No.001/MISC(V-3)/002
Government of India
CENTRAL VIGILANCE COMMISSION

Satarkta Bhawan,
Block A, I_N_A_,
New Delhi-110023.

Dated: 05 APR 2002

To

The Chief Vigilance Oficers/

CVDs of all Banks,

Secretary, |BA,

CvQ RBI, Banking D vi sion,

Director, CBI

Subject: Disciplinary action in Banking Fraud cases.
Sir,

The Conmi ssi on has been concer ned over t he
i nordi nate delays occurring in conpletion of departnental
proceedi ngs in Banking Fraud cases. In Septenber, 2001,
it constituted, in consultation with the Reserve Bank of

India, a high level group to study the problemin all its
ram fications and suggest suitable solutions. On careful
consideration of the Goup's recomendations, t he

Comm ssion has now decided to take fraud cases out of
Vigilance 'A category and reclassify them as Vigilance
"F'. This is to ensure speedy conpletion of departnental
proceedi ngs in such cases. Para 10.5 of the Speci al
Chapter on Vigilance Mnagenent in Public Sector Banks
woul d thus stand anended to the extent indicated in this
Circul ar.

2. Category 'F frauds may be defined as frauds of
Rs.1 <crore and above, perpetrated wth a crimnal
intention by any bank official, either alone, or in

collusion with insiders/outsiders, including:

i M sappropriation and crimnal breach of trust.

ii. Fraudul ent encashnent t hr ough f orged
i nstrunments, manipul ation of books of accounts
or through fictitious accounts and conversion
of property.



ii1i. Unauthorised credit facilities extended for
reward or for illegal gratification.

iv. Negligence and cash shortages.

V. Cheating and forgery.

vi. lrregularities in foreign exchange
transacti ons.
vii. Any other type of fraud not com ng under the

speci fic heads as above.

3. The CVO woul d personally nonitor the above cases and
ensure that departnental action is disposed of wthin a
period of 4 months from the date of 1issue of the

charge-sheet. He should submt a nonthly report to the
Central Vigilance Comm ssion in the attached proforma in

respect of each such case. This category will conprise
those officials who are directly involved in the
comm ssion of a fraud. In all such cases, docunents and
wtnesses relied wupon by the disciplinary authority
should be supplied alongwith the charge sheet. These
lists should form Annexures 11l and IV of the latter,
Annexures | and Il being the Articles of charge and

Statenent of Inputations respectively. The oral inquiry
should be conducted on day-to-day basis and no
adj ournment shoul d be granted except on energent grounds.
The inquiry shall be conpleted within a period of two
mont hs of the appointnment of the Inquiry Oficer and the
disciplinary authority should pass appropriate order
within a nonth of the receipt of the inquiry report. Any
laxity/delay in neeting with this tinme limtation should

be viewed extrenely seriously. In the event of any tine
overrun, the CVO shall obtain the explanation from the
Presenting Oficer/lnquiry Oficer/Disciplinary
Aut hority, as the case may be.

4. The tinme limts laid dowmn in para 18 of the Speci al
Chapter on Vigilance Managenent in Banks would in

Category 'F' cases thus stand nodified in the nmanner
i ndi cat ed bel ow

|tem Time Limt

| ssue of charge-sheet 15 days fromthe date of the
Comm ssion's advice or one
month fromthe date of receipt
of the investigation report.

Time for subm ssion Ten days
of Defence Statenent

Consi der ati on of One Week
def ence st at ement



Appoi ntmrent of QO PO
in maj or penalty cases

Conduct of departnent al
i nqui ry and subm ssi on
of report

Sendi ng of a copy of
the 1O s report to the
CO for his representa-
tion

Consi deration of CO s
representation and
forwarding 10 s report
to the Comm ssion for

f orwar di ng second- st age
advi ce.

| ssuance of orders on

| medi ately after receipt
of consi deration of defence
st at enent .

Two nonths fromthe date
of appoi ntnent of 1Q PO

i.Wthin one week of receipt
of 10s report if any article
of charge has been held as

" Proved';

i1.15 days if any of the
charges is held as ' Not
Proved'

(Reasons for disagreenent of
|Os findings to be comuni -
cated.)

