



   [image: image1.png](A SANJAY RANE & ASSOCIATES





[image: image1.png]


1.00
BACKGROUND REPORTS AND AUDIT APPROACH
The auditor must read the following reports available with the branch to familiarize with affairs of the branch to quickly understand and identify areas of weakness. 
a) Previous year’s statutory audit report and Long Form Audit Report

b) Concurrent Audit Reports

c) Bank’s internal Inspection Reports

d) Stock Audit report

e) Vigilance report

f) RBI inspection Reports

g) CIBIL Report

h) Bank’s Credit Policy approved by board.

2.00.
CATEGORIES OF ADVANCES
Advances can be classified as: Fund Based and Non-Fund based
	Sr. No.
	Type of Advances
	Nature

	a)  Fund Based

	i)
	Working Capital (Cash Credit)
	Cash Credit facility is generally granted against the security of current assets, and are provided to carry on regular business. These are normally repayable on demand and renewed on yearly basis.

	ii)
	Overdraft:
	Overdraft may be secured or unsecured and does not carry generally a repayment schedule. (FDR’s, LIC Policies, Shares, NSC receipts, etc.) Personal overdrawing also provided to individuals depending upon track record and credit worthiness.

	iii)
	Working Capital Demand Loan
	These are granted for a fixed period. It is basically a non-operable account.

	iv)
	Term Loan
	Long-term loans are granted to acquire fixed assets, meet personal expenses, expenses on education, etc. & are repayable in installments.  

	v)
	Bill Discounting & Purchases
	The bank finances against the actual sale transactions. (Bill Purchase, Bill discounting,   Advance against bills) 

	vi)
	Export Credit
	These are granted in the form of cash credit and bills and are categorized as pre-shipment and post-shipment respectively.


	Sr. No.
	Type of Advances
	Nature

	c)
	Non Fund Based
	

	i)
	Letter of credit(Documentary/clean/

Inland/Foreign):
	It is an undertaking by the bank to the payee (supplier of goods & services), on behalf of the buyer as per the terms of the LC.

	ii)
	Bank guarantee (Financial / Performance):
	To guarantee the performance of contractual obligations. Guarantees are of two types — 

· Financial Guarantee is issued in lieu of earnest money/tender deposits to Governments departments.  

· Performance Guarantees is issued for guaranteeing the performance (performance of machinery, goods supplied, etc.), of any contractual obligations;  
· As per general guidelines, RBI has advised banks to confine to issue of Financial Guarantees and to exercise due caution with regard to issue Performance Guarantee.


3.00.
METHODOLOGY OF VERIFICATIONS OF ADVANCES
Auditor should examine the effectiveness of internal controls over advances depending upon the size of the branch. 
I) Extent of checking :

a) Verify all advances whose balances is in excess of 5% of the aggregate advance of the branch or Rs.2.00 crores, whichever is less.

b) Verify advances adversely commented in the previous report, concurrent audit reports, RBI Inspection report, etc.

c) Identify the advances sanctioned above one year but less than two years and above two years to verify the adequacy of monitoring aspects in the conduct of these accounts.

d) Verify Accounts which have been upgraded from NPA to standard Assets,
e) Verify nature of borrowing arrangements i.e. Sole Banking/  Consortium Arrangement / Multiple Banking.
f) Ensure that the sanctions are within the prudential exposure limits applicable to individuals and group.

g) Ensure that the purpose for which the advances granted are not under the restrictive list of goods/activities as per RBI / Policy guidelines.

h) Identify deviations from sanction terms
i) Ensure that the bank is having effective follow up mechanism in place to monitor that the asset quality is maintained and not allowed to be deteriorated.

j) Whether bank is identifying Early Warning Signals and taking remedial measures to avert incidence of incipient sickness.
II) Evaluation of Internal Control :

a) Existence of clearly laid down delegation of authority and eligibility criteria of loans

b) Existence of system of;

· Adequate loan processing methods including the rational and systematic assessment of customers financials, project goals and proper evaluation of the revenue generation projections.

· communicating the terms of sanction to the borrower.

· execution of documents before disbursement.

· post disbursement monitoring and reporting irregularity

· implementation of IRAC Norms

c) Adequate control on changing of interest; etc, in CBS environment

4.00.
THE STAGES OF VERIFICATION OF ADVANCES

I.
Credit Appraisals/Sanctions Renewals: 
a)
For any advances, basic documents needs to be verified are:

i)
Application in the prescribed form along with all the necessary supporting documents;

ii)
Constitution & related documents ;

iii)
Financial data & relevant supportings.  

iv)
Projections & basis of projection;

v)
Details of associate/sister concerns

vi)
Copy of resolution in case of company

vii)
Various registration of borrower.

viii)
Credit reports. 

ix)
Declaration of assets and liabilities of the borrowers/ guarantors;

x)
Valuation report; list of plant and machinery, vehicle, etc. and its invoices;

xi)
Stock and debtors statement (including creditors), etc.

b)
Verity that sanctions are as per bank’s delegation of power matrix.

c)
Examine processing parameters-Utilization of installed capacity, financial projections, inventory, debtors and creditors level, etc.

d)
Means & sources of own funds/contribution.

e)
Verify comments by the concurrent auditors, internal inspectors, etc. on the account.

