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Verification of Advances

Audit of advances is one of the most important areas covered by auditors.  It is necessary that 
auditors should have thorough knowledge of banking industry and the regulations governing 
the banks to carry out the audit. Auditors must be aware of the various functional areas of the 
bank/branches, its processes, procedures, systems and prevailing internal controls. Advances 
generally comps of (a) money lent by the bank to its customers including interest accrued 
and due; (b) debit balances in the account of the depositors; (c) Inter-Bank Participation 
Certificates. Every bank has its credit policy approved by its board of directors. The credit 
policy is generally in line with the applicable RBI guidelines and relevant acts. Each bank 
has separate credit policy and the auditor must understand and familiarise themselves with 
the credit policy of the bank/branch and its composition of advances. Auditor must be aware 
of the contents of Credit Policy of the bank. 

CA. Niranjan Joshi and CA. Abhay Kamat

(The authors are members of the Institute. They can 
be reached at nvjca1@gmail.com or ninkamat@
rediffmail.com)

Types of Advances
Fund Based: Where actual outflow of funds is certain
Working Capital (Cash Credit): This facility is 
generally granted against the primary security of 
Stocks and receivables. These are normally repayable 
on demand and renewed on yearly basis. Cash credit 
facility is provided mainly for working capital 
requirements. Borrower is sanctioned a limit and is 
allowed to draw money on the basis of drawing power 
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worked out on the basis of hypothecated security of 
stocks of goods, book debts representing genuine sales. 

Overdraft: The overdraft facility may be either 
secured or clean (i.e., without security) and does not 
generally carry a repayment schedule. 

Term Loan: Loans are repayable in instalments 
spread over a period of time. The basic difference 
between the two is that term loans are for acquisitions 
of capital assets, which then become the security 
for the loan, i.e., end use of funds is fixed. Loans 
with repayment periods beyond 36 months are 
usually called ‘term loans’ whereas loans with 
repayment period of up to 36 months are called  
‘demand loans’. 

Bill Discounting & Purchases: The bank finances 
against the actual sale transactions which includes 
purchase of bills by the bank (if these are payable on 
demand); discounting of bills by the bank (if they are 
usance bills); advance against bills under collection 
from drawees.

Export Credit: Facilities extended to exporters are 
in the form of ‘pre-shipment credit’ and ‘post-shipment 
credit’. In the first category, fall all advances required 
to finance the production cycle – from procurement of 
raw materials to bringing them to the port for despatch. 
The exporter usually adjusts the account by drawing 
bills of exchange on the foreign buyer, which are 
discounted by the bank under the letter of credit and 
the proceeds collected from the foreign bank. The post-
shipment credit relates to financing of bills raised on 
the overseas buyer upon shipment of goods/services. 
The pre-shipment credit has to be liquidated out of the 
export proceeds only and cannot be adjusted out of 
rupee funds. The export proceeds have normally to be 
received within 180 days from the date of shipment. 
The period can be extended in genuine cases, with the 
approval of the bank (within the discretion available to 
it under the regulations in force at the relevant time) 
or of the RBI, as permitted by the Exchange Control 
Manual and the operating instructions issued by the 
Reserve Bank from time to time.

Foreign Currency Loans: Banks are authorised to 
lend in foreign currency. These loans are given as per 
the EXIM Policy and guidelines issued by RBI from 
time to time. Foreign Currency Loans may be in nature 
of Term loans or Working Capital loans.

Non-Fund based: Where actual outflow of funds 
is on a later date, dependent on triggering of certain 
event.

Letter of Credit (Documentary/Clean/Inland/
Foreign): Letter of Credit is an undertaking by the 

bank to the payee (supplier of goods & services), on 
behalf of the buyer as per the terms of the LC.

Bank Guarantee (Financial/Performance/
Deferred payment): To guarantee the performance of 
contractual obligations. 

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

Performance Guarantee is issued for guaranteeing 
the performance (performance of machinery, goods 
supplied, etc.) of any contractual obligations; 

Deferred Payment Guarantee is issued to the 
equipment manufacturer on behalf of its client for 
payment. Guarantees could be for specific transaction 
(called specific guarantee) or it could be for multiple 
transactions within a specific time frame (called 
continuing guarantees should generally be for short 
durations.

Letter of Comfort (issued for buyers credit): 
Letter of Comfort is a financial guarantee issued by the 
bank to the beneficiary on behalf of borrower which is 
an undertaking by the bank to the payee (supplier of 
goods & services), on behalf of the buyer as per the 
terms of the LoC.

