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1.(b). Have the cash balances at the branch / ATMs been  checked  at  

periodic  intervals  as  per   the procedure prescribed by the controlling

• Suggested Audit checkpoints:

–Cash Balances as on the date of verification

–Whether Balances as appearing in CBS agree with the balance as mentioned 

in the periodic review

LFAR – Assets – Cash (1)



1.(c)(i). Does the branch generally maintain /  carry cash balances, which 

vary significantly from the limits fixed by the controlling authorities of the 

bank?

Suggested Audit checkpoints:

– Review of Cash Balances vis-à-vis limit fixed by the controlling authorities

LFAR – Assets – Cash (2)



1.(c)(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.

• Suggested Audit checkpoints:

–Review the Cash Balance and ATM Balance as per GL on the date of verification.

–Whether Cash Shortage is parked in any office account and the entry is not reversed till the 
date of verification?

LFAR – Assets – Cash (2)



(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.

• Suggested Audit checkpoints:
– Review the Balance as per Balance Certificate and as per Mirror Account / GL.

LFAR – Assets – Balance with RBI / SBI etc (1)



5(i) – General Instructions - Review of Large Adavances (O/s amount is > 10% of O/s 

aggregate balance of Fund based and Non-fund based advances of the branch or Rs. 10 crores, 

whichever is less.)

• Suggested Audit checkpoints:

–Obtain Report on all advances before commencement of audit.

–The explanation in LFAR contains reference to Fund Based as well as Non Fund Based limit. 

Hence, report (including NFB Limits) is required.

–Cross check the total advances as per Report obtained. Match it with Total Advance as per 

Balance Sheet.

–Ascertain the Total Advances (FB + NFB) as per GL / Balance Sheet as on Balance Sheet Date

–Select the Customers qualifying for the limit of 10% / 10 Cr. Based on the above report / 

computation

LFAR – Assets – Advances (1)



5.b.(i) – Credit Appraisal – Renewal of Limits and Enhancement of Limits
• Suggested Audit checkpoints:
–Whether  Renewal  is  carried  out  within  prescribed timelimit? Whether the date of 

Renewal is updated in CBS?
–Whether  Enhancement  of  Limit  is  backed  by documentation and sanction?
–Whether Enhancement of Limit as per CBS agree with documentation available

LFAR – Assets – Advances (2)



5.b.(ii) – Quick Mortality (NPA within 12 months of sanction)

• Suggested Audit checkpoints:

–Obtain List of NPA Accounts.

–Obtain report containing List of all Advances Accounts with Date of Sanction and 

Disbursement.

–Review Accounts identified as NPA in year under review.

–Use CBS functionality of Account Master verification for Sanction and Disbursement Date

–Alternatively, Account Statement for transactions can also be reviewed

LFAR – Assets – Advances (3)



5.b.(iii) – Correctness of Interest Rate fed into the system

• Suggested Audit checkpoints:

–Seek report containing Interest Rate Parameters information for each  Advance  Account.  

In  case  of  unavailability,  following alternative process.

–Obtain Report containing all Advances Accounts as on 31.03.20XX

–Use Interest Parameters and Interest change history information related menu codes in 

CBS.

–Review the same with Sanction Letter (including amendments if any)

LFAR – Assets – Advances (4)



LFAR – Assets – Advances (5)

5.b.(iv) – Periodical review of Interest Rate linked to MCLR / EBLR

• Suggested Audit checkpoints:

–Compile datewise change in MCLR / EBLR during the year.

–Review Interest Master details from CBS

–Review Interest Rate Change History through CBS

–Alternatively, Generate Interest Report for entire period and  review  the  different  rate  

of  Interest  applied  in Account. (Accountwise Review)



LFAR – Assets – Advances (6)5.b.(v) – Frequent Renewal / Roll over of Short Term Loans

• Suggested Audit checkpoints:

–Each bank has different set of processes to review / renew loans and updation thereof in CBS.

–Understand the process followed in CBS by Bank.

–Obtain reports of Review / Renewals during the year.

–Alternatively the report of all advances at the beginning of year and end of year will also be 

useful in identifying changes in Limit Expiry.

–In case of operative accounts, the renewal would also have entry in Drawing Power Limits 

under SL/DP History.



LFAR – Assets – Advances (7)5.b.(vi) – Correctness of Credit Rating fed into the system

• Suggested Audit checkpoints:

–Understand the process of updation of credit rating information in CBS.

–Whether Credit Rating is updated in CBS or directly in external system

–Ascertain correctness of Credit Rating as per latest Credit Rating Report.

–Obtain list of Accounts wherein External Credit Rating is mandatory.

– Identify cases wherein Credit Score is poor and have been marked as Unrated

– Is there is any manual intervention i.e. updation of credit rating directly in Capital Adequacy 

computation software



LFAR – Assets – Advances (8)5.c.(iii) – Loan for Buyback of Shares by Companies

• Suggested Audit checkpoints:

–Carve out the Corporate Borrowers out of total advances report.

–Review Financial Statements of the Corporate Borrowers.

–Review the Search Report obtained from CS.

–Review Company Master data from MCA Website for any change post to Fin. 

Statement on record.

–Review communication file with Bank seeking permission for change in capital 

structure.

–In case of buyback transaction, review account statement for utilization of CC / OD 

Limit, Term Loan proceeds for the same.



LFAR – Assets – Advances (9)

5.d.(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

• Suggested Audit checkpoints:

–Review of Lien Master

–Review of available balance in Fixed Deposit Account (Post Lien marking)

–Changes in Lien



LFAR – Assets – Advances (10)5.e.(ii) – Stock and Book Debt Statements and DP Computation

• Suggested Audit checkpoints:

–Review policy of bank to compute DP (w.r.t. How the paid stock is arrived at). Whether 

Creditors amount is reduced from Stock or reduced only to the extent of value in excess of 

creditors ascertained at the time of Credit assessment

–Prepare a template in spreadsheet and re-compute the amount.

–In CBS the DP is computed / updated in multiple ways. In certain cases, the CBS derives the 

DP using Margin percentage fed in and  Value  of  Security  updated.  In  such  case  

review  the information from the Security related menu codes from CBS.



LFAR – Assets – Advances (11)5.e.(vi) – Deterioration in value of Security

• Suggested Audit checkpoints:

–Review security valuation reports.
–Review correctness in updation of Security Value in CBS

–Review History of changes in Security Value from CBS

–Whether CBS is configured to identify and mark the account as NPA basis significant 
deterioration in Value of Security as per IRAC?



