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Committee to enquire into securities transactions
of Banks and Financial Institutions

_-—_—’-—------_—-—--—..-—-——-——--———-——--——----————

. Interim Report
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Oon the basis»of the information received that some banks
were undorfaking ' large-scale " transactions in vGovérnuent
securities through the medium of brokers in the course of thch
they. were violating the ﬁeserve Bank of India (RBI)'s detailed
guidelines issued to them in July 1991, RBI had started making
enquiries into the securitﬁgs transactioné of some of the banks ’
since January 1992. Towards the end of March, information was
also receiveq that State Bank of Indiar(SBI)‘ ﬁad purchased a
large quantity of Government securit%es on a ready forward basis
one day prior to the date on which the coupon‘réte of Government
of India securities was raised. Therefore, the securities
fransactions of SBI were also taken up for scrutiny Aimnediately.
The bank was advised on 2 April 1992 to furnish to RBI a
statement of the investments held by it as on 31 ﬂarch 1992. The.
bank's response was that only the statement as at the gnd of
January 1992 was available and that it would furnish the
particulars as on 31 Mafch 1992 as soon as. the 'stagenent was
compiled. It was observed that the bank was unable to furnish the
statement as it had not reconciled the balance of securities held
by it as shown in its books with the actual balance held in the
'éubsidiary General ‘Ledger (SGL) Account with the RBI beyond
November 1991. SBI was urged to reconcile the figures. on 23

April 1992, a news item in the Times ofvlndia made mention of a



shortfall 1in Government securities held by the SBI. Even  whi]e
the scrutiny was in progress, the Governor, RBI set up g4
Committee on 30 April 1992 to investigate into the possible
irregularities in funds management by commercial banks and
financial institutions and in particular, in relation to their
dealings in Government securities, public sector bonds and
simi]ar instruments. The Committee was required‘to investigate
various aspects of the transactions of SBI and other commercial
banks as well as financial institutions in this regard. The
Committee is headed by Shri R.Janakiraman, Deputy Governor with
Shri Y.H. Malegam, Chartered Accountant and Shri V.G. Hegde,
Principal Legal Adviser, RBI as members and Kum.V.Visvanathan,
Executive Director as Member-Secretary. The orders of the
Governor setting up the Committee-had authorised the Committee to
co-opt experts' from other required discip]iﬁes. The Committee
accordingly decided to co-opt experté well versed in income tax
investigations and in CBI procedures. In consultation with the
concerned authorities, Shri C.P. Ramaswami, Deputy ,6irector.
Incoﬁe Tax (Investigation) and Shri E.N. Renison, Retired
Additional Director, CBI, were nominated as Members.

2. Terms of Reference :

- = - v

The Committee is required to specifically

a) enquire into the extent of non-compliance by banks and
financial institutions with the guidelines of the RBI regarding

securities transactions including transactions in PSU bonds,

units, etc.,



b) enquire into the inadequacies in systems and procedures
in force in fhese institutions generally and the extent of use of
Bank Receipts (BRs) which have been in vogue in regard to the
tfan;actions in Government securities and other instruments;

c) suggest such corrective steps és m;y be necessary to have
a more efficient and accountable system in the future;

d) examine and determine the extent of malpractices, if any,
indulged in by officials of banks and financial institutioﬁs,
where their funds have been allowed to be used for sﬁécu1§t1ve
transactions by brokers and other intermediaries and whether
undhe benefits have been thereby derived by brokers and others
through unauthorised access to borrowed funds of the
banks/financial institutions and fix responsibility therefor. and
recommend the action to be taken: aﬁd

e) s;rutinise the procedure adopted by Public Debt 0ffices
(PDOs) of the RBI in regard to the maintenance of SGL accounts
and oiher re]at&d matters and suggest remedial measures to tone
up the responsiveness of the system.

3. Basis for the Committee's
Pre]ininary Report.
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The Committee has had several meetings. The Committee noted
~that the RBf has ordered a detailed examination to be carried out
by its officials into the securities transactions entered into by'
banks and other financial institutions with particular emphasis
on the aspects which form the Committee's terms of reference.
The Committee _hﬁs had the Benefit of the preliminary vreports
received from the officials of RBI carrying out the ~examination

of books of banks and finaﬁcia\ institutions with regard to their
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transactions in securities and have also had discussions with a
number of concerned officials. The Committee has given
directions to vthe inspecting officers regarding fhe further
investigations to be made and it has also framed a detailed
questionnaire to be answered by them after carrying out the
~examination. The Committee recognises that  since all
transactions entered into by banks and other financial
‘institutions in securities including completed transactions since
1 April 1991 are to be examined by the officials and the
transactions of a particular bank/financial institution are to be
verified with the transactions and the relative entries app;aring
jn the books of counterparty banks, it will take sowe time for
the 5crut1n§ to be c&mp]eted. The Interim Report of the Committee
%s thds based on the preliminary reports of the RBI inspecting.
officiéls. the discussions the Committee has had with them and
other material presently available to .the Committee. The
Committee is continuing its investigations and will submit a
further Rpport.

4., RBI instructions relating to
Investment Portfolio of banks
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The investment portfolio of banks in the normal course
(given the 1low yield on them as compared to their opportunity
cost) is basically intended to comply with the SLR requirements
and aécordingly expected to comprise approved trustee securities.
Since the bulk of the portfolio consists of Government
securities, a major portion of the transactions in securities

among banks were expected to be put through their respective - SGL



Accounts maintained with the PDOs of RBI. However, since the
PDOs ofJ§BI ﬁaintain SGL accounts only for Government securities,
tﬁese accounts caﬁnot be operated by banks for their dealings in
PSU bonds, Units and similar instruments. Accordingly, the
transactions  through the mechanism of BR were expected to t&ke
care of.exceptiqna1 circumstances wherein the seller bank of a
non-S6L security was not in a position to give physicé1> delivery
of the security to the buyer bank either becau;e scrips were yet
to be received from the issuer of the security or the security
was held at a different place. Except in cases of such
exceptional circumstances, the transactions between banks in non-
S6L . securities were expeéted to take place on physical delivery
basis.

. On the basis of information received by the RBI in March
1991, inspecfion/scrutiny of investment portfolios of banks was
undertaken and it was confirmed that the banks were. freely
putting through trénsactions in all types of ‘securities.
including SGL securities, through the mechanism of BRs, and that
they were not only issuing BRs on the basis of BRs of other banks
held by them covering their own Investment Account vbut also
issuing their own BRs covering transactions of their broker
clients. In July 1991, therefore, while cautioning the banks in
general about the undesirable methods followed by some banks
while wundertaking transactions in securities, RBI advised the
banks to frame and implement a suitable investment policy to
ensure that operations in securities are conducted in accordance
with sound and acceptable business practices and while evolving

the policy with the approval of their Fespective Boards, to keep



in view the guidelines prescribed by it. The RBI guid§1ines
inter-alia stipulated that wunder no circumstances the banks
should hold an oversold position in any sécurity, transactions
between banks‘should not be put through brokers' accounts, banks
should - adopt the format and strictly follow the guidelines
prescribed by the Indian Banks' Association (IBA) for issue of
BRs (which 5nter~alia prescribed that normally BRs should not be
jssued for SGL securities), banks should issue BRs covering their
own sale transactions'only and should not issue BRs on behalf of
their constituents including brokers, and that banks should be
circumspect while acting as agents of their broker clients for
carrying out transactions in securities on their behalf The
Committee is informed by the RBI that a large number of banks had .
confirmed that an investment policy had been formulated and
approved by their respective Boards.

Earlier, from time to time, the RBI had issued detailed
guidelines to banks for undertaking underwriting and othef
commitments in respect of public issues of corporate shares and
debenture$ and public sector bonds, advances against <corporate
shares and deBentures to different types of 'bprrowers,
prphibiting their undertaking buy-back deals (ready-forward)
w{fh non-bank <clients specifically in public sector bonds and
Units of UTI and providing portfolio management services to their
clients. Details of various types of transactions in securities
undertaken by banks, guidelines/instructions issued to banks
particularly the RBI . guidelines issued in July 1891 and 1I8A

guidelines of May 1991 on issue of BRs, are furnished 'in the



Annexure,

5. Preliminary Findings
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On the basis of the preliminary examination made by the RBI
officials, it has been found that :-

‘(a) The following banks, subsidiaries of banks and institutions
have nadg.ﬁayments for purchase of investments'fo; which -
they do not hold eitﬁer setﬁrities. SEL forms or BRs io the
extent indicated below :- | |

(Rs. in crores)

National Housing Bank 1199.39
(NHB)

State Bank of Saurashtra 175.04
SBI Capital Markets Ltd. 121.23 (including a BR for
- (SBI Caps) : Rs.67.83 crores
for which the
transaction is denied)
‘Standard Chariered Bank 300.00

1795.66
(b) Banks, subsidiaries of banks and institutions are holding
BRs/S6Ls issued by the Bank of Karad Ltd. and the

Metropolitan Co-operative Bank for which the issuing

banks do not appear to have sufficient backing

to the extent indicated below :-
(Rs. in crores)
Standard Charteréd Bank 755.00 -

Canbank Financial Services 425.00
Ltd. (Canfina)

Canbank Mutual Fund _ 102.97.

- - -
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(c)

The transactions put through the intermediation of NHB

and which are outstanding are, prima faéie, connected with
the broker, Shri Harshad S.Mehta (HSM) and/or his associate
concern Growmore Research_and Assets Management Ltd. |
This is evident from the fact that almost all the payments
made by NHB'by means of A/c. payee chequés drawn on the REI
and'iSSUed in favour of the counterparty banks have been
col1etted and credited to the current accounts of Shri
Harshad Mehtg maintained with SBI and ANZ Grindfays'Bank.

A large nunmber of transactions undertaken by SBI on its

own investment account (about Rs.17000 crores during

1 July 1991 to 6 April 1992) have been put through Shri

Harshad Mehta.. Besides, in the current account of

Shri Harshad Mehta witﬁ SBI several of his transactions
appear to have Eeen put through in an irregular manner.
The trénsactions~put through by Sfate Bank of Saurashfra
and SBI Caps have also a 1ink with the broker Shri Harshad
Mehta. The transactions at Standard Chartered Bank and

Canfina have been put through the broker Shri Hiten Dalal.