Advances can be either priority or non-priority, 
inland or export purposes.

Types of Securities
Primary and Collateral Securities: 
Primary Security refers to the security acquired by the 
borrower with bank finance or the one against which 
credit facility has been sanctioned by the bank. Primary 
security is the principal security for the advance. 
Collateral Security is additional security provided to 
bank in case of need. Banks accept various types of 
assets as collateral security.

Personal Guarantee (Guarantor): It is a guarantee 
by a third party for payment of outstanding in the event 
of default by the borrower. No charge is created on 
the guarantor’s movable or immovable assets. The 
personal security of guarantor can be enforced only 
through the competent Court of law. 
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Fixed and Floating Charges: Fixed Charge 
(specific charge) is a charge on some specific and 
ascertained assets. The creator of the charge (i.e., 
the borrower) cannot deal with the asset without the 
specific consent of the holder of the charge (i.e., the 
lender). Floating Charge is an equitable charge on 
the assets, present as well as future. Floating charge 
attaches to assets whose condition varies from time to 
time in the ordinary course of business (e.g., work-in-
process). Floating charge crystallises (i.e., becomes a 
fixed charge) when money becomes repayable and the 
holder of the charge (i.e., lender) takes necessary steps 
for the enforcement of the security

Nature of Borrowing Arrangements
Sole Banking: In this arrangement, the borrower 
obtains credit from a single bank. This is the simplest 
form of tie-up and is operationally convenient for both 
the lender and the borrower. 

Consortium Arrangement: In this type of 
arrangement, the number of lending banks is more 
than one. The lending banks form a formal consortium. 
Salient features of the arrangement are:
 The consortium has a formal leader, called the 

‘lead bank’ (normally, the bank with the largest 
exposure).

 There is a common set of loan documents, which 
is obtained by the lead bank on behalf of other 
participating banks also.

 The lead bank is responsible for overall monitoring.
 The member banks of the consortium have rights 

over the security in an agreed proportion.
 The borrower maintains direct business 

relationship with all member banks of  
the consortium.
Multiple Banking: In this type of arrangement, 

there is no formal arrangement amongst the lending 
banks. Each of them has its set of loan documents, 
securities and mode of lending, independent of other 
lending banks. The borrower has to deal with each of 
the banks separately.

Statutory Restrictions
Advance against Banks Own Shares
In terms of Section 20(1) of the Banking Regulation 
Act, 1949, a bank cannot grant any loans and advances 
on the security of its own shares. 

Advances to Banks Directors
Section 20(1) of the Banking Regulation Act, 1949 also 
lays down the restrictions on loans and advances to the 
directors and the firms in which they hold substantial 
interest. 

Banks are prohibited from entering into any 
commitment for granting any loans or advances to or 
on behalf of any of its directors, or any firm in which 
any of its directors is interested as partner, manager, 
employee or guarantor, or any company (not being 
a subsidiary of the banking company or a company 
registered under Section 25 of the Companies Act, 
1956, or a Government company) of which, or the 
subsidiary or the holding company of which any 
of the directors of the bank is a director, managing 
agent, manager, employee or guarantor or in which 
he holds substantial interest, or any individual in 
respect of whom any of its directors is a partner  
or guarantor. 

There are certain exemptions in this regard which 
are listed in Master Circular – Loans and Advances – 
Statutory and other restrictions dated 01.07.2013

Restrictions on Holding Shares in Companies
In terms of Section 19(2) of the Banking Regulation 
Act, 1949, banks should not hold shares in any 
company except as provided in sub-section (1) whether 
as pledgee, mortgagee or absolute owner, of an amount 
exceeding 30 % of the paid-up share capital of that 
company or 30 % of its own paid-up share capital and 
reserves, whichever is less.

Further, in terms of Section 19(3) of the Banking 
Regulation Act, 1949, the banks should not hold shares 
whether as pledgee, mortgagee or absolute owner, 
in any company in the management of which any 
managing director or manager of the bank is in any 
manner concerned or interested.

Accordingly, while granting loans and advances 
against shares, statutory provisions contained in 
Sections 19(2) and 19(3) should be strictly observed.

