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 Histo ric a l Ba c kg ro und  

 Da ta  o n Fina nc ia l Fra ud s 

 Ca use s o f Fina nc ia l Fra ud s 

 Pre ve ntio n a nd  stre ng the ning  the  

me c ha nism fo r d e a ling  Fina nc ia l Fra ud s 

J M Garg, VC, CVC 



 Afte r ind e p e nd e nc e , the  All Ind ia  Fina nc ia l 

Institutio ns we re  e ng a g e d  in Te rm 

Fina nc ing , Pro je c t Ap p ra isa ls, Mo nito ring , 

Imp le me nta tio n 

 Co mme rc ia l Ba nks we re  e xc lusive ly 

fina nc ing  wo rking  c a p ita l ne e d s o f 

b o rro we rs. 

 FIs ha d  a d e q ua te  e xp e rtise , e xp e rie nc e  in 

suc h a p p ra isa ls a nd  TEV stud ie s. 

J M Garg, VC, CVC 



 With the  a d ve nt o f Unive rsa l Ba nking  the  

FIs  a nd  Ba nks a re  no w c o nsid e ring  

multifa rio us typ e s o f fina nc ia l ne e d s o f 

c lie nts inc lud ing  p ro je c t fina nc e , le a d ing  

to  fina nc ia l fra ud s a nd  re sulta nt risks. 

 Ne e d  fo r stre ng the ning  the  me c ha nism 

to  d e a l with fina nc ia l fra ud s a nd  

und e rsta nd ing  b e st p ra c tic e s. 

 

J M Garg, VC, CVC 



 Inc re a se  in g ro ss NPAs in Pub lic  Se c to r Ba nks 

in 9 mo nths p e rio d  e nd ing  31.12.2013- fro m 

Rs. 1.80 la kh c ro re  to  Rs. 2.43 la kh c ro re  

ind ic a te s 35% g ro wth. 

 To p  30 NPA a c c o unts a mo unting  to  Rs. 

63,671 c ro re  i.e . 1/ 3 o f to ta l NPA a nd  25% o f 

g ro ss NPA is a c c o unte d  fo r b y 50 

c o rp o ra te s. 

 

J M Garg, VC, CVC 



 The  a mo unt invo lve d  in lo a n fra ud s 

e sp e c ia lly la rg e  va lue  c o rp o ra te  fra ud s 

ha s inc re a se d  sub sta ntia lly fro m Rs 2037 

c ro re  in 2009-10 to  Rs. 8646 c ro re  b y 

2012-13 i.e . a n inc re a se  o f 324.27%. 

 Altho ug h Numb e r o f fra ud  c a se s ha s 

sho wn a  d e c re a sing  tre nd  fro m 24,791 

c a se s in 2009-10 to  13293 c a se s in 2012-

13 i.e . a  d e c line  o f 46.37%, b ut the re  ha s 

b e e n inc re a se  in la rg e  va lue  c o rp o ra te  

fra ud s. 

J M Garg, VC, CVC 



 La rg e  va lue  c a se s (> Rs. 50 c ro re ) ha s 

inc re a se d  fro m 16 c a se s invo lving  a n 

a mo unt o f Rs 1796.20 c ro re  in 2010-11 to  

45 c a se s in 2012-13 invo lving  a n a mo unt 

o f Rs. 5334.75 c ro re . 

J M Garg, VC, CVC 
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 La c k o f e xp e rtise  in Co mme rc ia l Ba nks fo r 

Pro je c t Ap p ra isa l, Pre -Fe a sib ility Stud y, 

Fe a sib ility Stud y. 

 Ab se nc e  o f Ma na g e me nt Effo rts to  

d e ve lo p  sp e c ia l c a d re  fo r suc h a c tivity. 

 Fa ulty suc c e ssio n p la n; re tire me nt o f 

e xp e rie nc e d  wo rk fo rc e . 

 De p e nd e nc e  o n yo ung , fre sh 

Fina nc e / Ma rke ting / Pe rso nne l fo r Pro je c t 

Ap p ra isa l with no  o r ne g lig ib le  p ra c tic a l 

e xp o sure . 

J M Garg, VC, CVC 



 Sub missio n o f fa lse / fo rg e d  a ud it re p o rt, fa lse  

c e rtific a te  o f CA re la ting  to  ra ising  o f c a p ita l, 

e nd -use  o f fund s, e tc  b y c o rp o ra te  whic h a re  

a c c e p te d  b y b a nks witho ut ve rific a tio n. 

