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Gopal P. Dhakan 
(F.C.A, LL.B, M.Com, DISA) 

Posers  
1. Mr. A an agriculturist (having 7/12 in his name) has availed gold loan of Rs. 35 lacs from 

bank. Bank has sanctioned these loan under Agri Gold loan scheme, wherein repayment 
synchronized with cropping pattern/season i.e 3 years instead of 1 year in normal course. 
These loan is not eligible for interest subvention. Statutory auditor is of view that these 
being not agriculture loan, the repayment ought to have been one year as loan is appraised 
solely on basis of valuation of gold and not on basis of harvesting/marketing capacity & 
capability of land/agriculturist. Advice? 
 

2. ABC Education Trust is having saving account with nationalized bank with handsome 
balance. The bank is paying interest on same as per applicable norms. Whether these course 
of action right? 

 
3. Mr. A, engaged in business of execution of work offered by Nuclear Power Corporation 

India Limited on contract basis. Work awarded mostly includes erection of site/roads as 
specified by company. CC limit were extended to Mr. A and bank has classified it in 
priority segment. Whether the same is correct? Does it make any difference in annual 
closing exercise? 

 
4. In above what would be answer if Mr. A is engaged in business of real estate. 

 
5. Mr. A availed housing loan of Rs. 20 lac and the source of repayment of same is explained 

to be rent income of property to be purchased. Bank has classified these advances in to 
priority segment. Advise? 

 
6. Bank has sanctioned housing loan to Mr. A. At time of sanction Mr. A is having two house 

(excluding the one for which loan sanctioned). Is it possible. What could be possible impact 
on books of bank. 

 
7. During the year bank has issued bank guarantee which not recorded in CBS. On specific 

query, branch management is of view the same is not invoked and only contingent in 
nature does not impact financial statement and statutory auditor are advised to mark 
comment in LFAR. is it right? If no, how it can dealt with. 

 
8. During the year certain bank guarantee is expired but same is not closed in CBS. On specific 

query branch management is of view the same are only contingent in nature does not 
impact financial statement and statutory auditor are advised to mark comment in LFAR. is 
it right? If no, how it can be incorporated in financial statement. 

 
9. ABC Bank Ltd. issued bank guarantee in favor of Mr.A for fifteen years. Is is right? 

 
10. Bank has issued bank guarantee for three years on 01.01.2018 and booked commission 

income of Rs. 36,000/- upfront in P & L account. Is it right? 
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11. A loan is sanctioned in year 2013 and as per terms it is required to be renewed every three 
year subject to annual review. During annual closing exercise for year 31.03.2018, statutory 
auditor observed following pattern of review/renew; 

 
Sr. No. Year As per sanction Actual 
1 2014 Review Not done 
2 2015 Review Renew 
3 2016 Renew Review 
4 2017 Review Review 
5 2018 Review Renew 

Above advances appearing as standard asset. Comment? 
 

12. A loan is sanctioned to M/s. XYZ as normal sanction which is otherwise requires 
determination of Date of Commencement of Commercial Operation (DCCO) as non-
infrastructure project lending. Since DCCO is not decided neither by borrower nor bank, 
statutory auditor is of view that the account is non standard. Discuss? 
 

13. A fire took place at premises of M/s. XYZ to whom machinery term loan is sanctioned. To 
give him breathe, bank has decided to restructure the account. Statutory auditor is view 
that restructuring is permissible only for ‘economic or other reasons’ and fire does not fall in 
category of other reasons. Comment. 

 
14. Housing loan of Rs. 98 lacs sanctioned in year 2014 to Mr. A for flat which is under 

construction at pune. As per sanction terms flat are required to be completed within six 
months after which EMI of Rs. 1 lacs per month is to be start. Till 31.03.2018 the construction 
is completed and EMI is also not started. Discuss its impact? 

 
15. While creating car loan master bank officer has not fed primary security value in 

appropriate window. On being asked branch head inormed that same does not require 
passing of any MoC since account is standard and provision on standard asset are same 
(whether is secured or unsecured portion). Discuss? 

 
16. During year OD facility against FD is granted to customer. However, lien is not marked on 

FD. Does it require any changes from perspective of statutory auditor? 
 

17. During year bank has sent outstation non MICR cheque for collection. The same is not 
credited to respective customer’s account with seven days and also not paid any interest 
thereon. Discuss it impact. 

 
18. As per sanction borrower is required to obtain credit rating from outside agency which 

was not obtained. What would be possible impact of same. 
 

19. Loan is sanctioned to Mr. A under CGTMSE scheme. In the process bank has obtained 
collateral security in form of residential house. Discuss from perspective of statutory audit. 
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20. During statutory audit of nationalized bank Mr. A came to know that branch has allowed 
inward foreign exchange remittance to account of NGO whose registration is cancelled by 
Ministry of Home Affairs due to non submission of various data. Elaborate. 

 
21. Mr. A transferred 2.50 lac $ to his relative under LRS. Bank charges of 5 $ are bear by Mr.A. 

Banks is of view that Mr.A violated provision of LRS as total of same is in excess of 2.50 lac 
$. 

