	Sr. No.
	Area 
	Sub-area
	Bud. Time
	Act. Time
	Name
	Remarks

	1
	Legal requirements as to appointment
	1. Acceptance of Appointment 

2. Communication with previous auditors in case of 1st year of audit.


	
	
	
	

	2
	Briefing by PIC
	
	
	
	
	

	3
	Review of last year’s file
	1. Business process

2. General observations

3. Critical  issues of PY
	
	
	
	

	4
	Review of EDP system
	INTERNAL CONTROL & INTERNAL CHECKS
a) Understand the accounting software

b) Understand code assigned for various nature of transaction and check that it is followed by the Branch during the period under Audit.

c) Verify E D P checks for the following:

i. Timely recording of transactions

ii. Matching the balances with the control ledger and general ledger.

iii. Transaction in foreign currency should be recorded as per the guidelines issued by RBI / FEDAI

d)  List out the control register generated by the system

e)  Check how often it is balanced. Identify the person responsible for balancing.

f)  See that subsidiary register generated by the system are balance by the system and recorded properly in the books of account. Also note the period by which the subsidiary register is balanced.
	
	
	
	

	5
	Review of internal control
	STRUCTURE OF BRANCH

a) Obtain the Network of the Bank/Branch along with list of offices.

b) Identify the Head and audit co-ordinator at each branch (Along with address and contact No etc.)

c) Obtain organisation structure along with Nature of responsibility and authority given to each Manager / officer with sanction limit.

i.  A brief job-profile of key officers, if available, should be obtained from the bank

ii.  Team member should see that key officers and manager have functioned according to authorities granted by the management 



	
	
	
	

	
	
	REVIEW OF VARIOUS REPORTS

Make note of important issues and stand taken by bank during the relevant period for the observation made from the following:
I. Internal audit report

II. Income & Expenditure report

III. Previous year statutory report

IV. RBI inspection report

V. Concurrent Audit Report

VI. Head Office Audit Report
VII. System Audit Report
	
	
	
	

	7
	Various Areas to be covered for Vouching & Verification
	
	
	
	

	7.1
	Opening Balance Tracing
	
	
	
	

	7.2
	Cash Balance 
	VERIFICATION OF CASH:

1)  Notes:

     Count the total notes in hand

2)  Coins:

     Count the total coins in hand. Weigh if necessary.

3)  Receipts Cash Book:

      Test check total for the last two days.

4)  Payment Cash Book:
     Test Check total for the last day. See voucher for any big payment.

5)  Check the totals of cost counted with :

I. Cash Book

II. General ledger Balance.

III. Cash Balance Book 

6)  Foreign Currency Notes to be verified by actual inspection. See that these currencies are translated at FEDAI rate at year-end.

7) Keep on record a statement of cash Verification.

8) Check any petty Cash Imprest kept at the Branch.

9) What is the check on Cash? Double lock, arrangements for custody etc. ( Is it in the joint custody of two or more person  

10) See that no private cash is lying in the safe.

11) See that cash is being checked daily by Cashier. Periodically this should be checked by an authorized officer. This would be duly evidenced in the Registers. If not done report.

12) Review the procedures for duplicate keys and see whether it is adequate.

13) Examine the normal requirements of Branch Cash balance. Ensure that Branch observes the retention limit.

14) Any excess whether reported to the controlling Authority and sanction obtained for the same.

15) See that branch hold adequate & valid insurance cover for cash.

VERIFICATION OF CASH WITH RESERVE BANK OF INDIA:

1)   See the Balance confide motion Certificate.

2)   Check reconciliation of the last day.

3) Ensure that cash kept at the Treasury chest has been accounted for as payment to R. B. I.

4) Ensure that there are no old reconciliation items.

        VERIFICATION OF CASH IN TRANSIT:

        Check with relevant advice’s available at branch.
	
	
	
	

	7.3
	Bank Balance
	VERIFICATION OF BALANCES WITH OTHER BANKS:

1)  See the balance confirmation certificates.