15 days fromthe date of
recei pt of representation

Wthin one month fromthe

inquiry report date of receipt of 10s
report.

5. All Category 'F cases should be marked as such in
red ink at the very outset of the reference made to the
Comm ssion in this regard. The Comm ssion would
endeavour to ensure that all such cases are dealt wth
within ten days of their receipt in the Conmssion's
of fice.

6. This issues with the approval of Central Vigilance

Conmi ssi oner.

Yours faithfully,
Sd-

( Suman Nayar )
Director



FRAUDS IN BANKS

STRENGTHENING OF VIGILANCE MECHANISMS
FOR SPEEDY DISPOSAL

1. Introduction

I n Sept enber, 2001, t he Central Vi gi | ance
Comm ssion, in consultation with Reserve Bank of India,
constituted a high level group to exam ne the reasons for
and find solutions to problens of inordinate delays in
proceedi ngs against officials involved in bank frauds.

The G oup conprised the foll ow ng:

Shri S.N.P.N. Sinha, Secretary,
Central Vigilance Conm ssion

Shri J.C. Dabas, Joint Director,
Central Bureau of Investigation

Shri MR Srinivasan, CG M,
Reserve Bank of India

Shri K C. Chowdhary, Chief Executive,
| ndi an Bank's Associ ation

Shri Hardayal Singh, Additional Secretary,
Central Vigilance Comm ssion - Convenor.

2. Terms of Reference

The specific terns of reference given to the G oup
were as foll ows:

"(a) To study the reasons for the inordinate del ay
occurring in taking suitable penal action against the
Bank officials involved in fraud cases.

"(b) To recomrend cl ear set of guidelines which with
the directive of Governnment/RBI nmay be adopted by all the
public sector Banks so that a uniform system is evolved
to tackle the Bank frauds."

3. Meetings
The Group net on 28.11.2001 and 14.1.2002. In its very

first meeting, it also constituted a sub-group consisting
of :

Shri V.K. Chopra, Executive Director

Oriental Bank of Commerce;



Shri S. R Singh, Chief Vigilance
O ficer, Punjab National Bank; and

Shri P.C. Srivastava, Chief Vigilance
O ficer, Union Bank of India.

The specific ternms of reference given to the sub-
G oup were as foll ows:

(a) To st udy t he exi sting i nt ernal control
mechanism in the Banks and nake specific
recommendations for its strengthening; and

(b) To study the existing procedures for conpletion
of staff side action and suggest suitable
reforns in the existing procedures for uniform
follow up with a view to elimnate avoidable
delay in taking necessary penal action in fraud
cases.

4. Materials Utilised

The G oup had the occasion to study the follow ng
docunent s:

1. The Master Circular of RBI, Deptt. of Banking
Supervision dated 22.3.2001 on "Fraud -
Cl assification and Reporting”;

2. The report of Dr. N.L. Mtra on "Legal aspects
of Bank Frauds 2001";

3. the information note on "Frauds of Rs.1 crore
and above reported by Comrercial Banks during
the quarter ended Sept.30, 2001" prepared by
Shri MR Srinivasan, CGVM RBI;

4. the "Special Chapter on Vigilance Managenent in
Public Sector Banks" issued by the Central
Vi gi | ance Conmi ssi on

5. | ndi a Fraud Survey Report 2001 - KPM5 and
6. Economc Crine Survey 2001 - European Report -
Price Wat erhouse Coopers.
5. Recommendations

5.1 Currently, fraud cases do not receive any special
priority as conpared to other categories of vigilance
cases.

Para 10.5 of the Special Chapter on Vigilance
Management in Public Sector Banks provides for two
cat egori es:



i "Vigilance 'A cases where prima facie the
m sconduct is substantive and warrants initiation
of maj or penalty proceedi ngs; and

ii. "Vigilance 'B' cases where |apses are procedural
and do not reflect adversely on the integrity of
the of ficer concerned.