Restrictions on Credit to Companies for Buy-back 
of their Securities

Banks should not provide loans to companies for 
buy-back of shares/securities.
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Granting Loans and Advances to relatives of 
Directors

Without prior approval of the Board or without  
the knowledge of the Board, no loans and advances 
should be granted to relatives of the bank's Chairman/ 
Managing Director or other Directors, Director 
(including Chairman/ Managing Director) of other 
banks and their relatives, Directors of Scheduled 
Co-operative Banks and their relatives, Directors 
of Subsidiaries/ Trustees of Mutual Funds/Venture 
Capital Funds set up by the financing banks or other 
banks.

Unless sanctioned by the Board of Directors/
Management Committee, banks should not grant  
loans and advances aggregating Rs. 25 lakh and above 
to -
(a) directors (including the Chairman/Managing 

Director) of other banks;
(b) any firm in which any of the directors of other 

banks is interested as a partner or guarantor; and
(c) any company in which any of the directors of other 

banks holds substantial interest or is interested as a 
director or as a guarantor.
Banks including directors of Scheduled Co-

operative Banks, directors of subsidiaries/ trustees of 
mutual funds/venture capital funds.

Granting Loans and Advances to Officers and 
relatives of Senior Officers of Banks

The statutory regulations and/or the rules and 
conditions of service applicable to officers or 
employees of public sector banks indicate, to a certain 
extent, the precautions to be observed while sanctioning 
credit facilities to such officers and employees and 
their relatives. In addition, the following guidelines 
should be followed by all the banks with reference 
to the extension of credit facilities to officers and the 
relatives of senior officers:
(i) Loans & advances to officers of the bank
 No officer or any Committee comprising, inter 

alia, an officer as member, shall, while exercising 
powers of sanction of any credit facility, sanction 
any credit facility to his/her relative. Such a 
facility shall ordinarily be sanctioned only by the 
next higher sanctioning authority. Credit facilities 
sanctioned to senior officers of the financing bank 
should be reported to the Board.

(ii) Loans and advances and award of contracts to 
relatives of senior officers of the bank

 Proposals for credit facilities to the relatives of 
senior officers of the bank sanctioned by the 
appropriate authority should be reported to the 

Board. Further, when a credit facility is sanctioned 
by an authority, other than the Board to -
• any firm in which any of the relatives of any 

senior officer of the financing bank holds 
substantial interest, or is interested as a partner 
or guarantor; or

• any company in which any of the relatives of 
any senior officer of the financing bank holds 
substantial interest, or is interested as a director 
or as a guarantor,

such transaction should also be reported to the 
Board.

Restrictions on Grant of Financial Assistance to 
Industries Producing / Consuming Ozone Depleting 
Substances (ODS)

Government of India has advised that as per the 
Montreal Protocol, to which India is a party, Ozone 
Depleting Substances (ODS) are required to be 
phased out as per schedule prescribed therein. The list 
of chemicals given in Annex 1 & 2 to the Montreal 
Protocol is annexed for ready reference. The Protocol 
has identified the main ODS and set a time limit on 
phasing out their production/consumption in future, 
leading to a complete phase out eventually. Projects 
for phasing out ODS in India are eligible for grants 
from the Multilateral Fund. 

Restrictions on Advances against Sensitive 
Commodities under Selective Credit Control (SCC) 
such as food grains (cereals & pulses), selected major 
oil seeds grown (groundnut, mustard, cottonseed, 
vansapati, imported oil) raw cotton and kapas, sugar, 
cotton textile including cotton yarn, man made fiber 
and yarn.

Restrictions on payment of commission to staff 
members including officers

Section 10(1)(b)(ii) of Banking Regulation Act, 
1949, stipulates that a banking company shall not 
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employ or continue the employment of any person 
whose remuneration or part of whose remuneration 
takes the form of commission or a share in the  
profits of the company. Further, clause (b) of Section 
10(1)(b)(ii) permits payment of commission to 
any person who is employed only otherwise than 
as a regular staff. Therefore, banks should not pay 
commission to staff members and officers for recovery 
of loans.

Restrictions on offering any incentive on any 
banking products

Banks should not offer any banking products, 
including online remittance schemes etc., with prizes 
/lottery/free trips (in India and/or abroad), etc. or any 
other incentives having an element of chance, except 
inexpensive gifts costing not more than Rupees 
two hundred fifty, as such products involve non-
transparency in the pricing mechanism and therefore 
go against the spirit of the guidelines. Such products, if 
offered, by banks would be considered as violation of 
the extant guidelines and the banks concerned would 
be liable for penal action.