 The  a ud ite d  b a la nc e  she e ts no  lo ng e r insp ire  

c o nfid e nc e  a s c re a tive  a c c o unting  is b e ing  

a d o p te d  b y Co rp o ra te . 

 Ba nks no t d o ing  c ritic a l a p p ra isa l o f 

a p p lic a tio n/  p ro p o sa l fro m b o rro we r, 

e sp e c ia lly in re sp e c t o f ne w a c c o unts 

ta ke o ve r o f lo a ns. 

 Ac c e p ting  no n-re a listic  sa le s p ro je c tio ns. No t 

a sse ssing  the  b usine ss c yc le  o f a  se c to r o n a  

re a listic  b a sis. 

J M Garg, VC, CVC 



 No t d o ing  p ro p e r p e e r-g ro up  a na lysis. 

 No t d e ve lo p ing  a  Te c hnic a l Effic ie nt Risk-

Ana lysis/  Risk Ra ting  Syste m fo r b o rro we rs. 

 Dilutio n o f Risk Ra ting  fo r a c c o mmo d a ting  

sp e c ific  c lie nts. 

 Inte rfa c e  with the  p ro mo te r is no t g e ne ra lly 

d o ne  b y b ra nc h ma na g e rs a nd  o the r fie ld  

sta ff a t se nio r le ve l. Ba c kg ro und  o f 

p ro mo te rs suc h a s ma rke t re p o rts no t 

re so rte d  to  inste a d  b a nks d e p e nd e nc e  o n 

CIBIL a nd  e xisting  le nd e r’ s fina nc ia l re p o rts 

whic h c o uld  no t re ve a l a ny irre g ula rity 

p e rsisting  in o p e ra tio ns with the m.  

J M Garg, VC, CVC 



 Co mmitte e  Syste m o f c re d it a p p ro va l 

whe re in the  re sp o nsib ility/ a c c o unta b ility 

g e ts d ilute d . The  me mb e rs o f c o mmitte e  

o the r tha n c ha irma n o f c o mmitte e  b e ing  

junio r e xe c utive s a re  no t a b le  to  e xp re ss 

the mse lve s ind e p e nd e ntly e .g . Co mmitte e s 

he a d e d  b y Cha irma n, EDs, CG Ms, ZMs e tc . 

the re  is no  vo ic e  o f d isse nt. Inste a d  o f 

c o mmitte e  d e c isio n its a c tua lly d e c isio n 

whic h is o fte n p re d e te rmine d .   

J M Garg, VC, CVC 



 Mushro o ming  o f multip le  b a nking  

fina nc e  c a using  p ro b le ms in p ro p e r 

a p p ra isa l o f fina nc e  ne e d s, mo nito ring  

a nd  c o nd uc t o f a c c o unts, la c k o f 

c re a tio n o f se c urity fa vo ring  le nd ing  

b a nks unifo rmly. 

 Wo o ing / p a mp e ring  the  b o rro we r in a  

multip le  b a nking  se tup  b y so me  b a nks 

fo r a va iling  c re d it le a d ing  to  o ve r 

fina nc ing . 

 

J M Garg, VC, CVC 



 Ove r d e p e nd e nc e  o n c o nso rtium le a d e rs in 

a p p ra isa l a nd  mo nito ring . 

 Enc o ura g ing  fina nc ing  b y no n-c o nso rtium 

me mb e r b a nks/  o utsid e  c o nso rtium. 

 Cut thro a t c o mp e titio n a mo ng  Ba nks to  

inc re a se  c re d it d isp e nsa tio n sa c rific ing  

c re d it q ua lity. 

 

J M Garg, VC, CVC 



 Ove r d e p e nd e nc e  o n p ro fe ssio na l a g e nc ie s 

e .g .; le nd e r’ s la wye rs, e ng ine e rs, va lue rs e tc . 

 The  p ro p e rtie s a re  o ve rva lue d  b y the  va lue rs 

fa c ilita ting  the  b o rro we rs to  g e t mo re  fina nc e . 

 Ad vo c a te s g iving  o p inio n o f va lid  title  witho ut 

ve rifying  the  c ha in o f title  d e e d s, witho ut 

ve rifying  the  re c o rd s a t Sub  Re g istra r o ffic e  

re sulting  in multip le  mo rtg a g e s with ma ny 

Ba nks. 

