D.L

BANK AUDIT 2024-25
LONG FORM AUDIT REPORT–QUESTIONNAIRE AND RECOMMENDED ACTION FOR REPORTING

(Refer RBI Circular No. DOS.CO.PPG./SEC.01/11.01.005/2020-21 dated 05.09.2020)
1.   This Long Form Audit Report is a regulatory requirement and the report should be addressed by the branch auditors to the Chairman of the bank concerned with a copy thereof to the Central Statutory Auditors.  

2.   The matters which the branch auditors of banks are expected to cover in their Long Form Audit Reports are matters prescribed by the RBI vide its circular No. DOS.CO.PPG./SEC.01/11.01.005/2020-21 dated 05.09.2020, in the form of a questionnaire. The RBI Circular also requires reporting on matters applicable to specialised branches dealing in foreign exchange transactions, recovery of non-performing assets, clearing house operations and branches having very large advances. Auditors of foreign branches of Indian Banks should also furnish this report. In the case of such branches, reference to the Reserve Bank of India should be construed to include the Reserve Bank of India, as well as the relevant regulating authority of the foreign country where the branch is located.

Where any of the comments made by the auditors in their LFAR is adverse, they should consider whether a qualification in their main report is necessary. It should not, however, be assumed that every adverse comment in the LFAR would necessarily result in a qualification in the main report. In deciding whether a qualification in the main report is necessary, the auditors should use their judgment on the facts and circumstances of each case. Where the auditors have any reservations or adverse remarks with regard to any of the matters to be dealt with in their Long Form Audit Reports, they may give the reasons for the same. Also, where relevant, instances of situations giving rise to their reservations or adverse remarks may also be given.

It may be reiterated that the LFAR is not a substitute for the Main Report covering the statutory obligations of reporting. The LFAR may elaborate such matters and in dealing with the questionnaire of RBI, made such recommendations and give such suggestions as are intended to bring out improvements in the systems / procedures, strengthen the internal controls; as also cover areas of deficiencies and inefficiencies that need to be addressed.

3.  Given in this section is the action required and guidance to auditors to ensure an expected response to the RBI requirements / questionnaire arranged in   the same sequential order of the RBI questionnaire. It may be noted that the responses are by way of “positive” or “negative” reporting for each matter.

      Notes:

1. Auditors can seek reports in each area of discrepancies requiring comments in LFAR. Exception reports for the entire year can be viewed through the logs maintained for such reports.

2. In case the accounts of the Branch have been taken over on 1.4.2020 on merger, reference to the behavior of advances in particular must not be ignored in the pre-merger period as it may have relevance to accounts of the Branch.

Name of the Bank: 

Name of the Branch: 

Branch Code: 

Zonal / Circle Code: 

Financial Year:

	S. No.
	QUESTIONNAIRE
	ACTION REQUIRED AND REPORTING

	I. ASSETS

	1. 
 CASH

	a)
	Does the system ensure that cash maintained is in effective joint custody of two or more officials, as per the instructions of the controlling authorities of the bank?


	The Branch usually has a system to record on a daily basis, the cash holding under the signatures of two authorized officials. 

Reference may be made to the system laid down by the Controlling authority; and if the system does not ensure maintenance of cash in effective joint custody of two or more officials, the response to this question would be negative.  

The Auditor needs to have on his record, supporting evidence of such negative assertion in his report. 

	b)
	Have the cash balances at the branch/ATMs been checked at periodic intervals as per the procedure prescribed by the controlling authorities of the bank?
	Reference to the records of the Branch will reveal as to whether the cash checking was done at the prescribed periodic intervals by those authorised. If such verification could not be done for logical reasons, it must be so stated in the response, e.g., if caused by reasons of the   Covid Pandemic. 

The auditor should enquire into the periodicity of verification of the cash held in ATMs, e.g. coinciding with cash stuffing necessitated to replenish cash withdrawals by card holders. The compliance of the prescribed system may be looked into and reported. 

	c)
	(i) Does the branch generally maintain / carry cash balances, which vary significantly from the limits fixed by the controlling authorities of the bank?


	Objective of this information is to ensure better cash management.

Based on determination as to the limits of cash retention, if fixed by the Controlling Authority, review of the balances needs to be made, to report significant variations, if any, without justification.  Minor variations need not be reported.

Response would cover:


Significant variations

Non reporting of such variations, if warranted by the system.

	
	
	To make the response more meaningful, it is appropriate that  the auditor also reports cash retention that, for no logical reason,  is  abnormally high even  in the light of the normal requirements of the branch, particularly, if the branch has easy access to cash, either because it has a currency chest or it is in the immediate vicinity of any currency chest at another branch, or where cash can be deposited/withdrawn under banking arrangements with another bank in the immediate vicinity.

If part of the cash balance held at the branch includes soiled notes and cash, if any, in sealed covers, in cases of vigilance/fraud, since long, it would also be useful to report the same.

	
	(ii) Does the figure of the balance in the branch books in respect of cash with its ATM(s) tally with the amounts of balances with the respective ATMs, based on the year end scrolls generated by the ATMs? If there is any difference, same should be reported.
	· Cash includes balance in ATM attached to the branch and is expected to be reflected correctly. ATM balance must be in round figures corresponding to the lowest denomination of the notes stuffed in the ATMs; and if otherwise, this needs to be reported in the Main Report and repeated / elaborated in the LFAR.

· Day end scrolls drawn from the ATM would show transactions of withdrawal/cash stuffing till the natural change in date, whereas the day end process for the branch would be much earlier. Due to this,  there is generally a  variance between the Branch book balance and the ATM balance as per the ATM Scroll.  This difference needs to be reported.  

· RBI Questionnaire does not seek information on whether or not there is a reconciliation effected.

· Banks have a system of appointing agents who are provided with cash for replenishment /stuffing thereof into the ATMs. This intrinsically comprises cash of the Bank lying in the custody of the agency concerned. The auditor should ascertain as to whether this is shown as part of the cash, if given by the branch, or is it shown as part of “Other Assets”. The matter needs to be reported. 

	d)
	Whether the insurance cover available with the branch adequately meets the requirement to cover the cash-in hand and cash-in transit?
	Normally, insurance covers are taken at Head Office. This may be so stated in the report.

If a cover is taken at the Branch, check if it is inadequate, based on the normal requirements, including for amounts in transit.



	2.
BALANCES WITH RESERVE BANK OF INDIA, STATE BANK OF INDIA AND OTHER BANKS

	a)
	Were balance confirmation certificates obtained in respect of outstanding balances as at the year-end and whether the aforesaid balances have been reconciled? The nature and extent of differences should be reported.
	Direct balance confirmation procedure involves the obtaining of certificates from the other banks concerned, the confirmation of balances outstanding in their  books; and not by seeking an endorsement of other  banks, on the balance confirmation certificates prepared by the auditee bank/ branch showing  balances in their  own books. 

Certificate from RBI will be relevant only at the few designated branches which maintain RBI Account(s). 

If the balance in certificate received from  the other bank is at variance with the balance as per books of the auditee bank, the auditor must review the  reconciliation statement  for entries originating entries prior to , but responded  after the year end.

The nature and extent of differences need to be incorporated in the LFAR.

	b)
	Observations on the reconciliation statements may be reported in the following manner:
	While there may not normally be any cash transactions that remain to be recorded, it is possible that some revenue transactions may remain pending and require to be commented upon. 

	i)
	Cash transactions remaining unresponded [give details] :
	

	ii)
	Revenue items requiring adjustment/write off [give details]:
	

	iii)
	Other credit and debit entries originated in the statements provided by RBI/other banks, remaining un-responded for more than 15 days:
	Large, and particularly old, transactions may also find place in the Main Report and can be repeated /elaborated in the LFAR.

