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Chairman’s Message

Dear Professional Colleagues,

As my tenure as Chairman of the Kozhikode Branch comes to an end, | take this
opportunity to reflect on the journey we have had together. The triennial elections
have concluded, ushering in new office bearers at the Central and Regional
Councils, and on January 24th, the new Managing Committee of our branch was
elected. | extend my best wishes to the new team as they take charge of our
branch’s future.

My primary vision for the year was to secure new land for better infrastructure
facilities and to retain the prestigious Best Branch Award at the national level, as
we did in the previous year. While our efforts were aligned in the right direction,
the final outcomes were not in our favor. Nevertheless, | firmly believe that the
initiatives undertaken, particularly in the realm of Continuing Professional
Education (CPE), have contributed to the upskilling of our members, reinforcing
our commitment to professional excellence.

Throughout this journey, the unwavering support of the branch staff has been
exceptional. Their dedication and efficiency ensured a seamless balance between
my professional commitments and responsibilities as Chairman, making my tenure
all the more fulfilling.

| extend my heartfelt gratitude to all members, students, the Managing Committee,
SICASA, and the branch staff for their invaluable support and cooperation. It has
been a privilege to serve this esteemed fraternity, and | am confident that the
branch will continue to achieve new heights under the capable leadership of the
new committee.

Wishing you all continued success in your professional and personal endeavors.

Warm regards,
CA. AR Surya Narayanan AR



Secretary’s Message

“Alone, we can do so little; together, we can do so much.” -Helen Keller

As | pen down this message in the final lap of my tenure as Secretary, | am filled
with immense gratitude for the remarkable journey we have shared. This past
year has been one of growth, learning, and collaboration-made possible by the
unwavering support of our Managing Committee, esteemed speakers, dedicated
members, and enthusiastic students. Every event, workshop, and initiative has
been a testament to our collective strength and commitment.

| extend my heartfelt thanks to everyone who has contributed to making this term
truly memorable. Your trust, participation, and encouragement have been the
pillars of our success.

lamalso excited toannounce anew chapterinour branch’s journey.Inthe upcoming
term, | will be honored to serve as Vice Chairperson. As we embrace this transition,
we bid farewell to three esteemed committee members whose contributions have
beeninvaluable,and warmly welcome four new members whose fresh perspectives
and energy promise to propel our branch to even greater heights.

Let us continue to stay connected, inspired, and committed to the values of our
profession as we embark on this exciting new chapter of excellence and innovation.

With sincere appreciation,
CA Albhudha Jyothi.M



Risk Based Internal Audit Mechanism

in Banks-Shift from Substantive

to Compliance Procedures

Rahul Sharma
B.Com, FCA, MBA (Fin.), LL.b., CAIIB

Financial auditing is the process of examining an organization’s (or individual’s)
financial records to determine if they are accurate and in accordance with any
applicable rules (including accepted accounting standards), regulations, and
laws. This process of auditing is carried out with different objectives, if objective
of auditor is establish fairness of the financial result it is called External Auditing,
when exercise has been done with an objective of judging effectiveness of Internal
Control Systems it is called Internal Audit, When efforts are aimed at ensuring
compliance of management’s plans and policies it is management auditing and
finally when efforts are directed towards diagnosis, assessment, incorporation and
mitigation of risk involved in transactions, procedures and flow it is Risk Based
Internal Audit.

The Institute of Internal Auditors defines Risk Based Internal Auditing (RBIA)
as: a methodology that links internal auditing to an organization’s overall risk
management framework and that allows internal audit to provide assurance to the
board that risk management processes are managing risk effectively, in relation
to the risk appetite

Compliance Procedures are tests designed to obtain reasonable assurance that
those internal controls on which audit reliance is to be placed are in effect. The
auditor needs to ensure that internal control exist and that the internal control is
operatingeffectivelyandbeingoperatingcontinuously throughoutthe periodunder
audit to ensure that they can be relied upon. *In summary, by doing Compliance
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Tests, the auditor can then able to ascertain the existence, effectiveness and
continuity of the internal control system. Compliance Procedures are tests
designed to obtain reasonable assurance that those internal controls on which
audit reliance is to be placed are in effect.

Substantive Procedures are tests designed to obtain evidence to ensure the
completeness, accuracy and validity of the data produced by the accounting
system.

Shift :- In earlier periods Internal Auditing in Banks was done through checking
transactions done to ensure fairness of the data and compliance of extant
guidelines. Now a days Auditing is being done with an objective to assess, measure
and mitigaterisk involved in Events & Transactions and Internal Control Mechanism
or in simpler words we can call it Work flow.