Sonme difference in treatnent has been indicated in
the Special Chapter with regard to these two categories
of cases in that the disabilities with regard to foreign
training, pl acenents etc. normally associated wth
Vigilance 'A cases have been sought to be renoved in
respect of mnor |apses categorised as Vigilance 'B'.

5.2 It is felt t hat this classification does not

conpletely fulfil current requirenents and needs to be
further fine-tuned. There is a need for a third category
of cases involving banking frauds. These nmay be

categorised as Vigilance "F" and should be prioritised
for fast track processing.

5.3 Currently, the Speci al Chapt er on Vigilance
Managenment in Public Sector Banks does not define a
fraud. It is felt that in view of the current
requirenent for fast track processing, an operational
definition has becone a sine qua non. The Goup would
suggest that the follow ng definition be adopted for the
pur pose:

5.4 Category 'F' frauds may be defined as frauds of
Rs.1 <crore and above, perpetrated wth a crimna
intention by any bank official, either alone, or in
collusion with outsiders, including:

i M sappropriation and crimnal breach of trust.

ii. Fraudul ent encashnent t hr ough f orged
instrunments, manipulation of books of account
or through fictitious accounts and conversion
of property.

ii1i. Unauthorised credit facilities extended for
reward or for illegal gratification.

iv. Negligence and cash short ages.

V. Cheating and forgery.

vi. lrregularities in foreign exchange
transacti ons.
vii. Any other type of fraud not com ng under the

speci fic heads as above.

5.5 The CVO would personally nonitor the above cases
and ensure that departnental action is di sposed of



within a period of 4 months from the date of issue of
the charge-sheet. He should submt a nonthly report to
the Central Vigilance Commssion 1in the prescribed

proforma in respect of each such case. This category
will conprise those officials who are directly involved
in the commssion of a fraud. In all such cases,

docunents and witnesses relied upon by the disciplinary
authority should be supplied alongwith the charge sheet.
These lists should form Annexures 11l and |V of the
latter, Annexures | and Il being the Articles of charge
and Statenent of Inputations respectively. The oral
inquiry should be conducted on day-to-day basis and no
adj ournnent should be granted except on nedical grounds.
The inquiry shall be conpleted within a period of two
mont hs of the appointnment of the Inquiry Oficer and the
disciplinary authority should pass appropriate order
within a nonth of the receipt of the inquiry report. Any
laxity/delay in neeting with this tinme |imtation should

be viewed extrenely seriously. In the event of any tine
overrun, the CVO shall obtain the explanation from the
Presenting Oficer/lnquiry Oficer/Disciplinary

Aut hority, as the case may be.

5.6 The tine limts laid dowmn in para 18 of the Speci al
Chapter on Vigilance Managenent in Banks would in
Category 'F' cases thus stand nodified in the nmanner
i ndi cat ed bel ow

|tem Time Limt

| ssue of charge-sheet 15 days fromthe date of the
Comm ssion's advice or one
month fromthe date of receipt
of the investigation report.

Time for subm ssion Ten days
of Defence Statenent

Consi derati on of One Week

def ence st at enent

Appoi ntrent of |1 Q PO | medi ately after receipt

in major penalty cases of consideration of defence
statement .

Conduct of departnmental Two nonths fromthe date
i nqui ry and subm ssi on of appoi ntnent of 1Q PO
of report

Sendi ng of a copy of i.Wthin one week of receipt
the 1O s report to the of 10s report if any article



CO for his representa- of charge has been held as
tion " Proved';
i1.15 days if any of the
charges is held as ' Not
Proved'
(Reasons for disagreenent of
|Os findings to be comuni -

cated.)
Consi deration of CO s 15 days fromthe date of
representation and recei pt of representation
forwarding 10 s report
to the Comm ssion for
f orwar di ng second- st age
advi ce.
| ssuance of orders on Wthin one nonth fromthe
inquiry report date of receipt of 10s

report.
5.7 Al'l Category 'F cases should be marked as such
in red ink at the very outset of the reference nmade to
the Comm ssion in this regard. The Comm ssion would

endeavour to ensure that all such cases are dealt wth
within ten days of their receipt in the Conmssion's
of fice.