The period of 15 days needs to be reckoned from the date of origination of the entries by the other banks, which entries have not been responded.

	iv)
	 Where the branch maintains an account with RBI, the following additional matter may be reported: 

Entries originated prior to, but communicated / recorded after the year end in relation to currency chest operations at the branch/other link branches, involving deposits into/withdrawals from the currency chest attached to such branches (Give details)
	If Branch maintains RBI Account(s), entries at linked branches for currency chest deposits/withdrawals originating prior to, but      communicated/recorded after, the year end, need to be reported in the Main Report through   MOC; and the same information is to be repeated / incorporated in the LFAR.

The Auditor of the branch maintaining the RBI Account, must look into the responding entries passed in the books of that branch after the year-end, and to the extent these have originated prior to the year-end, these will be reported in the Main Report (through MOC)  and the LFAR.

Though not relevant, the auditor concerned should consider and report the effect of entries in respect of cash drawing arrangements inter se SBI and other banks, as this could have effect on the Inter branch balances and the SBI bank accounts. 

	c)
	In case any items deserve special attention of the management, the same may be reported.
	Any specific item noticed by the auditor is to be reported, e.g. if the Branch is carrying in its books, old balances outstanding in accounts which have been closed, or there are disputed old entries on account of clearing etc. and these continue to be reflected in the branch balance sheet, these must be reported.



	3.
MONEY-AT-CALL AND SHORT NOTICE

	a)
	Has the branch kept money-at-call and short notice during the year?


	Money at call and short notice includes deposits lent in the   inter-bank call money market, repayable within 15 or less than 15 days' notice.

This item would normally not appear except at a very few designated branches. 

If so, the instructions/guidelines of the controlling authority  need to be reviewed for their compliance, with due authorization to the auditee branch to place moneys at call and short notice, and 

· year end balance needs to be got confirmed and reconciled; and

· interest accrued till the year end needs to be verified. 



	b)
	Has the year-end balance been duly confirmed and reconciled?


	

	c)
	Has interest accrued up to the year-end been properly recorded?


	

	d)
	Whether instructions/guidelines, if any, laid down by the controlling authorities of the bank have been complied with?


	

	4.
INVESTMENTS

	For Branches outside India
	Not applicable to  Branch auditors in India

	a)
	In respect of purchase and sale of investments, has the branch acted within its delegated authority, having regard to the instructions/ guidelines in this behalf issued by the Controlling Authorities of the Bank?


	

	b)
	Have the investments held by the branch whether on its own account or on behalf of the Head Office/other branches been made available for physical verification? Where the investments are not in the possession of the branch, whether evidences with regard to their physical verification have been produced?


	

	c)
	Is the mode of valuation of investments in accordance with the RBI guidelines or the norms prescribed by the relevant regulatory authority of the country in which the branch is located whichever are more stringent?


	

	d)
	Whether there are any matured or overdue investments which have not been encashed and / or has not been serviced? If so, give details?


	

	5.
ADVANCES

	
	General Instructions

	(i)
	The answers to the following questions may be based on the auditor’s examination of all large advances. 

For this purpose, large advances are those in respect of which the outstanding amount is in excess of 10% of outstanding aggregate balance of fund based and non-fund based advances of the branch or Rs.10 crores, whichever is less.
Note the changes in the definition of ‘large advances’ since the earlier year. The relevant information is recommended to be prepared in the formats used for the Main report. These can be attached in the report. 

	
	Care- For all accounts above the threshold, the transaction audit/account specific details to be seen and commented, whereas below the threshold, the process needs to be checked and commented upon. Comments of the branch auditor on advances with significant adverse features, which might need the attention of the management / Statutory Central Auditors, should be appended to the LFAR.

	(ii)
	 The critical comments based on the review of the above and other test check should be given in respective paragraphs as given in LFAR given below.
	Attention is drawn to the format recommended in the Background Material  (Refer Section A) 

	a)
	List of accounts examined for audit
	The requisitioned list may be attached.

	Account No.

Account Name

Balance as at year end – Funded

Balance as at year end – Non funded

Total

Total

A

B

C=A+B

Total Outstanding of the branch
X

Y

Z=X+Y

Percentage examined
A as % of X

B as % of Y

C as % of Z



	b)
	Credit Appraisal
	MOST IMPORTANT

	i)
	In your opinion, has the branch generally complied with the procedures / instructions of the controlling authorities of the bank regarding loan applications, preparation of proposals for grant/ renewal of advances, enhancement of limits, etc., including adequate appraisal documentation in respect thereof. What, in your opinion, are the major shortcomings in credit appraisal, etc.


	The auditor is required to enquire into the system of appraisal / re-appraisal of the advances and the manner of making the appraisal as laid down by the Bank in its Loan Policy. 

Processing of fresh proposals through proper enquiries, obtaining of evidence ,appraisal, determination of the creditworthiness of the applicant and sanction for need based finance are the key matters that need to be placed on record.

In case of existing borrowers where renewal of limits is involved, it needs to be enquired as to documentation/evidence  at the branch, and as to  whether  the following, among others,  are considered

· the past performance of the borrower whether it is satisfactory 

· level of  compliance  by the borrower, of the bank’s requirements

· whether monitoring, supervision and controls, through Inspection /internal /concurrent /credit audit reveal any adverse features that have a bearing on the proposal

· whether the credit rating of the borrower has changed

· whether the projections / purpose in respect of the advance have changed.
Shortcomings in appraisal based on audit verification procedures, needs to be reported.

	ii)
	Have you come across cases of quick mortality in accounts, where the facility became non-performing within a period of 12 months from the date of first sanction? Details of such accounts may be provided in following manner:- 

• Account No. 

• Account Name 

• Balance as at year end
	 The branch needs to make available, particulars of cases of quick mortality, where, within 12 months, of the initial sanction,  the advances have turned NPA. Such cases must be reported, notwithstanding that these have been classified as such and provided for.

  The auditor needs to check back in case of all newly identified NPAs, the date of the appraisal, and report it as a case of Quick Mortality if it falls  within 12 months.



	iii)
	Whether in borrowal accounts the applicable interest rate is correctly fed into the system?
	 The applicable rate of interest is determined upon the credit rating resulting from appraisal/ re-appraisal / and made a part of the terms of sanction of each credit facility. Based on the system in force, the Branch Management is expected to provide inputs to the centralized system as to the rate/basis of interest charge; as also upon change in the Loan Policy based on RBI Guidelines.  Branch Auditor needs to enquire into and report cases that come to his knowledge where there is breach in the system, giving the effect thereof for remedial action by Management. 

  In case the rating is obtained from  CRISIL/CARE/FITCH India/ICRA/SMERA/BRICKWORK RATING, the same is to be mentioned.

	iv)
	Whether the interest rate is reviewed periodically as per the guidelines applicable to floating rate loans linked to MCLR / EBLR (External Benchmark Lending Rate)?
	 Essentially a Controlling Authority function, the Branch auditor needs to understand the system  of periodic review of  interest rates in the Bank and he may apply the following procedures to verify whether the interest rates are reviewed as per the guidelines applicable to floating loans linked to MCLR/EBLR: 

· Enquire about the changes in the interest rates during the financial year and ask for the applicable interest rate circulars from 1st April to 31st March.

