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GOVERNMENT ALLOWS PUBLIC SECTOR BANK BOARDS TO APPOINT AUDITORS -
ADVERSE IMPACT ON BANKING SECTOR

¢ Finance Ministry has decided to allow
Board of Directors of Public Sector Banks to
directly appoint their Statutory Central
Auditors and Branch Auditors. Under the
new system, banks would directly source
names of the auditors from the panel of
Comptroller & Auditor General of India
(CAG) for Statutory Central Auditors (SCA).
In respect of Branch Auditors the names
would have to be obtained from the Institute
of Chartered Accountants of India (ICAI).

As per the currently prevailing system a
CAG Panel of Statutory Central Auditors is
made available to Reserve Bank of India
(RBI) who decide the names of the Auditors
for specific banks. RBI outofa Panel prepared
by the ICAI specifically for RBI selects the
Branch Auditors. RBI appoints specific
‘:iitors for specific bank on the basis of a
sparent and highly professional system.

The RBland ICAltogether monitor the scope,
coverage and reporting requirements for
auditors. RBI issues specific directions from
time to time to the auditors for coverage and
reporting requirements on specific aspects.

The decision ofthe Government to delegate
appointment of auditors, to the Board of
Directors will severely impact the
independence ofauditors, as the bank boards
will be free to appoint auditors of their
choice out of a large Panel maintained by
CAG. The independence of auditors, who
are appointed by the Board could be marred
severely astheappointment, re-appointment
and removal ofthe auditors will be governed
by the Directors including the whole-time
directors and top management whose deeds
and mis-deeds are to be reviewed and
reported by the auditors. We have also been
advocating appointment of Independent
Auditors In case of listed/large corporates

on the similar grounds.

The quality of audit and financial discipline
on the banks could be severely impacted.
The various norms and guidelines issued by
the RBIinrespectof Non-Performing Asset,
provisions to be made and various
prohibitions to undertake various kinds of
business are being reviewed by the auditors
independently appointed by the banks on
the advice of RBI. The current practices
actually ensure a highly professional and
effective audit mechanism. The financial
position of public sector banks has
significantly improved, due to tight financial
discipline being monitored by the RBI with
the help of the auditors appointed by them.
Even atthe branch level, the branch auditors
appointed by RBI, out of the panel provided
by ICAI has been very effectively
monitoring the working of more than 50,000
branches, every year.

Under the proposed system, the Bank’s
Board of Directors could be free to appoint
any Chartered Accountant Firm, provided
itis on the Panel maintained by CAG in case
of SCA and ICAT in case of branch auditors.
The banks will be able to appoint fewer
firms, of their choice for conducting the
audit of entire business of the bank spread
all across India. The banks will be free to
rotate the auditors, as pertheir choice, whims
and fancies. Some firms of Chartered
Accountants couldbeappointed as Statutory
Central Auditor for number of banks and/or
larger number of branches. All kinds of
pulls, pushes and approaches could start
operating to ensure appointment of certain
specific firms of auditors, which are more
closer to the management.

It has been observed during last 5 years
that a number of private sector banks

and Urban Co-operative Bank have been
subjected to serious financial scam led by
management of the concerned bank. Even
recently in the YES BANK IPO scam RBI
has fined several private sector banks. Global
Trust Bank, Lakshmi Commercial Bank
etc. had to be merged with public sector
banks due to poor financial state of affairs
arising out of management failure and
inadequate reporting by the auditors
appointed by the management.

In case of Global Trust Bank (GTB) the
auditors gave a true and fair view to the
financial statement of March 2002 with a
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net worth of Rs. 400 crores,
whereas the networth was actually
negative as per the independent
auditors appointed by Reserve
Bank of India. Even again in
March, 2003 the auditors
appointed by the management
reflected a positive net worth
whereas RBI found that the
networth was not only negative
but had further been eroded. ICAI
had already initiated action against
the concerned auditors with the
help of RBI. However, a very
large number of shareholders of
GTB as well as deposit holders
and other stakeholders suffered
very badly. Oriental Bank of
Commerce and its shareholders
under the compulsion took the
burden of GTB.