For various other restrictions for loans sanctioned 
by banks such as to share brokers, against shares 
and securities, against certificate of deposits, against 
Indian depository receipts, against NRE / FCNR 
Deposits, Housing Projects, NBFC etc. Kindly refer 
Master Circulars issued by RBI - DBOD.No.Dir.BC. 
14 /13.03.00/2013-14 dated 01.07.2013

Audit of Advances
Following paragraphs narrates the audit evidence  
which auditor needs to obtain, how to obtain the 
evidence and overall approach for verification of 
advance: 

Obtain sufficient and appropriate audit evidence 
about the following:
 Amounts included in balance sheet in respect of 

advances are outstanding at the date of the balance 
sheet.

 Advances represent amount due to the bank. 
 Amounts due to the bank are appropriately 

supported by Loan documents and other documents 
as applicable to the nature of advances.

 There are no unrecorded advances.
 The stated basis of valuation of advances is 

appropriate and properly applied, and that the 
recoverability of advances is recognised in their 
valuation.

 The advances are disclosed, classified and described 
in accordance with recognised accounting policies 

and practices and relevant statutory and regulatory 
requirements.

 Appropriate provisions towards advances have been 
made as per the RBI norms, Accounting Standards 
and generally accepted accounting practices.

How to obtain sufficient and appropriate audit 
evidence?

The auditor can obtain sufficient and appropriate 
audit evidence about advances by study and evaluation 
of internal controls relating to advances, and by:
 examining the validity of the recorded amounts;
 examining loan documentation;
 reviewing the operation of the accounts;
 examining the existence, enforceability and 

valuation of the security;
 checking compliance with RBI norms including 

appropriate classification and provisioning; and
 carrying out appropriate analytical procedures.

Evaluation of Internal Control
Auditor need to examine following aspects for 
evaluation of internal control,
 Existence of clearly laid down delegation of 

authority.
 Existence of clearly laid down eligibility criteria 

for loans.
 Existence of system of communicating the terms of 

sanction to the borrower.
 Existence of system of execution of documents 

before disbursement.
 Existence of system of post disbursement 

monitoring and reporting irregularity.
 Existence of system for implementation of IRAC 

Norms.
 Adequate control on changing of interest; etc. in 

CBS environment.

Extent of Verification
Due to the large volume of accounts, it is not possible 
for auditors to verify all the accounts of advances, 
where auditors may select samples on following basis. 
 All large advances whose year-end balance is in 

excess of Rs. 2 crore or 5% of the aggregate year-
end advances of the branch, whichever is less.

 Advances which are adversely commented by 
RBI inspection team, concurrent auditors, bank’s 
internal inspection, etc.

 Advances which are sanctioned during the year.
 The accounts identified to be problem accounts. 

Such accounts can be identified from control 
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returns which are sent periodically to controlling 
offices.

 Other small advances on a sample basis

The broad stages of verification of advances are as 
follows:
Credit appraisals / sanction / renewals: Before 
sanctioning a loan, bank has to undertake Credit 
Appraisal. It includes assessing credit worthiness of 
borrower, viability of the project/business for which 
the loan is proposed to be sanctioned, review of 
project report, future projections, mode of recovery of 
loan amount proposed, value and quality of securities 
offered etc. Auditor has to undertake verification of 
process related to credit appraisal in case of selected 
borrower accounts. Apart from process of credit 
appraisal various other documents are also required to 
be verified such as
 Application in the prescribed form along with 

necessary supporting documents. 
 KYC compliance as per RBI Guidelines.
 Partnership deed/memorandum & Articles of 

association/constitution related.
 Past three year’s financial data (assets & liabilities) 

/ income tax returns of the borrower/partners/
directors/guarantors.

 Project report – Technical and financial data. 
 Availability of relevant statutory documents like 

industrial license, registration with pollution 
control board, Sales Tax Authorities, etc. 

 Analysis of important financial ratios.
 Details of associate/sister concerns.
 Copy of necessary resolutions in case of company.
 SSI registration/NOC from pollution control 

board, electrical connection/Sales tax Registration/
shops & establishment certificate, etc. wherever 
applicable.

 Confidential Credit report of the borrowers/
guarantors from other banks/institutions.

 CIBIL report for the borrowers and guarantors 
to ensure that the prospective borrower has not 
defaulted in past.

 Valuation report in case of securities.
Verify whether the sanction of loan / facility is 

within the delegated power of the sanctioning authority.
Whether processing parameters are critically 

analysed for eg. Utilisation of installed capacity, 
financial projections, inventory, debtors and creditors 
level, etc.