2)  Test Check Reconciliation entries for the last day.

3) Ensure that there are on old reconciliation items.

VERIFICATION OF BALANCE WITH RBI / SBI.

1)  See the balance confirmation statement at the year-end.

2)  See the reconciliation statement and report as under:

a) Cash transaction remaining unresponded by Bank.

b) Revenue item requiring write off / Adjustment

c) Old unexplained entries for over one year.
	
	
	
	

	7.4
	Advances


	Different kinds of loans and advances are listed below:

i.  Term Loans (mainly given for the following)

1.   Purchase of Vehicles.

2.   Purchase of Machinery / Equipment’s.

3.   Purchase of gala and premises.

4. Housing loan to staff.

5. Loan against consumer goods.

ii.  Demand Loans

1. Advance against FDRs / NSDs / Shares.

2. Cash Credit against FDRs / Shares / Stock / Book debts.

iii.  Foreign Transactions

1. Pre & post Shipment advances to Exporters

2. Advance against duty drawback / Bill discounting etc.

iv.  Other Advances:

The Various types of Advances given by the Bank are as under:

1. Bridge finance

2. Advance against shares & securities

3. Agriculture loan

4. DIR Advance to small Borrower

5. Loan against Consumer goods

6. Advance against hypothecation of Book-debts / Stocks etc.
	
	
	
	

	7.5
	Fixed Assets
	I) PREMISES AND FURNITURE AND FIXTURES:

1) a) Check whether premises are owned or leased. If leased, check the rent payable and particulars of lease.

b) If owned verify the title deeds and the registration thereof. And check the fixed Assets Register.

c) See that premises are properly and fully insured 

2) Ensure that the correct rate of depreciation is charged and the calculation is correct.

3) New purchases and sales - See Head office sanction and vouch in the usual manner.

a) Advance paid for capital Expenditure is debited to Suspense A/C. initially and payments made unto the relevant date 31st March of every year are capitalized. If any items of assets have been actually received and put to use but no payments have been paid and they are not booked, a note must be taken for consideration by partner - in - charge. It would be necessary to ensure that consistency is maintained in recording of Capital Expenditure.

b) For new branches the Capital Expenditure is initially booked in suspense A/C of other existing branches which buy the capital assets for the use of the relevant new Branch. Once the new branch is opened it has to record the capital expenditure in its own books. It must be ensure that this is done

4) See physical verification report.
	
	
	
	

	7.6
	Other Assets
	1)  Check the list of stationery with the Register kept by the branch including stocks of blank security forms like term Deposit, Receipts, Drafts, pay orders, Cash Orders, Check books, travelers, cheques, gift cheques etc.

2) Ensure that the mode of Valuation and actual valuation are correct.

3) Check stamps-on - hand and verify the Balance with stamp Register and General Ledger.

4) Provision / Written off, of outstanding Balances :

Scrutinise the accounts under various subheads for old outstanding balances which are not recoverable and require provision / write off- prepare Retails there of.

5) Inter office Adjustment :

Reconciliation of H.O. A/C should be checked and entries remaining unresponded for a longer time should be reported

6)    Non- Banking assets acquired satisfaction of claim:

a) Non-Banking assets acquired in satisfaction of claim if any should be checked and it should be recorded at their realization value and not at the value at which the account is settled.

b) Enquire what action to dispose off the assets is proposed.

SUSPENSE ACCOUNTS:

For suspense balance, an age-wise break-up showing nature of the debit/credit should be obtained. The Suspense Account details of the branches should be scrutinised and notes taken of important long outstanding items. Monitor the progress in clearing old suspense items. Where hard care entries persist, consider need for write off/write back.

INTER BRANCH RECONCILIATION:

Inter-branch reconciliation is done in two stages - branches within a local center and for other branches. Two accounts are queries or pending unreconciled items are promptly attended. Obtain age composition of unreconciled inter - branch items. Ensure that appropriate and timely action is taken to trace causes of outstanding entries. Monitor progress achieved in adjustments.
	