In the case of banks and other
companies in the financial sector
it is very important and necessary
that the auditors are appointed in a
completely independent manner.
In fact the government should
consider with open mind to issue
necessary instructions that the
auditors of all banks including
public sector banks, foreign banks
(Indian operation), private sector
banks and urban co-operative
banks are appointed by RBI or any
other independent authority.

The appointment of auditors
by the banks concerned or even
by the Board of Directors, is a
highly retrograde step and will
severely impact the viability
and long term sustainability of
the public sector banks.
Government shall knowingly
be inviting serious fraud, mis-
management and encourage
and open floodgates of financial
in-discipline in the absence of
independent audit.

Liberalisation and privatisation in
the financial sector must be
followed by stringent financial
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discipline and regulation. The manner in
which, as per the allegation, the GTB
managementand various firms or companics
owned by their relatives and friends were
benefited out of the way, is a clear-cut
example ofhow serious impact, the proposed
decision of the Government can have on the
working of the entire financial system and
more specifically in the public sector banks.

We strongly oppose the decision of the
government that has been taken without
consulting ICAI and would urge upon the
Hon’ble Comptroller and Auditor General
of India, RBI as well as Government to not
to implement the aforesaid decision. Rather
in the present day scenario of rapaid
economic growth, it is most appropriate to
consider a close review by independent
auditors of the entire financial system
including all banks, insurance companies
mutual funds, venture capital funds and
non-banking financial companies accepting
public deposits by appointing independent
auditors RBI or CAG with detailed
transparent reporting.

We hereby call upon the profession of
Chartered Accountants, the Journalists, the
Thinkers and the Intelligentsia of the society
to strongly oppose this move of the
GovernmentofIndia, which has been iniated
on the lobbying of some unscrupulous
bankers with ulterior motive. Let us join
hands together to oppose this move.

Please write your views in respect of this
(mis)adventure of the Government to
vinodjain@inmacsindia.com or
cfoworld@gmail.comorat9811040004
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1.0 RAILWAYS OPEN DOOR TO
PRIVATE SHIPPERS

The Government has recently announced a
policy that will allow private companies in
container transportation by rail, bringing to
an end Container Corporation of India’s
(Concor)long-held monopoly inthe business.

All companies, including Concor, will now
have to pay a one-time registration fee of
Rs. 50 crore to ply on all routes and Rs. 10
crore if they want to run on a specific route.
The scheme will be open to all Indian
companies or joint ventures witha minimum
annual turnover of Rs. 100 crore.
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2.0 NORMS ON SECURITISATION
OF STANDARD ASSETS
The Reserve Bank of India (RBI) hag
recently issued guidelines on securitisation
of standard assets. It states that ap,
transaction between the bank and the Spccjz;l
Purpose Vehicle (SPV) ‘should be on ap
arm’s length basis.” The bank should not
have any ownership, proprietary or
beneficial interests in the SPV.
Under securitisation, banks or Financig]
Institutions sell assets to an SPV in returp
for immediate cash payment. The SPV then
repackages and resells the assets to a third
party by issuing tradable debt SCCUTiIieS‘
As per the guidelines, the bank shall not
have any economic interest in the assets
after its sale and the SPV shall have ng
recourse to the bank for any expenses or
losses except those permitted under the
guidelines. The sale should be only on a
cash basis and the considerations shall be
received not later than at the time of transfer
of assets to the SPV.

Banks should notbe underany obligation to
purchase the securities issued by the SPVs,
and should not subscribe to their primary
issue. They may, however, purchase at a
market price only senior securities issued
by the SPV if these are at least of an
‘investment grade’. Such purchase. along
with securities that may devolve on account
of underwriting commitments, should n

exceed 10 percent of the original amountb
the issue.

