or materiality?  Or should the circular be construed as applicable for the accounts of the bank as a whole and the branch auditor must draw the attention of the Central Statutory Auditor regarding non compliance even if the impact is not material? It is pertinent to note that the cumulative impact of the transaction of the nature all the branches put together might satisfy the parameters laid down by RBI on the concept of be materiality. 

Interest on Overdue Deposits

Some of the banks follow the cash basis of accounting with regard to the payment of interest on overdue deposits. Instructions are also issued to branches not to provide interest on overdue term deposits not renewed as on the date of Balance Sheet. Some of the banks provide the system of automatic renewal of deposits on their maturity.  It also is pertinent to note that the LFAR calls for the branch auditor to provide for the information regarding overdue/matured deposits and also to comment upon the system, if any, prevalent in the bank for estimating and providing interest accrued on over due term deposits. Whether it would be necessary for the branch auditor to make a mention in his report regarding the non provision on interest on overdue term deposits not withstanding the fact that the accounting policy of the bank in this regard is to account it on cash basis?

VERIFICATION OF CONTINGENT LIABILITIES

The Branch auditor should call for and verify the Complaints register, files wherein claims against the bank / branch have been lodged and its current status.

The Branch auditor must look into each and every item listed in the contingent liabilities statements to satisfy himself that none of the items have become crystallised liabilities warranting provision.  The branch auditor might come across evidence to indicate that as on the date of his audit (which normally is undertaken after the year end) that the item shown in the contingent liability statement might have turned out to be crystallised liability. Example: Court Verdict awarding damages for customers, compromise entered into the landlords for the enhancement of rent for the premises etc., In these context compliance with the mandatory Accounting Standard 4 have to be kept in mind and suitable entries for provisioning have to be suggested.

Requirement as to the report on the status of compliance of recommendations of Ghosh and Jhilani Committees. 

RBI requires the branch auditor to express his opinion as to the status of compliance of the recommendations of the Ghosh Committee  relating to frauds and mal practices and recommendations of Jhilani committee  relating to Internal control and inspection/audit systems in banks. It is the responsibility of the bank management to ensure the implementation of the recommendations and the branch auditors responsibility is to make enquires and obtain confirmation of the bank management and to undertake certain test checks regarding the satisfactory implementation of the recommendation. However it is suggested the branch auditor must go through the questionnaire since it covers areas pertaining to internal control measures on the functioning of the branches.

The branch auditor should insist on the concurrent auditors certification, wherever applicable, of the Ghosh & Jhilani Committee reports to place reliance.

CONCLUSION:

While it is true that the branch auditor has to conduct and complete that audit of the branch within the reasonable time frame, he must ensure that he has carried out the assignment with professional skill expected of him and follow the Standard Auditing Practices, and also to follow the requirements given in the guidance notes as meticulously as possible. It may be noted that the branch auditor cannot cite paucity of time as an excuse in case it is proved that he was wanting in the application of professional skill in the conduct of branch audit.

Practical Issues in audit of advances in Banks

CA P.R. Suresh  B.Com. F.C.A.,

1.
Drawing Power

2.
Ever greening/ Restructured Advances

3.
Classification  Date of  NPA

4.
Realisable Security Value

5.
Inter Company transactions

6.
renewal of Cash Credit/ Overdraft/ Demand Lonas

7.
Term Loans 

8.
EMI Concepts

9.
Circular Credits]

10.
 Stock Statements

11.
BIFR / DRT cases

12.
Net Profit, Turnover, Balance Sheet Analysis

13.
Diversion of Funds.

14.
Devolved Letters of Credit / Bank Guarantees invoked

15.
One Account Standard  One Non Performing

16.
Frequent Cash Drawings

17.
Physical Stock Verification

18.
Government Guaranteed Advances

19.
Agricultural Advances

20.
Continuous Overdrawing

21.
Staff Advances against Shares

22.
Window dressing

23.
Erosion in value of security

24.
Premises Loans

25.
PMTY Loans

1.
Limit / Drawing Power:

–
A & Co, a Partnership firm enjoys a Cash Credit Limit of Rs.1,00,000/-, the account is operated within the sanctioned limit. The borrowers Statements Contains the following details stock Rs.1,50,000/- Debtors Rs.50,000/- and creditors Rs.60,000/-

–
C & Associates, has reported a stock of Rs.10,00,000/- in their monthly stock statements, the Cash Credit limit enjoyed by them is Rs.5,00,000/-. The inspection report of the Concurrent auditors states that the stock figures reported includes dead and slow moving stocks to the tune of Rs.75,000/-, creditors is Rs.300000/-.

–
Darshini, a small hotel, enjoys a Cash Credit Limit of Rs.100000/- against hypothecation of stocks in rural area, their annual turnover is Rs.1080000/-. Operation in the account is satisfactory and within the limit.