· Check that  changes in the rate of interest have been made where necessary from the effective dates and correct rate of interest is applied to floating rate loans linked to MCLS/EBLR.
 (Refer to the computer generated logs of interest applied)

	v)
	Have you come across cases of frequent renewal / rollover of short-term loans? If yes, give the details of such accounts.
	  Loans due for closure and continued may be got listed from the system and reasons for any renewal or rollover may be enquired into. If made frequently, the particulars of such accounts need to be reported.



	vi)
	Whether correct and valid credit rating, if available, of the credit facilities of bank's borrowers from RBI accredited Credit Rating Agencies has been fed into the system?
	  Credit rating of the borrowers to be obtained from an approved/accredited credit rating agency and to be on the record, as per the Loan Policy/Regulatory impositions needs to be enquired into; as also the process of feeding the data into the system. The auditor needs to report any variation in the rates/basis fed into the system, and that on record.  

  Check that the correct   rating obtained from RBI accredited Credit Rating Agencies (CRISIL/CARE/FITCH India/ICRA/SMERA/BRICKWORK RATING), has been fed into the system at the Branch level; and check that it is current and valid.

	c)
	Sanctioning/Disbursement:
	

	i)
	In the cases examined by you, have you come across instances of:

(a) credit facilities having been sanctioned beyond the delegated authority or limit fixed for the branch? 

(b) Are such cases promptly reported to higher authorities?
	This clause is restricted to reporting on cases examined where the delegated authority has been exceeded in sanctioning credit facilities. 

This requires the auditor to know of the delegation of powers of the branch management.

An exception report generated in this regard will reveal the number of times the authority has been exceeded and the compliance in respect thereof will reveal whether the same was reported to the higher authorities.

	ii)
	Whether advances have been disbursed without complying with the terms and conditions of the sanction? If so, give details of such cases.
	This is relevant in cases examined, where the terms and conditions of sanction are not complied with, as regards disbursements in borrowal accounts. 

Relevant details need to be given in the report.



	iii)
	Did the bank provide loans to companies for buy-back of shares/securities?
	The Branch Auditor needs to check whether the Loan Policy authorizes   such Loans; if yes, the list of such loans needs to be obtained from the Branch and follow the audit procedure as done in case of other loans.

In addition to the above-mentioned, the Auditors may also refer Section C-II page 38, Point No.2 for further guidance.

Giving of such loans specifically is not possible; and it needs to be reported.

	d)
	Documentation:
	

	
	In `the cases examined by you, have you come across instances of:
	

	i)
	Credit facilities released by the branch without execution of all the necessary documents? If so, give details of such cases.
	Before any disbursement of the credit facilities is made, the borrower is called upon to complete the documentation as necessary. Any disbursement made prior to such completion, or in breach of  compliance of the standard laid down procedure, will be the subject matter of reporting. 

For the List of documents which need to be executed before disbursement, refer to the Bank’s list of specific requirements.

Refer also Section C II, Point No. 3 and Section L.10. 

	ii)
	Deficiencies in documentation, including non-registration of charges, non-obtaining of guarantees, etc.? If so, give details of such cases.
	Reference may be made to Section C II concerning common irregularities /adverse features (illustrative),   in advances accounts , including appraisals, sanctioning, documentation, post disbursement monitoring, and supervision and other such features, that may be observed in the examination of the advances accounts.  Cases need to be listed for documentation defects to be covered by the LFAR. 

If it goes to the root of the matter and affects the classification of the borrower, it will have a bearing on the Main Report and details thereof would be elaborated in the LFAR.

One of the important tasks is to have the charge registered, e.g., with the Registrar of Companies in respect of facilities to companies, with CERSAI (Sarfaesi) for non corporate borrowers, Housing Societies, Post Office,Transport Authorities etc. This protects the banks in the event of a default by the borrowers.

	iii)
	Advances against lien of deposits have been granted without marking a lien on the bank’s deposit receipts and the related accounts in accordance with the guidelines of the controlling authorities of the bank.
	Care needs to be taken to ensure that the advances are only against Fixed/Term Deposit Receipts issued by the Bank and not against those of other banks. Lien marking on the deposits of the bank is mandatory (both on the original deposit receipt and in the system) and the deposit receipt duly discharged by the holder of the deposit against which he has availed credit, should be on record as normally required by the laid down guidelines of the Bank. Otherwise this would require reporting.



	e)
Review/Monitoring/Supervision
	

	i)
	Is the procedure laid down by the controlling authorities of the bank, for periodic review of advances, including periodic balance confirmation / acknowledgement of debts, followed by the branch? Provide analysis of the accounts overdue for review/renewal. What, in your opinion, are major shortcomings in monitoring, etc.

a) between 3 to 6 months, and

b) over 6 months
	The Auditor needs to understand the procedures laid down by the controlling authorities of the Bank for periodic review of advances and seek a written response/evidence in this regard.  

Any non compliance of the laid down procedure, would be covered by the report.  

Analysis is restricted to the reporting on cases examined by the Auditor that are overdue for review/renewal; and such list can be generated from the system for reporting on such shortcomings between 3 to 6 months and beyond. 

For an Illustrative list of short-comings in monitoring etc.,  also refer Section C-II. 

Attention is drawn to Clause 4.2.4  of the Master Circular DOR.STR.REC.4/21.04.048/2022-23 dated 1-04-2022
 relating to Accounts with temporary deficiencies, which stipulates that any outstanding in the account based on drawing power calculated from stock statements older than three months, would be deemed as irregular and will become NPA if such irregular drawings are permitted in the account for a continuous period of 90 days even though the unit may be working or the borrower's financial position is satisfactory. Further,  regular and ad hoc credit limits need to be reviewed/ regularised not later than three months from the due date/date of ad hoc sanction and delay beyond six months is not considered desirable as a general discipline. Hence, an account where the regular/ ad hoc credit limits have not been reviewed/ renewed within 180 days from the due date/ date of ad hoc sanction will be treated as NPA.

	
	
	

	ii)
	a) Are the stock/book debt statements and other periodic operational data and financial statements, etc., received regularly from the borrowers and duly scrutinized? Is suitable action taken on the basis of such scrutiny in appropriate cases? 

b)  Is the DP properly computed? 

c) Whether the latest audited financial statements are obtained for accounts reviewed / renewed during the year?
	As per the terms of sanction, information on value of stocks (owned and paid for) and book debts (current and recoverable), is required to be received from the borrower by the branch at periodic intervals, usually on a monthly basis, to enable the Branch management to compute, net of stipulated margin, the drawing power (DP); and to ensure that the working capital facility availed by the borrower is lower of the amount of limit sanctioned or the DP.  On receipt of the information, the branch is expected to scrutinize  the same as to its accuracy / integrity, to ensure that the same  is authentic and realistic as to the ownership, existence and realizable value of the security,  and is based on the books and records of the borrower. 

In the case of consortium/multiple  banking, it is the leader bank that computes the DP and passes it on to the other banks in consortium; and if prima facie the DP so computed by the leader bank,  is appropriate, it needs to be accepted, but must be recomputed, if the same is incorrectly prepared. 

[Reference may be made to Section E.VI, as to the appropriate method of computation of DP. If not followed, this will call for a report]
The existence, ownership and value of the stock audit needs to be verified and evidenced on record by periodic internal/external inspection and stock audit reports. 

Latest Audited financial statements with accompanying notes and accounting policies and the auditors’ report (with UDIN generated), need to be obtained, scrutinized and to be on record. Mere certification / attestation of financials is not considered as audited for the purpose of this clause. 

	iii)
	a) Whether there exists a system of obtaining reports on stock audits periodically? 

b) If so, whether the branch has complied with such system? 

c) Details of: 

· cases where stock audit was required but was not conducted 

· where stock audit was conducted but no action was taken on adverse features
	Banks are expected to have in place a mechanism to get stock audits done at periodic intervals to be sure of the existence and realistically assessed realizable value of the security. With a view to bringing down divergence arising out of difference in assessment of the value of security, in cases of NPAs with balance of Rs. 5 crore and above, stock audit at annual intervals by external agencies appointed as per the guidelines approved by the Board are  mandatory. 