.The Bank of Karad Ltd. has issued BRs' in the account of the

broker Shri A.D. Narottam. The BRs issued by Metropolitan
Co-operative Bank are on behalf of Dhanraj Mills Private
Ltd. and Excel & Co. A large number of transactions of
Standard Chartered, Canfina and Canbank Mutual Fund have
been put through.Shri Hiten Dalal with the help of BRs
jssued. by Bank of Karad Ltd. and Metropolitan Co-operative

Bank.



(d)

(e)

(f)

(9)

The reconciliation of investment accounts in some of the
individual banks is still in progress and the full picture
will emerge only after the reconciliations are completed.

However, the preliminary examination seems to suggest that

. the ifregu]arities are confined to only a feéw banks.

There has begn a ;ystematic diversion of funds from the
banking system to the individual accounts of certain
brokers and this divgrsion is presumably represented by
the transactions for which the banks and subsid{aries are

not holding BRs or are holding BRs of doubtful value.

This diversion of funds has been mainly through three

devices, namely

(i) purchases have been made by banks aﬁd subsiaiaries
of securities and other instruments where the
counterparty is ostensibly another bank but in
reality the proceeds have been'direét1y or indirectly
créedited to brokers' accounts; |

(ii) ready«fdrward transactions have been entered into by
banks either on their own account or on constituents'
accounts with brokers which have provided funds to
brokers at rates wﬁich presumably were lower than the

ruling ”vyaj4bad1a" rates in the stock market; and

(iji)brokers have been directly financed by banks fhrough

the discounting of bills not supported by genuine
transactions or by purchase of shares by the bank
under "ready-forward” terms.

Soﬁe of the "reédy—forward“ deals by banks have not been

completed and in consequence the banks may be hd]ding'

9



(h)

(1)

(3

investments whose market value may be considerably lower

than the amount paid for the pur&hase of the investments.
in the case of UCO Bank, bills aggregating Rs.50;40 crores
were discounted by the bank. These bills were presumably

covering the sale of shares by the broker Mrs.Jyothi H.

_ﬁehta (wife'of Shri Harshad Mehta) to associate concerns

of Shri Harshad Mehta. The manner in which this transact-
ion was effected makes it clear that this was in the nature
of a clean advance to the associate concerns. On matdrity.
these concerns appear tovhave been put in funds to retire
the bills through the purchase by UCO Bank from Shri Harshad
Mehta of shares of an aggregate cost of Rs.49.50 crores.

The UCO Bank had ear1ier. on 8 April.1992 also, purchased
shéres of an aggregate cost of Rs.12.25 crores from his
holdings. As against the aggregate cost of Rs.61.75 crores,
the present market value is only arouﬁd Rs.40 crores;

The major device by which the transference of funds to
brokers' accounts has been achieved has been through the
issue‘of BRs which were not supported by underlying
securities and by payments being diverted to brokers’
accounts e%ther directly or through countérparties named

in the transactions. This appears to have been made
possible by a siénificant lack of internal control in

the banks and presumably by collusion betwéenrthe

concerned officials and the concerned brokers. There is
' s (‘.’:L'v:(\k*‘-m

bprﬁma facie evidence of fraudulent =i Qpﬁ*a%4on.

The diversion has also been made possible by a number.of

10



other factors which are summarised below :-

(1)

(D

There has beén a significant increase in theyvo]ume
of transactions in securities and capifa] market
instruments since July 1991. Thus.‘in the SBI alone,
the volume of transactions increased froﬁ about
Rs.lOOO crores in April 1991 to about Rs.8700 crores
in March 1992.

Thesé‘transactions.have'main1y been for “ready
forward™ deals between banks, between banks and
brokers, and under portfolio management schemes.
These are purely financing transactions though

they take the form of purchase and sale of

investments and appear to be an attempt to bypass

"RBI direétiVes to banks governing direct advances

by banks to brokers. They suffer from the further
disadvantage that a broker gets access to bank
funds uithoﬁt complying with mérgin’requirements

as would be the case when direct loans are given.

(i11)Since the transactions have been on a "ready-forward"

(iv)

basis, there is no need to permanently transfer the
underlying securities and therefore under several
excuses, banks have been resorting to the
indiscriminéte issue of BRs. On reversal of the
transaction these BRs would be returned. Jﬁere
have also been cases where SGLs issued have been
returned without beihg depositéd with the PDOs.

The use of BRs has been justified on the grouﬁds

that there is delay in the recording of transactions

11



(v)

(vi)

at the PDOs and also that there is undue delay in the

jssue of scrips after allotment by PSUs. However, a
large number of BRs have also beeﬁ issued for Units.
Cheques issued in the names of banks by the purchasing
banks have’been collected and credited to the
individual accounts of brokers without any such
instructions by the issuing banks. This has enabled
brokers to collect monies from purchasing banks
under contracts whicﬁ are ostensibly with banking
counterparts.

Banks have lent their names to transactions which
are not on their own account. Thus, banks have
issued‘BRs at'the request of brokers égainst BRs
received or.to be received in their favour in
respect of transactions where they aré neither
purchasing or selling investments. These facilities
have been provided to earn a fee but without

disclosing to the counterparties that the concerned

bank is not entering into the transaction on its

own account.

(vii)Special facilities have been made available to select

brokers whereby banker's cheques drawn in favour of
the bank have been credited to brokers' accounts and

against these cheques the bank has issued its own

‘banker's cheques in favour of parties nominated by

the brokef. These have helped to hide the true néture

of transactions from counterparties.

12



(viii)In a number of cases there has been total lack or
a breakdown qf essential discipline regarding the
jssue. and recording of BRs, the scrutiny for
genuineness of signatures, the receipt and de]iQery
of securities and the receipt and payment for
settlement of transactions.

(ix) There has been no periodical reconciliation by
bankﬁ of the investment accounts with the SGL
accounts maintained by the PDO and in several cases
this reconciliation was in arfeaks for long‘periods.
If such reconciliation had been reguTar1y done and
the investments periodically verified by the
internal auditors, the non-availability of BRs
would ha&e been immediately det;cted.

(x) In the PDO, the records are not computériséd.
Separate manual accounts are ﬁaintaingd for each
sérip held by each bank and a minimum of information
is available in the ledger where these éccounts are
maintained. It has, th;refore. not been the practicé;
nor does it appéar feasible (in the absence of'
computerisation) for a statement of transactions in
the individual bank'§ account to be sent to the bank.
If such a statement was available with the bank, it
would have the means of regu]ariy reconciling its
investment account. Ba]ancé confirmation certificates
are also not issued‘periodﬁca11y but only on request
and copies of such certificates are not kept with the

PDO.

13



(k)

(1)

(m)

(xi) Through the portfolio management schéme, corporate
funds have been used-to finance brokers in the
manner of "vyaj badla™ but at much lower rates
than the prevailing "vyaj badia"™ rates.

(xii)Merchant banking subsidiaries of banks have accepted
substaﬁtia1 amounts by way of inter-corporate.
deposits at high rates of interest and have been

"undér'compu1sion to earn higher returns. These
have béen obtained through "ready forward™ |
transactioﬁs.

(xi11)In the case of some merchant banking subsidiaries of
banks, the deals are made by the subsidiaries buf
the actua) ;ransactions for receipt/delivery of
scrips, BRs, etc.; and receipt/payment of monies
payab]e/dué are arranged by the parent bank. The
subsidiary, .therefore, is not able to effectively
monitor the transaction.

Banks, in respect of their transactions with their

customers, do issue BRs on account of sales of Units,

PSU bonds, etc. This matter is being examined.

The transactions have been effected by using a large

number of banks' accounts in different names in

different banks and to establish the trail is a

difficult and laborious operation. Thérefore. the

unravelling of these transactions will necessarily
involve considerable time and effort.

The diversion of funds as reflected in the outstanding

14



contracté has beer mainly in respect of PSU bonds, Uﬁits
and similar instruments and to a. much lesser extent in
respect of transaﬁtioné in Govérnment securities.
(n) The records of the PDO in the RBI show that :

(i) a large number of transfer forms (ranging from
9.9 per cent to 18.2 per cent between March and MaQ 1992)'
have been returned by the PDO under objection for |
insufficiency of balance. Almost all the banks have
been guilty of issuing SGL forms when there is
insufficiency of balance. This is often due to the
fact that banks over-sell at the beginning of the
day and even though they square their position by
the end of the day, the actual SGL forms for the
pQrchase may'nqt have been received by the end
of the day.
(ii) The entr%es in the PDO have normally been

" recorded on the day the SGL transfer forms are 1odqu
in the PDO but de1éys upto ld days have occurred on
days following reporting Fridays and when half-yearly
interest is due.
(111) There are a number of corrections . for errors
in the fecords.
(iv) Objection.memos have generally been prepared
on the day of lodgement of the SGL'forﬁs or @he
next day though there are a few cases of apparent
delay which need to bé examined further. There is
n@ delay in communicating these memos when delivery

.of the objection memos is made over the counter or

15



by hand-delivery but there is considerable delay
when the memos are despatched by post. |

(v) There is delay of about 10 to 12 days in
preparing credit advices.

{vi) There is no copy of confirmétion certificates

issued by the PDO to the banks.

Some of 'the‘ preliminary findings are detailed in subsequent

paragraphs..

6. Extent of the problem :

- — v . . v e e M

The ‘Committee'as a first Step, suggested that BRs held by
banks for purchases and those issued by then for sales and
outstanding may be matched so that the extent of transactions
which are not backed by BRs could become available and in the
process the problem exposures of banks and financial 1hstituti6ns
coujd be assessed. The second step (which is in progresé) was to
examine. the genuineness of the BRs, existence of the ;ecurities
covered. by the BRs and the capacity of the issuers of BRs to
- honour the commitments. The findings to date, of the exercise
are detailed below.