(Source: RBI No. 2005-06/294 dt. 1.2.06)

3.0 PSU GROUP TO PROVIDE
POWER SECTOR FUNDING

The Sstate owned Power Finance
Corporation (PFC), Life Insurance
Corporation(LIC)and aclutch of tenbanks.
including public sector biggies such as
Punjab National Bank and Oriental Bank
of Commerce, are joining hands to form a
consortium for financing power projects
with the aim of streamlining the funding ot
large-scale projects and to effectively take
on competition. Calling themselves the
‘power lenders clubs’ the consortium
promises a one- stop shop for a]| funding
requirements of the power sector including
for reform projects across states.



STAR HOTELS

4.0 155
COMING UP

The Hotel Industry whichisreeling
under a shortage of over 1.25 lakh
rooms across the country may get
some relief soon. Around 155
hotels, which are under active
development in various cities in the
country, will help to bridge this
huge gap. The figure does not
include the economy hotels which
are also setto grow in largenumbers.

5.0 ECB KEEPS INTEREST
RATES UNCHANGED

The European Central Bank (ECB)
recently left interest rates
unchanged as it waits for further
evidence that economic growth in
the dozen nations sharing the euro
is gathering momentum before
acting to keep a lid on inflation.
Policy makers meeting in Frankfurt
keptthebenchmark refinancing rate
at2.25%, after raising it for the first
time in five years last month.

6.0 EOIs FOR PHARMA
PARKS

The Ministry of chemicals and petro-
chemicals has invited “expressions
of interest (Eols)” from private
infrastructure development
companies for the purpose of
assessing the industry response to
its proposed pharma parks. A
notification from the ministry has
laid down a 40:60 cost-sharing
formula for the public and private
parties, respectively, with a cap of
Rs.40 crore on Government
contribution for each park.

7.0 JET AIR BUYS SAHARA

Jet Airways recently announced
the acquisition of Air Sahara for
$500 million (Rs. 2,217 crore) in
an all-cash deal. It has valued Air
Sahara at $ 500 million and will
buy 100 per cent equity in the
airline subject to regulatory
approvals. Once all the approvals
arereceived, Saharawillbe merged
with Jet.
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8.0 BANKS TO ISSUE PERPETUAL
BONDS

ICICI Bank and State Bank of India will be
the first off the block to issue perpetual
bonds — a hybrid security somewhere
between debt and cquity, which will be
offered to retail investors. Although
perpetual bonds are debt instruments, they
do not have a maturity date. The investor
will receive a stream of interest payments
for perpetuity. The bonds are liquid as they
canbe sold in the secondary market through
stock exchanges. The banks are looking at
the option of issuing perpetual bonds — one
ofthe new instruments likely to be approved
as TierIcapital (i.e., equity and free reserves).

Thereason why perpetual bonds may qualify
as Tier-1, is that these are permanent and
can absorb losses of a bank. In case a bank
goes into liquidation, holders of perpetual
bonds are paid second last, after all other
depositors and creditors but before equity
holders. Bank for International Settlements
requires securities to be permanent to qualify
as Tier I capital. The issues, however, have
an option to recall the bonds after 5-10
years. Banks can also hedge against interest

"rate risk by issuing floating rate bonds.

9.0 BANK HIKES PLR

ICICI Bank has become the first to raise the
benchmark prime-lending rate (BPLR) amid
heightened pressure on margins.

ICICI Bank benchmark advance rate
(I-BAR) has been increased by 25 basis
points (bps) to 11.25 per cent with effect
from January 3,2006. One basis pointis one
hundredth of a percentage point.

10.0 REVERSE REPO RATE HIKED

The Reserve Bank of India (RBI) has
recently hiked the reverse reporate (the rate
atwhich the RBI absorbs excess bank funds)
by 0.25 percentage points to 5.5 per cent
with immediate effect.

This is the third time in the current fiscal
that the central bank has hiked the reverse
repo rate. The repo rate also been raised by
0.25 percentage points to 6.5 per cent, as it
is linked to the reverse repo. The central
bank has left unchanged other key rates
such as the bank rate at 6 per cent and the
cash reserve ratio at 5 per cent.

11.0. MAHARASHTRA WITHDRAWS
STAMP DUTY

The Government of Maharashtra hac
relented to waive the proposed stamp duty
on all direct deals and deals through
electronic medium (Negotiated Dealing
System Order Matching System) in
Government securities bothretrospectively
and prospectively.

