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INDEPENDENT AUDITORS’ REPORT

The Members

Small Industries Development Bank of India
Report on the Audit of the Consolidated Financial Statements

Opinion

1. We have audited the accompanying consolidated financial statements of Small Industries
Development Bank of India (hereinafier referred as the ‘the Bank’) and its subsidiaries
(the Parent and its subsidiaries together referred to as ‘the Group’) and its associates
which comprise the consolidated Balance Sheet as at March 31, 2026, the consolidated
Profit and Loss Account and the consolidated Cash Flow statement for the year then
ended, and notes to the consolidated financial statements, including a summary of
significant accounting policies and other explanatory information (hereinafter referred to

as ‘the consolidated financial statements’).

In our opinion and to the best of our information and according to the explanations given
to us and based on the consideration of unaudited financial statements of Subsidiaries, the
unaudited financial statements and the other financial information of the Associates as
furnished by the management, the aforesaid consolidated financial statements give the
information required in accordance with Regulation 14(1) of the Small Industries
Development Bank of India General Regulations, 2000 and give a true and fair view, in
conformity with the Accounting Standards notified by the Institute of Chartered
Accountants of India (“the ICAI”) and accounting principles generally accepted in India,
of the state of affairs of the Group and its associates as at March 31, 2026, of its

consolidated profit and consolidated cash flows for the year ended on that date.

Basis for Opinion

2. We conducted our audit of the consolidated financial statements in accordance with the

Standards on Auditing (SAs) issued by the Institute of Chartered Accountants of Indi
Our responsibilities under those Standards are further described in the °‘Auditor’s™—<
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Responsibilities for the Audit of the consolidated Financial Statements’ section of our
report. We are independent of the Group and its associates in accordance with the “Code
of Ethics” issued by the Institute of Chartered Accountants of India 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 audit opinion on the consolidated financial statements.

Emphasis of Matter
3. We invite attention to the following;:
a) Note No. 14 to Annexure-I of the consolidated financial statements regarding
additional provision on standard advances at rates higher than minimum stipulated

under IRAC norms, as per Board approved Accelerated Provisioning Policy.

Our opinion on the consolidated financial statements is not modified in respect of above

matter.

Key Audit Matters

4. Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements for the financial year
ended March 31, 2026. These matters were addressed in the context of our audit of the
consolidated financial statements as a whole, and in forming our opinion thereon, and we

do not provide a separate opinion on these matters.

Key Audit Matter How our audit addressed the Key Audit
Matters
I. Classification of Advances, Our audit approach / procedures towards

Identification of Non-performing Classification of Advances, Identification
Advances, Income Recognition and of Non-performing Advances, Income
Provision on  Advances, (Refer Recognition and Provision on Advances
Schedule VIII read with Note 6 of | included the following:

Schedule XV to the consolidated - Understanding and considering the

financial statenients) Bank’s accounting policies for NPA
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Advances include Refinance loans to
banks,
Finance Institutions and NBFCs; and

Financial Institutions, Micro
Direct loans including Cash Credits,
Overdrafts, Loans repayable on demand
and Term loans.

The Reserve Bank of India (‘RBI’) has
prescribed the ‘Prudential Norms on
Income Recognition, Asset Classification
and Provisioning’ in respect of advances
for banks (‘IRACP Norms’).

The identification of performing and non-
performing advances (including advances
restructured under applicable IRACP
Norms) 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 cach advance
applying both quantitative as well as
qualitative factors prescribed by the
regulations.

Significant judgements and estimates for

NPA

could give rise to material misstatements

identification and provisioning

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

- Measurement of the provision for non-
based on loan

performing  assets

identification and provisioning and
assessing compliance with the prudential
norms prescribed by the RBI (IRACP
Norms), including the  additional
provisions and asset classification benefit

extended on restructured advances.

- Understanding the key controls
(including system based automated
controls) for identification and

provisioning of impaired accounts based
on the extant guidelines on IRACP laid
down by the RBL

- Performing other procedurcs 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 and other banks as Special
Mention Accounts (“SMA”) in RBI’s
central repository of information on
large credits (CRILC) to identify
stress.

c¢) Reviewing  account  statements,

drawing power calculation, security
and other related information of the
based on

borrowers selected

quantitative and qualitative risk
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exposure, ageing and classification of the
loan, realizable value of security;

- Appropriate reversal of unrealized
income on the NPAs.