	
	
	

	7.7
	Deposits
	The above fall broadly into the following categories:

A. Savings Accounts / Recurring Deposits etc.

B. Current Accounts and Contingency Accounts.

C. Fixed Deposit Accounts (of various types). The Audit Programme to be carried out for the Deposit and other accounts would broadly be as under:-

   1)  Review Confirmation of Balances:

a) Ask for total number of Accounts and verify with the sub-ledger.

b) How many confirmation requests sent by the bank.

c) How many Received back-test check about 5% of such confirmations - compare the signatures of the customers with specimen cards in a few cases.

d) Scrutinise and discuss with Manager a few cases where there is a difference in Balance confirmed by customers.

2) Renew of statements of accounts:
What are the laid down control procedures when statements of account are sent to customers How are complaints from any customers about mistakes in the same dealt with. If any file is kept for complaints, examine it.

3) Compare the totals of the Trial Balances with the respective control account balances in the General Ledger.

4) Review the Internal control on unused forms of F.D Rs. unused check books etc. Seriality control and other control to be seen.

5) Ensure that Security Deposits from staff are kept in separate Saving Bank Accounts.

6) Scrutinise the nature of a few contingency Accounts.

7) Check Interest calculations on a test basis.

8) Check provision for interest accrued on a test basis.

9) See that Internal Control procedures are regularly implemented, by the concerned officer.

Telegraphic transfer\ Demand drafts:

1) All the Tts \DDs issued by the branch should be immediately confirmed by the advices to the concerned branch

2) When payments are made in anticipation of advice, it should be only to specific known parties and it should be debited to separate account. Examine such transaction and see that no fake drafts are paid.

3) Verify the balance in D/D register with the balance in general ledger

4) D/D outstanding for a longer period should be intimated regularly and should be transfer to H.O.
	
	
	
	

	7.8
	Other Liabilities
	1) Securities suspense Account break-up, follow-up, action, subsequent payment / clearance and reasons for each outstanding verified and noted.

2) Verify other liability with vouchers, subsequent payment etc.

3) PROVISION FOR OUTSTANDING LIABILITIES 

No provision is generally made for sundry Creditors and outstanding liabilities. However, if there are large and material accounts that have not been provided for, a note should be taken and may be consider at H.O Whether a provision should be insisted upon.
	
	
	
	

	7.9
	Contingent Liabilities
	1) Verify with appropriate, records, documents in each case to ensure that full amount is stated. Are there any cases where bank has been called upon to meet the guarantee on behalf of Constituents? Verify the provision made in respect of invoked guarantees if payments are not made.

2) Scrutinise legal expenses account to ensure that all contested claims against the Bank are included in contingent liabilities.

3) Obtain a certificate from Agent as to the person authorised to sign guarantees on behalf of the Bank and that all guarantee issued have been entered in the Guarantee Register.

4) See copies of Letters of credit issued - See that only out standing items are included in the statement.

5) Are there any cases where bank has called upon to make payment under the guarantee issued it on behalf of its constituents? If so, please give details of all these cases both where actual payment has been made by the bank or where it has not been made so far for any reason (Name of the party on whose behalf guarantee, is given, name of beneficiary, nature of guarantee, amount claimed from bank, reason for the claim particulars of security, if any, possibility of the bank having to meet the obligation provision necessary in your option in regard to the same (if any) etc.

6)  Examine the guarantee register and obtain a certificate from the Branch Manager as to the persons authorised to sign guarantees on behalf of bank and that all guarantees on behalf of the Bank and that all guarantee issued have been entered in the guarantee register.
	
	
	
	

	7.10
	Bills for Collection
	
	
	
	
	

	7.11
	Profit & Loss a/c
	AUDIT OF PROFIT AND LOSS ACCOUNT :

COMPARISON OF ACTUAL FIGURES OF THE BRANCH’S PERFORMANCE WITH BUDGET AND COMMENT ON SIGNIFICANT VARIATIONS 

1) Check vouchers for one month with Day Book (for profit and Loss Account) and see that these are signed by the Authorised officer.