The system followed by the bank needs to be enquired into and the LFAR will cover reporting on:

· Stock audit required but not got done as per the system, stating, in each case, the amount of outstanding, the due date of stock audit and classification status of the borrower.

· Stock audit done, but where no action is taken on the adverse features pointed out in the report..



	iv)
	Indicate the cases of advances to non-corporate entities with limits beyond that is set by the bank where the branch has not obtained the duly audited accounts of borrowers.
	Based on the limit   set by the bank (earlier set at Rs.10 lakhs by RBI), it needs to be enquired as to which borrowers are liable to be covered and report should cover cases where audit was required and not got done.  (Mere attestation of financials is not considered as an audit)

	v)
	Does the branch have on its record, a due diligence report in the form and manner required by the Reserve Bank of India in respect of advances under consortium and multiple banking arrangements. Give the list of accounts where such certificate/report is not obtained or not available on record. (In case, the branch is not the lead bank, copy of certificate/report should be obtained from lead bank for review and record)
	The Branch is expected to obtain in respect of advances under consortium and multiple banking arrangements, due diligence certificates, duly certified by a qualified Cost Accountant, Company Secretary or a Chartered Accountant, in the form and manner specified by the Reserve Bank of India, as also reiterated  earlier  vide RBI Circular No. DBOD. No. BP.BC.110/08.12.001/2008-09 dated February 10, 2009.

While in the normal course, the classification of the advances is determined on the basis of the technical prudential norms of the RBI, the objective of the due diligence exercise in the manner required,  will  enable a view being taken as regards any adverse features that may need to be considered and having effect on the financial information / statements, and the corresponding health classification of the related  advances, particularly where there may be  signals of intrinsic weaknesses / risks that need to be addressed.

Where the due diligence report is not obtained/not available on record to be reported in the following format

	NAME OF THE BORROWER

NATURE OF LIMITS

AMOUNTS OUTSTANDING (Rs.)

CLASSIFICATION STATUS IN THE BRANCH

a. Where the Bank is the leader

b. Where the Bank is not the leader


	vi)
	Has the inspection or physical verification of securities charged to the bank been carried out by the branch as per the procedure laid down by the controlling authorities of the bank?

Whether there is a substantial deterioration in value of security during financial year as per latest valuation report in comparison with earlier valuation report on record?
	Based on information as to the system to be followed, the auditor should satisfy himself as to whether inspection of the securities, has taken place and there is evidence on record thereof, to consider reporting in the LFAR.

The Auditor should compare latest valuation report with the earlier valuation report and enquire about major variation in the valuation of the security and report the same  in the LFAR in case of substantial deterioration.   

	vii)
	In respect of advances examined by you, have you come across cases of deficiencies, including in value of securities and inspection thereof or any other adverse features such as frequent/ unauthorized overdrawing beyond limits, inadequate insurance coverage, etc.?
	Accounts where such deficiencies have been noticed need to be reported. One of the key areas of concern is the ownership, existence and market value of the securities that needs to be evidenced on record, as also the computation of the Drawing Power. 

Frequent overdrawing beyond limit/DP can be viewed by seeking the exception report or generation of separate such report. 

Cases where there is no insurance coverage or where the same is inadequate, or where the risk of over insurance will lower the amount of the claim, or where the policies have lapsed, need to be reported.

	viii)
	Whether the branch has any red-flagged account? If yes, whether any deviations were observed related to compliance of bank's policy related with Red Flag Accounts?
	The Branch Auditor needs to understand the Bank’s policy related with Red-flagged accounts and ask for the list of such account, if any, at the Branch.

The Auditor needs to report the deviations related to compliance of bank’s policy related with Red Flagged accounts in the LFAR. 

The red-flag account concept was introduced by the RBI to get banks to act on early warning signals, which include raids by regulatory and tax or other authorities. 

Once an account is red flagged, banks are mandated to complete its forensic audit within six months and know whether or not there is a fraud involved.

	ix)
	Comment on adverse features considered significant in top 5 standard large advances and which need management's attention.
	The Auditor needs to report adverse features considered significant in top 5 standard large advances in the LFAR for Management’s attention. For the list of Adverse features Refer Section C II. 

	x)
	In respect of leasing finance activities, has the branch complied with the guidelines issued by the controlling authorities of the bank relating to security creation, asset inspection, insurance, etc.? Has the branch complied with the accounting norms prescribed by the controlling authorities of the bank relating to such leasing activities?
	The laid down system needs to be checked and any non compliance thereof reported.

	f)
	Asset Classification, Provisioning of Advances and Resolution of Stressed Assets

	i)
	a) Has the branch identified and classified advances into standard / substandard / doubtful / loss assets through the computer system, without manual intervention? 

b)Is this identification & classification in line with the norms prescribed by the Reserve Bank of India 

	The branch auditor needs to be aware that in the core banking scenario, data of the bank is stored on a central server and accounts of the branch per se do not exist. Financial statements of the branch depict the data based on a key relating to the branch. 

Entries pertaining to a branch are initiated and posted from any of the three sources, viz., by the branch personnel, by the system or by personnel from another office.  Entries could also originate externally from another bank or agency.
The centralized system in Banks is expected to be designed to incorporate all the required statutory, regulatory and accounting impositions/norms and the same being constantly reviewed / updated so that the financial statements generated, based thereon, show a ‘true and fair view’ of the state of affairs and the balance of profit /loss is the true figure as per the Profit an Loss Account. If the required parameters are built into the system, the non compliance of any laid down norms would be evident from a report generated on a daily basis, known as a ‘Daily Exceptional Report’ that needs Branch Manager’s consideration and compliance. This is pertinent information in audit verification procedures and must not be ignored.

Normally the statements of Advances and their classification is, thus, generated on behalf of the Branch from the laid down system under the control of the Head Office/Controlling Authority. There is barely any scope for manual intervention, and if any, would be a weakness in the system, particularly if any fields in the system are prone to being edited.

The Auditor examines the system of identification and classification of advances of the Branch on the assumption that all the required parameters and norms are incorporated and tests these out based on examination of the selected accounts based on documentation, operations, security and guarantee etc. and reports whether there is variation in the classification affecting provisioning and income recognition; and based on  this MOC is generated that forms part of his report.   

To the extent of any variation, the system followed by the Bank in this regard is considered as not in consonance with RBI Norms; and he must report accordingly. 

	
	
	

	
	c)  Whether the branch is following the system of classifying the account into SMA-0, SMA-1, and SMA-2. Whether the auditor disagrees with the branch classification of advances into standard (Including SMA-0, SMA1, SMA-2) / sub-standard / doubtful / loss assets, the details of such advances with reasons should be given.
	Based on examination of the relevant advances accounts, the auditor will judge as to whether the computer system has classified the advances accounts into their appropriate health status (SMA-0 / SMA-1, SMA-2).

The Main Report of the auditor will be qualified where he disagrees with the classification of advances into (Standard / sub standard / doubtful / loss) and the effect of any qualification on provisioning and income recognition will form part of that report, with elaboration in the LFAR.

Where the Auditor disagrees with the classification of advances into (SMA-0, SMA1, SMA-2) the LFAR will also include a comment on the system of classification into such categories along with the list of borrowers whose classification is not correct. 

	
	d)  Also indicate whether required changes have been incorporated/ suggested in the Memorandum of Changes.
	The Main Report of the auditor will be qualified where he disagrees with the classification of advances into (Standard / sub standard / doubtful / loss) and the effect of any qualification on provisioning and income recognition will form part of that report, through MOC.