The matching exercise has revealed that, by and large, banks
and financial institutions hold BRs in respect of the outstanding
transactions except in a few cases. The BRs held have also been
confirmed by the counterparty banks. The aggregate quantum of

transactions for which no BRs are held by banks/financial

16



institutions is as under :

Name of the

bank/

institution

1.National
Housing
B8ank

2.State Bank
of Saurasht

3.881 Caps

4.5tandard
Chartered
Bank"

It will thus

Number of
transact-
jons

Tow e - -

b) 22

c) 4

ra
é) 7
b) 1

a) 1

b) 1

Security Value of
covered the
transactions
Govt.
Securities 302.0%
Units and
PSU bonds 857.47
PSU bonds 39,87"
| 1199.39
Units &
PSU bonds 175.04
Units: 53.40
 Units 67.83@
121.23
Govt.
securities © 250.00
Units 50.004#
300.00
GRAND TOTAL 1795.66

be

sEzIRIT===

(Rs.in crores)

Remarks

*No BRs held but
the concerned
counterparty has
accepted the
transactions

which are overdue.

- -

8Though BR of NHB
is held the latter
has denied the
transaction.

-

#The bank has a
discharged BR.

seen that the aggregate exposure on account of

banks not having BRs or securities is significant. Out of the

total ‘exposu

re

ofiRs.1795.66 crores, contracts

in respect of

transactions in Government securities amount to Rs.552.05 crores

17



and the rest are in respect of Units and PSU bbnds.

| However, analysing the backing on the basis of which BRs
have been issued and the capaéity of the issuer of BRs to honour
the commitments, the position is even more serious. It 1is
ob#erved that a number of BRs have been issued which are not
Backed~by security or BRs held. BRs have also been issued on the
"basis of BRs held, where the capacity of the ﬁssuef t§ honéur
the BRs is in doubt. A summary position is. indicated below : |

| (Rs.in crores)

Name of the Name of the No.of Securify ‘Amount Remarks

institution institution BRs  covered
holding the whose BRs
BRs are held
Standard a)Metropolitan 6 Units & A very small
Chartered . Co~op.Bank PSU 530.00 sized urban
Bank : bonds co-op. bank
: ‘ (Board since
superseded)
b)Bank of 6 Units & Since taken
Karad PSU '225.00 into
Ltd. . bonds  ------ liquidation
» 755.00 A
Canfina Bank of 3 Units & Since
Karad Govt. taken into
Ltd. securi- liquidation
ties 425.00
Canbank . Bahk of Govt. 102.97 SGL dated
Mutual ‘Karad LtH. 1 securi-  ~-=---- 27.5.1991 has
- Fund : ties bounced.

GRAND TOTAL 1282.97

The BRs issued by Bank of Karad Ltd. have either no backing or
backing of doubtful quality. The BRs issued by Metropolitan Co-
operative Bank, an urban co-operative bank with less than Rs.10

crores of assets are also of doubtful value.

18



Thus, taking into account what is stated above, the amount
of expoébreé which banks may find it difficult to rea]is?_
aggregates to Rs.3078.63 crores. This does not take into account
- any claims towards interest, etc., which may arise on settlement.

7. Preliminary findings of the scrutiny
" of certain banks/institutions.

- - - " WP e W e W e e e v e M e W W e G W W W e e G e s e o

The preliminary findings of the scrutiny of the 1investment
transactions at. certain banks/institutions carried out by the
officials of the RBI are given in the following paragraphs t

I.State Bank of India

- - . - T W W W W e

The s;rutiny of the securities transactions of the SBI was
takén up towards the end of March 1992 in the circumstances
explained, in paragraph 1 of this Report. During the course of
this scrutiny, the SBI was asked to reconcile the balance of
securities held by: it as shown in its books with the' actual
balance held in the SGL account with the REI.

buring the course of this reconci]iatidn, it was »noticed
that the securities ba1ancés in the SBI books exceeded that sﬁown
in the SGL account at the end of’MéEch 1992 by Rs.1022 crores.
It was also observed that the SGL statement as on 29 February
1992 obtained from the PDO of RBI bore an alteration in the
amount of sedufitﬁes‘shown against 11.5 per cent - 2010 Central
Government Loan whereby the figure of Rs.1170.95 crores was shown
altered to Rs.1670.95 crores. On reconciliation with the books
of SBI, the latter showed an excess of Rs.74 crores (Rs.1744.95
crores as per SBI books less Rs.1670.95 crores as per the SGL

altered account balance). As the correct figure of SGL account
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balance in this security was Rs.1170.95 crores, the excess as per
SB1 - books was ﬁs.574 crores in that scrip. The excess revea[ed
in the SBI books over that shown in the SGL accoﬁnt balance meant
that S6L transfer forms for éredit to SBI's SGL account with PDO
had not been lodged with the PDO to the ektent:of the difference.

A§ far as the reconciliation of the overall difference of
Rs.1022 crores in the figufes of SBI and PDO as on 31 March 1992
was concerned, it was observed that an amount of Rs.699 crores in
11.5 per cent - 2010 Central Government Loaﬁ and an amount of
Rs.230 crores 1in 11.5 per cent - 2007 Central Government Loan
were short-credited in the SGL account. Of the former, Rs.200
‘crores were attribufable to the broker Shri N.K; - Aggarwal for
which SGL/resale was accounted for. The balance viz. Rs.499
crores was attributable to Shri Harshad S. Mehta  (HSM).
Regarding the second loan, an amount of Rs.60 crores comprised
SGL form issued by Standard Chartered Bank for its sale to SBI
.and the balance of Rs.170 crores was purchased by $SBI through
HSH. Thus; an amount of Rs.669 crores in all, covering both the
loans, represented the value of the securities transactions put
throuqh HSM for which no SGL transfer forms had been lodged with
the PDO. The net ampunt after an adjustment of Rs.20 crores in
réspect of an iﬁterna1 transfer from another SGL account of SBI,
representing transactions routed through HSM amounted to Rs.649
crores. Against this, SBI received 8 payment orders of ANZ
Grindlays Bank "aggregating Rs.574.76 crores and . one banker's
cheque from Syndicate.Bank for Rs.47.76 crores from HSM. Adding
a further amount of interest on 182 days Treasury Bills from HSM

for Rs.0.20 crore, the aggrégate payment received from him.
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amounted to Rs.622,72 crores. The amounts ‘were received 6q
various dates between 13 April and 24 Aﬁril -1992.,  SBI is
~reported to be pursuing the recovery of the balance amount of
Rs.26 <crores receivable by it‘from HSM. The reconciliation of
the Inveétneni Account is still in progress.

The sa1e/ﬁurchase transactions undeftaken by - SBI in
Government and other approved securities have been entered into
by the 'bank through severgf brokers including Shri Harshad §.
Mehta (HSM). During the period 1 April 1991 to 31 Mérch 1992 the
transactions entered into by ©SBI in Government securities
ﬁggregated ‘Rs.48562 crores, of which the contracts put through
HSM. accounted for Rs.17300 crores (35.6 per cent of the ‘total).
The details are furnished bglow : |

(Rs. in crores)

Type of transactions Purchases _ Sales

- . e e T e W W e W W W e e W - - - . - -

-y - . e e WY W W W e e e e W

Ready forward 20368 20007
Outright _ 3996 932
Switch 1600 1659
25964 22598

Others
PSU bonds , 150 172
Units o 82 46
232 218
GRAND TOTAL 26196 22816

The transactions have beén generally of three fypes - (1)

outright purchase/sale, (ii) ready forward and (iii) double ready

forward. The transaction-by-transaction examination is currently
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on, including verification of the records in SBI relating to the
transactions and the entries in the relative books, as also
verification of the transactions at the PDO of RBI. Besides, to
the extent necessary, the transactions as recorded in the
counterparty banks are also being scrutinised.

Nhiie the :individua1 transactions put through in the
Investment Account of SBI are being examined, as mentioned
earlier a large number of contracts for sale/purchase. of
Government securities have been put through HSM as a broker.
Besides, the Bombay (Main) branch of the bank also maintains a
current account of HSM, This account 1is used to route
transactions entered into by other banks thréugh HSM.

The findings which have emerged so far are briefly as
under:

i) Prima facie, the accounting and passing of entries for

the transactions in respect of contracts put through
HSM is entirely different from the accounting and
passing of entries in the books of SBI in respect of
contracts put through other brokers. Basically,

in respect of confracts put through other brokers,
the Investment Account maintained in the Bombay (Main)
branch of SBI is either debited or credited as the
case may be, and bankers' cheques are issued to, or
payments are received by means of bankeré'

theques from, counter-party banks in respect

of the transactions. The relative debits and

credits to the Investment Account get also duly
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ii)

reflected in the books of the PDO either on the basis
of transfer forms issued by SBI or on the basis of
SGL transfer forms issued by other banks in favour of
SBI. To the extent it has been possible to verify
the transactions, the SGL transfer forms were issued
to or received from the counterparty banks named’
in the contracts entered into through othér brokers.'
In other words, these contracts have been put through
iﬁ the normal course of business.
As‘regards contracts entered fhrdugh HSM, an entirely
different set of procedures has been followed and
there are certain significant departures in respect of
such contracts. These are bfiefly mentioned below
a) To the extent verification has

been done, the counterparty

banks named in the contracts

genera11y.seem to be only in name

as the relative contracts do not

generally appear in the books of

these banks. In other words, the

counterparty bank has just been

named in the cohtract.
b) HSM has been given the facility

of collection and credit 6f the

bankers' cheques issued in favour

of SBI and issue of bankers' cheques

by SBI as per his instructions.

This has facilitated the irregular
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c)

operétioﬁs of HSN.

The debiﬁs and credits in respect of
the'transactions appear in the |
Investment Account maintained at the
Bombay (Main) branch. However,

ih a large number of cases the

relative debits and credits do

hot appear in the SGL account of

the bank maintained at PDO. There

is no separate record available at the

Bombay (Main) branch of the bank
to indicate whether the relative
SGL forms, if any, have been
received and similarly, whether
any SGL transfer forms have been
jssued by the SBI. However,

computer print-out copies'can be

-obtained to ascertain whether the

Bombay (Main) braﬁch has issued
S6L transfer forms in favour of
the counterparty banks as
mentioned in the contracts. From
the computer print-outs obtained,
it appears that S6GL transfer
forms have been prepared but the
fate of these SGL forms cannot be

ascertained.

24



d)

e)

There is no evidence to indicate
that bankers' cheques have been
issued or received in respect of
these contracts.

In the current account of HSM.
receipts and payments relating to
contracts edtered into by the other

banks through him are put through.

‘A verification of the entries put

throuéh the current account of

HSM on different dates reveals

the following.

