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INDEPENDENT AUDITOR’S REPORT

To the Members of Karnataka State Financial Corporation, Bengaluru.

Report on the Audit of Financial Statements

Opinion

We have audited the accompanying financial statements of Karnataka State Financial Corporation,
(“the Corporation”) which comprises the Balance Sheet as at March 31, 2022, the Statement of
profit and loss and Cash Flow Statement for the year then ended and notes to the financial
statements, including a summary of the significant accounting policies and other explanatory
information.

In our opinion and to the best of our information and according to the explanations given to us, the
aforesaid financial statements give the information required by and in accordance with the schedule
I and II of General Regulations and SIDBI directives and give a true and fair view in conformity with
the accounting principles generally accepted in India, of the state of affairs of the Corporation as at
March 31, 2022, its profit and its cash flows for the year ended on that date.

Basis for Opinion

We conducted our audit in accordance with the Standards on Auditing (SAs). Our responsibilities
under those Standards are further described in the Auditor’s Responsibilities for the Audit of the
financial statements section of our report. We are independent of the Corporation in accordance
with the Code of Ethics issued by the Institute of Chartered Accountants of India together with the
ethical requirements that are relevant to our audit of the financial statements under the provisions of
the Act and the Rules issued thereunder, and we have fulfilled our other ethical responsibilities in
accordance with these requirements and the Code of Ethics. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our opinion.

Emphasis of matter

We draw attention to Notes of Schedule (0) as under:

1. a) Note No.6(b) regarding the contingent liability on Bank Guarantee issued on behalf of M/s
B.L. Industries (India) Limited for 550 lacs to the Oriental Bank of Commerce (OBC), the matter
before the DRAT, Kolkata has been disposed on 03/07/2017 in favour of the Corporation. The
OBC has filed an appeal before High Court of Andhra Pradesh/Telangana against the order of
DRAT, Kolkata, which is pending.

b) Note No.6(c) - The total contingent liability against the Corporation stood at ¥2014.16 lacs as
on 31/03/2022, including amount referred in Note.6(b) which is not acknowledged as debt by the
Corporation.

2. Note No. 18 — A sum of 2699.55 lacs (including accrued interest) which was received from sale
of secured asset in respect of an assisted unit was contested and Hon’ble High court of Karnataka
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has ordered restraining the corporation from taking the possession of the property and directed
to deposit the money in fixed deposit and the same has been deposited in the Bank.

Our observations above 1 and 2 on account of issues set out in the notes concerned are either
subjective or depending on future developments/resolutions and the financial impact in the current
year’s net profits and on the assets & liabilities of the Corporation is not ascertainable. Subject to the
above as per Para 1 and 2, in our opinion and to the best of our information and according to the
explanations given to us, the said financial statements read together with significant accounting
policies and other explanatory information give the information required by the Corporation’s
General Regulations in the manner so required and give a true and fair view in conformity with the
accounting principles generally accepted in India:

a. In case of the Balance Sheet, of the state of affairs of the Corporation as at March 31, 2022;

b. In case of the Profit and Loss Account, of the profit for the year ended on that date; and

c. In case of the Cash Flow Statement, of the cash flows for the year ended on that date.

Other matter

The financial statements of the company for the year ended March 31, 2021, included in these
financial statements, have been audited by the predecessor auditor who expressed an unmodified
opinion on those financial statements on July 16, 2021. Our opinion is not modified in respect of

these matters.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the context
of our audit of the financial statements as a whole and in forming our opinion thereon. We do not
provide a separate opinion on these matters.

Key audit matter
Identification of Non-Performing Assets (‘NPAs’) and provisions on advances
Charge 23,409.60 Lacs for year ended March 31, 2022

Provision 211,408.25 lacs as at March 31, 2022

Significant estimates and judgment involved

Identification of NPAs and provisions in respect of NPAs and restructured advances are made based
on management’s assessment of the degree of impairment of the advances subject to and guided by
the minimum provisioning levels prescribed under the RBI guidelines with regard to the Prudential
Norms on Income Recognition, Asset Classification & Provisioning, prescribed from time to time.