LFAR – Assets – Advances (12)5.e.(vii) – Frequent / unauthorized Overdrawing

• Suggested Audit checkpoints:

–Utilization of limit beyond Sanctioned limit

•Adhoc Limit,

•Temporary Overdraft (TOD),

•Erroneous entry,

•Manipulation through Office Account

–Review of Number (Days) of TOD and Adhoc Limits instances

–Check for cases of multiple / overlapping in TOD & Adhoc limits



LFAR – Assets – Advances (13)

5.f.(i)(a)  Has  the  branch  identified  and  classified  advances  into standard / 

substandard / doubtful / loss assets through the computer system, without manual 

intervention?

5.f.(ii)(b) Is this identification & classification in line with the norms prescribed by the 

Reserve Bank of India

• Suggested Audit checkpoints:

–Most challenging part of the Audit Process – Ascertaining automation of IRAC 

guidelines

–Different set of processes followed by banks.

–Whether Manual Intervention is permissible at branch level? If so to what extent? 

Obtain confirmation through MR Letter

Review through CBS by the Branch auditor, the IRACP circular is dissected in various 

parts. A comprehensive checklist and useful reports alongside each guideline have been 

included in the Annexure 1 to this Presentation



LFAR – Assets – Advances (13)
• Impact of Manual Intervention (Advances):

• Impact of Manual Intervention (Customer / Account Master):

For the list of manual controls at branches refer Annexure 2 to this presentation



LFAR – Assets – Advances (14)

5.f.(i)(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, SMA- 1, SMA-2) / sub- standard / doubtful / 

loss assets, the details of such advances with reasons should be given.

• Suggested Audit checkpoints:

–Obtain list of all Advance Accounts as at the end of the year and refer the overdue amount.

–Review from NPA related menu codes in CBS for classification of account correctly as per 

IRAC guidelines.

–For SMA-0 Refer sign of Stress (Appendix to Part C-1 of Master Cir. on IRAC dt. 

01.07.2015) which will warrant the classification.

–Delay in submission of Stock Statements / other stipulated returns / financial statements / 

non renewal of limits based on Audited Fin. Statements (Within + out of CBS)

Review through CBS by the Branch auditor, the IRACP circular is dissected in various 

parts. A comprehensive checklist and useful reports alongside each guideline have been 

included in the Annexure 1 to this Presentation



LFAR – Assets – Advances (14)

5.f.(i)(c) [Cont…]

• Suggested Audit checkpoints:

–Falling short of projections (Out of CBS)

–Return of 3 or more cheques on ground of Non availability of Funds / Limits (CBS)

–Devolvement of LC / Invocation of BG and non payment within 30 days (CBS)

–Third request for extension of time for creation of security (Out of CBS)

–Increased frequency of overdrafts in Current Accounts (CBS)

–Borrower reporting stress in the business and financials (Out of CBS)

–Promoters pledging shares in the borrower company due to financial stress. (Out of 

CBS)

Review through CBS by the Branch auditor, the IRACP circular is dissected in various 

parts. A comprehensive checklist and useful reports alongside each guideline have been 

included in the Annexure 1 to this Presentation



LFAR – Assets – Advances (15)5.f.(ii)(c) – Restructured / Rephased Accounts

• Suggested Audit checkpoints:

–There is no one size fit all menu / report code in CBS available for Restructured 

Accounts.

–However following changes should be looked into

•Drawing Power / Sanctioned Limit

• Interest Master

•Flow Amount / EMI

5.f.(iii) – Upgradation of Non Performing Advances

• Suggested Audit checkpoints:

–Obtain list of NPA Accounts upgraded during the year.

–Report as at the end of Previous Year and as at the end of Current Year to be compared

–Quarterly reporting on NPA should also be reviewed.

–Whether at the time of upgradation entire overdue (across all facilities) have been 

recovered

–Information can be accessed through Menu codes in CBS for Account Ledger Inquiry, 

Outstanding EMI etc.

Refer Annexure 3 for 

Financial modelling for 

validating Term loans



LFAR – Assets – Advances (16)
5.f.(x) – Appropriation of Recovery in Principal & Interest

• Suggested Audit checkpoints:

–Obtain  Accounting  Policy  followed  by  bank  for appropriation of recovery 

in NPA Accounts.

–Review in CBS through EMI Recovery  menu options and  reversal  of  

Memorandum  Interest  Transactions from Account  Statement  menu option for 

recovery sequence followed.



LFAR – Assets – Advances (17)
5.g.(i) – List of borrowers with details of LCs devolved or guarantees invoked during the 

year.

• Suggested Audit checkpoints:

–Primary Source - Data from Branch (MR Letter as well)

–Use of CBS (Trade Finance) Menu



LFAR – Other Assets – Suspense / Sundry A/cs (1)

6.a.(i) - Expeditious clearance of Suspense Account entries. Outstanding entries, 

delayed reversal etc.

6.a.(ii) – Unusual items in Office Account

• Suggested Audit checkpoints:

–Identification of Suspense / Sundry / Office Accounts from GL / BS

–Review of Transactions in Office Accounts

–Generation / Review of Report on Outstanding entries in Office Account



LFAR – Profit & Loss (1)

III.(a) Test Checking of Interest / Discount / Commission / Fees

• Suggested Audit checkpoints:

–Review of Interest application

–Review of Bill Discounting computation

–Review of Fees, Commission and other charges enabling events and accounting thereof.



LFAR – Profit & Loss (2)

III.(b) Adherence to Income Recognition norms

• Suggested Audit checkpoints:

–Review accounting entries for Income recognition in NPA Accounts

–Review methodology deployed to ascertain unrealized interest in case of CC Account and 

additional interest (on account of delayed payment of instalments in case of Term Loan Accounts
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit
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Use of Excel – Bank Audit Documentation

March 26, 2024 Premnath D.S. B.Com., FCA 51



March 26, 2024 Premnath D.S. B.Com., FCA 52



March 26, 2024 Premnath D.S. B.Com., FCA 53

AI in Bank Audit
Sample Use Cases
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Sample 
Input

Use Case 1 – EMI validation for hidden rescheduled advances to prevent 
NPA

Query:
I am sharing a simulated excel data which has the column labels which defines the data in 
the respective columns. Based on the information given, calculate the term of each loan by 
adding a sixth column to the given table
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Result – ChatGPT

Based on parameters 

Term Calculated

Note: Auditor needs to 

check with master 

records
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Use Case 1 – EMI validation for hidden rescheduled advances to prevent NPA
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Result – ChatGPT

Difference in CBS term and 

ChatGPT term indicates 

multiple rescheduling of 

Loans to avoid NPA
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Use Case  – Trail Balance – Text to Excel – for Sampling, Audit Plan etc.,
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Result – ChatGPT

Txt to Columns carried. Using 

Pivot various reports can be 

generated for Sampling, audit 

planning.