The auditor is expected to make a positive assertion on this question.

	
	e)List the accounts (with outstanding in excess of Rs. 10.00 crore) which have either been downgraded or upgraded with regard to their classification as Non-Performing Asset or Standard Asset during the year and the reason thereof.
	The Auditor needs to obtain the list of accounts (in excess of Rs. 10 crore) which have either been downgraded or upgraded with regard to their classification as Non-Performing Asset or Standard Assets along with basis of their change in classification. 

This information needs to be given, even where the auditor’s report is not qualified, as he agrees with the upgrading or down grading of such accounts.

	
	f) Whether RBI guidelines on income recognition and provisioning have been followed.
	Where on the basis of his audit verification procedures, the auditor agrees with the Management’s action of complying with the RBI guidelines, there would be a positive assertion to this question. 

	ii)
	a)Whether the branch has reported accounts restructured or rephased during the year to Controlling Authority of the bank? 
	Most banks have in place the system of reporting such accounts as they  are covered by the lending policy; and are reported to the controlling authority. The lending policy of the Bank is expected to be  in consonance with the RBI guidelines. If the auditor has no adverse comments, there would be a positive assertion. 

	
	b)Whether the RBI Guidelines for restructuring on all such cases have been followed.
	

	
	c)Whether the branch complies with the regulatory stance for resolution of stressed assets, including the compliance with board approved policies in this regard, tracking / reporting of defaults for resolution purposes among others?
	For Guidance regarding regulatory stance for resolution of stressed assets Refer Section E.

If the Branch has not complied with the necessary requirements, the report must incorporate the same.   

	iii)
	a)Whether the upgradations in non-performing advances is in line with the norms of Reserve Bank of India
	Upgradation of classification can take place as per the RBI norms, generally based on the full curing of the defaults (monetary/non monetary), that caused the downgrading.

The Main Report of the auditor will be qualified where he disagrees with the upgradation of accounts by the branch management and the effect of any qualification on provisioning and income recognition will form part of that report, with elaboration in the LFAR.

	
	b)Where the auditor disagrees with upgradation of accounts? If yes, give reasons thereof.
	

	iv)
	  Have you come across cases where the relevant Controlling Authority of the bank has authorized legal action for recovery of advances or recalling of advances, but no such action was taken by the branch? If so, give details of such cases.
	The auditor needs to enquire about the reason for inaction and report in LFAR, the cases where the relevant controlling authority of the bank had authorised legal action for recovery or recalling of advances. Details of such cases need to be given.

This would be reported on factual basis.

	v)
	  Whether there are any accounts wherein process under IBC is mandated but not initiated by the branch? Whether there are any borrowers at the branch against whom the process of IBC is initiated by any of the creditors including bank? If yes, provide the list of such accounts and comment on the adequacy of provision made thereto?
	The auditor needs to enquire about the reason for non-initiation of action in cases, if any, where the process is mandated under IBC, including borrowers against whom the process of IBC is initiated by the bank/creditors. List of such accounts is to be provided and comment on adequacy of provision against such accounts is required. 

The Main Report of the auditor will be qualified where he disagrees with the Management as to  the adequacy of the provision in such accounts and elaborate the effect of any qualification on provisioning in the LFAR.

	vi)
	a)Have appropriate claims for credit guarantee (ECGC and others), if any, been duly lodged and settled? 

b)Give details of claims rejected? (As per the given table) 

c)Whether the rejection is appropriately considered while determining the provisioning requirements
	Most banks have opted out of the DICGC Scheme

Details need to be obtained for credit guarantee and given in the format prescribed.

Particulars

Number

Amount Rs.

Claim at the beginning of the year

Further claim lodged during the year

Total A

Amounts representing

(i) Claims accepted/settled

(ii) Claims rejected

Total B

Balance as at year end (A-B)



	vii)
	In respect of non-performing assets, has the branch obtained valuation reports from approved valuers for the immovables charged to the bank, once in three years, unless the circumstances warrant a shorter duration?
	This is a factual reporting requirement and based on reports sought and obtained, this needs to be reported.

	viii)
	In the cases examined by you, has the branch complied with the Recovery Policy prescribed by the controlling authorities of the bank with respect to compromise/settlement and write-off cases? Details of the cases of compromise/settlement and write-off cases involving write-offs/waivers in excess of Rs. 50.00 lakhs may be given.
	Based on the cases examined, compliance with the Recovery Policy, can be commented on as regards compromise / settlement and write-off cases. 

Details of the cases involving write-offs/ waivers in excess of Rs.50 lakhs need to be obtained and given.

	ix)
	Is the branch prompt in ensuring execution of decrees obtained for recovery from the defaulting borrowers? Give Age-wise analysis of decrees obtained and pending execution.
	The related details need to be obtained and reported in the following format.

Decrees Pending

No. of accounts

Amount involved Rs.

Within 1 Year

            2 Years 

            3 Years

            4 Years

More than 5 Years



	x)
	Whether in the cases concluded the recoveries have been properly appropriated against the principal / interest as per the policy of the bank?
	The Auditor needs to go through the accounting policy of the Bank with regard to appropriation of  recoveries and to comment on  whether or not  the policy  has been followed.



	x)
	In cases where documents are held at centralized processing centres / office, whether the auditor has received the relevant documents as asked by them on test check basis and satisfied themselves. Report the exceptions, if any
	The Auditors need to ask for the original documents which are held at centralized processing centres/office , to satisfy themselves on the appraisal, sanctioning, and documentation aspects.

The Reporting would be on factual basis, based on the observations during the course of Audit.

Where the auditors have not been able to receive the relevant documents, they should give a disclaimer in their Main Report regarding this and include the observation in the LFAR.

	xi)
	List the major deficiencies in credit review, monitoring and supervision.
	This would be on factual basis, based on the observations in the course of audit.

	g)
	Non-Fund Based facilities
	

	i)
	List of borrowers with details of LCs devolved or guarantees invoked during the year.


	This is   on factual basis. Aseparate report needs to be got generated  on LCs devolved  and guarantees invoked

S. No.

Invocation Date

Party Name

Beneficiary Name

Amount

Rs.

Recovery

Date


	ii) 
	List of borrowers where the LCs have been devolved or guarantees have been invoked but not paid with amount thereof.
	S. No.

Invocation Date

Party Name

Beneficiary Name

Amount

Rs.

Reason for Non-payment



	iii) 
	List of instances where interchangeability between fund based and non-fund-based facilities was allowed subsequent to devolvement of LC / invocation of BG.
	This is  on factual basis. Where , upon devolvement of LC  or invocation of the Guarantee, the borrower is allowed the interchangeability between the fund based and non fund based facilities , by way of reduced margin or to allow enhanced credit, this needs to be reported. This may be tantamount to additional/fresh  facilities to prevent slippage of the borrowal account into a lower health classification.

	6.
OTHER ASSETS

	a) Suspense Accounts / Sundry   Assets

	i)
	Does the system of the bank ensure expeditious clearance of items debited to Suspense Account? Details of outstanding entries in excess of 90 days may be obtained from the branch and the reasons for delay in adjusting the entries may be ascertained. Does your scrutiny of the accounts under various sub-heads reveal balances, which in your opinion are not recoverable and would require a provision/write-off? If so, give details.
	Reporting this aspect is to be on factual basis.

Date of Entry

Amount [In Rs.]

Nature

Remarks

Provision, if required for amounts considered as non recoverable, which will form part of the MOC in the Main Report, can be mentioned here also.

	ii)
	Does your test check indicate any unusual items in these accounts? If so, report their nature and the amounts involved. Are there any intangible items under this head e.g. losses not provided / pending investigation?
	Reporting this aspect is to be on factual basis.