 CIBIL no t e xtra c te d /  no t a na lyze d  p ro p e rly/  RBI 

d e fa ulte r list no t ve rifie d  

 Bo rro we rs in the  ha b it o f fre q ue ntly c ha ng ing  

the ir b a nke rs a nd  this fa c t b e ing  ig no re d  

J M Garg, VC, CVC 



 Le nd e r’ s e ng ine e r sub mitting  the  re p o rt 

witho ut e nsuring /  ve rifying  the  e nd  use . 

 Ma jo r fra ud s ha ve  surfa c e d  whe re  o ld  

ma c hine ry ha ve  b e e n imp o rte d  with hug e ly 

infla te d  p ric e . 

 

J M Garg, VC, CVC 



 No n-c re a tio n o f Asse ts 

 De fic ie nc y in d o c ume nta tio n 

 

J M Garg, VC, CVC 



 Furnishing  o f fo rg e d / fa lse  invo ic e s/ b ills 

thro ug h fic titio us c o mp a nie s/ firms whic h 

inva ria b ly a re  flo a te d  b y c o nc e rne d  

b o rro we r c o mp a ny. 

 Allo wing  fa c ilitie s witho ut e nsuring  p ro p e r 

d ra wing  p o we r. 

 Allo wing  d isb urse me nt o f T/ Ls witho ut 

e nsuring  e nd -use  ve rific a tio n o f p re vio us 

d isb urse me nts. 

 

J M Garg, VC, CVC 



 No t a d o p ting  suita b le  Pro g ra m Eva lua tio n 

a nd  Re vie w Te c hniq ue (PERT) Cha rt fo r 

mo nito ring  p ro je c t imp le me nta tio n in la rg e  

p ro je c t fina nc e . 

 Cre d it to  e xp o rte rs-Due  d ilig e nc e  o f 

o ve rse a s b uye rs no t d o ne  

 The  o ve rse a s b uye rs a re  the ir o wn g ro up  

firms 

 

J M Garg, VC, CVC 



 Ab se nc e  o f p e rio d ic a l e xc ha ng e /  sha ring  

o f info rma tio n b y multip le  b a nking  

me mb e rs a s p e r IBA c o d e  o f c o nd uc t 

c a using  d e fa ults. Eve n in c a se  o f 

c o nso rtium le nd ing  the re  is to ta l 

d e p e nd e nc e  o n Le a d e r o f c o nso rtium in 

te rms o f d ue  d illg e nc e , se c urity c re a tio n, 

d isb urse me nt a nd  mo nito ring  o f a d va nc e s. 

Me mb e rs o f c o nso rtium b e c o me  

c o mp la c e nt. 

 

J M Garg, VC, CVC 



 Unma na g e a b le   c o nso rtiums with la rg e  

numb e r o f me mb e rs c a using  

c o mmunic a tio n g a p , d e la y in d e c isio n 

ma king . 

 Co nse nsus a mo ng  c o nso rtium me mb e rs in 

ta king  c ruc ia l d e c isio ns is no t the re . 

 Disq uie ting  fe a ture s in c o nd uc t o f 

a c c o unt/  fina nc ia l ind isc ip line  b y 

b o rro we r no t d isc usse d  in c o nso rtium 

a c c o unts. 

 

 

J M Garg, VC, CVC 



 No n-sub missio n/  no n-sc rutiny o f p o st-

sa nc tio n fo llo w-up  re turns/  c o ntro l 

re turns a s p e r RBI g uid e line s/  Ba nk 

g uid e line s. 

 Pe rmitting  d ive rsio n/  sip ho ning  o f 

fund s fro m b usine ss b y no t e nsuring  

the  fo llo wing : 

 - No n ro uting  o f sa le s p ro c e e d s 

 - Und e r invo ic ing /  o ve r invo ic ing  o f 

e xp o rt/  imp o rt d o c ume nts. 

 - Fina nc ing  fa ke / a c c o mo d a ting  b ills. 

J M Garg, VC, CVC 



 Fud g ing  o f Ba la nc e  She e t fig ure s e .g . sa le s, 

re c e iva b le s, unse c ure d  a d va nc e s, 

re va lua tio n o f a sse ts. 

  No n-ve rific a tio n o f sto c ks a nd  re c e iva b le s. 