II.
Disbursements
  The Post disbursement procedures are as follows

a) Common documents are Demand promissory note, Necessary documents for hypothecation/ pledge/ mortgage of the tangible security, Letter of guarantee etc., 

b) Similar documents ‘needs to be executed for overdrafts and ad hoc limits; supplementary documents needs to be executed for enhancement of limits.

c) Verify whether the documents are obtained as per the policy of the bank.
d) Verify that documents are adequately stamped as per the provisions of Stamp Act in order to avoid impounding of documents by appropriate authorities.
e) Verify 

i. Margin money brought by the borrower, 

ii. Compliance of all the terms and conditions of the sanction needed before the disbursement. 

iii. End use of the funds.  

iv. Diversion of funds if any. 

v. Necessary approvals, if limits are released pending compliances. 

vi. Chartered Engineers/Chartered Accountants certificates taken on record, relating to completion of work and amount invested; 

vii. Valuation reports ;

viii. Original invoice for the fixed assets; 

ix. Original share certificate/agreements/NOC of the society on record; 
x. Legal opinion on title(Free from encumbrance); 

xi. Charge noting with Register of Companies/ Regional Transport Authority; NOC/lien noting from co-operative housing society, assignment of life insurance policies, pledge of NSC, etc.

xii. Insurance of all his immovable and movable property (primary or collateral), duly assigned in favour of the bank.
xiii. Pre-sanction and Post disbursement inspection reports by the Bank’s own officials.

xiv. Charge noting with CERSAI.
III.
Review of Operations, Monitoring and Renewals
a)
The auditors should review the operation in the accounts of the borrower. Credit & debit summation, exceed limits; transfer from/transfer to accounts, no operation in the account; frequent return of cheques, excessive withdrawals/ deposit in cash, inadequate payments by cheque for purchases, diversion of funds.

b)
Renewal of  Cash Credit- Non renewal can make the account a non-performing asset (NPA).  

c)
If the limits re-aligned or enhanced- Carry out fresh checking.

d)
Auditor may also review the following to assess the health of the advances:

i)
Periodical stock and book debts statement submitted by the borrower. Stock statements should also be verified from the angle of non-moving (dead) stock.  

ii)
Drawing power based on the stock and book debts submitted by the borrower. 
iii) Latest financial statement of the borrower and Auditors report in case of non-corporate borrowers limit exceeds Rs. 10 Lakhs needs to be obtained by the bank.

iv) Periodical Inspection Report of the security by the bank officials, internal inspectors and concurrent auditors. 

v) Large transactions in major accounts at the year end

vi) Checking “Letter of acknowledgement of debt” or “Debit Balance Confirmation Certificate” obtained from the borrower.  

vii) Custody of Fixed deposit receipts, NSC, Demat holding, physical shares, etc.  

viii) Fresh valuation of securities obtained wherever existing valuation reports are more than three years old. 

ix) Loan against shares, Periodical statement of valuation of shares pledged to check margin. 

x) Recovery of charges  (e.g. processing charges, mortgage charges, bank guarantee commission, inspection charges, etc.

xi) Penal interest- For non /delay in submission of stock and book debt statements and for non-submission of papers for renewals.

5.00
VERIFICATION OF NON-FUNDED ADVANCES
The documents, papers and compliance are similar to funded advances. These non-funded items are shown in Contingent liability.
a) Guarantees: 
· Guarantees invoked get converted into funded advance to a borrower. 
· Guarantees are generally issued by keeping margins, either in the form of cash/term deposits or some other security. 
b)
Letter of Credit (LC): 
· Letter of credit (LC) is a promise by a banker to honour the payments to be made by its customer (the buyer or importer) to the seller or exporter.  
· RBI has mandated banks not to discount bills drawn under LCs or otherwise for beneficiaries, who are not their regular clients.

6.00
REPORTING OF VERIFICATION
Statutory Branch Auditors have to report the discrepancies in the Advances in Long Form Audit Report (LFAR).  The common deficiencies generally observed are:
	Sr. No.
	Particulars
	Deficiencies

	a)
	
	Documentation


	· Sanction Letter duly accepted by the borrower and guarantors not available on record.

· Documents are blank or incompletely filled up., not signed by borrower/guarantor. 

· Overwriting in documents, change in handwriting, use of different ink and not signed by the borrowers at the appropriate place. .

· Documents not adequately stamped.   

· Joint/Documentation in case of consortium advances not available.

· Documents for interchangeability of the limits.

· Documents not renewed in time and acknowledgement of debt not taken from borrower (Law of limitation)

· Documentation pertaining to primary & collateral security of the borrowers.