S. No.

Particulars of debit entry

O/s Balance as on 31.03.2025
[Amt. in Rs.]

Whether provision is necessary, reasons thereof.

The Auditor must review unusual items and seek information on reasons for retention of intangibles and prima facie irrecoverable amounts.


II. LIABILITIES

	1.
DEPOSITS:

	a)
	Does the bank have a system of identification of dormant/ inoperative accounts and internal controls with regard to operations in such accounts? In the cases examined by you, have you come across instances where the guidelines laid down in this regard have not been followed? If yes, give details thereof.
	Banks generally have a laid down system to identify and segregate accounts that become dormant and inoperative and to revive them only under stringent conditions being satisfied. 

Check whether the Branch has followed the laid down system to identify and freeze operations in such accounts. If auditor comes across any instances of breach of the system, including unauthorized withdrawals, he must report instances of the breach.

	b)
	After the balance sheet date and till the date of audit, whether there have been any unusual large movements (whether increase or decrease) in the aggregate deposits held at the year-end? If so, obtain the clarifications from the branch and give your comments thereon.
	Sudden drop in, or increase in figures of deposits after the year end ,  need to be enquired into and reported if there is unusual movement in deposits, aimed at window dressing the year-end figures.

Substantial cash deposits / withdrawals or utilization  out of the unavailed limits to provide unjustified/temporary advantage to other borrowers, need to be reviewed and reported if there is no satisfactory explanation from the Branch.

	c)
	Whether the scheme of automatic renewal of deposits applies to FCNR (B) deposits? Where such deposits have been renewed, report whether the branch has satisfied itself as to the 'non-resident status' of the depositor and whether the renewal is made as per the applicable regulatory guidelines and the original receipts / soft copy have been dispatched.
	Auditor needs to enquire whether the scheme of automatic renewals of deposits is made applicable to FCNR (B) deposits. FCNR (B) deposits cannot be accepted / renewed without evidence on record of the Branch as to the Non-residential status of the Depositor. 

Report must be made in respect of  defaults in issuance/dispatch of deposit receipts and Auditor must report  details of  the receipts that remain undispatched.

Reporting this aspect is to be on factual basis.

	d)
	Is the branch complying with the regulations on minimum balance requirement and levy of charges on non-maintenance of minimum balance in individual savings accounts?
	Refer RBI Circular BR.Dir.BC.No.47/13.03.00/2014-15  dated  November 20, 2014 regarding  Levy of penal charges on non-maintenance of minimum balances in savings bank accounts . The guidelines come into effect from April 1, 2015. Levy of charges for non-maintenance of minimum balance in savings bank account shall be subject to the certain mandated  guidelines ; and are to be based on   a  Board approved policy on penal charges that  need to  be directly proportionate to the extent of shortfall observed ; with   suitable slab structure for recovery of charges that  are reasonable and not out of line with the average cost of providing the services; and it needs to be ensured that  balance in the savings account does not turn   negative  solely on account of levy of such charges. Such penal charges were waived off for three months up to June 2020   to help customers in the lockdown due; also cash could be withdrawn from ATM for these three months without incurring any additional bank fees. 
Reporting this aspect is to be on factual basis, where charges are not recovered.


	2. OTHER LIABILITIES 

	Bill Payable, Sundry Deposits, etc.

	a)
	The number of items and the aggregate amount of old outstanding items pending for one years or more be obtained from the branch and reported under appropriate heads. Give details thereof
	Very likely that at the branch level, there may not be any Bills Payable, since most banks have centralized transactions relating to Drafts and other similar instruments, However if there are any items still retained at branch, a year wise summary may be got generated. It would be useful if even items that are over 3 months old are given, as it is not logical that such instruments are not encashed by the customers. In the course of audit, it may be got confirmed if the Branch is holding in its custody, any such instruments that remain undelivered. The risks attached due to the likely misuse of the Branch holding these, may be brought into the report, in the following format for Bills Payable, Sundry Deposits etc.

Year

Number of items

Amounts

Remarks



	b)
	Does your test check indicate any unusual items or material withdrawals or debits in these accounts? If so, give details thereof.
	Debits in these accounts are not permissible without the approval of relevant controlling authority. Further, any debit against which there is no prior credit is a matter of serious concern, as the transaction could be in the nature of a fraud. Frequent cancellation of such instruments and their re-issue must be examined with extra caution, as there is a risk of substitution of the beneficiary, particularly of Pay Orders, Bankers Cheques.

	3.CONTINGENT LIABILITIES

	
	List of major items of the contingent liabilities (other than constituent’s liabilities such as guarantees, letter of credit, acceptances, endorsements, etc.) not acknowledged by the branch?
	An enquiry needs to be made in respect of this item and reported on factual basis.

List of major items needs to be given in the report.


       III. PROFIT AND LOSS ACCOUNT

	a)
	Has the test checking of interest/discount/ commission/ fees etc. revealed excess/short credit of a material amount? If so, give details thereof. 
	In the normal course such entries are generated by the system, any material discrepancy noticed on test check will be covered by the Main report and can be reported in LFAR. 

Interest is expected to be charged based on terms of sanction, and credit rating and must be reported if otherwise.

	b)
	Has the branch complied with the Income Recognition norms prescribed by R.B.I.? (The Auditor may refer to the instructions of the controlling authorities of the bank regarding charging of interest on non-performing assets).
	The instructions of the Bank necessarily would be in line with the significant accounting policies of the bank as per RBI stipulations as regards recognizing revenue, as also following the principles laid down in the AS 9 Revenue Recognition issued by ICAI. If not, this would be a reportable matter.

If the Branch has not complied with such stipulation it must be reported.

	c)
	Has the test check of interest on deposits revealed any excess/short debit of material amount? If so, give details thereof.
	The Banks in the normal course would have this on a “system driven” basis. Banks have prefixed rates/basis of interest payable on various deposits and the related rates/basis is incorporated in the system. If the contracted rate is wrongly input into the system, there can be discrepancies, as also if there is any unwarranted manual intervention. It is important   to check whether the system itself is faulty, e.g., if computation is made on the basis of a 360 day instead of a 365 day year. Reference could also be made to verification of interest by the concurrent auditors or revenue auditors or in inspection. If any entries are being made at the instance of the borrower for short credit / payment, the reasons therefor need to be determined, to ensure that this is not due to any system fault.

	d)
	Does the bank have a system of estimating and providing interest accrued on overdue/matured/ unpaid/ unclaimed term deposits including in respect of deceased depositors?
	The system of the bank needs to be enquired into, particularly in respect of deposits not covered by the automatic renewal system; as also in respect of deceased depositors, where interest needs to be paid.

	e)
	Are there any divergent trends in major items of income and expenditure, in comparison with corresponding previous year, which are not satisfactorily explained by the branch? If so, the same may be reported.
	Such a statement must be got prepared and reviewed. The divergent trends need to be worked on some logical basis, e.g., the monthly averages can be seen in respect of deposits and advances at the branch; and reasons for divergence enquired into.

In case of branches/accounts taken over upon merger, such an analysis may yet be made with reference to the related figures of the branch (of the erstwhile bank).

	IV. GENERAL

	1.
	GOLD/ BULLION / SECURITY ITEMS
	Applicable in case the Branch is a ‘nominated’ branch.

	a)
	Does the system ensure that gold/bullion is in effective joint custody of two or more officials, as per the instructions of the controlling authorities of the bank?
	The bank is expected to have dual control over gold/bullion, numbered /critical/security paper stationery.  Any breach of the system will invite adverse comments in the report. Based on physical verification procedures, the auditor will make his report, if adverse.