(i) The entries do not relate to the
contracts entéred into by the bank on
its own Investment Account through
the broker. The entries relate to
certain other contracts entered
through HSM by other banks. Certain
receipts and paymenté are reflected
in the relative vouchers pertaining to
the entries put through the current
account of HSM. But the vouchers
do not indicate, prima facie, that
they relate to any sale or purchase
transactions. |

(ii)_uﬁi1e in respect of some of the
contracts the counterparty banks named do

not seem to be the real counterparty
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banks, in certain other cases, the
bank'é hame in the contract appear to be
genuine. For example, there are
contracts entered into by other banks
for sale/purchase of Government secufi—
ties through HSM where the counter-
party bank is named as SBI. The
counterparty purchasing banks have
received SGL forms from SBI and
issued bankers' cheques to it.

The counterparty selling banks

have issued SGL forms to SBI and
received bankers' cheques from it.
The SGL forms have been reflected

in SBI's account with the PDO but
these transactions do not appear

in the Investment Account in SBl's
books. However, the cheques

received and issued by SBI are
credited and debited in HSM's

éccount with SBI. Thus, officials

of SBI have unauthorisedly

operated the SGL account of $SBI

with PDO without any backing
transactions entered into by SBI. In
other words, while the SGL account

maintained at PDO does not -
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reflect credits or debits relating
to ihe contracts put through by SBI.
in its Investment Account through
HSM, the said account reflects
debits and credits in respect of
transactions of other banks
not put through by SBI.
In sum, the SGL account of SBI
maintained at PDO, Bombay appears to
have been virtually operated as if it is
HSM'S investment account in PDO.
" (ii1)A very serious implication of
this is that on any one particular
.day the aggregate balance in
respect of Government loans as
appearing in the SBI's Investment
1§dger maintained at the Bombay (Main)
branch will not necessari\y tally
with the re]ativé'ba]ances‘appearing.
in the PDO's books even after
adjustments are made for items in
~transit. Prima facie, there has

been collusion between the officials
of SBI and HSM.

(iv) Certain aspects of the issue and receipt
of SGL transfer forms by the SBI heed to
be noted. SGL transfer forms |

involving securities worth crores of
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rupees are signed by a single official
of the junior-most level at the SBI.
Generally, it is observéd that SGL
transfer forms are signed in the case
ef other banks by two authorised
officials. Apart frow this, there

is ﬁo reliable record available at

the Bombay (Main) branch to

indicate the issue of SGL transfer
forms or receipt of SGL transfer forms
in respect of contracts. The SGL
transfer forms are not issued in a
unifﬁrm manner. The SGL transfer forms
have been issued variously by SBI in
computer print-out form, iﬁ stencil
form, in typed form or in photocopy
form with, however, the signature of
the juniormost official.appearing in
ink. Some serial numbers are given
which are not according to any systenm

or pattern.

II.National Housing Bank (NHB)

e S e e e e e M o e M e v me e v e o e

A scrutiny was undertaken by the inspecting officials of the
RBI of the current account of Shri Harshad S. Mehta (HSM)
maintained with ANZ Grindlays Bank which had issued 9 payment

orders to the extent of Rs.574.76 crores to SBI, in part
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rebayment of the amount of Rs.649 crorés owed by him (as set out
in the preceding section on the SBI), with a view to ascerfaining'
the manner in which the current account was funded. 'Thg scrufiny
revealed that a number of cheques drawn by the NHB on its account
maintained with the RBI favouring ANZ Grindlays Bank .had been
.credited to HSM's account. During the period 1mmediate]§ prior
to the issue of the aforesaid 9 payment orders, 5 cheques
amounting to Rs.405.67 crores drawn by NHB on its account with
the RBI favouring ANZ Grindlays Bank had been credited to HSM’s
account in the latter bank. 'Consequenf1y; the scrufiny of the
books of NHB was undertaken to Qerify the natufe of transactions
underlying these payments to ANZ Grindlays Bank.

It was repqrted by NHB to the RBI that from June 1991
onwards it had been undertaking secur}ties transactions not
involving deployment of NHB's own funds but " acting as an
intermediary on back-to-back basis between the banks or financial
serv%ces subsidiaries of banks. These transactions had increased
in mwagnitude from October 1991 opwards and had éeaked in March-
April 1992. While the size of NHB's own surplus investible fuﬁds
and consequent]y the size of 1its transactions on. its owuwn
investment account were not‘ large, its dealings by way of
» purchase/sale of securities, PSU bonds and Units on direct, back-
to-back, ready-forward, etc. basis were on a very large scale.
The total number of transactions in PSU.bonds and Units during
the half-year ended 31 December 1991 was 223, The turnover
increased manifold during. the first 4 months of 1992,
particularly in PSU»bonds and Units, the totaT number of deals

being 165 each; however, the amount of turnover was not available
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readily.

The preliminary scrutiﬁy undertaken %n NHB reveals the
following

The NHB has been undertaking a large number of back-to-back
deals. There is no policy note on fecord giving approval for
undertaking sucH'transactions. However, vouchers telating to all
such deals Were signed by the then General Manager (GM) (now CGM)
for somel-tfme upto September 1991. Due to his frequent non-
availability, the system of signing each voucher was‘discontinued
and instead, a daily statement of deals was put up for sometime
.and that was also Stopped since January 1992, Besides, ‘weekly
stafements as on Fridays were put up, up to December 1991, which
inter. alia, included the back-to-back deals without any specific
mention in regard thereto and the outstandings thereunder, In
addition, a statement was put up to the top management on 18
December 1991, which indicated all the .outstanding deals as ﬁt
_that time with a specific mention about the back-to-back deals.
There has been no system of reporting to the top management after
December-'1991. Although NHB had mentioned in its report to the
RBI that the relative back-to-back deals have not been put
through brokers, the diary maintained by thebdea1ing officer does
indicate that the deals have been put through brokers, As
mentioned earlier, there are 30 transactions presently
outstanding, aggregating Rs.1199.39 crores. The NHB has issued
BRs to the banks/ins;it&tions purchasing the assets from it, but
it does not have the backing of any BRs issued by the banks/

institutions which are supposed to have sold these assets to NHB.
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Thére are also no contracis available 6n rec&rd. The deals are
stated to have been put through on teTebhonic conversations with
the officials of the purchasing banks. The NHB " has issﬂed
'cheques drawn on its account with the RBI marked "account payee"”,
the payees being the purchasing banks, The purchasing banks have
éredited the amounts to the account of Shri Harshad' Mehta
"maintained with then after collecting the proceeds of the
cheques. There are no specific instructions from the NHB to the
banks to credit the amounts to the account of Shri Harshad Mehta.

There are no pfoper and systematic records mainfained in NHB
with reference to these transactions. No pfoper records are
available of BRs, if any, received by NHB and the B8Rs issued.
The BRs are not serially numbered.

Apart from dealing with banks and their subsidiaries, NHB
has also entered into sale/purchase transactions 9n Units with
certain limited compaﬁies. NHB also seems to have entered into
cartéin bills transactions on a back-to-back basis.

The investigation into thése transactions aﬁd other related

matters in NHB is continuing.

II1.SBI Capital Markets Ltd.

TTNT TR N e ke vt e v v e e e v - e o e .

As part of deployment of the resources raised by SBI Capital
Marketé Ltd. (SBI Caps) in the form of Certifi&ates of Deposit
and jnter~corborate deposits mainly from public Timited companies
and PSUs, the company has been making investments in PSU bonds

and Units and has also been entering into ready-forward
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transactions in public sector bonds, Government securities and
Units. NhiTe in respect of transactions in Government securities
it does not maintain a positiOn (the sales and purchases match on
any particular day), it has been maintaining a position in PSU
bonds and Units. The scrutiny of the securities transactions

entered into by the SBI Caps has revealed the following features.

The transactions have been put through by the dealer after
verbal discussions with the General Manager (Corporate Operations
and Leasing). These_are subsequently put up to the ED and MD of
the company. A deal ticket is serially prepared giving the
details of the security, broker's name, counter pafty/se11ing
bank's name and date of reversal, etc. However, the broker's
contract subseqdent]y received doe’s not mention the
counterparty's name. The company has, during the period from
1 December 1991 to 31 March 1992 entered into 643 contracts, of
which 152 contracts‘have been put through Shri Harshad Mehta.
The deals are entered in a transaction ledger. The company
maintains a8 current account at the Bombay (Main) branch of SBI
through which the securities transactions entered into by it are
put through. The Securities Department at the Main branch of SBI
receives from the broker (in the case of purchases) the
securities either physically or in the form of BRs from the
counter-party banks addressed to SBI Caps, and in turn hands over
the banker's cheques favouring the counter-party (se1lin9) banks.
The current -account of the company is accordingly debited and a
daily statement is forwarded to SBI Caps. On receipt of the

statement of account from the SBI Bombay (Main) branch the debits
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are verified to ensure that they are backed by bank advices/deal
tickets., On the due date, i.e., the date of reversal, the dealar
raises. another deal t{cket recording the sale to the same
counter~party through the same broker and advice is sent to SB1
Bombay (Main) branéh after recordiﬁg the transaction in the
books. The Séburities Department at SBI Bombay (Main) branch
then receives the payment by bankér's cheque and credits. the
proceeds to thgfcompany's current account. The S$B8I Bombay (Main)
branch is expected to discharge the BR and return the same to the

broker for handing over to the counter-party.

The scrutiny of the transactions ﬁut tﬁrbugh Shri Harshad
Mehta has revealed the following : | |
(i) In several transactions it is observed that the counter-
party mentioned in the contract 1is only in name and thg
transactions do not appear in the counter-party's books. In
several of the confracts the counter~party}namad is Canfina but

the relative transactions do not appear in Canfina's books.

(11) In respect of several such contracts the relative credits
have been given to the current account of Shri Harshad Mehta in
the books of the Bombay (Main) branch of the SBI. There have
also been instancgs of netting of the contracts of SBI Caps with
certain other contracts entered into through Shri}Harshad Mehta
and net entries aﬁpear in the current account of Shri Harshad

Mehta with Bombay (Main) branch.of SBI.
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(1i1)1In .respect of some of these transactions there is no
evidence to indicate that the SBI's Bombay (Main) branch, acting

on behalf of SBI Caps, had in fact obtained and/or released BRs.

