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How our audit addressed the
Key Audit Matters

1. Classification of Advances, Identification of Non-performing advances, Income Recognition
and provisioning on Advances (Schedule 9 of the financial statements read with Note 7 of
Schedule 17 and Note 24 of Schedule 18 (A) to the financial statements)

Advances (net of provision) constitute 68.65% of
the Bank's Total Assets. They are, inter-alia,
governed by Income Recognition, Asset
Classification and Provisioning (IRACP) norms
and other circulars and directives issued by the
NABARD and RBI from time to time which provide
guidelines related to classification of advances
into performing and non-performing Advances
(NPA). The bank classifies these advances based
on the above IRACP norms including circulars in
relation to COVID-19 Regulatory package — Asset
classification and Provisioning.

Identification of performing and non-performing
advances involves establishment of proper
mechanism, and the bank is required to apply
significant degree of judgement to identify and
determine the amount of provision required
against each non-performing asset

('NPA") applying both quantitative as well as
qualitative factors prescribed by regulations. The
bank accounts for all the transactions related to
advances in its Core Banking Solution (CBS) which
also identifies whether the advances are
performing or non-performing and does the NPA
classification.

Significant judgements and estimates for NPA
identification and provisioning could give rise to
material misstatements on:

- Completeness and timing of recognition of non-
performing assets in accordance with criteria as
per IRACP norms;

- Measurement of the provision for non-
performing assets based on loan exposure,
ageing and classification of the loan, realizable
value of security;

- Appropriate reversal of unrealized income on the
NPAs.

Our audit approach / procedures towards
advances with reference to the prudential norms
for income recognition, asset classification,
identification of non-performing advances and
provisioning on advances and other related
circulars/directives issued by NABARD and
Reserve Bank of India (RBI) (together referred to
as 'IRACP Norms’) and also internal policies and
procedures of the Bank includes the following:

- Understanding and considering the Bank’s
accounting policies for NPA identification and
provisioning and assessing compliance with the
IRACP Norms including the additional provisions
made on advances considering the current
uncertain economic environment arising out of
COVID-19 pandemic.

- Understanding, evaluating and testing the
design and operating effectiveness of key controls
(including application controls) for identification
and provisioning of impaired accounts based on
the extant IRACP Norms.

= Performing other procedures including
substantive audit procedures covering the
identification of NPAs by the Bank.

These procedures included: -

a. Considering testing of the exception
reports generated from the application systems
where the advances have been recorded.

b. Considering the accounts reported by the
Bank as Special Mention Accounts (“SMA") to
identify stress.

C. Reviewing account statements and other
related information of the borrowers selected
based on quantitative and qualitative risk factors.
d. Reading of minutes of Credit Monitoring
and Recovery Management and Risk
Management committee meetings and
performing inquiries with the credit and risk
management departments to ascertain if there
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Since the classification of advances, identification
of NPAs and creation of provision on advances
(including additional provisions arising out of
COVID-19 pandemic) and income recognition on
advances:

- Requires proper control mechanism and
significant level of estimation by the Bank;

- Has significant impact on the overall financial
statements of the Bank;

we have ascertained this area as a Key Audit
Matter
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were indicators of stress or an occurrence of an
event of defaultin a loan account or any product.
e. Considering audit reports and
memorandum of changes issued by statutory
branch auditors.

f. Considering the NABARD Annual Financial
Inspection report on the Bank, the bank’s
response to the observations and other
communication with RBI/NABARD during the year
g. Considering Systems Audit, Credit Audit,
Risk Based Internal Audit and Concurrent Audit as
per the policies and procedures of the Bank.

h. Examination of advances including
stressed advances on a sample basis with respect
to compliance with the RBI Master
Circulars/Guidelines.

For non-performing advances identified, we,
based on factors including stressed sectors and
account materiality, tested on a sample basis the
asset classification dates, reversal of unrealised
interest, value of available security and
provisioning as per IRACP norms. We have
verified the provision for NPA accounts on sample
basis after considering the key input factors and
compared our measurement outcome to that
prepared by management.

2. Classification and Valuation of Investments, Identification of and provisioning for

Non-Performing Investments (Schedule 8 of the financial statements read with Note 4 of

Schedule 17 to the financial statements)

Investments of the bank comprises of
Government Securities, Debentures and Bonds,
Shares etc. and constitutes 17.59 % of the Bank’s
Total Assets.

These are governed by the circulars and directives
of RBI and NABARD. These directions of RBI and
NABARD, inter-alia, cover valuation of
investments, classification of investments,
identification of non-performing investments, the
corresponding non-recognition of income and
provision there against.