The auditor, if he finds any weakness in the system for receipt, issue, custody, control over, or in transmission of such gold/bullion, security items, or if these are not in dual control at any stage from receipt till utilization, he will report the same.

	b)
	Does the branch maintain adequate records for receipt, issues and balances of gold/bullion and updated regularly? Does the periodic verification reveal any excess/shortage of stocks as compared to book records and if any discrepancies observed have been promptly reported to controlling authorities of the bank?
	

	c)
	Does the system of the Bank ensure adequate internal control over issue and custody of security items (Term Deposit Receipts, Drafts, Pay Orders, Cheque Books, Traveller's Cheques, Gift Cheques, etc.)? Whether the system is being followed by the branch? Have you come across cases of missing/lost items?


	Generally, internal controls are strict with regard to receipts , retention/custody and  issue of  the security paper stationery, which is invariably  is dealt with under dual control.

Auditor must report inadequacy, if any, and breach of the laid down system; and must report  shortage/loss/missing items. 

	2. BOOKS AND RECORDS
	

	a)
	Whether there are any software / systems (manual or otherwise) used at the branch which are not integrated with the CBS? If yes, give details thereof.
	The Auditor needs to ask for all the software / systems (manual or otherwise) used at the Branch and check if these systems are not integrated with CBS. The Reporting in response to this item would be made on factual basis. 

	b)
	i) In case the branch has been subjected to IS Audit whether there are any adverse features reported and have a direct or indirect bearing on the branch accounts and are pending compliance? If yes give details.
	IS Audit Report, if any, needs to be taken from the Branch and adverse comments in that report which are pending compliance need to be reported on factual basis, only  if these have any bearing on the branch accounts.

	
	ii) Whether branch is generating, and verifying exception reports at the periodicity as prescribed by the bank
	The centralized system is expected to incorporate all    parameters required and necessary to generate the data /information in compliance with the applicable statutory/regulatory impositions and accounting norms so that the financial statements drawn up therefrom depict a true and fair state of affairs and of the operating results. The system generates a Daily Exception Report to reveal transactions out of line with the norms and system breaches. These reports are expected to be disposed of the same day covering both, the system related matters and transactions. 

 Full details of such reports can be generated from the

 system



	
	iii) Whether the system of bank warrants expeditious compliance of daily exception reports and whether there are any major observations pending such compliance at the year end.
	The Auditor needs to understand  the system of Bank ,  the periodicity of generation and verification of daily exceptional reports; and if the system is not followed, and compliances are pending, that needs to be reported for all major observations, on the factual basis.

	
	iv) Whether the bank has laid down procedures for manual intervention to system generated data and proper authentication of the related transactions arising there from along with proper audit trail of manual intervention has been obtained.
	The Auditor needs to ask for the procedures laid down by the bank for manual intervention to system generated data and proper authentication of the related transactions; and also proper audit trail of manual intervention, which generally is based on exception reports/discretionary items.

If the system is not followed, that needs to be reported on the factual basis.

	
	v) Furnish your comments on data integrity (including data entry, checking correctness/integrity of data, back ended strategies etc.) which is used for MIS at HO / CO level.
	The comments would be on factual basis, based on the observations during the course of Audit.

This item essentially pertains to HO which deals with safety, security and integrity of data from inception till end.

	3.
INTER BRANCH ACCOUNTS
	

	
	Does the branch expeditiously comply with/respond to the communications from the designated cell/Head Office as regards unmatched transactions? As at the year-end are there any un-responded /un-complied queries or communications beyond 7 days? If so, give details?
	The auditor needs to understand the system of matching of entries and reconciliation of Inter branch accounts  on a centralized basis. At the branch level, the Auditor needs to take care that, unless specifically permitted,  there can be  no originating debit in Head Office Account. There can only be a responding debit and an originating credit therein. The importance of the inward communications from the Inter branch centralized cell/division, and their compliance , needs to  be understood. These seek clarification/ basis / original evidence/confirmation on transactions originating from the branch that need to be matched with the entries at the other branches. Any communications pending for more than 7 days are to be reported.

 Reporting this aspect is to be on factual basis.

	4.
FRAUDS
	Frauds discovered by Management need to be reported based on information to be obtained. If any matters are pending enquiry, vigilance etc. it needs to be enquired into.

The knowledge of the modus operandi of the frauds discovered will enable the auditor to make recommendations to minimize the risk of frauds. 

Refer Section I for Guidance.

	
	Furnish particulars of:

(i) Frauds detected/classified but confirmation of reporting to RBI not available on record at branch.
	The Branch is expected to record and report frauds detected/classified and communicate the same to RBI.

To the extent the Branch was expected to, but did not, report frauds, the same would be reported in LFAR.

	
	(ii) Whether any suspected or likely fraud cases are reported by branch to higher office during the year? If yes, provide the details thereof related to status of investigation.
	Suspected cases or those that are subject matter of any enquiry for likely frauds are expected to be reported to the designated authority. Details thereof need to be given in the LFAR.

	
	(iii) In respect of fraud, based on your overall observation, please provide your comments on the potential risk areas which might lead to perpetuation of fraud (e.g. falsification of accounts/false representation by the borrower; misappropriation of funds especially through related party/ shell company transactions; forgery and fabrication of financial documents like invoices, debtor lists, stock statements, trade credit documents, shipping bills, work orders and encumbrance certificates and avail credit; Use of current accounts outside consortium where Trust and Retention Account (TRA) is maintained, to divert funds; List of Debtors/ Creditors were being fabricated and receivables were not followed up/ write off of debt of related parties; Fake export/shipping bill, etc.; Over statement of invoice amounts, stock statements, shipping bills, turnover; fly by night operations -including the cases where vendors, related/ associate parties, manufacturing units etc. aren’t available on the registered addresses; Round Tripping of funds, etc.)
	Potential risk areas that might result in fraud are given in the question itself. The auditor is expected to comment on any risk factor at the Branch that might expose the Branch to risk of fraud.

	
	(iv) Whether the system of Early Warning Framework is working effectively and, as required, the early warning signals form the basis for classifying an account as RFA


	Enquire into the system and if not effectively working, report it in LFAR.

	5.
	Implementation of KYC/AML guidelines
	

	
	Whether the branch has adequate systems and processes, as required, to ensure adherence to KYC/AML guidelines towards prevention of money laundering and terrorist financing
	Banks have a system in place generally with regard to ensure adherence to KYC / AML guidelines towards prevention of money laundering and terrorist financing. The guidelines, if satisfactory, need not be reported. Weakness therein, is the subject matter of report.

	
	Whether the branch followed the KYC/AML guidelines based on the test check carried out by the branch auditors.


	This is also covered by the Concurrent Auditor/Inspection. The auditor may independently test check this and report on factual basis.

	6.
	Management Information System
	

	(a)
	Whether the branch has the proper systems and procedures to ensure data integrity relating to all data inputs which are to be used for MIS at corporate office level and for supervisory reporting purposes. Have you come across any instances where data integrity was compromised?
	Banks have a system in place generally with regard to ensure data integrity relating to all data inputs which are to be used for MIS at corporate office level and for supervisory reporting purposes. The guidelines, if satisfactory, need not be reported. Weakness therein, is the subject matter of report.

	7.
	MISCELLANEOUS
	

	a)
	In framing your audit report/LFAR, have you considered the major adverse comments arising out of the latest reports such as: 

i) Previous year’s Branch Audit Report / LFAR; 

ii) Internal audit/ Snap Audit/ concurrent audit report(s); 

iii)  Credit Audit Report; 

iv)  Stock audit Report; 

v)  RBI Inspection Report, if such inspection took place; 

vi) Income and Expenditure (Revenue) Audit;

vii) IS/IT/Computer/Systems Audit; and 

viii) Any special inspection / investigation report?
	Previous / latest reports need to be reviewed and for matters / issues that remain uncomplied with, or if unattended, need to be reported.