2) Check charge ledger for items of Profit and Loss Account- See if there are unusual debited and credits Test check a few vouchers- Examine the officer’s powers for sanctioning expenditure.

3) See if the system for charging expenses to various accounts is uniform - Read circular for classifying various expenses to respective heads and see that instructions are followed.

4) Compare the periodical income and expenditure totals with corresponding previous periods and investigate into the cause of wide fluctuations.

5) Agreements for rent etc. to be verified.

6) Test check Establishment Registers.

I) Monthly payments with signature.

II) Increments / Bonus with circulars / Sanctioned free head office.

III) If rent is to be recovered from Branch Manager / Account, check the deductions.

IV) For new staff see appropriate sanction.

7) Verify due provision has been made in the accounts for expenses incurred.
	
	
	
	

	7.12
	Other Assets
	AUDIT OF STAFF CUSTODY TRANSACTIONS:

Under this head, the shares, bends, Government papers, parcels, packages, etc. are kept by the customers with the bank for safe custody against a nominal charges. The contents of such packages are entered in the safe custody Register customer wise against which a receipt is issued to the customer in the articles received, whenever the articles are delivered back safe custody Register is issued to the customer in acknowledgement of the articles received whenever the articles are delivered back to the customer. A mention thereof made in the safe custody Register. Test check a few items.

a) Safe Custody register, the package etc. received from the customer.

b) For items covered in test check-where the sealed parcels / envelops, etc. are received from the customers, see that the customers seal is intact. The seal, in such case should not be broken to verify the contents of the packages. But where the seal is put by the safe Custody Register by breaking open the seal in a few cases.

c) See that the collection of charges from the customers for keeping the securities in safe custody with the bank is made regularly and is fully accounted for in the books.

Following types of transactions are also monitored by the branch:

i)   Audit of PPF transactions

ii)  Audit of other government business

iii) Audit of  Interest Tax returns

I)    FINAL REVIEW OF BRANCH BALANCE SHEET & SIGNING IT

II)   PREPARATION OF OBSERVATION REPORT

III) ENSURE ALL STATEMENTS ARE PROPERLY FILLED IN:

1) Long form – Audit Report

2) Annexure - II – Provision for Doubtful debts

3) Annexure - III – Memorandum charges

4) Tax Audit format

5) CDS (ITP) Certificate

6) Seeuy Scheme Certificate

7) Audit Report

8) Any other information.

SECURITIES AGAINST ADVANCES:

The valuation for classification of advance as secured and unsecured will be the depreciated value as per latest audited accounts or the market value, if any ascertained by the officers of the bank for report to the Zonal office. In the absence of both, the depreciated value based on depreciation prescribed in I. T. Act be worked out as the valuation of security for classification of advance.

CLAIMS:

Please ensure that claims to DICGC / ECGC/ Insurance cos. are promptly sent wherever required. The amounts received from DICGC for such claims can be identified in Sunday Deposit A/C.

REHABILITATION SCHEMES:

Examine in detail the outcome of the rehabilitation programme applied to the sick units for suggestion if any. The present portion of this Scheme also should be ascertained for report in LFAR

IN-OPERATIVE ACCOUNTS:

Debit entries in the in operative deposit ledgers should be examined to se that the payments represented by these debits are properly and correctly made. List out doubtful cases.
	
	
	
	

	7.13
	Documentation
	ADVANCES:

Verify documents and securities for advances granted during the year.

1) See that documents mentioned in the sanction letter are obtained duly signed by the borrowers, guarantors or as the case may be.

2) Securities as stipulated are obtained along with the related documents.