Since the classification of advances,

identification of NPAs and creation of

provision on advances (including
additional provisions on restructured
advances wunder applicable IRACP

Norms) 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

d

g)

h)

k)

factors

Reading of minutes of credit and risk
committee meetings and performing
inquiries with the Bank to ascertain if
there were indicators of stress or an
occurrence of an event of default in a
loan account or any product.
Considering key observations arising
out of Internal Audits and Concurrent
Audits conducted as per the policies
and procedures of the Bank.
Considering the RBI
Inspection report on the Bank, the

Financial

Bank’s response to the observations
and other communication with RBI
during the year

Reviewing the report submitted by
external expert appointed by the Bank
to verify compliance with the RBI
circular on Automation of IRACP
processes through the Bank’s core
banking system.

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

Seeking independent confirmation of
account  balances for  sample
borrowers.

and

Visits to  branches/offices
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examination of documentation and

other records relating to advances.
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 unrealized interest, value of
available security and provisioning as per
IRACP norms. We recomputed the
provision for NPA on such samples after
considering the key input factors and

compared our measurement outcome to

that prepared by management.

II. Valuation of

Investments,
Identification of and provisioning for
Non-Performing Investments

(Schedule VII read with Note 3 of

Schedule XV to the consolidated
financial statements)
Investments are categorized under

Treasury operations and Business

Operations. Investments include
investments made by the Bank in Central
and State Governments Securities, Bonds,
Debentures, Shares, Mutual Funds, VCFs
and other approved securities. RBI
Circulars and directives, inter-alia, cover
valuation of investments, classification of
investments, identification of non-
performing investments, non-recognition

of income and provisioning against non-

Our audit approach/procedures towards
Investments with reference to the RBI
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 -

- We evaluated and understood the Bank’s
internal control system to comply with
relevant RBI  guidelines regarding
valuation, classification, identification of
NPIs, reversal of income on NPIs and
provisioning/depreciation ~ related  to
investments;

- We assessed and evaluated the process

adopted for collection of information from
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performing investments.

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 which
involves collection of data/information
from  various sources such as
FBIL/FIMMDA rates, rates quoted on
BSE/NSE,

financial statements of

unlisted companies etc.

We identified valuation of investments
and identification of NPI as a Key Audit
Matter because of the management
judgement involved in determining the
value of certain investments (Bonds and
Debentures, VCFs) based on applicable
Regulatory guidelines and the Bank’s
policies, impairment assessment for HTM
book based on management judgement,
the degree of regulatory focus and the
financial

overall significance to the

results of the Bank.

various sources for determining market
value of these investments;

- 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;

- We

procedures to recompute independently the

carried out substantive audit
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 and if accrual of income is in
accordance with the RBI Circular for those

selected sample of NPIs.

III.

Information Technology (IT) and
controls impacting 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

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 systems and
controls that are critical to financial

reporting.
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control environment could result in the

financial accounting and reporting

records being materially misstated.
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.

- The Bank has a system in place for
getting application software audits for
identified  Application  Systems  at
reasonable intervals. Information System
(IS) Audit is done by Bank at reasonable
intervals.

- We reviewed key observations arising
out of audits conducted on the Bank’s IT

systems during the year.

Iv.

Assessment of  Provisions and
Contingent Liabilities (Note 10 and
Note 12 of Schedule XV to the
consolidated financial statements):

Assessment of Provisions and Contingent
liabilities in respect of certain litigations
mcluding Direct Taxes, various claims
filed by other parties not acknowledged
as debt (Schedule XI to the consolidated
financial  statements) and  various
employee benefits schemes (Schedule XI
to the consolidated financial statements)

was identified as a significant audit area.

There is high level of judgement involved
in estimating the level of provisioning
required as well as in the disclosure of
both  Provisions and  Contingent
Liabilities in respect of tax matters and
other The Bank’s

legal claims.

assessment is supported by the facts of

Our audit approach / procedures involved:

- Understanding the current status of the
litigations/tax assessments;

- Examining recent orders and/or
communication received from various tax
authorities/ judicial forums and follow up
action thereon;

- EBvaluating the merit of the subject
matters identified as significant, with
reference to the grounds presented therein
and available independent legal / tax
advice including opinion of the Bank’s tax
consultants;

- Review and evaluation of the contentions
of the Bank through discussions, collection
of details of the subject matter under
consideration, the likely outcome and
consequent potential outflows on those
issucs; and

- Ensuring completeness and accuracy of

the data, the measurement of the fair value
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matter, their own judgment, past
experience, and advice from legal and
independent tax consultants wherever
Accordingly,

considered  necessary.

unexpected adverse outcomes may
significantly impact the Bank’s reported
profit and state of affairs presented in the

Balance Sheet.

