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n today’s world, which is striving for continuous 
development, it is the finances that drive growth 
of the economy. In the light of this fact, there is 

no denying that as the custodian of finances, a healthy 
banking industry is the backbone of economy and its 
financial stability. A stable banking sector is imminent 
for sustainable socio-economic growth. It is through 
the credit policy that economies set the tone of sectoral 
development by channelising funds from areas/sectors 
of abundant credit to those of deficit credit. Banking 
industry is the foremost facilitator for inclusion of all 
layers of society in financial mainstream. 

India is no exception to this trend and that is why 
Banking Industry is one of the top priority areas of the 
Government. As per the Reserve Bank of India, India’s 
banking sector is sufficiently capitalised and well-
regulated. In August 2017, Global rating agency Moody's 
announced its outlook for the Indian banking system as 
‘stable’. However, like all economic activities, the banking 
sector is also exposed to various risks in its operations. The 
industry is grappling with challenges that test its strength 
and resilience. Primary among them is the burden of 
distressed loans and stagnant loan growth. According to 
latest RBI data, the value of banks’ gross non-performing 
assets and restructured assets has reached $150 billion and 
has been growing by almost 25% year on year. State-owned 
banks account for more than three-fourths of the stressed-
asset load, which is now far higher than their net worth. 
However, the good news is that the Finance Ministry 
has announced R2.11 trillion bank recapitalisation plan 
for state-owned banks weighed down by bad loans. 
Further, another issue of ongoing heated debate is the 
bail-in provision of Financial Resolution and Deposit 
Insurance Bill 2017 that seeks to confer statutory powers 
to a Resolution Authority to convert existing creditors 
(including depositors) into shareholders to recapitalise 
ailing banks.

As such, in the backdrop of renewed push for economic 
growth and the challenges faced by banking sector 
mentioned above, it is of utmost importance to ensure 
that banking sector stays healthy, safe and sound. For 
safe and sound banking sector, one of the most important 
factors is reliable financial information supported by 
quality bank audits. The present scenario calls for special 
and added attention of CA Fraternity, which is entrusted 
with the responsibility of bank audits as their professional 
and national duty.

By lending credibility to the financial statements of the 
banks, auditors have an extremely important role to play 
in building a resilient banking industry, which deals with 
large amounts of public monies and is highly sensitive to 
reputation risk. (Public-sector banks control more than 
70 per cent of the banking system assets). Further, society 
now also expects bank auditors to help strengthen the 
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governance practices in the banking industry to create “all 
is well” feel. The challenge for the Accounting Profession 
lies in seamlessly integrating these expectations in their 
role as statutory auditors. 

Thus, audit quality in bank audits, as in any other audit, 
is of great significance. Towards this end, the ICAI is soon 
going to release 2018 edition of Guidance Note on Audit of 
Banks to help the members perform quality audit of banks. 
This Guidance Note contains comprehensive guidance on 
the various critical aspects of the banking industry and the 
financial statements of banks that the members need to be 
wary of while conducting bank audits. The Guidance Note 
also provides guidance on application of various Standards 
on Auditing in bank audits which are a pre-requisite to 
ensure audit quality. Obtaining adequate understanding 
about the risks present in the banking system as well as 
in the internal and external environments in which a bank 
operates is essential. The Guidance Note also provides 
guidance on these aspects. 

In today’s world, the auditors’ commitment to audit 
quality and their close coordination with those charged 
with governance in the banks, particularly, the audit 
committees, has assumed added importance. Compliance 
with the Standards on Auditing not only helps ensure 
quality in audits, it also helps audits transform from a 
mere statutory compliance function into a real value-add 
function. In fact, these can help build a stronger symbiotic 
between the statutory auditors and audit committees and 
contribute to effective governance. 

Similarly, in addition, the other very important 
aspects from the perspective of the Audit Committees of 
banks include the ‘statutory auditor’s use of professional 
skepticism. The auditor’s procedures with respect to 
audit of disclosures such as compliance with Accounting 
Standards, overall presentation of financial statements, 
adequacy of disclosures in providing necessary information 
to the users have also special significance.

Effective statutory audits and good governance in 
banks, therefore, are a collective responsibility/effort of 
the statutory auditors and those charged with governance 
in the banks, particularly, the audit committees. A regular 
and closer interaction between them can go a long way in 
ensuring that. 

By the time this issue of the journal is out, most of the 
members would be busy planning an effective strategy for 
statutory audit of banks and bank branches. Given their 
training and capabilities, the Chartered Accountants are 
sure to perform this important assignment proficiently 
and diligently, adhering to the RBI’s guidelines. Indeed, 
the stakeholders in the society have high expectations 
from Indian CAs in their role of auditors of banks. n

Bank Audits as Professional Duty of CAs

There is a powerful driving force inside every human being that, once unleashed, can make any vision, dream, or desire a reality. - Anthony Robbins