  Fina nc ing  re c e iva b le s o nly whic h inva ria b ly 

turno ut to  b e  fa lse  a nd  le ss p hysic a l sto c ks. 

  Asse sts ve rific a tio n/ Sto c k Aud its a re  d o ne  

p e rfunc to rily b y b a nk e mp a ne lle d  a ud ito rs. 

 Ro und  trip p ing  fina nc e  ta ke s p la c e  witho ut 

a c tua l e xp o rts o r le ss e xp o rts tha n re p o rting  

 Fre q ue nt c ha ng e  o f the  na me  o f the  

c o mp a ny/ Dire c to rs  

 

J M Garg, VC, CVC 



 Ab se nc e  o f le g a l p ro te c tio ns/  le g a l 

a c tio ns a g a inst unp ro fe ssio na l 

c o nsulta nts who  ind ulg e  in une thic a l 

p ra c tic e s. 

 Inte r c o rp o ra te  lo a ns – d ive rting  fund s 

fro m p ub lic  liste d  to  Priva te ly he ld  

c o mp a nie s in the  fo rm o f inte r c o rp o ra te  

lo a ns. 

 Cre a tio n o f trust/ fo und a tio ns fo r 

sip ho ning  o f c o mp a ny fund s. 

 

J M Garg, VC, CVC 



 Emp ha sis o n b a la nc e -she e t g ro wth o f 18-

20%  a nd  a b o ve  p e r a nnum witho ut 

re g a rd  to  the  sta te  o f e c o no my. 

 Till re c e ntly, c o rp o ra te  lo a ns “ fo r g e ne ra l 

c o rp o ra te  p urp o se s”  we re  fre e ly 

sa nc tio ne d  virtua lly o n c le a n b a sis. The se  

we re  ma inly use d  fo r e ve rg re e ning  o f 

e xisting  e xp o sure s.  Whe n b a nks sto p p e d  

e xte nd ing  the se  lo a ns, NPAs sho t up . 

J M Garg, VC, CVC 



 Fre q ue nt c ha ng e  o f b a la nc e  she e t ye a r 

  Fre q ue nt me rg e r a ma lg a ma tio n/  

re c o nc ilia tio n o f the  c o mp a ny 

 Switc hing  o ve r o f a c c o unts, with c ha ng e  in 

to p  o ffic ia ls 

 La c k o f p ro p e r c o mp e te nc e  in b ra nc he s to  

ha nd le  MSME/  La rg e  c o rp o ra te  a d va nc e s is 

o b se rve d  in a  fe w insta nc e s.  Sp e c ia list o ffic e rs 

a re  a llo we d  to  c o nve rt to  g e ne ra list c a d re  if 

the y a re  in the  g ra d e  o f SM Gra d e  Sc a le  IV o r 

a b o ve  (e .g . La w Offic e rs, IT, Hind i O ffic e rs, C ivil 

Eng ine e rs e tc .) a nd  the n p o ste d  a s b ra nc h 

ma na g e rs o f c re d it inte nsive  b ra nc he s. 

 

J M Garg, VC, CVC 



 Pre  d isb urse me nt a ud it 

 Po st d isb urse me nt a ud it 

 Exp o sure  limit fo r a  lo a n a c c o unt to  b e  

e va lua te d  so  tha t b a nks d o  no t ta ke  hug e  

e xp o sure  a ltho ug h the ir ne t wo rth ma y a llo w 

und e r e xp o sure  no rms. 

 Sp re a d ing  the  risk 

 Ro le /  re sp o nsib ilitie s o f Ce ntra l Pro c e ssing  

Ce ntre   visa  vi b ra nc h in re ta il se g me nt. 

 Avo id ing  ha sty d e c isio ns 

 Fre q ue nt c ha ng e s in o rg a niza tio na l struc ture  

to  b e  a vo id e d  

 Annua l re vie w o f p e rfo rma nc e  o f p ro fe ssio na ls 

J M Garg, VC, CVC 



 Curta iling  use  o f d isc re tio n fo r d e via ting  

fro m sa nc tio n te rms b y lo we r a utho rity 

 Pro a c tive  a p p ro a c h in c a se  o f e a rly 

wa rning  sig na ls 

 Ind e p e nd e nt a p p ra isa l b y the  Ba nks 

 Ro b ust a ud iting  syste m 

J M Garg, VC, CVC 
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