Whether the means required by the promoters are 
backed by the financial papers of the borrower.

Verify whether any adverse comments are 
mentioned by the concurrent auditors, internal 
inspectors, etc. on the account after sanction.

 
Documentation
All loan documents, as per the requirements of sanction 
letter and as per the banks approved loan policy must 
be executed (such as DP Note, loan Agreement, Letter 
of guarantee, hypothecation Agreement, etc). 
Auditor has to verify that 
 Loan documents are completely filled with 

appropriate details and duly signed by borrower 
and bank officials.

 Loan documents are properly executed and 
approved by legal department or vetted by 
advocates on panel of bank. 

 Fresh loan documents are obtained on 
change in limit, change in the constitution  
of the borrower.

 Original agreement, share certificate, title deeds, 
title clearance certificate valuation report are held 
on record.

 Charge on securities offered have been registered 
with registrar of companies/appropriate authority

 Lien marking in case of loan against fixed deposit.
 In case negative lien is marked in case of a property 

then NOC of housing society should be on record.
 In case of consortium advance original documents 

are kept by the lead Bank. The member bank must 
have copy of these documents.

 Some of the banks have now started system of 
maintaining documents at a centralized location 
and therefore documents may not be available at 
the branch for verification. Auditor in such situation 
would be required to visit such location and verify 
document or get them at the branch.

 Some banks also execute documents in local 
language i.e. documents are not executed in English 
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language. Therefore if auditor does not know that 
language, it would be difficult to verify the validity 
of documents. In such situation auditor may have to 
insist for translation or confirmation of validity of 
such documents by an expert.

 Verify that documents are not time barred
Disbursements: Auditor has to verify whether 

disbursement is done after execution of appropriate 
loan documents and after compliance with all the 
terms and conditions of sanction letter and payment of 
necessary processing fees and charges by the borrower. 
Auditor has to verify that appropriate supporting 
documents are obtained by the bank for end use of 
funds as per the terms of sanction.

Review of Operations, Monitoring and 
Renewals: Post disbursement, monitoring of account 
is of very importance. Auditors should verify that 
the account is properly monitored by the branch and 
following aspects needs to be checked and offer their 
comments.

The auditors should review the operation in the 
accounts of the borrower. Checking of the operation 
in the account to include turnover in the account (debit 
& credit entries), limit exceeding sanction amounts; 
transfer from/transfer to accounts, no operation in 
the account; frequent return of cheques, excessive 
withdrawals/deposit in cash, inadequate payments 
by cheque for purchases, turnover in the account 
disproportionate to the sale/turnover of the business, 
unrelated business transactions, transfer of funds to 
personal accounts of the owner or sister concern etc. 
(diversion of funds)

Renewals: Generally, the advance is renewed at the 
end of the year, unless it is an adhoc advance or it is 
otherwise specified in the sanction letter, non –renewal 
can make the account a non performing asset (NPA). 
The verification should be done for each review/
renewal/fresh sanctions.

Adhoc/Enhancement: If the limits re-aligned or 
enhanced necessary documents are required to be 
executed to cover the re-aligned/enhanced limits 
sanctioned. Even if the limit is sanctioned for a 
temporary period, proper stamping and execution of 
the necessary documents is mandatory. 

Auditor may also review the following to assess the 
health of the advances:
 Critically review operations in working capital 

account, with emphasis on month end / quarter 
end transactions. Source of credit entries needs 
to be verified on test check basis to ascertain that 
the credits are not from group companies / sister 
concerns. 

 Periodical stock & book debts statement submitted 
by the borrower to ensure that the credit turnover in 
the accounts matches with the sales achieved by the 
borrower. 

 Whether physical inspection of units and stock 
verification is done by bank as per its policy and 
discrepancies noticed on such visits have been 
properly addressed.

 Drawing power – based on the stock and book 
debts submitted by the borrower, drawing power 
limits are fixed, which may be equal to or less than 
the limit sanctioned; auditor to verify whether the 
account is frequently/continuously overdrawn; 
verify whether temporary overdraft is provided(this 
will help in identifying the NPA asset). 

 Whether all the assets hypothecated/mortgaged 
have been adequately insured with Bankers’ clause

 Latest financial statement of the borrower and 
Auditors report in case of non-corporate borrowers 
limit exceeds R10.00 lakh needs to be obtained by 
the bank.

 Check whether periodical Inspection Report of the 
security by the bank officials, internal inspectors 
and concurrent auditors are on record.