Term Loan Validation – Excel Financial Modelling

Refer Annexure 3 for Financial modelling for validating Term loans



Part A Annexure - 1  "Audit under CBS Presentation"

Sr. 

No.

Regulatory Guidelines IRACP 

Circular 

Para No.

Checklist and Useful Reports
Source: ICAI Guidance Note on Bank Audit 2024

1 Term Loan (NPA Condition) 2.1.1 i. Review of NPA Logic for Term Loan cases, overdue 

computation, correctness of loan parameters, Useful 

Reports: Overdue reports, overdue in TL in excess of 90 

days accounts not classified as NPA, Cases of Ballooning

2 Term Loan (Overdue 

computation)

2.3 Review the process of computation of overdue, 

identification, and classification i.e. SMA NPA through 

CBS

3 Loans with moratorium for 

payment of interest

4.2.12.1 Review of overdue computation with moratorium, review 

of important parameters for Overdue computation

4 Housing Loan or other Staff 

Loans

4.2.12.2 Review process of tagging Staff Housing/Other Advances, 

Overdue computation process, Review of NPA Logic

5 Overdraft / Cash Credit (NPA 

condition) and ‘Out of Order’

2.1.2 ii. Review of NPA Logic and ‘Out of Order’ for CC/OD 

cases, review overdue computation, condition for 

computation of 90 Days credit and interest debits, 

operation condition for OD/CC accounts

6 Overdue Bill (NPA Condition) 2.1.2 iii. Review of NPA Logic for computation and identification 

of Overdue Bills

7 Agriculture advance (NPA 

conditions)

2.1.2.iv, 

2.1.2.v, 

4.2.10

Updation of Crop pattern, SLBC guidelines in CBS, 

Classification of Crop Duration, Understanding of NPA 

process for Agri. Loans

8 Agricultural Advances - Default 

in repayment due to Natural 

Calamities

4.2.13.3 Review process of tagging Agricultural Advances impacted 

by Natural Calamity, Understanding of NPA process and 

role of Natural Calamity parameter



Part A Annexure - 1  "Audit under CBS Presentation"

Sr. 

No.

Regulatory Guidelines IRACP 

Circular 

Para No.

Checklist and Useful Reports
Source: ICAI Guidance Note on Bank Audit 2024

9 Securitization transaction 

undertaken

4.2.13.4 Review of NPA Logic for Securitisation transactions

10 Derivative Contracts 2.1.2 vi., 

2.1.2 vii., 

4.2.7.4

Review process of accounting and computation of overdue 

receivables for derivative contracts

11 Non submission of Stock 

Statements

4.2.4.(a), 

4.2.4.(b)

Review process of updation of Stock Statement/Book Debt 

statements, date stamping, setting parameters for frequency

12 Facility Renew / Renewal not 

carried out

4.2.4.(c) Review the system design for due date of review/renewal, 

computation of days overdue for facilities not 

renewed/reviewed

13 Regularization of Account near to 

Balance Sheet Date

4.2.6. Regulatory guidelines here cannot operate in an automated 

manner, hence manual review of certain reports is 

suggested

14 Post Shipment Supplier's Credit 4.2.16 Similar to the above, manual review of reports and 

processes for identifying potential cases is suggested

15 Export Project Finance 4.2.17 Review process of updation of claims by Exim Bank in 

CBS, determination of outstanding for Post Shipment 

Supplier's Credit cases

16 Credit Card Accounts 4.2.19 Review of integration process of Credit Card System with 

CBS, information for minimum amount due

17 Appropriate internal systems for 

proper and timely identification 

of NPAs

4.2.2, Para 

No. 2.6 of 

Circular on 

Frequency

Review the process of computation of overdue logic, 

identification and classification of NPAs



Part A Annexure - 1  "Audit under CBS Presentation"

Sr. 

No.

Regulatory Guidelines IRACP 

Circular 

Para No.

Checklist and Useful Reports
Source: ICAI Guidance Note on Bank Audit 2024

18 System Generated NPAs Annexure to 

Circular Dt. 

14.09.2020 – 

Para No. VI

Review the compliance of stated guidelines in CBS for 

System Generated NPAs

19 Baseline requirements for Banks 

for implementation of System 

driven Asset Classification

Annexure to 

circular 

DoS.CO.PP

G./SEC.03/1

1.01.005/202

0-21 dated 

September 

14 2020

Detailed aspects for implementation and compliance on 

Data Input, Validation checks

20 Special Mention Account (SMA) 

Identification

Part B1 – 8 Review process of computation of overdue logic, 

identification and classification of SMAs and NPAs

21 CRILC Reporting Part B1 - 8.5 Review of integration of CBS with CRILC reporting

22 Treatment of NPA - Borrower-

wise and not Facility-wise

4.2.7.1. Review of implementation of UCIC, Review NPA process 

and role of UCIC field

23 Debits arising out of devolvement 

of letters of credit or invoked 

guarantees are parked in a 

separate account

4.2.7.2 Review of process for handling of LC Devolvement/BG 

Invocation

24 Bill discounted under LC 4.2.7.3 Review of NPA identification process for Bills Discounted 

under LC

25 Other Advances 4.2.11 Review of NPA Logic for Advances against securities, 

computation of adequacy of margin



Part A Annexure - 1  "Audit under CBS Presentation"

Sr. 

No.

Regulatory Guidelines IRACP 

Circular 

Para No.

Checklist and Useful Reports
Source: ICAI Guidance Note on Bank Audit 2024

26 Credit facilities Guaranteed by 

Central / State Government

4.2.14 Review of process of updation of Guarantee by 

Government, Understanding of NPA process and role of 

Guarantee parameter

27 Project under Implementation 4.2.15 Review of process of updation of DCCO, understanding of 

NPA process and role of DCCO Dates parameter



Following are the manual controls, Hence highest care to be taken for proper 

reporting

1 Enter the collaterals Fair Market Value in Finacle and link them to the customer 

loan account without fail. Value of Land, Building, Plant and Machinery obtained 

as collateral security should be properly entered in the system.