 
22. CA ABC is allotted staturory of branch which is operating currency chest. ABC is of view 

that same is part and parcel of his assignment and required to be audited. Comment. 
 

23. A & B is holding deposit in joint name with ‘either or survivor’ instruction. However, 
before maturity of same, Mr. A liquidated the same under his signature alone. Can it be 
possible? 

 
24. Mr. A applied for car loan which is used by firm in which he is partner. EMI of said loan is 

also paid by firm. The loan is sanctioned by retail asset cell of bank. Whether action of bank 
is correct. 

 
25. Branch engaged in Govt. business has paid its own TDS challan and claimed commission 

thereon from government. Whether these action is regular? 
 

26. Tractor loan is sanctioned to agriculturist. Appraisal note states that borrower will put it 
on hire to earn rent. Bank is of view that same is covered under agriculture finance and 
NPA norm will apply accordingly. Is this justifiable? 

 
27. CC limit of Rs. 10.00 lacs is extended to Mr. X. Its outstanding as on 31.03.2018 is 4 lacs. 

Whether bank are required to maintain capital adequacy on 10 lacs or 4 lacs. Discuss 
relevancy and validity of Unconditionally Cancellable Clause (UCC). 

 
28. To circumvent the limit of group exposure, M/s. Non Co.-Op. Bank Ltd. has extended loan 

to individual (who happens to be director of group companies) who routed those fund to 
company. EMI is paid by those company. Does this indirect funding included for 
computation limit of group borrowing. 

 
29. M/s. Non Co.-Op. Bank Ltd. seeks your advice as up to which amount it can sanction 

housing loan to individual borrower. 
 

30. It is whose burden to prove Non Performance of Asset i.e Auditor or bank management. 
(para 4.2.6) 

 
Documentation 

31. Acceptance letter accompany by engagement letter containing important caveat is good 
weapon at our end. It should contain inter alia following terms; 
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- Our acceptance of appointment is subject to professional objections, if any, from previous 
auditor(s) of respective branch(es) and that will decide our final acceptance after taking into 
account information received from previous auditor(s). 
 

- Brach is to provide us with Access to all information, including the books, account, vouchers 
and other records and documentation, of the branch, whether kept at the branch office or 
elsewhere, of which the branch management is aware, that is relevant to the preparation of the 
financial statements such as records, documentation and other matters; 
 

- Unrestricted access to persons within the entity, from whom we determine it necessary to obtain 
audit evidence. This includes our entitlement to require from the officers of the branch such 
information and explanations, as we may think necessary for the performance of our duties as 
auditor. 
 

- Audit will be completed within time prescribed provided that proper coordination took place 
between branch and us, and subject to condition that branch will make available to us details, 
records, documentation and other information requested in connection with our engagement. 
 
 

32. Disclaimer to be made whenever necessary. i.e 
 
- During the audit it is observed that certain transactions took place/executed by customer over 

which branch and/or his official having no control. These are ATM transactions, Internet 
banking (particularly of large value) transaction, Cash deposited in CDM. We are explained 
that these are system generated voucher and there could not be any error/overruling of any of 
controls. In preparing our report we’ve solely relied on these voucher/system generated 
transaction, as we are unable to verify/test the control put by bank in those transactions. 
 

- We have examined the format of compliance/ implementation by Bank branch with the 
recommendations of the Ghosh Committee relating to Frauds and Malpractices in Banks and 
format of Progress in Implementation of Jilani Committee recommendations, as prepared by the 
management. The responsibility for compliance with/ implementation of the recommendations 
of the Ghosh and the Jilani Committees is that of the management of the Bank. Our responsibility 
is to examine the report on the status of compliance therewith as contained in the attached 
formats, as prepared by the management, thus far and no further. 
 
We have not carried out an investigation into the status of compliance by/implementation of 
the management with the recommendations of the Ghosh and Jilani Committees. Our 
examination is limited to inquiries and obtaining confirmations from the management and 
other appropriate persons and test checks of the attached status of recommendations. A test 
check may not bring out all the observations which otherwise would have been possible had a 
detailed investigation on the status of implementation been undertaken. Further, it is neither 
an audit nor an expression of opinion on the financial statements of the branch. In preparing 
this review report, we have also relied on internal audit, concurrent audit, RBI inspection 
report. 
 
We further state that such implementation is neither an assurance as to the future compliance 
thereof at the branch nor the overall efficiency of effectiveness with which the management has 
conducted the affairs of the branch. 
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Certain recommendations such as recommendation no 53, 54, 59, 61, 1.17, 5.5 could not be 
verified for the year under review and have accordingly been reported based on our 
observations made during the course of review. 
 
Based on our above examination, subject to the matter highlighted below; branch is not 
monitoring transaction (inward as well as outward remittance) in borrower’s accounts(specify 
all the adverse remarks and deficiencies including non-availability of records & 
information as suggested in the annexure given below)., we certify that to the best of our 
knowledge and belief and according to the information and explanation given to us and as 
shown by the records examined by us, the attached Formats of compliance with the 
recommendations of the Ghosh and Jilani Committees, as prepared by the management is 
correct. 

 
 

******* 