Various Risk Involved in Banking Sector are as follows: -

A. Credit Risks

Credit risk is the risk that arises from the possibility of non-payment of loans
by the borrowers. Although credit risk is largely defined as risk of not receiving
payments, banks also include the risk of delayed payments within this category.
Often times these cash flow risks are caused by the borrower becoming
insolvent. Hence, such risk can be avoided if the bank conducts a thorough
check and sanctions loans only to individuals and businesses that are not likely
to run out of income over the period of the loan. Credit rating agencies provide
adequate information to enable the banks to make informed decisions in this
regard.The profitability of a bank is extremely sensitive to credit risks. Hence,
even if credit risk rises by a small amount, the profitability of the bank can
get extremely impacted. Therefore, to deal with such risks banks have come
up with a wide variety of measures. For instance, banks always hold a certain
amount of funds in reserves to mitigate such risks. The moment a loan is made,
a certain amount of money is appropriated to the provision account. Also,
banks have started utilizing tools like structured finance to mitigate such risks.
Securitization helps remove the concentrated risk from the bank’s books and
diffuseitamongst the variousinvestorsin the capital markets. Credit derivatives
like credit default swap have also come into existence to help banks survive
in the event of a credit default. Unpaid loans were, are and will always be a
byproduct of conducting the banking business. Modern banks have realized
this and are prepared to handle the situation without becoming insolvent until
a catastrophic loss occurs.



B. Operational Risks

Banks have to conduct massive operations in order to be profitable. Economies
of scale work in the favor of larger banks. Hence, maintaining consistent internal
processes on such a large scale is an extremely difficult task. Operational risk
occurs as the result of a failed business processes in the bank’s day to day
activities. Examples of operational risk would include payments credited to the
wrong accountorexecutinganincorrectorder whiledealinginthe markets.None
of the departments in a bank are immune from operational risks. Operational
risks arise mainly because of hiring the wrong people or alternatively they could
also occur if there is a breakdown of the information technology systems. A
lapse in the internal processes being followed could also lead to catastrophic
errors. For instance, Barings Bank ended up bankrupt because of its failure to
implement appropriate internal controls. One trader was able to bet so much in
the derivatives market that the equity of Barings Bank was wiped out and the
bank simply ceased to exist.

C. Earnings at risk is the amount of change in net income due to changes in
interest rates over a specified period. It helps investors and risk professionals
understand the impact that a change in interest rates can make on a company’s
financial position and cash flow.

D. Depositriskisone type of liquidity risk of a financial institution that is generated
by deposits with the defined maturity dates (then such deposits are called time
or term deposits) or without the ones (then such deposits are called demand or
non-maturity deposits).

E. Early withdrawal risk of time deposits is a risk that a depositor withdraws his
or her deposit from an account before the agreed-upon maturity date. It might
occur when the corresponding option was declared in a deposit agreement
or determined by local laws. When an early withdrawal is made, the depositor
usually incurs an early withdrawal fee or penalty.

Il. Rollover risk of time deposits is a risk that a depositor refuses to roll over his
or her matured time deposit.

Ill. Run risk of non-maturity deposits is a risk that a depositor takes back money
from his or her accounts at any time. Thus, a run risk has characters of both early
withdrawal and rollover risks. For instance, it occurs when depositors expect a
bank to fail. As a result, these risks might lead to dropping or even losing a
liquidity of a financial institution if it cannot to attract new deposits instead



of withdrawn ones. Wherein, the impossibility of the financial institution to
refinance by borrowing in order to repay existing depositsis called arefinancing
risk

F. Bank Branch Risk

Conducting branch risk assessments is an essential part of Risk Based Audit.

Various risk in Branch Mangement are: -

Lack of Continuity: Changes in the organization or development of new business
lines may result in new activities even though existing ones are more effective.

Lack of Coordination: Often, activities apply to multiple risks or commitments
across functional lines. The inability to formally tie activities torisk or commitments
hinders inter-functional coordination, resulting in business silos and duplication
of effort.

Activity Fatigue: Staff may ignore certain activities because of a lack of time to
assess them.

Wasted Resources: If arisk changes, most branches would have no way of knowing
how (or even if) these changes will affect their resources and activities.

Activity Obsolescence:In a changing environment, there is no effective way to
know when activities no longer apply.

Lack of Prioritization: Picking activities to focus on is likely to be on an ad hoc
basis and subject to the whims of current staff.

How Risk is assessed :-

Risk Assessment can be defined as the “overall process of risk analysis and risk
evaluation”. Risk assessment has also been defined as “identification and analysis
of relevant risks to achievement of the objectives, forming a basis for determining
how the risk should be managed”. [As defined by the Committee of Sponsoring
Organizations (COSO) of the Treadway Commission]. Risk Assessment has three
processes viz. risk identification, risk estimation and risk evaluation. The objective
of the risk assessment process is to draw up a risk-matrix, taking into account
both the factors viz, inherent business risks and control risks. The risk matrix
appropriately places all the auditable branches or offices into one among the
three categories of risk profiles-high, medium or low. The risk assessment process
includes the following:



a. Determine the vulnerability of each activity undertaken by BU.

b. Identification of inherent business risks in various activities undertaken by the
B/U

c. Evaluation of the effectiveness of the control systems for monitoring the
inherent risks of the business activities ((Control risk’).

d. Drawing up a risk-matrix for taking into account both the factors viz., inherent
business risks and control risks.

e. Once therisk matrixis prepared, arisk-based audit plan based on the risk profile
of the BUs is prepared. This involves decision to be taken on the frequency,
timing and the scope of the internal audit of the auditable BU. These decisions
are based on the internal audit priorities and keeping in view the objective of
internal audit function as a risk management tool. The risk-based internal audit
plan as prepared by the internal audit function of the Bank is duly approved by
the Chairman/Audit Committee of the Board of Directors of the Bank.