2  Wherever an advance is secured by Government Guarantee, the same needs to 

be correctly captured in Finacle, in spite of the fact that the advance is secured 

otherwise and securities are correctly fed into. Risk weight in case of 

Government Guaranteed advance is lower as compared to secured by tangible 

security;

3 Closure of loan accounts following prescribed procedure, on a case to case basis 

wherever warranted and where outstanding and sanctioned limit are zero;

4 Correct classification and coding of FITL accounts as the same affects the 

disclosures, provisioning and calculation of capital adequacy ratios;

5 Practice of repeated short review of credit facilities be curbed.

6 No office account be used for bill purchase transactions;

7  In case any loan account is transferred to another branch, do not forget to 

transfer the collaterals also to the transferee branch. It must be ensured that the 

value of collateral security inclusive of regular branch should not exceed the 

total value of security;

8 Updating of External and Internal credit rating of the customers in Finacle. As 

per the latest guidelines issued by SEBI and RBI on cancellation of registration 

granted to Brickworks Ratings India Private Limited (Brickworks Ratings), no 

fresh external ratings to be obtained from Brickworks Ratings and any existing 

rating taken from this agency is to be re-rated from an alternate accredited 

rating agency within 3 months. Please refer IC No. 03664-2022 dated 

21.10.2022. Further, the branches have to ensure that the Press Releases (PR) 

issued by credit rating agencies (Rating Rationale) of the facilities sanctioned / 

enjoyed by the borrowers must disclose the name of the Bank along with the 

corresponding credit facilities rated by them, to derive the requisite lower Risk 

Weight as per the External Rating Report as instructed by RBI vide Notification 

No. DOR.STR.REC.71/21.06.201/2022-23 dated 10.10.2022. Otherwise the credit 

exposure shall attract risk weights of 100% or 150% as applicable in terms of 

extant instructions;

9 Ensure that a performance guarantee is not classified as a financial guarantee 

(and vice versa) in the Finacle as the conversion factor and risk weights are 

different for different type of guarantees;

10 All the expired LCs against which no bills are outstanding should be promptly 

reversed;

11 Similarly, all the expired Bank Guarantees should be promptly reversed within 7 

days after the date of expiry or expiry of the claim period after following the due 

procedure of reversal;

12 Both in case of, fund based and non-fund based limits, the undrawn limit 

attracts capital. Hence, check the limits, drawing power and drawdown schedule 

for its correctness;

Annexure 2 - "Audit Under CBS"



Following are the manual controls, Hence highest care to be taken for proper 

reporting

13 In case of Term Loans, if the disbursement schedule stretches beyond one year, 

then year-wise drawdown schedule which is duly certified by the borrower 

should be such term loan accounts; obtained. Disbursement schedule should be 

entered in Finacle in case of

14 Guarantees like ECGC, CGTMSE, Central Government, State Government etc. 

obtained for credit risk mitigation should be promptly recorded in the system;

15 Revisit the un-availed portion of sanctioned limits and make necessary 

correction in Finacle, wherever required;

16 Proper and correct securities should be fed in the system in respect of all the 

credit facilities;

17 Creation of limit nodes and linking the facility account with the same;

18 No Period end entries/ TODs on CC and no Debit & Credit book Entries of equal 

amount at the period end in CC account with a view to escape system detection 

of NPA;

19 No unauthorized value dating of transactions;

20 Adequate records at the branch level for summarisation and updation of 

Contingent liabilities (namely claims against the Bank not acknowledged as Debt) 

be maintained in terms of guidelines issued by Legal Services Department 

Instruction Circular No 03766-2022 dated 27.12.2022.

21  Ensure that effect of all MOCs given by the Statutory Auditors as on 31st March 

2022, 30th June 2022, 30th September 2022 and 31st December 2022 is given in 

Finacle before start of Annual Statutory Audit of the Branch, if not already done;

22 While claiming the Interest subvention in respect of export advances, guidelines 

related to eligibility and calculation of interest subvention claim.

23 To ensure regular monitoring of inter-branch/inter-bank reconciliation and 

various impersonal accounts viz. Suspense, Sundry etc. and bring these to zero;

Annexure 2 - "Audit Under CBS"



Formula

1  No of EMIs due as on the 

date of audit

Datedif(Audit date - Sanction Date,"M")

2 Term - No of months loan NPER(ROI%/12,-EMI,Limit)

3 Cum Interest payable as on 

date of audit - Limit, ROI, 

Sanction date - as on date 

how much interest should 

CUMIPMT(ROI%/12,Term,Limit,1,"M") 1=Starting EMI 

count, "M" as 

calculated in 1 

above4 Total Interest Served as on 

the date of audit

CUMIPMT - Total Interest Served as on 

the date of audit > significant, Validated 

Each such case for NPA

5 Cum Principal payable as on 

date of audit

CUMPRINC(ROI%/12,Term,Limit,1,"M") 1=Starting EMI 

count, "M" as 

calculated in 1 

above

6 Theoritical Balance (TB) Limit - CUMPRINC

7 Closing Balance on the date of 

audit as per CBS

Closing Balance as per CBS - TB > 3 EMIs 

NPA

8 EMI - based Excel EMI, CBS 

EMI can be validated and 

enquire on reschedule/

PMT(ROI%/12,Term,Limit) - CBS EMI > 

significant, validated each such case for 

NPA

Term = as calculated above in "2"

Term = As per CBS

CBS Term ≠ Term as calculated above 

in  "2", validated each such case with 

system ledger and documents for 

reschedulement, Customer 

confirmation

Term Validation - Based on the CBS reports

Annexure 3 - "Audit Under CBS" 
Excel Financial Modelling Formulas



CA MV KALI PRASAD FCA 

CHARTERED ACCOUNTANT 
Sr. Partner,  KALI & Co., Chartered Accountants  Hyderabad 

presents complements and invites you to a   

 

presentation on  

 

RBI IRAC norms 



       WHY ?  IRAC norms 
  AS on income recognition requires that the 

financial statements should not be recognizing 

any income before realizing the same.  

 RBI constituted Narasimham committee to 

work out the  modalities for implementing the 

same. 

 These norms are now being implemented for 

the last 20 years, effective 2004 
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 The policy of income recognition as well 

as classification of the assets should be 

objective and based on record of 

recovery. Norms are to be applied 

uniformly and consistently. 

 

 Extent of provisioning depends upon the 

classification of such assets. 
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Concept of NPA 

 NPA stands for Non Performing Asset 

meaning that the asset is not performing 

as expected  and stopped contributing to 

the profit of the bank. 

 When there is a default in repayment of a 

loan, recognizing interest on such loan 

would be against prudence.  
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TERM LOANS 

 Interest and/or installment of principal 

remain overdue for a period of more 

than 90 days. 
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OD /CC/  

 Any account which remains overdue 

 An account is ‘overdue’ if 

1. Outstanding balance in the OD/CC account 
remains continuously in excess of the 
drawing power/ sanctioned limit,lower of the 
two, continuously for a period of 90 days or 

2. In spite of the balance being less than the 
sanctioned limit, the credits in the account 
being less than the interest for the 90 days 
period 
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 It is suggested that the accounts shall 

become a NPA 

 Where the  account is not reviewed and 

renewed on the due date , 180 days from 

such date 

 Where the borrowers do not submit the 

stock statements on the due date 

continuously for 90 days, 180 days from 

such date 
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BILLS DISCOUNTED AND 

CREDIT CARDS 
 

 In case  bills discounted and purchased 

remain overdue for a period of more than 

90 days 

 

 Credit card account shall be treated as 

NPA if the minimum payment due 

remains unpaid fully within a period of 90 

days from the due date. 
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AGRICULTURAL ADVANCES 

 Long duration and short duration crops: 

 Crops are said to be long duration if 

the crop duration is longer than ONE 

year 

 All crops except long duration crops are 

short duration. 