(iv) So far as SBI Caps is concerned, since the parent bank is
.acting as its ageﬁt. it did not verify‘the actual holding of BRs
with the outstanding fransactions. As a result, SBI Caps
possibly did not know the adjustments made by the Bombay "~ (Main)
branch of the SBI in its books in respect.of the cdntracts put

through by SBI Caps.

However, certain shortcomings were observed.

a) The management of SBI Caps had not framed a suitable
investment policy - to ensure that operations in securities. are
conducted in accordance with sound and acceptable business
practices.

b) The company had undertakgn a number of buy-back deals of
PSU bonds and Units though 'strictly prohibited under RBI
guidelines.

c) The.fo}mat of the BR adopted was not as per standardised
format recommended by IBA. The BRs issued were not signed by two
authorised signatorieé.

d) The demarcation line between dealing room and back-up
office was not maintained. Several BRs issued were signed by the
dealer instead of by‘the back;up officials.

An examination of ouﬁstanding éontracts, reveals that the

undernoted contracts pertaining to deals through Shri Harshad
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Mehta may devolve on the company.

Sr.
No.

- -

1.

2'0

Date

29.7.91

2.9.91

31'3!91

6.4.92

30.3.92}
3.4.92}

21.4.92}

20.4.92}

The

continuing.

Bénk

- -

While

Security

Units °
0.25 cr.

Units
5.00 ¢r.

Units
1.25 ¢r.

Units
1.00 cr.

Units
1.08 cr.

TOTAL

examination

Transact-

ion

- - - -

67.83

18.75

15.18

16.12

121.23

-2 52 B

of the

Counter
party

—————— -

Standard

Chartered

Bank

NHB

Canfina

Canfina

Private.

parties

transactions

had already commenced, there was a report in a

(Rs..

in crores)

Remarks

- -

No BR held. Deal
ticket missing.
Counter-party
doubtful and
their confirma-
tion of transact-
fon not received.
Pelivery long
overdue.

Though BR of NHB
is held, counter-
party has denied
the transaction.

No BR held.
Canfina has denied
the transaction.

No B8R held.
Canfina has denied
transaction and
receipt of any
payment.

A1l contracts are
overdue for
reversal but

no delivery/
payment is
forthcoming.

at SBI Caps is

the enquiry into the investment transactions of UCO

section of

the press on 1 May 1992 regarding a bill discounting transaction



at UCO Bank. Thereupon a scrutiny of the records at the ‘Bombay
(Nariman Point and Hamam Street) branches of the bank was taken
up on 2 May 1992. The scrutiny revealed the following facts.

Discounting of bills

——— e - v e Ve M Ve W W e e e

(i) On 24 March 1992, the branch discounted two bills for one
‘month - both drawn by M/s. J.H. Mehta (JHM), one on Growmore
Research and Assets Management Ltd. (GRM) for Rs.14,44,41,000 and
the other on Mazda Industries and Lea#ing Ltd. (MIL) .for
Rs.35,95,20,000 both of which are associated concerns. of JHM.
(ii) The proceeds at Rs.49.42 crores were credited to the current
account of JHM and thereafter transferred on the same day to the
current accounts of GRM and MIL. A1l the three current accounts
" were openedvon 24 March 1992 (i.e. the date on whibh the bills
were diécounted) with nominal amounts.

(i41) On 24 March ifse1f the proceeds were withdrawn by means of
pay orders, issued by UCO Bank for the credit of GRM and MIL with
ANZ Grindlays Bank. |

(iv) The bank earned a net incdme of Rs.21.35 1lakhs in the
transaction.

(v) The bill discount facilities were extended by the Assistant
General Manager of the branch without any specific sanction from
Head Officé. In his letter dated 26 March 1992 ts Head Office he
has mentioned that "as instructed by the Chairman_ and Managing
Directér during his last visit to Bombay, we haQe discounted both
the above bills of exchange at a rate of 22.5 per cent on 24
March 19927,

(vi) The parties were not having any dealing with the bank prior
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to 24 March 1992. Nor did the bank receive any written
application from JHM for the discounting fac%]ity. |
(vii) The underlying transactions of the bills discounted relate
to sale of shares of various companies by JHM to GRM and MIL. The
bills were clean.

Adjustment of bills discounted

S - e - ——— . Y WS M e W e ey e mm e e W W W e

(i) The'bi1is»discounted were adjusted on 27 April 1992 by means
of cheques issued by GRM. and MIL on their accounts -with ANZ
Grindlays Bank. |

(i1) It is, however, observed that the bank had on the same day
({.e. 27 April 1992) purchased in its investment account the
following shares - (a) 8 lakh shares of Gujarat Ambuja  Cement
Lyd. and (b) 77,150 shares of Castrol Ltd: Originally the shares
to be purchased were. 11 lakh shares of Gujarat Ambuja Cement Ltd.
The brokerVM/s.V.B.-Desai, however, could not give delivery of
the entire lot of Gujarat Ambuja shares and instead de]ivered 8
1akh shares‘ of Gujarat Ambuja Cement Co. Ltd. Instead of ‘the
balance of 3 lakh shares of Gujarat Ambuja Cement Co. Ltd. 77,150
shares of Castrol Ltd. were delivered by the broker only on 2 May
1992. | The total purchase consideration of Rs.49.50 <crores was
paid by the bank by means of a banker's cheque dated 27 April
1992 in favour of ANZ Grindlays Bank - Account JHM. This was
done as per instructions of the broker; M/s. V.B. Desai. Thus,
the proceeds of_ the shares purchased by the bank on its
.investment account had gone to the account of JHM. The amount of
| Rs.49,50 crores credited to JHM's account with ANZ 6rindlays Bank

was transferred to the accounts of MIt and GRM with that bank.
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This credit enabled ANZ Grindiays Bank to meet on 27 Apri1. 1992
the cheques drawn by GRM and MIL towards payment of the bills
discounted by UCO Bank for JHM.

it is evident that the bills discounted by UCO Bank were
pufelyAaccommodation bHills., This is ciear‘from the fact that the
drawer and the drawees belonged to the same group and the
proceeds of'these bills were immediately credited to the current
accounts of the drawees. Moreover, on the due date for
adjustment of the bills the bank found a way out to adqut- the
outstanding bills and accordingly made the idnvestment by
purchasing the share; stahding in the name of the members of HSM
family. Incidentally, the value of the shares held in the bank's
investment account has aiso depreciated considerably.

The scrutiny of the securities trénsactions in the bank is
continuing.

V.Bank of Karad Ltd.

The scrutiny of the investment transactions put through by
the bank is continuing. There have been very few transactions
undertaken by the bank on its own Investment Account. However,
it maintains accounts of 19 brokers of whom only a few ate active
accounts. A 1afge anber of transactions have been pgt through
in the accounts of M/s.Bhupen Champaklal Devidas and Abhay D.
Narottam. It may be mentioned that Abhay D. Narottam was until
recently a Director of the bank. Prima facié, the bank has
issued on brokers'.aécounts BRs without any backing or against
non-existent securities. It is also observed that BRs were

‘issued in anticipation of the broker procuring as backing, BRs of
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other banks representing purchase of relatiQe securities from
those banks. In certain cases, BRs have been issued by the bank
against the backing of BRs issued by Metropolitan Co-operative
Bank, a small sized urban co-operative bank. Prima facie, .BRﬁ
issued by thét bank did not have any-backing. The funds raised
.against these BRs have been credited to the account of the
Broker. The BRs have been used mainly to put | through
transactiOnsv with Standard Chartered Bank, Caﬁfina .and Canbank
Mutual Fund. By and large, the relative transactions in the
banks/institutions »mentioned above have been‘ put through
M/s.Hiten Dalal, as broker. The BRs issued by Bank of Karad Ltd.
and presently outstanding of the value of about Rs.750 crores are
those issued in‘ the account of A.D. Narottam. Apart from
verifying the.]inkages,_the scrutiny will also trace the use to
which the funds raiséd on the BRs of Bank of Karad Ltd. have been
put. |

8.Functioning of the
Public Debt Office (PDO)

- - e W e W e W

The . Inspection Department of‘the RBI took up a scrutiny of
the working of the SG6L Section of the PDO'at_Bombay during the
period July 1991 to 15 May 1992, soon after the reconciliation of
‘the balances .iﬁ the Investment Account of SBI with the SGL
balances of the SBI in the PDO Books in different loan accounts
was commenced by that bank.

The Inspection Department has observed as under :-

(i) Under the reorganised set-up of PDO, which <came into

effect in 1987, the SGL Section whﬁrh was a sub Section of
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Accounts Section was given an independent status as a separate
Section by 'centralising all transactions connected with SG6L
Accounts with a view to ensuring better customerbservice to the
investors. The main activities of the Section relate to:

(a) opening and maintaining of SGL AcCounis in the

names of banks, financial institutions, corporate
bodies; provident‘funds. brokers, trusts, etc.,

(b) examination of securities tendered for credit to

SGL Account, issue of scrips by debit to SGL
Account and transfer of SGL balances from one
account to another on the basis of transfer
deeds submitted by SGL Account holders
(intra PDO transfers);

(c) preparation of advices/accounting vouchers;

(d) effecting inter PDO transfer of balances.

as per advices of holders;

(e) payment of‘ha1f~year1y interest on balances

held in SGL Accounts on the due dates;

(f) payment of amount to SGL Accounts pertaining

to loans notified for repayments

(9) furnishing of balance statements to the

accouni holders periodically.

(3i) Due to the policy of restricting the issue of scrips
only in the form of stock certificates and SGF .and dispensing
with the issue of scfips in the form of GP notes, and
liberalisation and extension of SGL facilities to hrovident
funds, trusts, etc., bulk of the transactions in Government

securities is accounted for in SGL Accounts resulting in increase
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in the number of SGL Accounts and the volume of work. Thus, the
number of accounts which stood at 228 as at the end of June 198§
jncreased to 332 as at the end of June 1990 followed by an
increase wupto 394 by the end of June 1991. As at the end of
April 1992, the number of opérative.SGL Accounts stood at 438.
the particulars of which are as under

(a) SGL Account of banks - 116
(including Bank's investment a/c.)

(b) Financial Institutions 1like - 25
LIC, GIC, NABARD, DFHI, etc.