The valuations of the employee benefit
liabilities are calculated with reference to
multiple actuarial assumptions and inputs
including discount rate, rate of inflation
and mortality rates., The valuation of
funded assets in respect of the same is
changes in the

also sensitive to

assumptions.

We determined the above arca as a Key
Audit Matter in view of associated
uncertainty relating to the outcome of the
mafters which requires application of
judgment in interpretation of law,
circumstances of each case and estimates

involved.

of the schemes’ assets, understanding the

judgements made in determining the
assumptions used by management to value
the employee liabilities with specific
schemes and market practice.
- Our audit procedures included an
assessment of some assumptions used by
the actuary by comparing life expectancy
assumptions with relevant mortality tables,
benchmarking inflation and discount rates
against external market data, We verified
the value of plan assets to the statements
provided by asset management companies
managing the plan assets.

- Verification of disclosures related to
significant litigations, taxation matters and
liabilities in the

Employee Dbenefits

consolidated financial statements.

Information Other than the Consolidated Financial Statements and Auditors’ Report

thereon

5.

The Bank’s Management is responsible for the other information. The other information

comprises the information included in the Annual Report, but does not include the

consolidated Financial Statements and our auditors’ report thereon. The Bank’s annual

report is expected to be made available to us after the date of this auditor’s report.
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Our opinion on the consolidated financial statements does not cover the other information
and Pillar 3 disclosure under the Basel III Disclosure and we do not and will not express

any form of assurance conclusion thereon.

In coanection with our audit of the conzolidated financial statements, our responsibility is
to read the other information when it becomes available and, in deing so, consider
whether the other information is materiaily inconsistent with the consolidated financial
statements or our knowledge obtained in the audit or otherwise appears to be materially
misstated. When we read the Bank’s annual report, if we conclude that therc is a material
misstatement of this other information, we are required to communicate the matter to

those charged with governance.

Responsibilities of Management and Thuse Charged with Governance for ihe

Consolidated Financial Statements

6. The Bank’s Management is responsit:ic with respect to ihe preparation and presentation
of these consolidated Financial Statemciits that give a true and fair view of the
consolidated financial position, consolidated financial performance and consolidated cash
flows of the Group including its asscciates in accordance with, Small Industries
Devclopment Bank of India General Regulations, 2000 and accounting principles
generally accepted in India including tize applicabie Accounting Standards issued by ICAI
and the circulars and guidelines issuzd by RBEI from time to time. The respedfive
Managemicnt of the entities included in the G and of its associates are respoasible for
maintenance of adequate accounting records for safeguardivg of the assets of the Group
and for preventing and detecting fravds and other irregularities; selection and application
of appropriate accounting policies; 11'1'akjng" judgements and cstirnate that arc reasonable
and prudent; and design, implementation and maintenance of adequate internal financial
controls, that were operating effectively for easuring the accuracy and completencss of
the accounting records, relevant to the preparation and presentation of the consolidated
financial statements that give true and fair vicw and are free from material tisstatement,

whether due to fraud or error.
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In preparing the consolidated financial statements, the respective Management of the
entities included in the Group and of its associates are responsible for assessing the ability
of the Group and of its associates 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 group or to cease
operations, or has no realistic alternative but to do so. The respective Management of the
entities included in the Group and of its associates are also responsible for overseeing the

financial reporting process of Group and of its associates.

Auditors’ Responsibilities for the Audit of the consolidated Financial Statements

7. Our objectives are to obtain reasonable assurance about whether the consolidated
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 cconomic decisions of users taken on

the basis of these consolidated financial statements.