2. Ever Greening / Restructured Accounts:

Ever Green P Ltd., Engaged in horticulture, obtained a Term Loan of Rs.100 lacs on 1.1.2005, repayable in 50 Monthly Instalments of  Rs.2,00,000/- with a moratorium of 15 months. However due to delay in commissioning of the project by 18 months, the loan was rescheduled with the following terms:

–
Repayment to commence from 1.04.2006

Though the Company has been functioning, the capacity utilization was less than 50% and the cash flow position of Ever green P Ltd., was not comfortable and hence sought the rescheduling of the Term Loan Repayments from 1.1.2007 vide their letter dated 10.12.2006, which has been sanctioned by the bank on 12.1.2007.

3.  Classification  Date of NPA



Elango Engineering was reported as an NPA Since 30.9.2006.

Francis Furnitures was reported as NPA since 3.4.2006

4.   Realisable Security Value 


Gopi Aqua Ltd., an NPA account had 100 acres of coastal land on which aqua culture was carried on. The land was pledged as security against its loan outstanding of Rs.2 crores. The unit was infested with a disease and hence the account turned sick. 

During the boom period for aqua culture the price of these lands was Rs.3 lacs an acre, the valuation report dated 31.3.2006 showed the value of land to be Rs.0.5 lac per acre.

Harsha P Ltd., engaged in leather garments, had an outstanding of Rs.50 laksh the account was classified as a NPA by the branch auditor since August 2005, had as stock of Rs.100 lacs consisting of raw hides / leather of Rs.20 lakhs, Semi finished goods of 70 lakhs and Finished goods of Rs.10 lacs (manufactured to a particular specification) 

Imaging links, Who had availed of a Term Loan for Purchase of Machinery worth Rs.10 lacs during 1999 has defaulted to repay the loan, the guestimated machinery value as per the branch management as at 29th January 2007 is Rs.10lacs.

Jessi & co, owes a bank Rs. 25 lakhs, the owner has given his property in his remote native village, the single largest land of 1000 acres values at Rs.25 lakhs.

5.   Inter Company Transaction:

Khan Bros, is a group concern, enjoying loan facilities along with ghan bros in the same branch, each with Rs.5 lakhs limit. There are periodic inter transfer of funds between these two firms. But there is no business transactions between the same.

Best Shoes is a shoe exporter enjoying Rs.5 crores Packing Credit Limit, Best Leathers is also in the business of exporting of shoe uppers, shoe intermediaries etc., enjoying Rs.2 crores Packing Credit Limit.

Best Shoes did job works for best leathers to the tune of Rs. 50 lakhs during 2006. The Turnover of Best Shoes for the year ended 31.3.2005 was Rs.25 crores and that of Best Leathers was Rs.10 Crores, During the year Best Shoes received an advance of Rs. 1.50crores from Best leathers.

Both the companies Fund based Limits are fully utilized throughout the year and periodically beyond the limits, however not for 90 days continuously.

6.
Renewal of Cash Credit, Overdraft and Demand Loans.

Lawrance & co, enjoying a Cash Credit limit of Rs.5 lakhs sanctioned on 1st January 2006 has been a very good account operating within the sanctioned limit, however due to the branch not having adequate officers his C/C limits has not been renewed since 1.1.2007.

Mohan, a Machinery Manufacture obtained a Temporary Overdraft for 6 months against LIC Policies of Rs.25000/- on 1st July 2006.

Nath, a trader was sanctioned an adhoc limit of Rs.1 lac on 15.4.2006 for 6 months and the same was further extended for 4 months on 18.10.2006.

Jewel Loans Obtained by Jugraj on 30th December 2004 for a period of 2 years is still not redeemed.

7.    
Term Loans:

O' Coffee, has defaulted in repaying their Instalments and are classified as a Sub Standard Asset, they have not paid 3 monthly instalments as on 31.3.2007, a scrutiny of the ledger reveals that the instalments not paid pertains to the period 1.4.2001 to  30.9.2002.

Prince Pens have paid their Term Loan dues of 6 months on 15.3.2007 by issuing a cheque of Rs.60000/- from their Cash Credit Account. Upon transfer the balance Loan outstanding in the Cash Credit Account was Rs.135000/- as against a sanctioned limit of Rs.100000/-. The manager has reported the excess drawing to the controlling authority.

8.
EMI Concepts:

Prince was sanctioned a Housing Loan of Rs.72 lakhs on 10.4.2005

repayable in 180 instalments the EMI fixed was Rs.45000/-. The Borrower has been regularly repaying the EMI of Rs.45000/-. The balance outstanding as at 31st March 2007 is Rs.76.5 lakhs.

9.
Circular Credits:

Rajesh was sanctioned a Demand Loan of Rs.20000/-, on the same day he deposited the money into his firm's account, which was used for paying a creditor S, on the same day S in turn paid this Rs.20,000/- towards his Term Loan account with the same branch.

Thomas & Unni are related entities both enjoying Cash Credit Limits of Rs.50000/- each. During the year the Credit summation of Thomas was Rs.200000/- and unni was Rs.250000/-, the Cross transfer of funds from Thomas to Unni was Rs.150000/- and from unni to Thomas Was Rs.225000/-.

10.
Stock Statements:

Varadaraj a spare part dealer does not submit his stock statements for 3 months.

The branch auditor during the course of verification of the stock statement of X finds that out of the total stocks reported 25 percent is reported as non moving and 15 damaged, the drawings power is less that the limit sanctioned. The borrower has been operating within the Sanctioned Limit.