 State level Bankers Committee decides 

the crop duration for each state. 
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 A loan for short duration crops shall 
become NPA if the principal or interest 
or the installment remain unpaid for 
TWO crop seasons. 

 Long duration crop loans would be 
NPA if the principal or interest or 
installment remain unpaid for ONE crop 
season.  

 Agricultural Term loan shall also be 
considered on the above lines 
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IDENTIFICATION AS NPA 

 Identification of NPA is an on going 
process. Loans shall be classified as NPA 
as soon as they turn into NPA by way of 
EOD procedures and not waiting till end 
of the quarter.  

 Provisions shall be made every quarter to 
ensure that the quarterly results include 
such provisions. 

 Such classification and provisioning shall 
be built into the software 
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SMA 

 Whenever a borrower misses an 

installment, the account shall be flagged as 

Specially Mentioned Account (SMA) or 

Potential NPA. 

 Both the SMA and NPA shall be identified 

during the day end procedures in the 

normal course and flagged as such. 
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RECOGNITION AS NPA 

 Recording of an advance shall be objective. 

 Banks should not treat an advance as NPA 

merely due to some deficiencies which are 

temporary in nature such as  

 non-availability of adequate drawing power,  

 balance outstanding exceeding the limit,  

 non-submission of stock statements and  

 the non-renewal of the limits on the due 

date,  
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 NPA classification is borrower wise and 

Not account wise. 

 In case of multiple accounts of a single 

borrower, under one Customer ID, if one 

account is an NPA all the other accounts 

are to be treated as NPA. 

 Banks shall stop recognizing interest from 

the EOD when the account is recognized 

as NPA. 
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REPAYMENT OF MULTIPLE 

ADVANCES 
 In case of multiple advances, if entire 

overdue pertaining to all the credit 

facilities availed by a borrower have been 

regularised by repayment through genuine 

sources (not by sanction of additional 

facilities or transfer of funds between 

accounts), the accounts may be upgraded 

to ‘standard’ asset.  
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  However, the accounts should remain in 

order subsequently and a solitary credit 

entry made in an account on or before 

the balance sheet date which extinguishes 

the overdue amount of interest or 

instalment of principal is not reckoned 

as the sole criteria for treatment  of the 

account as a standard asset 
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CONSORTIUM ADVANCES 

  In respect of consortium advances each 

bank may classify the borrowed accounts 

according to its own record of recovery 

and other aspects having a bearing on the 

recoverability of the advances. 
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DEFAULT IN AGRI ADVANCES 

 (i) Where natural calamities impair the 

repaying capacity of agricultural 

borrowers, as a relief measure, banks may 

decide on their own to : 

 (a) convert the short-term loan into a 

term loan or re-schedule the repayment 

period, and 

 (b) sanction fresh short-term loans 
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 ii) Such re-scheduled or converted 

Accounts may be treated as current dues 

and need not be classified as NPA. The 

asset classification of these loans would, 

therefore, be governed by the revised 

terms and conditions and these would be 

treated as NPA under the extant norms 

applicable for classifying agricultural 

advances as NPAs. 
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STAFF HOUSING LOANS 

 Normally, Interest on housing loans to 

staff is recovered after recovering the 

principal. Interest falls due only after the 

principal is paid off.  

 Recovery of loan is linked to the salary of 

the employee and recovered from the 

salary. 

 Since interest is not due, there is no 

question of interest remaining over due. 
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PROJECT FINANCING 

 It is normal that the COD of projects 

gets delayed for several reasons. 

 The sanction letters mention the COD, 

Moratorium, servicing of interest etc. 

 In spite of the account being regular, the 

asset would be NPA if the operations do 

not commence within two years from the 

scheduled date as per project report and 

sanction letters. 
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 If the delay is due to reasons beyond the 
control of the borrower  (such as COVID) 
the account may be rescheduled and the 
COD be postponed by further two years. 

 Provided, the application for restructuring be 
received before the original COD. 

 Note: 

 As far as COVID restructuring is concerned, 
the accounts should now be operative since 
now it is beyond two years  
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 In case of moratorium for payment of 

interest is also provided, banks should not 

book interest on such loans till the date 

of moratorium 
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OTHER ADVANCES 

 Educational loans 

 Where the sanction letter says interest 
needs to be serviced, the Asset would 
become NPA if interest is not serviced. 

 Normally, principal becomes repayable 
only after the candidate completes the 
course. 

 Once the servicing of the principal is 
commenced, the rule of 90 days overdue 
shall apply 
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GOLD LOANS 

 Gold loan could be agrl or non agrl 

advance. 

 Agrl gold loans have to follow the rules 

regarding agrl advances. 

 IN case of non agri loans, normal rules 

would apply. 

 Since loans are fully secured, the question 

of not realising the due amount does not 

arise. 
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DEPOSIT LOANS 

 Loans against deposits, NSC, other Govt 

securities would not be NPA since the 

banks maintain margins and there is no 

risk of non recovery 
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ASSET CLASSIFICATION 

 STANDARD 

 Those assets which are being serviced 
regularly and no problem is foreseen. 

 SUB STANDARD 

    Assets which become NPA and remain 
so for periods up to 12 months. Current 
Net worth of the guarantors/ borrowers 
or the current market value of the asset 
charged is not enough to ensure recovery 
of the dues. 
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 DOUBTFUL 

 An asset remaining NPA for a period of 

more than 12 months 

 LOSS ASSETS: 

 An asset which is identified by the bank 

itself or the internal or concurrent 

auditors or the branch auditors or the 

RBI Inspection team as a loss asset. 
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PROVISIONING 

 Provisioning requirements for are 
summarized as under: 

 Standard Asset:  

 Direct advances to Agriculture and SME 
sectors 0.25% 

 Commercial Real Estate (CRE) sector 1.00% 

 Commercial Real Estate-Residential Housing 
Sector (CRE-RH) 0.75% 

 All other loans and advances not included 
above 0.40 
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  Substandard assets: 

 A general provision of 15 percent on total outstanding 
should be made without making any allowance for ECGC 
guarantee cover and securities available. 