As part of an audit in accordance with SAs, we exercise professional judgment and

maintain professional scepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated 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 crror, 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, but not for the purpose of

expressing an opinion on the effectiveness of the Banks Internal Control.
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Evaluate the appropriatencss of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

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 Bank’s
ability to continue as a going concern. If we conclude that a material uncertainty
cxists, we are required to draw attention in our auditor’s report to the related
disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditor’s report. However, future events or conditions
may cause the Group and its associates to cease to continue as a going concern.
Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the financial statements represent
the underlying transactions and events in 4 manner that achicves fair presentatioa.
Obtain sufficient appropriate audit evidence regarding the financial information of the
entitics within the Group and its asscciates to express @n opinion on the consolidated
financial statements. We are responsible for the direction, supervision and
performance of the audit of financial information of the Bank ircluded in consolidated
financial statements of which we are the independent auditors. For the other entities
included in the consolidated financial staiements, which have been audited by other
auditors, such other auditors remain responsible for the direction, supcrvisicn and
performance of the audits carried out by them. We remain solely responsible for cur
audit opinion. Qur responsibilitics in this regard are further described under ‘Other

Matters’ in this audit report.

Materiality is the magnitude of the misstatements in the consolidated firancial statements
that, individually or aggregate, makes it probable that the economic dccisions of a
reasonably knowledgeable user of the financial statements may be influenced. We
consider quantitative materiality and qualitative factors in (i) planning of the scope of our
audit work and evaluating the results of our work; and (ii) to evaluate the effect of any

identified misstatement in the financial statements.
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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 consolidated 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.

. Other Matters

These consolidated Financial Results incorporate the relevant returns of 34 Branches
visited /audited by us including Head Office, which covers 95.64% of Advances, 97.67%
of deposits, 100% of Borrowings as on March 31, 2026 and 95.43% of Interest income on
advances, 96.58% of interest expense on deposits and 99.75% of interest expense on
borrowings for the period 01.04.2025 to 31.03.2026. These branches have been selected
in consultation with the management of the bank. In conduct of our audit, we have relied
upon various information and returns received from remaining branches of the bank not

visited by us, generated through centralised database at Head Office.

The consolidated Financial Statements include the unaudited financial results of 3 (Three)
subsidiaries whose Financial Statements/Financial Results/ financial information reflect
total assets of Rs. 35,048 Crores as at 315 March, 2026, total revenue of Rs. 2,324 Crores,
total net profit after tax of Rs. 575 Crores for the year ended on 315t March, 2026 and net
cash outflow amounting to Rs. 1,438 Crores for the year ended on that date and 4
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associates whose Financial Statements/Financial Results/ financial information reflect the
Group’s share of net profit of Rs. 30 Crores for the year ended 31* March, 2026, as
considered in the consolidated Financial Results, have not been audited by us. These
unaudited Financial Statements / financial results/ financial information have been
furnished to us by the Bank’s Management and our opinion on the consolidated Financial
statement, in so far as it relates to the amounts and disclosures included in respect of these
subsidiaries and associates is based solely on such unaudited Financial
Statements/financial results/financial information. We have relied on the management’s
written representation to us that the effect of the changes / adjustments, if any, required to
be made to the reported numbers of these subsidiaries and associates consequent to their

audit would not be material for the Group.

Further, associates that are non-performing or the bank is not having significant influence
have not been included in the consolidation. Additionally, one associate has been

excluded from consolidation due to divestment as informed by the Bank.

Our opinion on the consolidated financial statements and our Report on Other Legal and
Regulatory Requirements below is not modified in respect of the above matters and with
respect to our reliance on the work done and the reports of the other auditors and the

financial statements/ financial information certified by the Management.

Report on other Legal and Regulatory Requirements

9. The consolidated financial statements have been prepared by the Bank’s Management in
accordance with the requirements of Accounting Standard (AS) 21, “Consolidated
Financial Statements”, Accounting Standard (AS) 23, “Accounting for Investments in
Associates in Consolidated Financial Statements” issued by the Institute of Chartered

Accountants of India.

We report that:

a) We have sought and obtained all the information and explanations which to the best
of our knowledge and belief, were necessary for the purposes of our audit and have
found them to be satisfactory;
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b) In our opinion, proper books of account as required by law relating to preparation of
the aforesaid consolidated financial statements have been kept by the Bank so far as it
appears from our examination of those books and the reports of the other auditors;

¢) The consolidated Balance Sheet, the consolidated Profit and Loss Account, the
consolidated Cash Flow Statement dealt with by this report are in agreement with the
relevant books of account maintained for the purpose of preparation of the
consolidated financial statements;

d) In our opinion, the aforesaid consolidated financial statements comply with the

applicable Accounting Standards.

For J. Kala & Associates
Chartered Accountants
FRN: 118769W

(Jaye
Partner

M. No.: 101686
UDIN: 26101686DGFCQU8244

Date: May 14, 2026
Place: New Delhi
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