Our audit approach / procedures towards
Investments with reference to the RBI/NABARD
Circulars/directives included the understanding
of internal controls and substantive audit
procedures in relation to valuation, classification,
identification of non-performing investments
(NPIs) and provisioning/depreciation related to
Investments. In particular,

a. We evaluated and understood the Bank’s
internal control system to comply with relevant
RBI guidelines regarding valuation,
classification, identification of NPIs and
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The valuation of each category (type) of the
aforesaid securities is to be done as per the
method prescribed in circulars and directives
issued by the RBI/NABARD which involves
collection of data/information from various
sources.

Considering the complexities, extent of
judgement involved in the valuation of
investments and identification of NPI, and degree
of regulatory focus and the overall significance to
the financial results of the Bank, this has been
determined as a Key Audit Matter.

Accordingly, our audit was focused on valuation of
investments, classification, identification of non-
performing investments and provisioning related
to investments.
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provisioning/depreciation related to investments;

b. We assessed and evaluated the process
adopted for collection of information from various
sources for determining market value of these
investments;

C. For the selected sample of investments in
hand, we tested accuracy and compliance with
the RBI Master Circulars and directions by re-
performing valuation for each category of the
security. Samples were selected after ensuring
that all the categories of investments (based on
nature of security) were covered in the sample;

d. We carried out substantive audit
procedures to recompute independently the
provision to be maintained in accordance with the
circulars and directives of the RBI. Accordingly,
we selected samples from the investments of
each category and tested for NPIs as per the RBI
guidelines and recomputed the provision to be
maintained in accordance with the RBI Circular for
those selected sample of NPIs;

e. We tested the mapping of investments
between the Investment application software and
the financial statements to ensure compliance
with the presentation and disclosure
requirements as per the aforesaid RBI
Circular/directions

3. Information Technology ('IT’) Systems and Controls for financial reporting

The Bank’s key financial accounting and reporting
processes are highly dependent on information
systems including automated controls in systems,
such that there exists a risk that gaps in the IT
control environment could result in the financial
accounting and reporting records being materially
misstated. The Bank uses several systems for its
overall financial reporting and there is a large
volume of transactions being recorded at multiple
locations daily. In addition, there are increasing
challenges to protect the integrity of the Bank’s
systems and data since cyber security has

As a part of our audit procedures for review of the
Bank’s IT systems and related controls for
financial reporting:

- We tested the design and operating
effectiveness of the Bank’s IT access controls over
the information systems that are critical to
financial reporting.

-We tested IT general controls (logical access,
changes management and aspects of IT
operational controls). This included testing that
requests for access to systems were reviewed and
authorized. We inspected requests of changes to
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become a more significant risk in recent periods.
Due to the pervasive nature and complexity of the
IT environment as well as its importance in
relation to accurate and timely financial reporting,
we have identified this area as a Key Audit Matter.

4. Modified Audit Procedures carr
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systems for approval and authorization. We
considered the control environment relating to
various interfaces, configuration and other
application layer controls.

In addition to the above, we tested the design and
operating effectiveness of certain automated
controls that were considered as key internal
financial controls. Where deficiencies were
identified, we sought explanations regarding
compensating controls or performed alternate
audit procedures. In addition, we understood
where relevant, changes made to the IT
landscape during the audit period and tested
those changes that had a significant impact on
financial reporting
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ied out in light of COVID-19 outbreak:

Due to COVID-19 pandemic, lockdown and travel
restrictions imposed by Government/Local
Authorities during the period of our audit and the
RBI directions to Bank to facilitate carrying out
audit remotely wherever physical access was not
possible, audit could not be conducted by visiting

the premises of branches of the bank.
Accordingly, our audit procedures were modified

to carry out the audit remotely.

As we could not fully gather audit evidence in
person / physically / through discussions and
personal interactions with the officials at the
Branches, we have identified such modified audit
procedures as a Key Audit Matter.

Due to the outbreak of COVID-19 pandemic that
caused lockdown and other travel restrictions
imposed by the Governments/local administration
during the period of our audit, we could not travel
to Branches of the bank to carry out the audit
processes physically at the respective offices.

Wherever physical access was not possible,
necessary records / reports / documents /
certificates were made available to us by the Bank
through digital medium and emails. To this extent,
the audit process was carried out on the basis of
such documents, reports and records made
available to us which were relied upon as audit
evidence for conducting the audit and reporting
for the current period.

Accordingly, we modified our audit procedures as
follows:

- Conducted verification of necessary
records/documents electronically through emails
in respect of some of the Branches of the Bank
wherever physical access was not possible.

- Carried out verification of scanned copies of the
documents, deeds, certificates and the related
records made available to us through emails.

- Making enquiries and gathering necessary audit
evidence through discussions over phone calls /
conference calls, emails and similar
communication channels.
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