Why RBIA ;-

The evolvement of financial instruments and markets has enabled banks to
undertake varied risk exposures. In the context of these developments and the
progressive deregulation and liberalisation of the Indian financial sector, having in
place effective risk management and internal control systems has become crucial
to the conduct of banking business. This is also significant in view of proposed
introduction of the New Basel Capital Accord under which capital maintained by
a bank will be more closely aligned to the risks undertaken and Reserve Bank’s
proposed move towardsrisk-based supervision (RBS) of banks. Under the proposed
RBS approach, the supervisory process would seek to leverage the work done by
internal auditors of banks. In this regard, the discussion paper on "Move towards
risk-based supervision of banks’ dated August 13, 2001 may be referred. Part Il of
the discussion paper clearly identifies five significant areas for action on the part
of banks, including putting in place risk-based internal audit system by December
2002, to facilitate a smooth switchover to RBS.

Advantages of Risk-based Internal Audit :-

The advantages of risk-based approach of the internal audit function in Banks
are as follows: It appropriately defines the audit universe and identifies the
auditable branches within the Bank for which these analyses would be carried
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out. It assists the management in identification of appropriate risk factors to
reflect the managements concerns. It results in development of an appropriate
format for evaluating risk factors so that the more important risk factors play
a more prominent role in the risk assessment process than less important risk
factors. It develops a combination rule for each branch, which will properly reflect
its riskiness over several risk factors that have been identified and a method of
setting up audit priorities for the branches. It results in appropriate audit coverage
plan, which provides a roadmap for the management of internal audit staff skills
so that they are available to carry out audits of appropriate scope when they are
needed the most. This risk-based internal audit results in a process oriented audit
with a risk management perspective, which gives advice to management on the
steps to be taken for effective risk management on a bank-wide basis.

Frauds in banking Industry in India : -

The Central Bureau of Investigation registered about 190 cases of bank fraud in
year 2020, involving alleged misappropriation of close to 60,000 crore. In about a
dozen cases, the companies and their top functionaries were accused of cheating
the banks of more than X1,000 crore.

An analysis of the FIRs revealed that in over 70 cases, the prima facie embezzled
amount exceeded X100 crore.

While over 50 of the total bank fraud cases were registered by the CBI units in
Delhi, nearly 30 were instituted in Mumbai, apart from some others in Pune and
Nagpur. While the Chennai unit made out 17 cases, in Gujarat’s Gandhinagar, at
least 16 cases were registered.

Many cases were taken up by the units in Bengaluru, Chandigarh, Bhopal, Jabalpur,
Lucknow, Visakhapatnam, Kochi, Madurai, Jammu, Srinagar, Dehradun, Shimla,
Bhubaneswar, Guwahati and Ghaziabad. Following investigations, the amounts
involved in the bank fraud cases may increase.
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Activities - January, 2025

Republic Day Celebration 2025,
Chief Guest - Lt. Col. KV Balakrishnan (Retd.) (26.01.2025)

Upcoming Events February, 2025

Union Budget Discussion (Jointly organiised bylCAl Kozhikode & Malabar
Chamber of Commerce)
Chief Guest: Sri. Darzakhum Songate IRS,

Principal Commissioner of Income Tax
Speaker :CA. George Mathai Nooranal, Past Chairman, ICAl Kozhikode
Venue : P.V. Sami Hall, Chamber House, Cherootty Road

8th | pisaprciass
to Venue : Hotel Paramount Tower

1 GIII\:III;rch
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Important days in February, 2025

O TDS/TCS Payment for the month of January, 2025 )
o Filing of GSTR-1 for the month of January, 2025 >
o Filing of GSTR-1 - IFF (QRMP scheme) for the month of January, 2025 >

O Payment and Return Filing of ESI & PF for the month of January, 2025
O Issue of TDS Certificates in Form 16A for October to December, 2025

O Filing of GSTR-3B for the month of January, 2025

Filers)

¢ Filing of Form 24Q, 26Q, 27Q (TDS Return) for October to December, 2024

0000600

© GST Challan Payment in case of no sufficient ITC for January, 2025 (Quarterl;)

Contributions in the form of articles, poems, jokes, travelogues
etc. are invited from members for consideration in the monthly
e-Newsletter. Interested members may email their contribution
to icaikoznewsletter@gmail.com along with name, membership
number and mobile number.
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