The Total Turnover of Yash for the current year is Rs.6,00,000/- which is 10% higher than their previous year turnover, the stocks held by them are Rs.3,00,000/- as against a Cash Credit Limit of Rs.2,00,000/-. Yash is engaged in Bakery business.

11.
BIFR / DRT Cases:

Zaheer Ltd, Could not repay their Term Loan instalment of Rs.5 lacs for the months of January, February & March 2007 due on 10th of every month, During April the case was referred to DRT.

Vikram whose networth has eroded by 50% was referred to BIFR during June 2006, the Term Loan repayments are irregular as on 31st March 2007 two intalments are pending. The unit has stopped functioning since February 2007.

12.
Net Profit, Turnover & Balance Sheet Analysis:

AAA Hosiery, a proprietary firm, was sanctioned a Cash Credit Limit of Rs.10 lakhs during 2005, the operation in the account is satisfactory, all the interest is paid up and credit summations has been good. The Net Profit for the year 31.3.2006 was Rs.51,000/- against a turnover of Rs.1.75 crores. The Balance sheet of the firm reflects that debtors beyond 2 years is Rs.15 lakhs. Creditors remain unpaid for more than 6 months, 

13. 
Diversion of funds:

Rohan bought a Hyundai Accent Car, his balance sheet reflected capital including Current Account of Rs.5 lakhs, fixed assets including the car Rs.15 lakhs. He enjoys Rs.10 lakhs Cash Credit Limit and there are no other loans.

14.
Letters of Credit Devolved / Bank Guarantees Invoked.

On 30th March 2007 Vikrams Letters of Credit and Bank Guarantees were devolved and invoked by the respective persons, the branch paid the same on 1st April 2007, by keeping them under other assets.

15. 
Multiple Accounts:

Raghuram has three accounts with the branch, a Term Loan which was a standard Asset, A Cash Credit account which was also a standard asset however a Bill Purchased on 18th December 2003 had not been realized as on 31st March 2007.

16.
Frequent Cash Drawings:

Francis, a retailer of FMCG goods very frequently draws cash other than for salaries and other expenses.

17.
Physical Stock Verification

Rao, the branch statutory Auditor, during his visit to one of the borrowers premises observed the following:

a.
Stock books are not properly maintained.

b.
The stocks reflected in the stock statement and physical verification showed significant variance

c.
There was slow moving / seconds stocks

d.
There was damaged goods.

18.
Government Guaranteed Advances:

KBG a power project of a state government was outstanding to the tune of Rs.10. lakhs, the original amount sanctioned was Rs.75 crores. The last date for repayment was 31.3.2005. Ledger Account shows that the amount outstanding is disputed interest on account of excess charged by the branch over and above the refinance rate.

Loan Sanctioned to a unit with Central Government Guarantee has become overdue, the guarantee is invoked.

Will the answer be different if the guarantor is State Government.

19. 
Agricultural Advances.

Muniyappa had taken a crop loan on 25.3.2004 of Rs.25000/- on 25.3.2005 he took a mortgage loan of Rs. 25000/- which was directly paid to repay his crop loan.

Ramappa had also done the same thing as above towards his sugarcane crop which was affected by drought during the year 2003 -04.

20.
Continuous Overdrawing:

Mahesh Associates ledger account in the branch reflected that they had continuously been using Rs.110000/-as against the sanctioned limit of Rs.100000/- for four months, the branch manager has stated that he has used his discretionary power (upto 20% of sanctioned limit) and hence the account is a performing asset.

21.
Staff Advances against Shares:

Prabhu a staff of a bank apart from availing other loans has also availed loans against shares, the market value of such shares has reduced by 50% for the last 1year due to huge volatility in the stock market.

22.
Window Dressing:

There is a solitary credit of Rs.15000/-on 31st March into the account of Venkat in his Cash Credit account of Rs.112000/-, by discounting of a cheque.

23.
Erosion in the Value of Security:

Zen who had obtained a Term Loan for buying a car had an outstanding of Rs.150000/- in his account, he has not paid 2 months instalment, however it came to the notice of the branch that he has sold the car on 28th March 2007, there are no other securities/ assets with Zen.

24.
Premises Loan:

A Term Loan was given to Raja the landlord by the branch, the terms of repayment was the entire rent to be adjusted towards the Term Loan, The EMI was Rs.8,000/- per month, rent was Rs.7,000/- per month. The land lord has not been paying the additional Rs.1000 from his pocket since the repayment commenced during January 2000, the account was not classified as a non performing asset since the branch has the possession and security of the premises.

The Landlord has also been asking for an increase in the rent of the extent of Rs.10,000/- being the market rent, however as per the agreement rent is to be enhanced one in two years of 10% the matter is pending settlement.

25.
PMRY Loans:

As per PMRY Loan scheme a moratorium of a maximum of 18 months can be offered, however the branch manager has not given any moratorium to Ramesh an unemployed youth to set up his Xerox shop, Ramesh has not paid last 6 months instalment. The branch manager states that the account will remain a standard asset considering the moratorium that is permissible.