(¢) Others, i.e.Provident Funds, - 297
trusts, etc.

The. figure at ‘item (c) above inclqdes accounts of three brokers
viz., Narandas & Sons, J.6. Shah and Co. and M/s.V.B. Deséi. The
transactions in these accounts are, however, meagre.‘

(i11) The objection memos have been prepared on the same
day/next day But .there has been de}ay in the preparation of
credit advices ranging upto 10 - 12 days. There has also been
considerable delay in some cases in the despatch of advices and
objection memos.

(iv) There have been several instances of wrong postings
which ﬁave been corrected subsequently, indicating thaf due care
has not been qxercised in the postings. It is also observed that
some of the banks have been executing SGL transfer forms although
adequate bafance is not available in _their “accounts. The
Chairmen of some of the banks in whose case the transfer forms
" had to be returned under objection frequently had been édvised by
means of a D.0. letter from the Manager of the Bombay Office of

the RBI in August 1991 to ensure that- banks do not execute SG6L
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transfer forms for amounts in excess of the actual balance
.available in the relative SGL accounts. Despite this, the
percentage of SGL forms returned under objection to total receipt
was very high during the months of March, April and May 1992.

The three non-RBI members of the Committee viz. Sarvashri
\j;H. Malegam, C.P. Ramaswami and E.N. Renison, visited the PDO at
Bombay on 25 May 1992 to familiarise themselves with the
fuﬁctioning of the PDO. The officers in-charge of PDOV apprised
them of the)procedures followed in PDO. The Members went round.
the SGL Section and made a sample scrutiny of various registers
and files.

The preliminary findings of such scrutiny are :-

(a) The functioning of the SGL Section in the PDO in
general is satisfactory. All the SG6L accounts are maintained
manually.
| (b) S6L transfer forms received on a given day are
generally disposed of on the same day.

(c) Particularly, where there is adequate balance in the
S6L account and there is no technical irregularities in respect
of an SGL transfer form, all the relevant ledger entries are
posted on the date of its receipt itself.

(d) Where thefe i§ an objection due to‘some defect in the
S6L transfer form (on account of signature, nature of loan, etc.)
or there is inadequate balance in the account, the objection memo
is p}epared on the same day and delivered either on the same day
or. within a week. In some cases, where there has been undue

delay in the preparation and despatch of objection memos, the RBI
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officials cdncerned have been asked to 1ook into the causes for
the delay and furnish reasons for the sanme.

(e) No statements of SGL Account transactions are furnished
to the ‘banks, |

(f) Half-yearly staténents of balances are sent. .Besides.
as and when any bank.asks for balances on any given date, such
balances are furﬁished. without keeping any office copy.

(9) Personnel from constituent banks are not allowed to see
their SGL accouhts. |

(h) Scroll number given at the receipt counter to the. SGL
transfer form is not referred to either in the ledger or in the
day-book.

(1) In a given SGL ledger account debit entr& is made by
one officia1-and credit entry, by another. |

The Committee would undertake a detajiled study of the
procedures in the PDO. While certain reconnen&ations have been
made on the basis of the preliminary study, additional nwmeasures
to the extent necessary will be suggested after the datailéd
study is completed.

9.Recommendations

Based on the Committee's preliminary findings it would 1ike
to make the following recommendations.
(1) The diversion of funds has been largely facilitated by the
practice of banks executing a large number of "ready-forward™ and
"double ready-forward” transactions. Since there is no
permanent sale or tr;nsfer of investments in such cases, there is

no real need to effect transfer of actual scrips or SGL forms or
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to deposit SGL forms, when issued, with the PDO. These
transactions have, therefore, presumably been supported by BRs or
SGL forms not intended to be deposited with the PDO. As the
transactions effectively get reversed on the due date, it is also
possible that the transactions were effected without the issue of
BRs. or SGL forms, or by the issue of unauthorised BRs or SGL
forms. A "ready—forwérd" transaction in substance could also be a
mere lending of funds for the period of the contract in the guise
of a purchase/sale of investments. The Committee would recommena
that - |

a) the practice of banks enfering into "ready-forward” énd
"double ready-forward"” deals with other banks be restricted to
Government securities only (as permitted by the RBI) and
gﬁide11nes. be 1aid down specifying the circumstances in which
such transactions would be permitted;

b) banks be prohibited from entering into "ready-forward"
and "doﬁp1e ready-forward™ deals in other securitigs including
- PSU bonds, Units and shares;

c) the prohibition regarding banks entering into T"buy-
back™ deals with non-bank clients (already imposed by the RB8I) be
strictly enforch'and action be taken against banks which have
violated this direction

d) banks be prohibited frow entering into "ready-forward"”
and "double ready-forward™" deals on behalf of customers under
portfolio management schemes (PMS),

(2) The internal control procedures of banks regarding thetr
treasury functions be immediately reviewed by the RBI, inter

alia, with regard to -

44



a) the segregation of duties between (i) persons
responsiblie for en;ering into deals, (ii) persons Having custody
of investments and (iii) persons responsible for recording the
transactions in the books of accounts and other records;

b) the periodic reconciliation of investmeni account and
the independent verification thereof;

c) controls over the issue of SGL forms and BRs and record
keeping in respect thereof;

d) controls for verification of the authenticity of BRs
and SGL forms and confirmation of authorised signatoriess

e) procedures for confirmation with counterparties of
brokers' contracts as also of overdue BRs;

f) the segrggation of responsibilities of persons Hand1ing
the bank's own investments and those dealing on clients'
accounts,

(3) Banks should be required to formulate and get approved
internal exposure limits for transactioné. These should include
1imits which ensure that there is no undue reliance on a few
brokers. These limits should also cover the maximum amount of
outstanding BRs or SGlLs issued by othgr banks which can be
accepted by the bank.

(4) Brokers contract notes should be required to indicate the
counterparty so that direct communication with such parties is
possible. The notes should also indicate sqﬁarate1y - the
brokerage charged on the transaction.

(5) When banks act as custddian of brokers' or other parties’

securities, all transactions effected for such customers
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(including all documentation) must clearly disclose that the bank
is acting as a custodian and not as a principal.

(6) The existing prohibition on banks issuing cheques drawn on
their account with the RBI for third party transactions should be
strictly enforced. Such payments should be made through normal
instruments 1like bankers' cheques, drafts or a transfer advice
which clearly discloses the identity of the person on whose
behalf the transfer is made.

(7) When banks exercise custodian functions on behalf of their

merchant banking subsidiaries, these functions should be subject
to the same procedures and safeguards as would be applicable to
other constituents. Therefore, full details should be available
with the subsidiaries of the manner in which the transactions
haQe been executed.

(8) The issuance of a large number of BRs in respect of
transactions in PSU bonds may have been justified by the banks onA
the ground that there has been undue delay in the issue of scrips
by the PSUs and therefore trading in such bonds has been possible
only through BRs. The issue of a large number of BRs in respect
of Units may also have been justified by the banks on the ground
that the transfer of the Units in the name of the buyer involves
stamp duty and therefore transfers need to be effected only when
the Units need to be lodged with the UTI for payment of dividend.
These are no doubt valid assertions but thé practice of issuance
of BRs 1in respect of these instruments has been largely
responsible for the divergence of funds to the brokers. The
Committee would, therefore, recommend that banks may be required

to conduct all their transactions in PSU bonds, Units and similar
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securities through a separate institution 1ike the Stock Holding
Corporation which can be established. This would obviate the
need to issue BRs in respect of such securifies.
(9) The issuance of BRs in respect of Government securities as
also the apparent short-trading has been sought to be justified
by the banks on the grounds of the inability of the PDOs in the
RBI to 5peedi1y record the transactions effected and to
communicate ' the credit advices in time to banks. Banks,
therefore, do not know the fate of SGL forms lodged when they in
turn issue SGL forms. The Committee is not convinced that this
justification 1is valid particularly since objection memos have
generally been communicated in time. However, the work of the
PDOs needs to be considerably speeded up and more relevant
information furnished to banks. This information should include -

a) immediate advice of all objection memés. Unless a bank
makes arrangements on a regular basis to collect objection memos
.over the PDO counter, the advices should be by courier for which
acknowledgement would be available with the PDO and the courier
cost should be debited to the account of the concerned bank;

b) a weekiy statement of all transactions in individual
ledger accounts together with the balance thereof.

” It is also necessary that there is a daily verificatiﬁn of
all securities held in the SG6L accounts of all banks in the
aggregate and that on a weekly basis the PDO vsubmit to the
Department of Banking Operations & Development (DBOD) of the RBI
a report giving bank-wise details of all SGLs returned for want

vof sufficient balance.
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The Committee believes that given the large number of

accounts; ‘the large number of individual securities and the
number of transactiohs, the work-of the PDO cannot be done
manually and needs to be immediately computerised.
(10) The Committee vrecognises that with 80 banks having over
60,000 branches it is virtually impossible for the RBI's
jnspection procedures to examine individual transactions of
banks. At present, the RBI carries out an Annual Financial
Review (AFR) and a Financial Inspection once in four years. Even
the Financial Inspection is largely concerned with the advances
portfolio of the banks and the adequacy of provisions. The
Committee understands that the inspection system and procedures
of the DBOD have been recently reviewed by a Committee appointed
by the_Governor, énd that its recpmmendations are in the process
of being implemented. However, the primary responsibility in
this regard must remain with the bank managements which must
ensure that there are adequate internal control (including
internal audit) procedures. The Committee would, therefore,
recommend that :-

a) On-site inspe@tion by the RBI should be supplemented by
reporting of compliance by banks with prudential and other
guidelines. | To lend authenticity to this comp]jance reporting,
banks should be required to get comp]iance in key areas certified
by the statutory auditors of the banks. - |

b) The scope of the RBI inspection should be widened to
include greater emphasis oﬁ the treasury function.

ci The RBI should review the adequacy of the Internal

Audit Departments of the banks and the scope of their operations.
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d) The portfolio management operations of banks should be
subjected to a separate audit by the banks' statutory auditors as
these operations are in’the nature of trusteeship functions.

e) The RBI should strengthen its organisation responsible

for market intelligence so that early action can be taken when

there are market rumours of irregularities.