 The ‘unsecured exposures’ which are identified as 
‘substandard’ would attract additional provision of 10 per 
cent, i.e., a total of 25 per cent on the outstanding balance.  

 However, in view of certain safeguards such as escrow 
accounts available in respect of infrastructure lending, 
infrastructure loan accounts which are classified as sub-
standard will attract a provisioning of 20% instead of the 
aforesaid prescription of 25 per cent. 

 To avail of this benefit of lower provisioning, the banks 
should have in place an appropriate mechanism to escrow 
the cash flows and also have a clear and legal first claim on 
these cash flows. 
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UNSECURED ADVANCES 

 The provisioning for unsecured 

‘doubtful’ assets is 100%.  

 ‘Exposure’ shall include all funded and 

non-funded exposures ‘Security’ will mean 

tangible security properly charged to the 

bank and will not include intangible 

securities like guarantees (including State 

government guarantees), comfort letters 

etc 
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SECURED ASSETS 

 Period for which the advance has 

remained in ‘doubtful’ category 

Provisioning requirement:  

 Up to one year                  25% 

 One to three years           40% 

 More than three years  100% 
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 THAT IS IT LADIES AND GENTLEMEN 

 

 THANK YOU 
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Presented by  
CA D. Venkata Jankinath 
B.Sc,.FCA. PGDADR,DISA(ICAI) and  
Insolvency Professional 



 Restructuring is an act in which a lender, for economic or 
legal reasons relating to the borrower's financial difficulty, 
grants concessions to the borrower 

 Restructuring may involve modification of terms of the 
advances / securities, which would generally include, among 
others, alteration of payment period / payable amount / the 
amount of instalments / rate of interest; roll over of credit 
facilities; sanction of additional credit facility/ release of 
additional funds for an account in default to aid curing of 
default / enhancement of existing credit limits; compromise 
settlements where time for payment of settlement amount 
exceeds three months 
 



 A default, as per the definition provided in the framework, 
shall be treated as an indicator for financial difficulty, 
irrespective of reasons for the default 

 A borrower not in default, but it is probable that the 
borrower will default on any of its exposures in the 
foreseeable future without the concession, for instance, 
when there has been a pattern of delinquency in payments 
on its exposures 

 A borrower’s outstanding securities have been delisted, 
are in the process of being delisted, or are under threat of 
being delisted from an exchange due to noncompliance 
with the listing requirements or for financial reasons 



 On the basis of actual performance, estimates 
and projections that encompass the borrower’s 
current level of operations, the borrower’s cash 
flows are assessed to be insufficient to service all 
of its loans or debt securities (both interest and 
principal) in accordance with the contractual 
terms of the existing agreement for the 
foreseeable future 

 A borrower’s credit facilities are in non-
performing status or would be categorised as 
nonperforming without the concessions 



 A borrower’s existing exposures are categorised as exposures that 
have already evidenced difficulty in the borrower’s ability to repay 
in accordance with the bank’s internal credit rating system. 
 

 The above list provides examples of possible indicators of financial 
difficulty, but is not intended to constitute an exhaustive 
enumeration of financial difficulty indicators with respect to 
restructuring. Lenders shall need to complement the above with 
key financial ratios and operational parameters which may include 
quantitative and qualitative aspects. In particular, financial 
difficulty can be identified even in the absence of arrears on an 
exposure. The robustness of the board approved policy and the 
outcomes would be examined as part of the supervisory oversight 
of the Reserve Bank. 



Asset Classification 
 In case of restructuring, the accounts classified 

as 'standard' shall be immediately downgraded 
as non-performing assets (NPAs), i.e., ‘sub-
standard’ to begin with 

 The NPAs, upon restructuring, would continue to 
have the same asset classification as prior to 
restructuring 

 . In both cases, the asset classification shall 
continue to be governed by the ageing criteria as 
laid out in Part A of this Master Circular 



 ‘Specified Period’ means a period of one year from the 
commencement of the first payment of interest or 
principal, whichever is later, on the credit facility with 
longest period of moratorium under the terms of 
restructuring package. 

 ‘Satisfactory Performance’ means no payment 
(interest and/or principal) shall remain overdue for a 
period of more than 30 days. In case of cash credit / 
overdraft account, satisfactory performance means 
that the outstanding in the account shall not be more 
than the sanctioned limit or drawing power, 
whichever is lower, for a period of more than 30 days. 



 In case of restructuring, the accounts 
classified as 'standard' shall be immediately 
downgraded as non-performing assets 
(NPAs), i.e., ‘sub-standard’ to begin with. The 
NPAs, upon restructuring, would continue to 
have the same asset classification as prior to 
restructuring. In both cases, the asset 
classification shall continue to be governed 
by the ageing criteria as laid out in Part A of 
this Master Circular.(Para 17.1) 



 For MSME accounts where aggregate 
exposure of the lenders is less than ₹25 
crore- An account may be considered for 
upgradation to ‘standard’ only if it 
demonstrates satisfactory performance 
during the specified period 



 For all other accounts- Standard accounts classified as 
NPA and NPA accounts retained in the same category on 
restructuring by the lenders may be upgraded only when 
all the outstanding loan / facilities in the account 
demonstrate ‘satisfactory performance’16 during the 
period from the date of implementation of RP up to the 
date by which at least 10 per cent of the sum of 
outstanding principal debt17 as per the RP and interest 
capitalisation sanctioned as part of the restructuring, if 
any, is repaid (‘monitoring period’). Provided that the 
account cannot be upgraded before one year from the 
commencement of the first payment of interest or 
principal (whichever is later) on the credit facility with 
longest period of moratorium under the terms of RP. 



 Additionally, for accounts where the aggregate exposure 
of lenders is ₹100 crore and above at the time of 
implementation of RP, to qualify for an upgrade, in 
addition to demonstration of satisfactory performance, 
the credit facilities of the borrower shall also be rated as 
investment grade18 (BBB- or better), at the time of 
upgrade, by CRAs accredited by the Reserve Bank for the 
purpose of bank loan ratings. While accounts with 
aggregate exposure of ₹500 crore and above shall require 
two ratings, those below ₹500 crore shall require one 
rating. If the ratings are obtained from more than the 
required number of CRAs, all such ratings shall be 
investment grade for the account to qualify for an 
upgrade. 



 If the borrower fails to demonstrate satisfactory performance 
during the monitoring period, asset classification upgrade shall be 
subject to implementation of a fresh restructuring/ change in 
ownership under Parts B1 and B2 of this Master Circular or under 
IBC. Lenders shall make an additional provision of 15% for such 
accounts at the end of the Review Period [once a borrower is 
reported to be in default by any of the lenders, lenders shall 
undertake a prima facie review of the borrower account within 
thirty days from such default para 9.1] .This additional provision, 
along with other additional provisions, may be reversed as per the 
norms laid down at Paragraph 11.5. 
 