 Large transactions in major accounts at the year 
end.

 Balance outstanding under Sundry Deposits/ or 
debits which are not cleared within 90 days as on 
31.03.2013, needs to verified and appropriate care 
needs to be taken at the time of provisioning.

 It is essential to see that credit limits which are not 
renewed or reviewed within 180 days need to be 
reported.

 Checking of Balance confirmation - Bank normally 
obtain “Letter of acknowledgement of debt” or 
Debit Balance Confirmation Certificate” from 
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the borrower. Under this, the borrower and the 
guarantors confirm their liability as per the Law of 
Limitation. 

 Periodic review of irregular/overdue/NPA accounts 
has been done at the appropriate level 

 Whether penal interest is charged if there is delay 
in submission of stock statement, account is 
continuously overdrawn, etc.

 Verify annual audited financial statement of the 
borrower with the monthly stock statement for the 
last month of the year.

 In case stock audit/inspection is done by an 
independent firm of Chartered Accountant. 
Whether discrepancies pointed out by them have 
been properly clarified by borrower. 

The audit procedure for non fund based facilities is 
the same as that of fund based facilities. 

Outstanding balances of Non Fund facilities are 
disclosed as ‘Off Balance Sheet’ items are in the nature 
of contingent liabilities and are reflected as such in the 
financial statements of banks. 

Banks have system of passing contra entries in 
respect of non funded facilities and outstanding balance 
in these accounts are reflected as contra items in both 
assets and liabilities sides of balance sheet of banks. 
Therefore it should be verified that bank guarantees 
which have expired are reversed after due process 
of getting original guarantee document back. In case 
of letter of credit auditor need to verify that letter of 
credit is reversed after its validity period.

Auditors should verify that in non funded facilities 
appropriate margin has been obtained from borrower 
as per terms of sanction.

It should be verified that guarantee commission/
LC opening charges etc have been recovered from the 
borrowers. It should also be verified that income has 
been recognized as per accounting policy of bank.

In case guarantee is invoked/customer does not 
make payment before due date of LCs, then bank 
is liable to make payment. In such cases verify 
that necessary documents are executed for funded 
facilities , necessary interest is charged by bank and 
also adequate security is created to cover this funded 
facility.

Other Issues: 
Bills Purchased and Discounted: Auditors shall verify 
whether the bills purchased or discounted are as per 
the policy of the bank. These are classified under 
advances. Auditors must check overdue bills and 

analyse them for the period outstanding. The total of 
all the bills purchased or discounted not to exceed the 
sanction limit of the borrower. Auditors need to check 
the bills portfolio cautiously.

In case of advance against exports, check whether 
the bank has informed the Export Credit Guarantee 
Corporation (ECGC) to cover the said advance 
under its insurance scheme. These are covered under 
insurance, based on certain terms of the ECGC. These 
advances are need to be liquidated within a specified 
time limit otherwise of concessional rate of interest is 
withdrawn.

Leakage of Income: i) The charges for sanction of 
loans as per the credit policy of the bank needs to be 
verified and ensure that the recovery of charges are 
proper (e.g. processing charges, mortgage charges, 
bank guarantee commission, inspection charges, etc), 
ii) Penal interest whether charged or not on non/delay 
in submission of stock and book debt statements, 
iii) Penal interest for Non-submission of papers for 
renewals.

Reporting 
Statutory Branch Auditors have to report the 
discrepancies in the Advances in Long Form Audit 
Report (LFAR). It is advisable that auditors follow the 
format provided in LFAR to compile the data and report 
accordingly. Any discrepancy noticed by the Auditors 
which needs adjustment towards outstanding balance 
in the borrower account, the same should be done 
through passing voucher in Memorandum of Changes 
(MOC). Any change is classification of advances 
as per IRAC norms also requires change through  
MOC.

Conclusion
The abovementioned paragraphs try to give the broad 
guidelines for verification of the advances in the audit 
of the Bank. It is expected that the auditor should 
use his knowledge (technical knowledge as well as 
general commercial knowledge), experience, and the 
guidance given by RBI through its master circulars 
and the guidance given by the ICAI through its 
technical literature and complete the verification of the 
advances portfolio of the bank. Apart from answering 
the questions required to be answered in LFAR, it will 
be worthwhile for the auditor to give the weakness in 
the appraisal and monitoring system of advances of the 
Bank. The audit report giving early warning signals 
of NPAs or stressed accounts will definitely generate 
value for the Bank. 
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