11. Though ~ the National Housing Bank is a wholly owned
subsidiary of the RBI ‘there are not at present any institutional
arrangements for the inspéction of its operatibns. It s

'necessary that these arrangements be made at an early date.

a

.

R<Janakiramg
Chairman

ﬂg,‘

Y.H. Malegqan— V.G. Hegd
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C.P. Ramaswanmi E.N. Renison

I
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Vimala Visvanathan

BOMBAY Member-Secretary

31 MAY 1992,
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ANNEXURE

Banks have been undertaking transactions in securities (i)
on their own Investment Account (1i) on account of PMS Clients®
Account in their fiduciary capacity and (iii) on behalf of their
other constituents 1including brokers purely as an agency
function.

The investment portfolio of banks (in respect of their own
Investment Account) primarily comprises Government .and other
Trustee securities (except a very small fraction consisting of
PSU bonds, shares and debentures which would have devolved on
them on account of their underwrifing commitmants) which are
intended to comply with the SLR requirements. Therefore, iﬁ the
normal course banks' transactions in securities on their own
Investment Accounts are expected to be in Government and other
Trustee securities. Further, since bulk of the portfolio
comprises Central Government securities, a_major portion of the
securities transactions among banks is expected to be put through
their respective SGL Accounts maintained with PDO of the RBI.

However, <composition of the portfolio_ in respect of PMS
Clients' Account is expected to generally consist of high coupon
bearing capital market instruments l1ike PSU bonds, corporate
debentures and shares. Accordingly, the transactions on account
of PMS Clients' Account are expected to be primarily in the above
securiti;s and in the absence of SGL Account faclility for them,
the transactions are expected to be on actual delivery basis.

The transactions in securities on behalf of ~their other



constituents like brokers undertaken as an agency function would
be both in Trustee securities and other corporate bonds,
debentures and shares because the broker client may be dealing in
both Trustee securities as well as corporate bonds, debentures
and shares.

Banks' transactions in Trustee securities are generally on
outright basis and ready-forward basis. The outright deals would
also be in the nature of switch deals. Outright sales are
undertaken generally when the bank has surplus SLR security and
it wants to get rid of the security because of its low yield and
its opportunity cost is higher than the yield and it 1is i{n a
position to book the loss arising therefrom. Similarly, when a
bank 1is short of SLR security and it has long-term funds, it
prefers to buy a security on an outright basis, whereas when the
bank does not have any surplus SLR security, as a long-term
strategy of improving the overall yield from its SLR securities
held in its investment portfolio, by deliberately booking a loss
at the short-end, the bank may undertake a switch deal by selling
a low coupon security and buying a high coupon security,
provided it is in a position to book the loss arising out of the
sale. HowaQer, given the maturity pattern of their resources
and uncertainty about their future_ requirement of SLR
securltiés, the banks have been generally managing their short-
term cash requirements either fpr maintenance of CRR or for other
purposes and SLR requirements, by entering 1into ready-forward
{buy-back or repose) deals in SLR secﬁritias. In this type of

transaction, 8 bank buys/sells a SLR security ready with the



undertaking to sell ©back/buy back the same security on the
specified future date (normally a fortnight and rolled over from
fortnight to fortnight) at a mutually agreed pre-determined rate.
The rates agreed upon (ready and forward rates) have no relevance
to the market rates of the security but are related to the call-
money rate prevailing on the date of putting through the first
leg of the transaction, as this type of transaction is basically
a fund management/ SLR management exercise (i.e. raising funds
against a SLR security which is in excess of the SLR requirement
or temporary borrowing a SLR security for a cost). Thus, the
difference between the ready and forward rates in a ready forward
deal 1is supposed to represent the cost of funds. Thus, by this
method, &a bank which has & surplus security but wants cash
prefers to borrow temporarily because it would be cheaper as
compared to call-money borrowing as it has an additional cost of
maintenance of CRR thereon. It may not like to sell the security
outright because it may not be sure about 1{its future >SLR
requirements and in such a situation, if it is required to buy
outright later on to comply with future SLR requirements, it may
have to pay a higher price. In so far as buying the security
ready iy concerned, 1t may be short for complying with SLR
requirements and it may have no long-term resources to buy
outright or it may not be sure about its future requirements and
therefore, it prefers to buy short and roll over. Further,
raising funds in the call-money for purchasing a security on
outright basis may be costlier than buying it on a ready forward
basis. Earlier, as there was no short-term maturity SLR

securities available to banks to enable them to use such



gsecurities for short-term management of their cash/SLR securities
requirements, (befpre the introduction of 182 days Treasury
Bills), the banks have been permitted by the RBI to undertake
ready-forward deals in Trustee seoufities among themselves.
However, RBI.has p}ohibited banks from entering into such ready-
forward deals with their non-bank clients. In fact, as far back
as 1in 1988..theARBI had instructed the banks that ready-forward
deals should'be uﬁdertaken oﬁly among banks and that too only in
approved Trpstee sséurities and that no ready-forward deals
should be unde;taken in public sector bonds ahd Units of Unit
Trusf of India (UTI). The RBI had also clarified to the banks
that they should not enter into any ready-forward deals even with
financial institutions and bénk subsidiaries. Normally, all the
dealas {n securities: are expected to be settled between the
parties to the deal either through their SGL Accounts maintained
with PDO (where SGL Account facility is available) or by physical
delivery of securities. 'Even the ready-forward deals which are
" very short-term in nature are e*peéfad to be settled through
their respective SGL Accounts with PDO because normally these are
only among banks and thét too in Government securities. Use of
BRs (which represent a certificate issued by the selling bank to
the effect that it has been holding the relevant securities on
behalf of the buyer bank for value received and would be
.delivering the same within a very short period) is expected to be
in exceptional circumstances when the seller bank i§ not in a
position to give physical delivery of the security either on

account of delay on the part of the issuer of security to issue



the scrips or because tﬁe security is held by the selling bank at
a place other than the place at which the transaction has taken
place and it is likely to.take some time to transfer the
security from the place where it is held to fhe place where
delivery 1s to be given. In any case, BRs are expected to be
used only in‘such‘exceptiOnaf circumstances and that too only in
the cése of such securities for which no SGL Account. facility
is available aﬁd the BRs issued are expected to be liquidated
within a very short tiﬁe by physical délivery of securities.

Banks while undertaking the business of their clients
including brokers as an agency function are qxpectéd.to collect
the instruments on behalf of their broker clients to the account
of the brokers maintained with them‘ahd receive or give physical
delivery of gecurities kept with them for safe custody against
payment, strictiy as per their specific instructions,. and are
not expected to commit themselves on behalf of their broker
clients by 1ssu1ng their own BRs/SGL forms.

During the course of inspection/scrutiny of securities
transactions of some banRS‘it came to -the notice of the RBI that
some bénks had been freely issuing BRs in respect of their sale
transactions 1in securities irrespective of whether SGL Account
facility was available in respect of that particular security,
some banks had been issuing their own BRs against the BRs of
other banks held by them and that some of the banks were
unnecessarily committing themselves on behalf of vtheir broker
clients by issuing their own BRs covering broker transactions.
Vith a view to cautioning the banks 1in general aboﬁt the

undesirable systems followed by some banks while undertaking
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transactions in securities, particdlarly issue of BRs and
undertaking of broker business, in July 1991, vide then Deputy
Governor, Shri A.Ghosh's D.0. letter DBOD.No.FSC.46/C.469-91/82
dated 26 July 1981 addressed to all the Chairmen/Chief Executives
of commercial banks (copy appended), the RBI had advised the
banks to frame and implement a suitable investment policy to
ensure that operations in securities are conducted in accordance
with sound and acceptable business practices and while evolving
the 1investment policy with the approvals of their respective
Boards, to keep in view the following guidelines :
(i) Under no circumstances, the banks
should hold a oversold position in
any security, that is to say, that no
sale transactions should be put through
without actually holding the security
in its investment account.
({1) All the transactions, put .through by
the banks elither on outright basis or
on rea@y—forward basis and whether
through the mechanism of SGL Account
or BR should be refiected on the same
day in their investment accounts and
accordingly for SLR purposes, wherever
applicable.
(1i1)Transactions between banks should not
be put through the brokers' accounts.

(1v) For issue of BRs, the banks should



The

under

(v)

adopt the format prescribed by the Indian
Banks' Assocliation (IBA) and strictly
follow the guidelines prescribed by them
in this regard (copy appended) and

banks should issue BRs covering their
own sale transactions only and should
not issue BRs on behalf of their
constituents includiﬁg brokers.

Banks should.be circumspect while

acting as agents of their broker

clients for carrying out transactions

in securities on behalf of brokers.

(vi) Any instance of return of SGL form

IBA

(a)

(b)

(q)

from the PDO of the RBI for want of
sufficient balance in the account .
shéuld be immediately brought to the
notice of RBI with the details of the
transactions.

Rules on BRs mentioned earlier, inter-alia

The BR ghould be issued in the
prescfibed format only. Receipt
issued in any other format should

not be accepted.

Normally, no BR should be issued where
SGL facility is available.

A separate BR should be issueg for

each type of security.

provided



{d) BR is non-transferable.

(e) BRs should be issued serially
numbered on security paper.

{f) BR must be exchanged with actual
scrips as early as possible and in
any case within 90 days of issue.

(g) BR should be signed by two authorised
signatories whose signatures should be
registered with the buyer-bank to
verify the signatures.

({h) BR can be accepted from any of the
following instifutions:

i) All member bank of the IBA.
ii) Financial Institutions like IDBI,
IFC1, ICICIl, NABARD, VUTI, GIC, LIC.
i1i) Public Sector Undertakings.
iv) Any other institution specified’

by the IBA/RBI.