 Provisions held on restructured assets may be reversed when the 
accounts are upgraded to standard category 



 Any default by the borrower in any of the credit facilities with any 
of the lenders (including any lender where the borrower is not in 
“specified period”) subsequent to upgrade in asset classification as 
above but before the end of the specified period, will require a 
fresh RP to be implemented within the above timelines as any 
default would entail. However, lenders shall make an additional 
provision of 15% for such accounts at the end of the Review 
Period. This additional provision, along with other additional 
provisions, may be reversed as per the norms laid down at 
Paragraph 11.5 of this Master Circular 
 

 Specified period” means the period from the date of 
implementation of RP19 up to the date by which at least 20 per 
cent of the sum of outstanding principal debt as per the RP and 
interest capitalisation sanctioned as part of the restructuring, if 
any, is repaid. 
 



 Accounts restructured under the revised 
framework shall attract provisioning as per the 
asset classification category as laid out in part A 
of this Master Circular. 
 

 MSME accounts restructured under the circulars 
DBR.No.BP.BC.18/21.04.048/2018-19 dated 
January 1, 2019 and 
DOR.No.BP.BC.34/21.04.048/2019-20 dated 
February 11, 2020 shall attract the provisioning 
requirements prescribed therein. 



 Any additional finance approved under the RP (including any 
resolution plan approved by the Adjudicating Authority 
under IBC) may be treated as 'standard asset' during the 
monitoring period under the approved RP, provided the 
account demonstrates satisfactory performance (as defined 
at footnote 16) during the monitoring period. If the 
restructured asset fails to perform satisfactorily during the 
monitoring period or does not qualify for upgradation at the 
end of the monitoring period, the additional finance shall be 
placed in the same asset classification category as the 
restructured debt 



 Interest income in respect of restructured accounts 
classified as 'standard assets' may be recognized on 
accrual basis and that in respect of the restructured 
accounts classified as 'nonperforming assets' shall be 
recognised on cash  
 

 In the case of additional finance in accounts where the 
pre-restructuring facilities were classified as NPA, the 
interest income shall be recognised only on cash basis 
except when the restructuring is accompanied by a 
change in ownership. 



 Borrowers who have committed frauds/ 
malfeasance/ willful default will remain ineligible 
for restructuring. However, in cases where the 
existing promoters are replaced by new 
promoters22, and the borrower company is 
totally delinked from such erstwhile 
promoters/management, lenders may take a 
view on restructuring such accounts based on 
their viability, without prejudice to the 
continuance of criminal action against the 
erstwhile promoters/management 
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Planning 

Vijay Totapally FCA 

• Statutory Branch Auditors (SBAs) are given limited time within which they have to 
undertake the audit of branches allotted to them.   

• Accordingly, the planning of the assignment and start of the work is really critical.  

• SBA should send a formal communication to the branch anagement/HO accepting his 
appointment and other declarations and undertakings as required. 

• The SBA should also specify the books, records, and other information that he would 
require in the course of his audit. Such a communication would enable the branch 
management to keep the requisite documents, information, etc., ready. 

• In the statutory bank branch audit, one of the most important aspects is proper planning 
and documentation of the auditing activity. 

• SBA should have sound and complete knowledge of the business of the bank. 



Planning 
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The letter of  appointment sent by banks to SBAs typically contains the following: 

• Appointment under the Banking Regulation Act, 1949, and the underlying duties 
and responsibilities of the SBA. 

•  Particulars of branch(s) to be audited and of the region/zone to which the branch 
reports.  

• Particulars of Statutory Central Auditors (SCAs).  

• Particulars of previous auditors. 

• Guidelines for conducting audit of branches, completion of audit, eligible audit 
fees, reimbursement of expenses etc.  

 



Planning 

Vijay Totapally FCA 

The letter of  appointment sent by banks to SBAs typically contains the following: 

• Procedural requirements to be complied with in accepting the assignment, e.g., 
letter of acceptance, declaration of indebtedness, declaration of fidelity and 
secrecy, other undertakings by the firm/SBA, specimen signatures, etc.  

•  Scope of work - Besides the statutory audit under the provisions of the Banking 
Regulation Act, 1949, the SBA is also required to verify certain other areas and 
issue various reports and certificates like LFAR, Tax Audit Report, certificates for 
cash verification on odd dates, Ghosh & Jilani Committee Reports etc., 



Planning 
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What next- 

• RBI Guidelines and Circulars  

• Bank’s Closing Circular  

• The SBA also needs to have a basic knowledge of allied applicable 
laws to carry out an effective audit.  

• For example: Indian Contract Act 1872, Negotiable Instruments Act 
1881, relevant Stamp Acts, etc 
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Audit Procedures /Understanding Forms and Content of Financial Statements/Reporting 

• The auditor should set materiality level in accordance with SA 320, “Materiality in Planning and 
Performing an Audit” 

• The auditor should read relevant circulars and guidelines of the RBI before verifying the forms and 
certificates and should understand the process followed in making such forms / certificates 

• Final audit report and Long Form Audit Report are two documents that are issued by the statutory 
auditor to the bank management.  

• In the final audit report, reporting on IFCoFR will also have to be done in case the branch is 
selected for verification of IFCoFR.  

• Auditor complies with all the pre-audit ormalities (like appointment letter, communication with 
previous auditor, engagement letter etc.) immediately on receipt of confirmation from the bank and 
before the commencement of actual audit at the branch. 



Planning 
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Audit Procedures /Understanding Forms and Content of Financial 
Statements/Reporting 

• auditor should develop a mechanism to list out the specific 
representations on certain matters/areas on which the auditor has relied 
upon during the course of audit for inclusion in the Management 
Representation letter. 
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Documentation 
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llustrative list of documents to be maintained in the bank branch audit- 

• Appointment formalities, including appointment letter, communication with previous auditor, 
engagement letter etc.  

•  Remarks / Verification remarks against working sheet containing summary of latest RBI Master 
Directions / Circulars, other material for conducting the audit.  

• Working notes complying/ verifying closing guidelines / circular issued by the bank.  

• Summary of the relevant provisions applicable as per latest/ updated RBI Master 
Directions/Circulars, IRAC norms, closing circular used at the branch.  

• Detailed branch audit plan and program as per SA 230-Audit Documentation.  

• List of new deposit accounts opened during the audit period. 

 



Documentation 
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llustrative list of documents to be maintained in the bank branch audit- 

• List of samples selected of advances and deposits along with criteria taken as base for selecting 
sample.  