For Example:

a) Time deposit receipts given as primary and collateral securities are discharged by all the holders of all the receipts.

b) Pledge letters are signed by the holders of the time deposit receipts.

c) Machinery’s hypothecated are listed out for identification both for the hypothecation agreement and for periodical inspection.

d) For vehicles, certificate of registration copies should be verified to ensure that the vehicles are in the names of the borrowers and hypothecation remark is recorded in R.C. book. Blank transferee form duly signed by the borrowers also should be on record of the bank.

e) For premises, mortgage deeds registered with the sub registered should be verified. In the absence of the mortgage deeds. Deposit of title deeds are stipulated, in this cases it should be verified whether search report exists to show clear title of the borrowers to the premises, the title deeds are registered and their deposit is recorded in the prescribed manner also power of attorney duly noted by the notary public is obtained with reference to the title deeds. In case of co-operative societies it should be verified that the consent of the society for mortgaging the premises is obtained and the relative share certificate of the society issued in the name of the borrower are deposited in the bank.

f) For shares, Debentures etc, the valuation at market rate on the close of accounts are worked out to ensure that the security value less prescribed margin is adequate.

g) Returns of the hypothecated stocks/book debts are regularly reviewed as per Drawing Power Registered and the drawing power revised accordingly to regulate the quantum of advance.

h) Insurance policies for all types of securities mentioned above are kept current and the bank's name appears in the policies as a beneficiary.

3) In respect of advances sanctioned for term loans, it should be ensured that the advance is utilised for the purpose for which it is guaranteed. This is done by arranging direct payments by the bank to the suppliers or by obtaining from the borrowers the invoices receipts to show the Utilisation of advance.

4) For clean advances the sanction to be verified for terms and their time bound recovery.

5) In respect of advances picked up from the listing of health code nos. 5 to 8 the documents should be verified to ensure their validity and their securities should be verified for soundness and value. Thereafter correspondence relating to follow up should be pre used to find out the reasons for the slow/ bad recoveries. Listing should be made up of all such cases where recoveries are not forthcoming for long periods. The detail in this listing should indicate the amount outstanding. Overdue amount interest outstanding date of last recovery reasons for slow/bad recoveries value of security and outstanding balance not recovered by the security value.

6) List of suit filed cases with value should be obtained to see that the amounts for which suits are filed are not less than those appearing in the accounts.

7) Each case where decree has been obtained should be examined to find out whether execution of decree by attachment of the properties will fetch the full outstanding value including interest. Doubtful recoveries should be listed.

BILLS DISCOUNTED/PURCHASED

1) For purchase of sight documentary bills and cheques. See that discount and commission at the prescribed rate are recovered at the time of purchase in case where the amount is collected beyond seven days, overdue interest is recoverable which should be test checked for correction.

2)  For usance bills discounted for correction of interest due and commission etc.

3)  Where such cheques, bills are returned unpaid. Interest should be recovered from the date of discount / purchase to the date receipts of money from the borrower .In addition, cheques / bills of the related parties should not be accepted in future.

4)  Examine that the value outstanding in this account does not exceed the sanctioned limits.

5)  Bill wise listing of outstanding balance should be reviewed to identify any dues doubtful of recovery

LETTERS OF CREDIT:

1) See that L/C is opened only for approved customer and in favour of overseas Manufacturing / suppliers/ shippers.

2)  Verify that the customer holds valid importer code and has a valid exchange control copy of import license or the item to be imported is covered under OGL (Open General License)

3)  See that the payment for import is made only by permitted methods of payments as per exchange control manual

4)  See that the payment is to be made only against delivery of shipping documents. The terms and conditions are properly reproduced on letter of credit and the method is correctly indicated.

5)  See that the aggregate drawing under revolving letters of credit opened by the bank are limited to the balance available in the import license.

IMPORT BILLS / IMPORT LOANS:

1. That import documents receive from the correspondent are scrutinised to see that they are strictly in conformity with the terms of the credit:

2. That where marine insurance risk has been covered by the import, the policy is kept in force till the bill is retired;

3. That the usance bills are presented to the drawees for acceptance without delay and that such acceptance does not result in postponing the payment beyond a period of 6 months from the date of shipment or such period as the Exchange Control has authorized.