Th‘ RBI had also issued guidelines and prudential exposure
limits to be followed by banks for undertaking underwrlting of
corporate shares, debentures and PSU bonds and other commitments
in the nature of safety net for public 1issues of convertible
debentures and shares and devolvements arising therefrom,
advising them to make periodical review of such business and
apprise.their respecfive Boards. As far back as in October 1986,
the RBl had issued a Memorandum .setting out guidelines/safeguards

to be followed by banks in granting advances against corporate
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shares and debentures to different types of borrowers and the
maximum advance that could be granted to different types of
borrowers. In 1989, the RBI had instructed the banks that they
and their Subsidiarieg should not finance badla transactions. In
the 1light of the steep rise in the prices of corporate shares
during the éecond half of 1891, the RB! Governor during his
- Credit Policy meeting with the Chairmen/Chief Executives of banks
had 1instructed that banks should limit their aggregate advances
against corporate shares and debentures to the level which
prevailed as on 7 dctober 1991. Subsequently, in the 1light of
the unprecedented rise in the prices of shares during
March/April 1992, the RBI Governor during his Credit Policy
meeting with Chairmen/Chief Executives of banks held on 22 April
1992 had instructed the banks that while they should continue
with the wearlier cap on aggregate lendings against shares and
debenturesg, in the case of advances against shares and debentures
to individuals, they should hike the margin requirements to 75
per cent.

The RB! had also issued detailed guidelines to banks and
subsidiaries for providing Portfolio Management Services (PMS) to
their <clients which inter-alia stipulate that PMS should in the
nature of investment consultancy for a definite pre-determined
fee not related to actual yield on the portfolio, purely at
customers' risk, without guaranteeing any pre-determined minimum
return on the portfolio. As per RBI guidelines only such banks
which have the necessary expertise to provide the PMS on their

own should undertake the activity, maintain client-wise record of



portfolios, and should furnish the clients periodical statements
of their portfolio. Any transactions between the banks’
Investment Account and PMS Clients' Account should be at market

rates.
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]l ‘W_am fad &=
DEPUTY GUVERNOK Fixq FQle,
aw

RESERVE BANK QOF INDIA
CENTRAL OFFICE

ROMBAY
D.0.DUOD No.FSC. b /C 4LY-91/92 26 July 1991
. 4 Sravana 1913(Saka)
SECRET

Dear Shri

Investment portfolio of banks
- Transactions in sccuritivs:

It is a matter for great concern for us that certain banks are
engaged in types of transactions in segurities which they should

not be undertaking. A list of such transactions is appended.

(1) Ready forward (buy-back) deals at rates which have
no relevance to the market rates, inter-alia, with

a view to window dressing their balance sheet/

compliance of SLR requirements,

(ii) Double ready- forward deals with a view to covering

their oversold position in a specific security,

fiil) Sale transactions by issue of Bank Receipts (BRs)/
SGL forms without actually holding the securities/

a#ithout having sufficient balance in their SGL

accounts,

fiv) 1Issuing BRS7SGL rorms on behalf of their broker

clients without safeguarding‘banks' interesat,

2. Ve iy lea aware Lhial with o view Lo lwlpxng the Dankas

to overcome various deficiencies in the long-term securities
market and to enable them to manage their short-term cash
deficit/surpluses moré ;fficiently. we have permitted banks
to enter into buy-Séck deals in Government securities among

themselves (gnd not with their non-bank clients); It was our

.......2



P2
expectation that such deals will be undertaken by the selling
bank, only if 1t holds sufficient secufities (either in the
physical form or in SGL account), at market related ratesg and
such deals will be properly reflected in their books of account.

However, we observe that certain banks have been resorting to

this type of transactions, without actually holding sufficient

securities eilther in physicul form or in their SGL account
(resulting in substitution of BRs/return of SGL forms for

walit of sufficient balance), at rates which have no relevance
to market, with a view to window-dressing their profitability/
maintenance of SLR requirement with the tacit understanding
with the counter party banks. Some of the banks appear to

be taking outright oversold positidn in securities and in
‘their desparate bid to cover the oversold position in a
particular security/ies enter into double ready forward deals

and other banks oblige them 1in the matter.

3. Another disquieting feature observed 1is the extensive use
of Bls Ly banks., It has been our intention to ensure that the
banks do not undertake.salé transactions in securities wlthout
actuully holding thun and do not issue BRs unless they are in
a position to deliver the securities within a reasonable time.
Contrary to our above expectation, banks have been issuaing

BRs freely (without regard to whether they will be in a posi-
tion to deliver the securities thereagainst within a reasonable
time) and against an initial outstanding BR, a series of
transaptions are put through by further issue of BRs and in
—Lhe=fruadmanalysis only the BRs are exchanged and no security
i8 deliverud., Somu of thuv bankse have also been issuing BRs on

behalf of their broker clients, without verifying whether their

broker clients hold the securities covered by the relative

BRs.
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<. It will be absolutely essential tfor your bank to frame

and wmplement o suitable investment policy to ensure that

Gzt ul 100

i securitios are conducted in accordance with

sound and acceptable business practices. While evolving the

policy you

guidelines

(1)

(ii)

(iii)

(1v)

are requesled to keep i view the following

Under no circumstances, the bank should hold a
oversold position i1n any security, that is to say
thut no sale transactions should be put through

without acutally holding the security in its

investment account,

All the transactions put through by bank either
on outright basis or ready forward basis and
whether through fhe mechanisgﬁscL Account or Bank
Recript should be reflected on the same day in its

investment Account and accordingly for SLR purpose,

wherever applicable.,

Transactions between your bank and another bank
should not be put through the brokers' accounts.
The brokerage on the deal payable to the broker,
if any, (if the deal is put through with the help
of a hraker) should be clearly indicated on the
notes/memosrandum put up to the top management

seeking approval for putting through the transac-
tian wnd wepurate moeeunt of krokerage paid,

bvokef-wise, should be maintained.

For 1ssue of BRs, the banks should adopt the format

prescribed by the IBA and should strictly follow

the guidelines prescribed by them in this regard,



subject to above , the banks should issue BRs

covering their own sale transactions only and

should not issue BRs on behalf of their

constituents including brokers,

(v) The banks should be circumspect while aoting as

agents of their broker clients for carrying out

transactions in securities on bechalf of brokers.

(1v) Any instunce of return of SGL form from the Public
Debt Office of the Reserve Bank for want of suffi-
cient balance in the account should be immediately
brought to our notice with the details of ‘the

transactions.

5. we shall aulso be glud if u copy of the policy framework
for undertaking transactions in securities approved by your

bank's Bboard, is forwarded to us.

o. Please acknowledge receipt.

Your's sincerely,

.Y -
_c—L‘\,\\\-

{ A. Ghosh )



INDIAN BANKS’ ASSCCIATION

Stedium NHeuse, Oth 'I‘oo, Block 3, Voor Nerimen Rea. Bombay-40C 02¢,

Phone Office: 22 23 66 Jr Grams : ‘BANKSLINK: ¢ Tolgx Ne.011-5148 011-2373

"Q—OPR.CI5Z-2°1039

6th May, 1991

Chief Executives of All Member Banks
Oear 5irs,

STANDARDISED FORMAT OF BAKRK RECEIPT(BR)

In the inter-bank market, large number of transactions in securities
are concluded by means of BR deliveries, particularly when the
selling bank is not in a position to effect physical delivery
of scrips for various reasons. It i{s common practice among banks
to iesue BRs v»;hlch acknowledge receipt of funds for the securities
sold and undertake to hold the same in trust, until these are
physically delivered. There is, however, no uniformity :: the
format of the BR being used by the banks at prolen't. )

[t was considered necessary to devise a standard format of
BR and frame rules therefor for uniform adoption by member
banks, financial institutions, public sector undertakings and other
IBA/RBI specified institutions. Accordingly, the standardised
formats etc. for the above evolved by Investment Dealers' Club
and reviewed by the IBA Committee on Funds and Investments
(COFI) were placed before the Managing Committee of the IBA
in its meeting on 23rd April, 1991 for approval.

The Managing Committee approved the standard format of the
3R, BR Rules and monthly statement of BRs held and .issued and

recommends hese for uniform adoption by member banks, financial

{nstitutlons like IDBI/IFCI/ICICI/NABARD/UTI/GIC/LIC, public sector
uadertakings and other IBA/RBI specificd institutions.

At present, different BR formats are being accepted by the IBA
non-member institutions: there should, thersfore, be no difficulty

in their accepting the uniform BR format which is being recommended

-1~



~~4. The RBI is being informed and requested to conaicer edv a'ng

ihe eliyible institutions from ite end also.

Member banks may adopt standard format of BR, BR Rules an:

monthly statement of BRs held and issued, the specimen of whiii

are enclosed.

Yours faithfully,

( A_K_ BACASHT )

— e ECRETARY

Fucl: Ala



PRKOEORMA

BANK_RECE!PT

NON TRANSFERABLE

B.R.No. 1. DATE 1

Name of the Bank
Issuing Office Address

We confirm having this day sold, out of our holding, the following

security on outright basis/buy back basis to be repurchased after

daye,l.e., on (.dato)‘.
Name of Security Interest Face Rate 8. Sold to
Date Value
(Rs.lacs)

The delivery of above security casnnot be sffected due to

In consideration of the above, we confirm having received Ras,

{Rupees )

by cheque.

Scrips relating to the said security will be delivered within
days on surrender of this receipt duly discharged and in the meanwhile
the security sold would be held by us in trust for

(buyer). This receipt is {issued in terms of
rules framed by the IBA and subject to realisatlon of cheque.
: s AT TS '

Delete
*Bete which 1s not applicable.

For ' (Seller Bank)
-h—-—“q - .
Revence
Stamp
1. 2.

(Authorisad Signatories)



BANK KECKIPT KULES

fhe Bank Recelpt should be tssued in the prescribed

format only. Re("elm fasued tn any other format

will not be accepted.

Norm:ll; noe RR should be teasued where SGL fartiity
is avallable. ln all other cases, the scrips shall
be delivered to the buyer as soon as possible,

oexcept for R/F transactione.

A separate BR 4qhould be issued for each type of

security.

BR te non-tranaferable.

Bankas should tssue BRs sgertally numbered on Security

Paper.

BR must be exchanged with actual scrips ase early
as possible, and {(n any cagse within 90 days of

igsue. However, it would be open for banks to

issue fresh receipt in the event BRs are not'dlscharged

within 90 days and the reason for the same shoyld

be mentioned {n the renewed BR.

BR should be signed 'by two authorised signatories
whose signatures should be registered with the

buyer-bank to verify the signatures.

BR can be accepted from Tany of the following

ingtitutions

4) All member banks of the IBA

©)} Financial tnstitutions like (DBL, 1FC1, ICICI,
NABARD, UTI, CGIC, LicC

) Public Sector Undertakings

1) Anv other 1ﬁsuiution. spacified by the IBA/RBI,
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