•  Obtaining Delegation of Power (DOP) booklet to understand the powers and responsibilities at 
various levels in the branch.  

• Bank’s accounting policies and how the auditor has verified their satisfactory compliances.  

• Audit procedures adopted and determination of materiality levels.  

• Understanding of the internal controls, IT system controls.  

• Audit working paper documenting the audit procedures carried out for testing IFCoFR controls.  

•  Audit working papers and issue trackers. How the issues raised during audit were concluded.  

•  Financial statements of the previous year and current year.  

• Management certified trial balance for the year (if available from the system) 



Documentation 
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llustrative list of documents to be maintained in the bank branch audit- 

• Summary of various audit reports such as internal inspection report, concurrent audit reports, 
previous year statutory audit report.  

• Statement of advances with classification along with various fields duly filled such as security, 
sanction limits, date of sanction / renewal, outstanding balance etc.  

• Specific representation, notes and working papers received from the bank’s management on 
sensitive or significant audit issues or accounts.  

• List of latest and updated stock and security statements, valuation and inspection reports as on 
March 31.  

• List of documents verified and minutes of meeting with the bank’s management.  

• Copies of supporting documents that are verified and confirmations obtained during the audit.  

• Break-up of other assets and liabilities and Inter-Branch Adjustments including the confirmation of 
deposits given by the branch. 



Documentation 
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llustrative list of documents to be maintained in the bank branch audit- 

• Proof of various securities, cash and other assets physically verified during the audit.  

• ATM verification details. 

• KYC verification, anti-money laundry verification, FEMA compliance at branches.  

• Proof of verification of third-party products if any. 

• Details of off-balance sheet items, claims against banks and contingent liabilities. 

• Other Bank / RBI balance confirmation.  

• List of customer complaints registered/responded by the branch- nature of complaint and its 
resolution.  

• Management Representation Letter. 

• Various other audit documents / evidence considered in the audit process. 

• Mail conversation with Bank branch can also be kept as PDF files to make it easily available in 
future for ready reference along with all documentation in audit folder. 
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Finally 

• Prepare audit documentation on a timely basis duly recording who 
performed and reviewed audit work and the date/s of completion and 
review.  

• Prepare audit documentation to understand: 

a. Nature, timing and extent of audit procedures performed to comply 
with SAs and other applicable legal and regulatory requirements;  

b. Results of audit procedures performed, and audit evidence obtained; 
and  

c. Significant matters arising during the audit, conclusions reached, 
and significant professional judgments made. 
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Finally 

• Document  

a) sampling method used;  

b) population and sample size selected; 

c) items for sample; 

d) deviations observed on the samples vis a vis the population sample, 
its acceptable level and the need for revising the samples;  

e) evaluation of the results of sampling. 

• Ensure all amounts as per the working papers are tallied with the 
corresponding amounts in the financial statements 
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Finally 

• Keep evidence of communication with management and those charged 
with governance.  

• Document all misstatements accumulated during the audit and whether 
they have been corrected.  

• Comply with policies and procedures for assembly and archival of work 
papers within stipulated time. 
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Please Note- Not Documented Not Done 



Early Warning Signals EWS 
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Some wrongdoings in the loan accounts which may turn out to be fraudulent- 

1. - 

a)  Default in undisputed payment to the statutory bodies as declared in the Annual report. 

b)  Bouncing of high value cheques 

2. Frequent change in the scope of the project to be undertaken by the borrower  

3. Foreign bills remaining outstanding with the bank for a long time and tendency for 
bills to remain overdue. 

4. Delay observed in payment of outstanding dues. 

5. Frequent invocation of BGs and devolvement of LCs. 

6. Under insured or over insured inventory. 

7. Invoices devoid of TAN and other details. 

 



Early Warning Signals EWS 
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Some wrongdoings in the loan accounts which may turn out to be fraudulent- 

8. Dispute on title of collateral securities.  

9. Funds coming from other banks to liquidate the outstanding loan amount unless in 
normal course.  

10. In merchanting trade, import leg not revealed to the bank.  

11. Request received from the borrower to postpone the inspection of the godown for 
flimsy reasons.  

12. Funding of the interest by sanctioning additional facilities. 

13. Exclusive collateral charged to a number of lenders without NOC of existing 
charge holders.  

14. Concealment of certain vital documents like master agreement, insurance coverage. 
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Vijay Totapally FCA 

Some wrongdoings in the loan accounts which may turn out to be fraudulent- 

15. Floating front / associate companies by investing borrowed money. 

16. Critical issues highlighted in the stock audit report.  

17. Liabilities appearing in ROC search report, not reported by the borrower in its 
annual report. 

18. Frequent request for general purpose loans.  

19. Frequent ad hoc sanctions.  

20. Not routing of sales proceeds through consortium I member bank/ lenders to the 
company. 

 



Early Warning Signals EWS 
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Some wrongdoings in the loan accounts which may turn out to be fraudulent- 

21. LCs issued for local trade I related party transactions without underlying trade 
transaction. 

22. High value RTGS payment to unrelated parties.  

23. Heavy cash withdrawal in loan accounts. 

24. Non production of original bills for verification upon request.  

25. Significant movements in inventory, disproportionately differing vis-a-vis change 
in the turnover.  

26. Significant movements in receivables, disproportionately differing vis-à-vis change 
in the turnover and/or increase in ageing of the receivables. 

27. Disproportionate change in other current assets 



Early Warning Signals EWS 

Vijay Totapally FCA 

Some wrongdoings in the loan accounts which may turn out to be fraudulent- 

28. Significant increase in working capital borrowing as percentage of turnover. 

29.  Increase in Fixed Assets, without corresponding increase in long term sources 
(when project is implemented).  

30. Increase in borrowings, despite huge cash and cash equivalents in the borrower's 
balance sheet. 

31. Frequent change in accounting period and/or accounting policies. 

32. Costing of the project which is in wide variance with standard cost of installation of 
the project. 

33. Claims not acknowledged as debt high  

34. Substantial increase in unbilled revenue year after year. 



Early Warning Signals EWS 
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Some wrongdoings in the loan accounts which may turn out to be fraudulent- 

34. Large number of transactions with inter-connected companies and large outstanding from such 
companies.  

35. Substantial related party transactions. 

36. Material discrepancies in the annual report. 

37. Significant inconsistencies within the annual report (between various sections).  

38. Poor disclosure of materially adverse information and no qualification by the statutory auditors. 

39. Raid by Income tax /sales tax/ central excise duty officials. 

40. Significant reduction in the stake of promoter /director or increase in the 

41. encumbered shares of promoter/director. 

42. Resignation of the key personnel and frequent changes in the management 



Any Questions 



Vijay Totapally FCA 
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