4. That in the case of import bills received under letters of credit, the importer’s liability on the foreign currency bill is crystallized into rupee liability as laid down in  FEDAI guidelines;

5. That the debit to the Nostro Account by the correspondent is duly responded by credit to mirror account and the contra debit is to the appropriate account ;

6. That interest is collected in accordance with  FEDAI Rules from the date of debit to the Nostro Account

7. That the letter of credit liability is reversed on retirement of bill

PRE-SHIPMENT FINANCE:

1) That packing credit facility is allowed against lodgment of irrevocable letters of credit or firm export orders/ sale contracts duly signed by the buyers / sellers or their authorised representatives and where cable advice are accepted the exporters are required to produce letters of credit or firm orders/ contracts in confirmation of such cables within a reasonable time (the production of letters of credit or firm orders / contracts may be waived in the case of certain commodities as permitted by the Reserve Bank).

2) That in the case of packing credits granted on the basis of letters of credit, the branch ascertains the status of the concerned foreign banks and where firm contracts / orders are accepted status reports on the foreign buyers are procured from overseas banks/ correspondents the Export Credit Guarantee Corporation of India Ltd. (ECGC) etc.

3) That the quantum of packing credit granted does not normally exceed the F.O.B. value of the goods to be exported or their domestic value, whichever is less, except in cases where relaxed

4) That disbursements of packing credit are linked to actual purchases of raw materials or goods, that the amount is paid direct to the suppliers, where possible, and that the stipulated margin is maintained.

5) That advances are granted in the form of loans (except in cases where running accounts have been specifically permitted by the Reserve Bank) and adjusted by negotiation of the relative export bills, claims on Government Departments for cash assistance, duty draw-back, etc. and that limits for purchasing / discounting exports bills are already sanctioned to the exporters.

6) That no charges other that those approved by FEDAI are debited to the packing credit account.

7) That the branch has a system of periodical inspection of the security with a view to ensuring that bank finance at concessional rates is not diverted to other purposes or otherwise misused.

8) That where the export does not Materialize for whatsoever reason the advance is taken out of the category of packing credits and is charged normal rate of interest as also penal rate not exceeding 2% over the rate, form the date of the advance.

9) That separates accounts in respect of each borrower and appropriate records including contract-wise and customer- wise packing credit loan ledgers are maintained at the branch.

POST SHIPMENT FINANCE:
1) That where export bills presented are drawn under letters of credit, the credit has been opened by  a first class bank

2) That where bills are not drawn under letter of credit they are covered by the credit insurance / guarantee policies of ECGC and are purchased or discounted under limits sanctioned by the Head Office unless the bill come under the discretionary power of the Branch Manager.

3) That the export documents are submitted to the bank for negotiation / collection with the stipulated period of 21 days from the date of the shipment.

4) That the usance bill are being properly stamped before leaving India and are for periods permissible under FEDAI Rules and Exchange Control Regulations.

5) That there is a proper procedure to ensure that all the export document are in order i.e. bill or lading / airways bill does not suffer from any disability, GR/PP etc. form has been fully and properly completed documents do not reveal any material interest discrepancies etc.

6) That in respect of bill remaining unpaid after due date the foreign currency amount is reversed from the exports bills purchased portfolio as provided in FEDAI guidelines.

7) That the interest charged on export bills purchased / discounted does not exceed the rate stipulated by the Reserve Bank.

8) That various formalities prescribed under the exchange control Regulations such as submission of copies of GR/PP etc. forms appropriate stage obtaining its permission where realization of Registers in the manner laid down in the exchange control Manual submission of periodical statements to the Reserve Bank (ECD) in the prescribed forms showing overdue export bills, etc. are duly observed.