12.0 INTEL UNIT MAY GET SEZ
STATUS

Global chip manufacturer Intel’s proposed
testing facility is likely to get the status of
Special Economic Zone (SEZ). The
company is seeking benefits in addition to
those available to the SEZs on the ground
that the high cost of land and power and
high wage rate are coming in the way of
makingits investment viable. The Company
has identified around 120-150 acres of land
near Chennai for setting up the facility. Itis
seeking an unsecured loan of Rs. 200 crore
from the Government alongwith othe:
concessions such as unlimited access to
external commercial borrowings and tax
waivers.

13.0 INTEREST RATE IN BOND
MARKET RISES

Companies planning to mobilize resources
from the bond market have started feeling
the pinch. Following the reverse repo rate
hike, announced by Reserve Bank of India
recently interest rates in the corporate bond
market is also showing signs of firming up.

Itis believed that ICICI bank reacted to this
development immediately and revised its
coupon to 8.15% (payable annually) from
7.95% (payable annually) as fixed earlict
for its 10-year bonds, ICICI Bank has
another option of 15-year bonds, on which
the coupon has been raised to 8.25% from
8.05% (both payable annually).

14.0 NCDRC FOR COMPULSORY
HALLMARKING OF GOLD

The National Consumer Disputes Redressai
Commission (NCDRC) has asked the
Central Government to issue directions /
notifications to jewellers to emboss their
identification mark, which should indicate
the fineness of an ornamenttill hall-markir.g
is made compulsory.
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15.0 STAMP DUTY ON
LOANS REDUCED

The Maharashtra Government has
now relented to scale down the
stamp duty onloans to 0.10% from
0.25%. It has also agreed to halve
the maximum stamp duty amount
on any loan to Rs. 5 lakh.

16.0 IDBIENTERS EQUITY/
VENTURE FUNDING

IDBI Ltd. is planning to enter
private equity and venture capital
funding opportunities, through its
subsidiary, IDBI Capital.

17.0 NEW SEZ ACT

The Union Governmentisnot likely
to allow hire and fire system under
the new Special Economic Zone
(SEZ) Act, but may allow seasonal
labour for specific industries like
textiles. Meanwhile, the
Government has already cleared
proposals for 65 SEZs throughout
the country, some of which are
sector and industry specific.

18.0 RIL’S NEW SEZ
REFINERY MAY
‘EXPORT’ INTO INDIA

The new refinery being set up by
Reliance Industries in the
Jamnagar Special Economic Zone

(SEZ) could end up ‘exporting’

bulk ofits output in India (domestic
tariff area), once it turns a positive
net foreign exchange earner.

19.0 REGISTRATION OF
HOSPITALS MUST SOON

Registration of all hospitals in the
country will soon become a norm.
The registration will be done at the
Central, State and Local levels to
establish proper monitoring of
hospitals in the country. The Govt.
is also considering introduction of
Continuing Medical Education
(CME). Doctors will have to do 60
hours of mandatory CME and
apply for registration after five
years. For degree purpose, medical
graduates will have to spend a
mandatory year in rural postings.
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20.0 BANK DROP MOVE TO FIX
FLOORS LENDING RATES

With the heat on against what was being
perceived as attempts at ‘cartelisation’,
public sector banks seem to have abandoned
their efforts to arrive at an industry — wide
consensus on floor level lending rates. Top
bankers said there was no possibility of
reaching such an arrangement at present.

21.0 STANCHART GETS
PERMISSION FOR ARC

Standard Chartered bank is in talk with
several public sector banks for setting up an
Asset Reconstruction Company (ARC). The
Asset Reconstruction Company, likely to
be named as *“ Special Asset Reconstruction
Company Private Ltd.” (Spark) will have
51% Indian shareholding that may be taken
up by on or more public sector banks.

According to the bank’s plan, StanChart,
through its Indian subsidiary, Standard
Chartered Investments and Loans (India)
Ltd. (SCILL), will hold 49 per cent equity
in the company amounting to Rs.49 crore.
SCILL has got permission from the Finance
Ministry to go ahead with its plan.