The provisions on NPA are also based on the valuation of the security available. In case of
restructured accounts, provision is made for erosion/diminution in fair value of restructured loans, in
accordance with the RBI guidelines. In addition, the contingency provision that the Corporation has
established in the current year on assets currently not classified as NPAs is based on management’s
judgment. We identified identification of NPAs and provision on advances as a key audit matter
because of the level of management judgment involved in determining the provision (including the
provisions on assets which are not classified as NPAs) and the valuation of the security of the NPA
loans and on account of the significance to these estimates to the financial statements of the

Corporation.
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Our key audit procedures included:

Substantive tests

Test of details for a selection of exposures over calculation of NPA provisions including valuation of
collaterals for NPAs as at March 31, 2022; the borrower-wise NPA identification and provisioning
determined by the Corporation and also testing related disclosures by assessing the completeness,
accuracy and relevance of data and to ensure that the same is in compliance with the RBI guidelines
with regard to the Prudential Norms on Income Recognition, Asset Classification & Provisioning.
We also selected a number of loans to test potential cases of loans repaid by a customer during the
period by fresh disbursement(s) to these higher risk loans. We selected a sample (based on
quantitative and qualitative thresholds) of major clients where impairment indicators had been
identified by management. We obtained management’s assessment of the recoverability of these
exposures (including individual provisions calculations) and whether individual impairment
provisions, or lack of it were appropriate.

Reviewing the statement of accounts, approval process, board minutes, credit review of customer,
review of Special Mention Accounts reports and other related documents to assess recoverability and
the classification of the facility; and for a risk-based sample of loans not identified as displaying
indicators of impairment by management, by reviewing the historical performance of the customer
and assessing whether any impairment indicators were present.

Information other than the Financial Statements and Auditor’s Report thereon

The Corporation’s Management and Board of Directors are responsible for the other information. The
other information comprises the information included in the Corporation’s Annual Report, but does
not include the financial statements and our auditor’s report thereon. Our opinion on the financial
statements does not cover the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so to consider whether the other information is materially inconsistent with
the financial statements or our knowledge obtained in the audit or otherwise appears to be materially
misstated. If, based on the work we have performed, we conclude that there is a material misstatement
of this other information; we are required to report the fact and we have nothing to report in this
regard.

Responsibility of Management and Those Charged with Governance for the Financial
Statements

The Corporation’s Management is responsible for the preparation and presentation of these financial
statements that give a true and fair view of the financial position, financial performance and cash
flows of the Corporation in accordance with the Schedule I, IT of General Regulations and SIDBI
directives and give the information as required to be given in terms of the provision of Corporation’s
General Regulations. This responsibility includes the design, implementation and maintenance of
internal control relevant to the preparation and presentation of the financial statements that give a true
and fair view and are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management and the Board of Directors are responsible for
assessing the Corporation’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern and using the going concern basis of accounting unless management either
intends to liquidate the Corporation or to cease operations, or has no realistic alternative but to do so.
Those Board of Directors are also responsible for overseeing the Corporation’s financial reporting

A
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Auditor’s Responsibility for the Audit of the Financial Statements

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with the Standards on Auditing as issued by the Institute of
Chartered Accountants of India. Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgement, including the
assessment of risk of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the Corporation’s
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances.

An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of the accounting estimates made by the management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion. Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with SAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with SAs, we exercise professional judgement and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Corporation’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required
to draw attention in our auditor’s report to the related disclosures in the financial statement
or, if such disclosures are inadequate, to modify our opinion.-Qur conclusions are based on
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the audit evidence obtained up to the date of our auditor’s report. However, future events or
conditions may cause the Corporation to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statement represent the underlying transactions and
events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of the financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences
of doing so would reasonably be expected to outweigh the public interest benefits of such
communication.

Report on Other Legal and Regulatory Requirements

In our opinion, the Balance Sheet, Profit and Loss Account and Cash Flow Statement (as per SIDBI
directive) dealt with by this report are in agreement with the books of account and comply with the
Accounting Standards issued by the Institute of Chartered Accountants of India to the extent
applicable and conform to the statutory requirements prescribed under the State Financial
Corporations Act, 1951, circulars and guidelines issued from time to time by the Small Industries
Development Bank of India.
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