This is a normal procedure.

	b)
	Are there any other matters, which you, as branch auditor, would like to bring to the notice of the management or the Statutory Central Auditors?
	This is an important clause. The auditor should consider elaboration of matters included in the Main Report, to the extent not specifically covered by other clauses of LFAR; and all residue matters (including penalty, if any, levied by the regulator) that have engaged the attention of the auditor, must be reported here.

Refer also section D.4 and D.5 for any matters dealt with, in the Main Report.


	QUESTIONNAIRE APPLICABLE TO SPECIALISED BRANCHES

	A.
For Branches dealing in Foreign Exchange Transactions

	1.
	Are there any material adverse features pointed out in the reports of concurrent auditors, internal auditors and/ or the Reserve Bank of India’s inspection report which continue to persist in relation to NRE/ NRO/ FCNR-B/ EEFC/ RFC and other similar deposits accounts. If so, furnish the particulars of such adverse features.
	Refer to the adverse remarks of the Concurrent Auditors/Internal/RBI inspection and report any material matters.

	2.
	Whether the Branch has followed the instructions and guidelines of the controlling authorities of the bank with regard to the following in relation to the foreign exchange. If not, state the irregularities:



       a)
deposits



       b)
advances




c)
export bills




d)
bills for collection




e)
dealing room operations (where a branch has one)



       f)
any other area
	Instructions/guidelines laid down need to be seen and if observed as not followed, need to be reported.

	3.
	NOSTRO Accounts
	

	
	(a) Whether the bank has a system of periodic confirmation/ reconciliation of the balances in NOSTRO accounts maintained with each overseas bank/ correspondent? Has such confirmation been received and account reconciled at year end in each case. If not, give details.

(b) Whether the system of the bank ensures that all entries originated by overseas banks/correspondents, have been duly responded promptly in the respective NOSTRO accounts maintained by the bank?

(c) Are there any dormant/closed NOSTRO accounts in respect of which balances continue to exist in the books of the branch, at year end?

(d) Have the NOSTRO balances been converted at year end at the rates of exchange as prescribed by controlling authorities?

(e) In case, any matter deserves special attention of the management, the same may be reported
	Such Accounts would be only at the Treasury Branch and/or at some designated Branch; and comprise the balance /account maintained by the bank with an overseas bank/correspondent bank.

The balances are required to be verified by direct confirmation procedures and reconciliation effected as in case of other banks; except that the closing balances need to be restated in the Indian currency at rates given by the controlling authority.

It needs to be ensured that the items in the reconciliation may pertain to various heads of accounts and need to be considered on value date basis, particularly in case of the borrowal accounts

Factual information needs to be reported for items in the reconciliation.

Check and report if the rates of exchange are not properly applied to the closing balances.

These accounts may have entries pertaining to funding on behalf of  Bank’s customers (in India) and release of  such moneys to suppliers of such customers. Documentation in respect of these needs to be seen to ensure that the entries are recorded based on the nature of the transactions.

One may come across accounts overseas that have closed or have become dormant. These need to be reported.

	4.
	Does the Branch follow the prescribed procedures in relation to maintenance of Vostro Accounts?
	These comprise moneys received and available for an overseas bank for their customers. These would also be at very few branches. This must be subjected to inter bank confirmation/reconciliation procedures.

Report is to be made if the laid down/prescribed procedures, are not followed.



	B. For branches dealing in clearing House Operations, normally referred to as Service Branches

	1.
	Does the branch have a system of periodic review of the outstanding entries in clearing adjustments accounts? In your view has the system generally been complied with?
	This is a system related query to be responded to on factual basis

	2.
	Whether review of the clearing adjustments accounts (inwards/ outwards) reveals any old/ large/ unusual outstanding entries, which remain unexplained? Give year-wise break-up of outstanding in number and value.
	If and to the extent unexplained, the auditor must report these.

	
	Inward Clearing
Number

Value

Normal Clearing

High Value Clearing

Inter- Branch Clearing

National Clearing

Returned/Dishonoured Clearing

Outward Clearing
Number

Value

Normal Clearing

High Value Clearing

Inter- Branch Clearing

National Clearing

Returned/Dishonoured Clearing



	3.
	Has the branch strictly followed the guidelines of the controlling authority of the bank with respect to operations related to clearing transactions? Comment on the systems and procedures followed by the branch in this regard.
	The Auditor needs to enquire about the laid down/prescribed guidelines with respect to operations related to clearing transactions. 

Based on the facts, the matter needs to be reported.


	C.For branches dealing in recovery of Non Performing Assets such as Asset Recovery Branches

	1.
	In respect of borrowers with outstanding of Rs. 10.00 Crores and above the information should be obtained from the Branch Management. Comments of the Branch Auditor on advances with significant adverse features and which might need the attention of the management / Statutory Central Auditors should be appended to the LFAR.
	The required information needs to be obtained in the format given as per Annexure III in Section A.

The advances with significant adverse features need to be reported on   factual basis.

	2.
	List the accounts with outstanding in excess of Rs. 10.00 Crores, which have been upgraded from Non-Performing to Standard during the year and the reasons thereof.
	The Auditor needs to obtain the list of accounts (in excess of Rs. 10 crore) which have been upgraded with regard to their classification as Non-Performing to Standard along with basis of their change in classification. 

	S. No.

Name of the Unit/Account

Outstanding [Rs. in crore]

IRAC Status as on 31st March [Last Year]

IRAC Status as on 31st March [Current Year]

Reason/s



	3.
	Whether the Branch has a system of updating periodically, the information relating to the valuation of security charged to the bank?
	The Auditor needs to enquire about the Bank’s system of updating the information relating to the valuation of security charged to the Bank.

If the system is not followed, based on the facts, the matters need to be reported in LFAR.

	4.
	Age-wise analysis of the recovery suits filed and pending may be furnished, for the last three years along with latest status thereof
	The Auditor needs to obtain the Age-wise list of cases where suit is filed for recovery and which is still pending for last three years and also enquire about the about the latest status of such accounts. 

	Years

No. of Accounts

Amount [Rs. in crore]

Upto March 2025
2024-25
2023-24
2022-23


	5.
	Is the branch prompt in ensuring execution of decrees obtained for recovery from the defaulting borrowers? Also list the time barred decrees, if any, and reasons thereof. Give age-wise analysis of decrees obtained and not executed.
	The related details need to be obtained and reported in the following format.

Decrees Pending

No. of accounts

Amount involved Rs.

Within 1 Year

            2 Years 

            3 Years

            4 Years

More than 5 Years



	6.
	List the recoveries and their appropriation against the interest and the principal and the accounts settled / written off / closed during the year as per the bank’s policy. Give particulars of recoveries which are pending for appropriation as on year-end with reasons thereof.
	The Auditor needs to go through the accounting policy of the Bank with regard to recoveries and their appropriation against the interest and principal and the accounts settled / written off/ closed.  

The Main Report of the auditor will be qualified where the Branch Management has not followed the policy of the bank, with elaboration being made in the LFAR.

	7.
	List the new borrower accounts transferred to the branch during the year. Have all the relevant documents and records relating to these borrower accounts been transferred to the branch? Has the branch obtained confirmation that all the accounts of the borrower [including non-fund-based exposures and deposits pending adjustment / margin deposits] been transferred to the branch?
	The Auditor needs to obtain the list of new borrower accounts transferred in their entirety (fund/non fund based, including deposits pending adjustment / margin deposits), during the year and enquire about the completeness of relevant documents and records sent.

The reporting should be on the factual basis. 


Signature of the Branch Auditor
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