22.0 IDBI TO SELL SASF

IDBI Ltd. is open to selling off the Stressed
Asset Stabilisation Fund (SASF) for the right
price, and if it is in all cash deal. SASF is the
Special Purpose Vehicle launched by the
Government to take over the Rs. 9000 crore
worth distressed assets of the erstwhile IDBI.

The bank is entering into a joint venture
with it as 100% - owned subsidiary, IDBI
Capital Market Ltd. for setting up an Asset
Management Company (AMC), in which
the bank will hold 65%, while IDBI caps
will have 35%. IDBI has already obtained
the necessary clearances from its board to
launch the AMC, and is in the process of
obtaining the regulatory approvals from
RBI and sebi in this regard.

The bank was in the final stages of signing
a Memorandum of Understanding (MoU)
for the life insurance venture with other
partners, including a foreign partner. The
bank is in the process of putting in place all
the necessary clearances from the RBI and
the Insurance Regulatory Development
Authority (IRDA).
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23.0 INDIA RANKS EIGHTH

Indiaranks eighthamong countries investing

in the United Kingdom (UK), being at pyr
with China and ahead of Italy apq
Netherlands.

24.0 SPECIAL ECONOMIC ZONES

RULES, 2006

The Government has recently notified the
Special Economic Zones (SEZ) Rules, 2006,
The highlights of the same are as follows:

. Simplification of procedures for

development, operationand maintenance

of SEZ and for setting up and conducting

business in SEZ’s. ’\\
)

« Single window clearance for setting up

SEZ and a unit in SEZ and on matters
relating to Central as well as State
Governments.

« Documentation for various activities of

the units cut to the barest minimum with
a stress on self-certification.

» No requirements for providing bank

guarantees inabid to reduce transactioncost.

* Contract manufacturing for foreign

principals allowed. Option to obtain sub-
contracting permission at the initial stage.

¢ Import — Export of all items through

personal baggage allowed.

* Multi product SEZs to have minimum

area of 1000 hectares and service sector
SEZ tohave minimum area of 100 hectares.
Investment worth Rs. 1,00,000 cr., creatio
of 5 lakhs jobs likely in next 3 years. .)
Units to get full income tax exemption for
five years, Developers to get tax
exemption for ten years.

25.0 MULTI-STATE CO-OPERATIVE
SOCIETIES CAN RAISE ECBs

The Reserve Bank of India (RBI) has decided

to allow multi-state co-operative societi€s

engaged in manufacturing activities to rais¢

External Commercial Borrowings (ECBS)

under the approval route provided:

L. The society is financially solvent.

2. Thesociety submits its up-to-date audited
balance sheet, and

3. The proposal should also comply with ol
other parameters of ECB guidelines such
recognizedlender, permitied end-use. ave "
maturity period, all-in-cost ceiling et¢.

1 OA
(Source: RBI'2005-06.2&]) dt 2



1.0 1ICAl FINDS FLAWS IN

ACCOUNTS OF COs
The Institute of Chartered
Accountants of India (ICAI) has
picked holes in the balance sheets
of some top Indian companies.
Financial Reporting Review Board
(FRRB) of ICAI has reviewed the
financial reports of 60-70
companies. It found irregularities
in 10-15 cases.

FRRB has started doing this for last
one year. It is choosing few
companies through random
sampling method, but is reviewing
only those companies where public
interest is involved. It may be a
financial institution or banks oreven
bigcorporate house withlarge public
holding. However, before takingany
action against any companies or the
auditor, they would get a chance to
present their case.

2.0 E-LEARNINGFACILITY
FOR ICA1 MEMBERS

The Institute of Chartered
Accountants of India (ICAI),
which has taken initiatives to
promote e-learning among CA
students, is planning to extend the
facility to its members soon.

E-learning facility has been made
available to students through
Reliance Webworlds. The facility
will soon be extended to the
members of ICAI Students can
download the course material from
ICAI’'s Web site and appear for
virtual classes through Reliance
Webworlds.