GUARANTEES

1. Verify the Guarantee bond as executed by the guarantor on the requisite stamp paper when documents   are renewed fresh guarantee bond should be executed

2. The authority should relive the guarantor from his responsibility and release guarantee papers only on revocation of the guarantee.

3. Are there any cases where bank has been called upon to make payment under the guarantees issued by it on behalf of its constituents? If so, please give details of all these cases both where actual it has already been made by the bank or where it has not been made so far for any reason (Name of the party on whose behalf guarantee is given, name of beneficiary, nature of guarantee amount claimed from bank reason for the claim particulars of security if any possibility of the bank having to meet the obligation provision necessary in your option in regard to the same (if any) etc.

4. Examine the guarantee register and obtain a certificate from the Branch Manager as to the persons authorised to sign guarantees on behalf of the Bank and that all guarantees issued have been entered in the guarantee register.

5. Call for the statement of margins recovered for guarantees and checks the guarantees issued / released during the year for correctness of commission recovered. The rates of commission are different for full margin and partial margin.

6. Also test check counter guarantees obtained for guarantees issued with partial margin.

7. In the case of guarantees issued to Govt. departments see that on expiry the guarantee documents are obtained back by the bank peruse the files for follow guarantees are not kept open / extended without recovery of commission.

8. Examine thoroughly cases where payments had to be made by the Bank on guarantees and such payments remise to be recovered from the party.

Verify Advances granted / disbursed during the year on the following lines:

· Examine the loan application on appropriate form prescribed by the central office.

· Examine the Approved proposal, terms and conditions of Sanction. Margin requirements, Security stipulated and note the deviation.

· Verify Credit committee / H.O approval note.

· See that the Advance granted / enhanced are within power delegated to the Branch/ Bank. Note the exceptions.

· Verity the value of Securities held by the Bank.

· See that the constitution of borrower is not changed.

· Ensure that the documents required by the Bank are properly executed by the party.

Document to be seen are of the following nature:

For different categories of Advance / Loan / Cash Credits and Overdrafts, different combination of loan documents is prescribed. Documents may depending on the borrower e. g. Individual, H. U. F. Partnership, company etc

a) Demand Promissory Note executed by the borrower.

b) Letter of Continuity.

c) Particulars of Securities provided.

d) Instructions regarding payment / 

Re-payments.

e) Letter of hypothecation.

f) Letter of Waiver. Certification of ROC charges u/s 125 of the Companies Act, registering charges in Bank’s favour.

g) Letter of lien.

h) Copy of Memorandum of Association  & Articles of A association

i)  Resolution of Board of Direction in case of limited company.

(This is not an exhaustive list and the Audit staff should also check the other relevant documents as required for granting advances by the bank.)

Other General Aspects to be seen is as under:

a) See that Bank has Complied with C.O procedure regarding preparation of proposal for grant / renewal etc. See if the limit is exceeded, the same has been reported to higher authority.

b) See whether interest is charged and collection regularly for all performing Accounts. For NPA's the income should be booked only on receipt basis.

c) See that validity of documents is not barred by time. (Generally three years is the time barring period. The period may be reckoned from the date of latest balance confirmation available)

d) See that the balance is within both the sanction limit and drawing power at all times. Otherwise, the account will be treated overdraft. If overdraft position remains continuously for any two quarters, such account will be treated as NPA.

e) Test check in some cases that details mentioned in the Security Ledger is noted down on the Advance sheets. Also see that all documents / securities mentioned in Register are physically available.

f) See whether bank is conducting physical Verification Security How often the security value is re-assessed by the bank. See that M.V of Security is property arrived by the Bank.

g) All the accounts which exceed the sanctioned limit or drawing power or are against unapproved securities or the insurance cover is inadequate or are otherwise irregular should be noted and reported.

h) See that periodic statements are in line with RBI/H.O requirements.

i) See that the Stock / Book debts, MSOD statements etc. are obtained by the branch periodically .The Limits of the borrower has to be revised based on the figures submitted in above periodic statement.

j) In case of Advance/limits of Rs are 10/- Lacs and above is granted to non-corporate entities, See that RBI guidelines regarding compulsory audit is complied with.

k) Verify the calculation of DICGC / ECGC claim lodged by the bank.