· Documentation of personal guarantee of borrowers.

· In case of limited companies, documents are executed as per board resolution and common seal is needs to be affixed and witnessed.
· The date of the stamping must be prior to the date of the agreement in case of all documents.

· Change in constitution of the borrower not recorded.

	b)
	
	Cash Credit
	· Stock & book debts statements not furnished in time/submitted irregularly.

· Stock statements submitted without break up and full details like quantity, rate and value.

· Stock statement filed without checking slow moving and non- moving stock are not identified. Margins are not checked, large arithmetical mistakes remain unnoticed.

· Ageing Analysis of Debtors not received.

· Stock valuation not appropriate or not checked.

· CA certificate not obtained periodically for stock and book debts (depending upon sanction terms).

· Stocks at year end do not tally with the audited balance sheet

· Inspection of stock not done as per stipulation. Inspection Reports are not on record.

· DP is not changed immediately on receipt of stock & book debt statements.

· Debtors beyond certain dates should be excluded.

· Credit list not received/reduced from stock.

· The outstanding letter of credit is not reduced from stock.

· Group companies have limits. Same physical stock shown for all the limits.

· Insurance is either not done/not available or inadequate. Policy is not assigned to the bank.

· QIS Statement not received/not received in time.

· Operation in Accounts not scrutinized with reference to Projection, QIS Statements, Audited Accounts, etc.

· In case of Consortium Advances Accounts is not monitored in close co-ordination with the Lead Bank.

· Accounts are not renewed or reviewed at regular time.

· Whether there are frequent TODs / unadjusted adhoc.

· Frequent request for ad hoc or Reschedulement of repayments.

· Whether the credit summations after reductions of Returned Cheques, Group Company transaction, Repetitive cash withdrawals / Deposits, etc. are close to the turnover reflected by the borrower.

· Whether funds have been diverted for purchase of Fixed Assets/ Investment/Non- Business purpose/Drawings by Borrower / Personal Investments etc.?

· Whether immediately after the limit disbursements there have been cash withdrawals? Daily expenses.
· Whether payments of loans installments to other bank institutions are observed? Whether loan obtained from elsewhere

· Whether overdue bills have been cleared by debit to cash credit account?

· Whether payment of Off Balance Sheet items like lease Installments observed?

	c)
	
	Overdraft
	

	
	i)
	Against Fixed Deposits
	· Receipts not discharged by all joint holders.

· Lien not marked on deposit receipts and system.

· Receipts not in the name of borrower.

· Deposit receipts of other banks used.

· Loan not adjusted on maturity of FDs and periodical interest applied is not recovered.

	
	ii)
	Loan Against shares


	· Shares of the companies not approved by the bank taken as security.

· Monthly Drawing Power calculation has not been made

· Lien marking with depositories.

· Shares which are to be compulsorily traded in Demat form are still lying in physical Form.

· Sufficient number of blank transfer forms not available. They need to be obtained in marketable lots.

· Partly paid shares accepted as security.

· Mandate for dividend not taken. Otherwise borrower will take the advantage of receiving the dividend.

	
	iii)
	Against Life Insurance Policies
	· Surrender Value not received from the Insurance Company

· The current insurance premium paid receipts not available.

· Insurance Policy not assigned in favour of bank.

· Mandate to debit borrower’s account to pay premium not available.

· Periodical updating of surrender valued to be carried out.

	
	iv)
	Against National Saving Certificate
	· Endorsement by postal authorities pending

· Matured deposits not claimed and credited to the account

	d)
	
	Bills Purchased/ Discounted
	· Drawing Power not available / exceeded.

· Adequate stamping not done — Beyond 90 days it should be stamped.

· New bills are discounted of parties dishonouring bills previously.

· Bills discounted/purchase for parties other than approved parties.

· Stamp paper date subsequent to the date of agreement.

· New bills are ‘discounted even though there are overdue bills and overdue adjusted from the new bills discounted.

	e)
	
	Cheques Purchased
	· Not drawn on approved banks.
· Several months old cheque purchased.

· Cheques drawn on the same account of the drawer not permitted.

· Cheques purchased which are returned unpaid not promptly recovered.

	f)
	
	Packing Credit
	· Liquidation of packing credit out of local funds

· Operation in Cash Credit Account immediately after disbursement of packing credit

· Parties having either only packing credit or Post Shipment Limits.

· Packing credit need to be out of export proceeds or money received from adjusted advance foreign importers

· Closure of packing credit, by debiting current account of the borrower/directors.

· Fresh PCs not to be disbursed when there are existing PCs are still overdue.


Thank you

Sanjay Rane & Associates
Chartered Accountants
C-403, Marathon Next Gen Innova,
Opp. Peninsla Corporate Park,
Off Ganapatrao Kadam Marg,
Lower Parel, Mumbai-400 013.
Email id : sdc@ssrane.net

Website : www.ssraneandco.com
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