3.0 ICAI OFFERS SERVICE
IN IPO ISSUES

The Institute of Chartered
Accountants of India (ICAI),
worried at the latest incidents of
wrongful allotments of Initial Public
Offerings (IPO), has proposed to
offer Chartered Accountants
services in vetting the allotment
process followed by companies.

TAXATION

1.0 TRANSFER PRICING AUDITS -
SECRET COMPARABLES
The Finance Ministry is unlikely to do away
with the practice of resorting to “secret
comparables’ inthe process of transfer pricing
audits. Secret comparables are basically
benchmarks on information fransactions
obtained by the tax authorities from another
taxpayers or source to be used during the
transfer-pricing audit of a particulartaxpayers.

For instance, if a multinational company
were to submit a particular rate as its arm’s
length price for complying with transfer
pricing regulations, the Revenue
Department could compare this price with
those of competitors or other sources to
ascertain the fairness of the claim. The
practice of secret comparables is not
prevalent in all countries.

The ministry has turned down the demand
of tax practitioners to drop this procedure
and has clarified that the system of secret
comparablesis working well with fair degree
of transparency and there is no reason to
disturb it.

2.0 1% VAT ON GOLD

Bullion traders in Delhi can finally heave a
sigh of relief as non-VAT states, including
Rajasthan, UP and Gujarat, have agreed to a
uniform floor rate of 1 % on the yellow metal.

Gold in Delhi attracts a VAT rate of 1% as
compared to 0.25% sales-tax in Rajasthan
and Gujarat. UP, on the other hand, levies
0.1% on bullion trade.

3.0 FINANCIAL SECTOR M&As
SET FOR TAX SOPS

The formal proposal has been made to the
Central Board of Direct Taxes (CBDT) to
allow tax incentives under Section 72A of
the Income Tax Act to Banks and Financial
Institutions (FIs). The tax break is in the
form of a set-off of the carry-forward losses
of the amalgamating company with the
profits of the amalgamated company. If the
Government approves this move, it could
imply that if a bank acquires a troubled
financial institution like IFCI or IIBI, it will
be allowed to set off carry-forward losses of
the Fls against its own profits.

4,0 BIG RELIEF FOR NRIs FROM
EMIRATES

Firms owned by NRIs in the UAE don’t
haveto pay tax inIndia, thankstoa landmark
decision by the Income Tax Appellate
Tribunal (ITAT), Mumbai.

The ITAT order has cleared the confusion
created by the Authority for Advance Ruling,
AAR, in the case of Abdul Razaq Menon,
had ruled in May last year that income of
NRIs based in the UAE is taxable in India.

ITAT gave the ruling recently in favour of
the assessee, Green Emirate Shipping &
Travels,a Company based in the UAE,. The
assessing officer contended that since the
UAE does not have a regime, the shipping
company is liable to pay tax in India. The
Provisions of Double Taxation Avoidance
Agreement (DTAA) do not apply here, the
assessing officer had held. The ITAT bench
held that when the right to tax UAE residents
vests with the UAE Government, that right,
whether exercised at present or not,
continued to remain the exclusive right of
the UAE Government. The exemption irom
tax is independent of whether the UAE at
presentlevies the tax ornot, ITAT observed.

5.0 CHANGE IN BANKS’
REPORTING DETAILS

The Central Board of Direct Taxes (CBDT)
is considering doing away withrequirement
to report to the revenue department all
deposits on which interest has been paid
without deduction of tax at source. This
move would come as major relief for banks.

6.0 VERIFICATION OF EVERY
INCOME TAX RETURN

The Institute of Chartered Accountants of
India (ICAI) wants the tax department to
verify every income-tax return saying that
98 percent returns are never examined. The
work, it says can be outsourced without
compromising the confidentiality of data.

[CAI has suggested that the technical study
of every return should verify computation
and cross-check he information available in
the Tax Information Network to check if a
case should be taken up for scrutiny. The
institute also said businesses, which were
required to pay the VAT, should be asked to
file return irrespective of income.
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