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Simplified Approach on Bank Branch 
Audit

The Chartered Accountants have been auditing the Bank Branches for fairly long time now. 
However, the subject called Bank Branch Audit always has something new to offer every 
year. This nuance keeps all of us on toes every time the branch allotment time approaches. 
The ICAI has come out with number of publications to enrich our members and keep them 
aware of these nuances from time to time.  This article intends to only highlight the practical 
aspects that will provide an easy checklist of “things to do” while on the branch audit. Also 
the article aims towards giving tips to branch auditors that generally would help CSA while 
going through the audit reports.

CA. Sandeep D Welling

(The author is a member 
of the Institute. He can be 
reached at sandeep.welling@
kirtanepandit.com)

Recent Developments
The RBI has been very effective on the management of 
the banks. As we are aware the RBI conducts annual 
financial inspection (AFI) of all the banks every year. 
There has been a customary that if the RBI observes 
any material (say 10-15%) difference between the 
asset classifications as certified by the central statutory 
auditor (CSA) as compared with their assessment, the 
auditors were called for the explanation.
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Over the period due to rising NPAs in the banking 
system, the RBI has been taking a stricter cognisance 
of the divergences. In the recent past the RBI has also 
summoned certain branch auditors (besides CSA) 
for explaining the divergence. If found negligent, (or 
rather not so diligent), RB has issued a letter of caution 
or if the amounts involved are material a member firm 
may face delisting from RBI for the purpose of bank 
audits.

The prerequisites
The bank branch audit necessitates reading and 
knowledge of following basic three things:
1. Master circulars issued by RBI: As all of us are 

aware RBI issues various master circulars every 
year on July 1. This circular could be construed 
to be compilation of all the circulars and current 
relevant guideline on the subject. It is advisable to 
visit RBI site and download relevant circulars for 
the type of branch one is auditing.

2. Closing circular issued internally by the 
bank: Every bank issues the closing circular. 
Generally it outlines all the aspects expected 
at the branch level closing in details. Strict 
adherence to this circular helps closure of financial  
statement smoothly.

3. Guidance note on Bank audits: ICAI has prepared 
(and keeps updating every year) a detailed guidance 
note on the bank audits. It is very useful as a ready 
reckner. It also educates the members on legal and 
accounting framework, accounting system, internal 
controls, etc of the bank and guides on how to 
conduct audit of various assets and liabilities and 
income & expenses heads of the bank. 

The approach
The branch audit generally may be bifurcated in to 
following four categories.
a. Audit of Advances
b. Audit of all other items in the TB

c. Ensuring various Compliances
d. Reporting

Let us discuss each in brief from planning and easy 
reference check perspective:

 Audit of Advances:
Audit of advances is discussed elsewhere in the 
journal under appropriate article. However from 
the angle of planning following aspects must  
be kept in mind:
1. Obtain top 10 exposure accounts: It may be 

advisable for a branch auditor to visit the branch 
and ask the list of top 10 accounts/exposures along 
with all the details such as status and security etc 
before starting of the audit.

2. Obtain the list of stressed accounts: The banks 
monitors stressed accounts on daily basis. The 
account that generally has overdue beyond 60 days 
or likely to slip to NPA at the quarter end is termed 
as stressed account (some banks may use different 
terminology). It is advisable to obtain such list 
of stressed accounts at least 15 days ahead of the 
closing date i.e. say stressed account list as on 15th 
March. This will provide the auditor a ready list 
of such accounts. The auditor then can scrutinise 
each to know whether the account has slipped or 
if not whether has been kept standard by unusual 
transaction that cannot be termed as business 
transaction. The RBI in their seminars and various 
meeting with the auditors has time and again 
been emphasising that stray credit at the quarter 
end need not qualify to keep account standard. 
We need to assess whether account is inherently 
weak. If so the same may have to be downgraded. 
As regards subsequent credit, the account may 
be considered if the entire overdue (and not part 
thereof) amount is received prior to signing  
of the reports.

3. Obtain the list of restructured accounts: As we 
are aware restructured account portfolio requires 
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separate additional provisioning. It is necessary to 
obtain the list of such accounts and ensure whether 
the restructure is as per the RBI directives. 

4. Obtain the list of CDR accounts: Please ensure 
the compliance with the RBI guidelines in respect 
of CDR accounts. 

5. Obtain the list of unsecured exposures above R. 
1 Cr.: Unsecured exposure has significant impact 
on the bank, if slips to NPA. Many times such 
accounts are reviewed in the traditional manner. 
These require close monitoring not only from the 
perspective of financial parameters of the prudential 
guidelines but also non-financial parameters that 
give signals of the possible ill health. The banking 
industry (especially PSUs) has faced severe 
damages on account non identification of such non 
financial parameters.