Special points on verification of Bills purchased and discounted.

1) Verify all documents of title which are assigned to Bank

2) Verify the percentage of margin kept by the bank. The margin kept by the bank should be predetermined and should not be changed from borrower to borrower.

3) See that immediate steps are taken to recover the amounts if Bank could not collect the bills on due dates.

4) See that the discount received on bill purchased is amortised over the period of bill

5) All irregular accounts should be reported.

6) Where the bills are accompanied with, the documents and the same are to be parted with; the bills to be considered a clean bill. These types of bills are shown as unsecured (When bills are accompanied with documents of title, they are called documentary bills.

7) The Bills purchased and discounted being part of advances; it should be classified along with schedule of advances. 

BILLS FOR COLLECTION:

1. See that documents accompanying bills should be received and are duly entered in the register.

2. The parties account should be credited only after proper collection of bills or an advice to that effect is received from the branch.

3. In case where bill is sent for collection by one branch to another branch, at the time of consolidation, see that the receiving branch reverse the entry regarding such inter branch bills.

· Verify the Balance of the final statement of Bills discounted with relevant ledgers and Balance Books.

· Count the Bills on the date of visit. Verify the clearance of the bills outstanding on 31st March but cleared in the current year before the date of the audit by checking the Register.

· See whether Bills are cleared on due dates. If Bills are dishonoured frequently by any party the reasons should be investigated.

· Revise carefully all overdue Bills and get explanations from the officers in charge for such overdue Bills. Consider whether any Bills are doubtful of recovery. If so, see that they are classified property and provision is made accordingly.
	
	
	
	

	7.14
	Non-Performing Advances
	CLASSIFICATION OF ASSETS 

The assets are classified in the following broad groups:

1) Standard Assets

2) Sub-Standard Assets

3) Doubtful Assets

4) Loss Assets

I) Standard Assets:

Standard asset is one which does not disclose any problems and does not carry more than normal risk attached to the business.

II)  Sub-Standard Assets:
Sub-Standard asset is one with has been classified as NPA for a period upto twelve months. In other words, such an asset has well defined credit weaknesses that jeopardise the liquidation of a debt and is characterised by the distinct possibility that the bank will sustain some loss if deficiencies

However in respect of accounts where there are potential threats of recovery on account of erosion in the value of security or non available of security and existence of other factors such as frauds committed by borrowers, it will not be prudent for banks to classify them first as sub- standard and then as doubtful after expiry of eighteen months from the date the account has become NPA. Such accounts should be straightaway classified as doubtful asset or loss asset as appropriate, irrespective of the period for which it has remained as NPA.

III) Doubtful Assets:
A doubtful asset is one which has remained NPA for a period exceeding twelve months.

A loan classified as doubtful has all the weakness inherent that been classified as sub-standard with the added characteristic that the weakness make collection or liquidation in full, on the basis of currently known facts, conditions and values, highly questionable and improbable.

IV) Loss Assets:
A loss asset is one where loss has been identified by the bank on internal or external audit or the Reserve Bank of India inspection but the amount has been written off, wholly or party. In other words, such an asset is considered uncollectible

Note:

1)    Any change in the classification requires minimum one years of satisfactory performing observation.

2)    An advance can be re scheduled only once after the commercial production is commenced.

3)    The provision on NPA's is to be calculated on Net O/S advances i.e. the advances should exclude:

         i) Cash margin money, if any, kept by the bank.

        ii)  DICGC cover as per DICGC policy

4)    Market value of security is to be arrived at as per valuation report from the relevant authority, However auditor may discount for contingency as per his Expenditure or past judgment.
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	Assignment Review
	Review by SIC
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	Issue of Final Report
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