6. Early mortality cases: Any advance slippage 
to NPA within 12 months of its introduction is 
called early mortality case. Early mortality cases 
invoke penalty to the sanctioning authorities. 
This will have to be checked to understand 
the reason for such happening to avoid such 
cases in future and also to find out whether 
there are any cases classified as performing 
on some untenable ground to push it beyond  
early mortality.

7. Other routine checks: The auditor may engage 
into other routine check of advances to satisfy 
himself such as classification of advances, new 
sanctions during the year monitoring mechanism 
and provisioning under prudential norms. It may be 
pertinent to mention here two broad aspects that are 
heavily dependent on the branch auditor relating to 
advances. Also these are one of the most strong 
argument, amongst many , why branch audits are 
necessary even in CBS environment;
• Checking of documentation: Documentations 

for newly sanctioned advances along with 

their enforceability, review documents and its 
appropriate reflection in CBS

• Security value for provisioning: After 
classification, the most important aspect in 
presenting the true and fair view of the financial 
statements of a bank is correct provisioning 
amount. This highly depends on fair assessment 
of security value. The base documents relating 
to the valuation are usually available at the 
branches. Correct depiction thereof in the CBS 
is a crucial check.

Audit of other Items in TB:
It may not be necessary to elaborate on this point as 
this has been basic skill of our profession. However, 
before we move ahead following aspects may require 
specific attention of a branch auditor:
1. Suspense, Inter Branch reconciliation and any 

other pending reconciliation item in TB: As 
per the RBI guidelines, any debit entry in these 
accounts appearing for more than 6 months require 
100%  provision. 

2. Provisions other than relating to advances: 
Yearend accounting provision that do not get 
generated through CBS require specific attention at 
the branch level. To give an example these include 
provision for staff Leave salary, local periodical 
expenses etc. 

3. It may be advisable to do a comparative study of 
last yearend, half year and current yearend figure 
comparison. This throws lot of insights into the 
branch operations.

Ensuring various compliances:
Generally the branch requires following various 
compliances in respect of audit:
1. Previous year Audit report: Any comments or 

remarks in the last year statutory audit report that 
the branch is required to comply with.
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2. Compliance to AFI: If RBI has conducted 
inspection in the branch, the comments in the 
report need compliance. Any non compliance 
under the pretext that the bank has represented 
to RBI to reconsider the observation should not 
be accepted. RBI has clearly taken a stand that 
unless auditor is physically shown a letter of 
reversal from RBI comments in their report must  
be adhered to.

3. Compliance to Internal audit report: If the bank 
has conducted internal audit, which usually an 
internal exercise, please obtain the report and check 
for the compliances thereof.

4. Stock audit report: Generally an account having 
exposure of R5 crore and above requires stock 
audit, the compliance thereof should be commented 
upon. Also any adverse comment in the report 
needs to be dealt with appropriately.

5. Rating by external agencies: For the purpose of 
Risk management of the bank and calculation of 
CRAR, it is mandatory to conduct rating exercise 
by an external agency in respect of accounts having 
exposure (and not outstanding) both fund and non 
fund based, amounting to R5 crore and above or 
in respect of the company having average turnover 
of R50 crore and above for past three years. The 
correct application of weightings should be ensured 
for correct calculation of CRAR. 

6. Application of interest in CBS: Generally bankers 
always argue that the interest is calculated by the 
system and requires no cross verification. While 
this is true, the correct calculation by the system is 
subject to correct input by the branch staff relating 
to interest. Hence input of interest rates requires 
test check.

Reporting:
Reporting has three facets:
a. Main audit report as per ICAI guidelines

b. LFAR
c. Certifications

It may be advisable to attach the list of all 
the advance accounts checked during the course 
of an audit and our comment thereon. This will 
not only give comfort to the CSA but it will also 
help a member to keep audit documentation for  
any eventualities.

It is generally observed that there remains a lot of 
confusion as to where a particular observation would 
fall i.e. under main audit report or LFAR. The branch 
auditor is expected to take independent decision 
relating to passing of MOC. The materiality levels 
should be determined depending upon the branch 
size and not the bank size. However many times it is 
observed that the branch auditor acts as a “information 
provider” to the zone auditor or CSA. As a result the 
purpose of a branch audit gets partially defeated and 
the load at Zone or central level increases. It may be 
noted that the main audit report will comprise only 
such observations that require some audit check 
beyond the branch to decide upon the accounting 
treatment. All other observations should be dealt with 
independently at the branch level itself and MOC 
should be passed. It may not be out of place to mention 
here that personal call to your professional colleague 
acting as CSA is always welcome to resolve the matter 
faster if the issue relating to the audit erupts at the  
branch level. 

Observations relating to procedural significance 
should be mentioned in LFAR. Please note that the 
whole bank LFAR gets finalised within 60 days 
of signing of financial statements. Hence during 
finalisation CSA predominantly concentrates on 
main audit report submitted by the branch auditor. 
Any observation that requires to be dealt with during 
finalisation may miss the attention of CSA if the same 
is mentioned in LFAR alone. 
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