6. Reporting to RBI

The existing instructions require all fraud cases to
be reported to RBI wthin 7 days and to the |[ocal

police/CBI wthin tw days of detection. The RBI's
recent study shows that the Banks are not adhering to
t hese deadlines. The Goup would recommend that the

existing instructions may be reiterated with a slight
nodi fication to the effect that the reports to the RBI
and CBlI should ordinarily be made simnmultaneously and in
all circunstances wthin 21 days of detection. The
report to the CBI/local police may be made even earlier
if it is apprehended that the suspected official/party
mght try to abscond or escape. Al so, the existing
requi renent of submtting the existing requirenent of
submtting a prelimnary report to the RBI through a d.o.

letter would continue. The R B.I. may issue a clear
warning to all Banks that in case of non-reporting of
frauds wthin the stipulated tine-frame, it would
i npose suitable penalties. The first report may be

interimin nature and may focus on conmunicating factua
details of the fraud. A detailed report can be sent



subsequently when full ramfications are clear and the
matter has been fully investigated.

7. Prioritisation of Cases by C.B.I.

7.1 The CBlI does not currently possess any well defined
criteria for prioritisation of cases. As a result, in
sonme inportant cases investigations go on for years
together. The CBI have indicated that it is not possible
for themto fix any tinme frame for investigation of bank
fraud cases. The actual tine taken would depend on many
factors, such as the workload of the Branch, availability
of investigating officers, previous pendency wth the
Branch and the nature of investigational requirenents,
etc. The CBI, however, have always tried to conplete
their investigations in the mninmm possible tinme frane.
| nvestigations in sensitive cases are given priority.

7.2 The G oup would recommend to the Comm ssion that
it my take up the matter of formalising of criteria for
prioritisation of cases with the Drector, CBI. Some

factors CBI may like to take into account, m ght be:
i the sensitivity of the case,
ii. the quantumof the | oss involved,
iii. the nature of the fraud, and
iv. Jits inter-State or international ramfications.

7.3 The CBI would be conpetent to draw up the
techni cal expertise of the RBI for the investigation of
any case.

8. Delays in Internal Investigation
and Issue of Charge-sheet

The Goup also exam ned certain other issues: | t
woul d recomrend t hat depart nent al action shoul d
invariably be initiated sinmultaneously wth crimnal
action. The practice of this salutary principle -

approved by the Suprene Court itself - would ensure that
i nt er nal fraudsters are i mredi ately puni shed
departnentally, even if the crimnal case against them
drags on. The successful application of this principle

in practice my require sone change of exi sting
instructions relating to the Award staff. Al Banks may
be advised to introduce necessary anmendnents in their
staff regulations. This principle may also be kept in
view when the next Bipartite agreenent cones up for
revi ew. In the neantine, all Banks may be advised to
adhere to the provisions of the Special Chapter even if
these conflict with the existing Bipartite agreenent.
Banks may also be advised to ensure that their own



internal investigations into all fraud cases for the
purpose of regular departnental action are conpleted
within two nonths of their first being taken up.

9. Strengthening Internal Control Mechanisms

9.1 The role of internal <control 1in detection and
prevention of frauds has been highlighted in a nunber of
recent reports. Economc Crine Survey 2001 - European
report brought out by Price Waterhouse Coopers, and the
I ndia Fraud Survey Report 2001, brought out by KPM35 have
both enphasised the inportance of internal controls.
CBl's paper on Large Value Frauds in Banks (Central

Bur eau of | nvestigation Jul y, 1999) has quot ed
extensively from Principle 3 laid dowm by Bank of
International Settlenent, Basle, Swtzerland. In view of

its inportance, this is reproduced bel ow

9.2 "Principle 3: The board of directors and senior
management are responsible for promoting high
ethical and integrity standards, and for

establishing a culture within the organisation that
emphasises and demonstrates to all levels of
personnel the i1mportance of internal controls. All
personnel at a banking organisation need to
understand their role 1i1n the 1iInternal controls
process and be fully engaged in the process.

" An essential elenment of an effective system of
internal control is a strong control culture. It is
the responsibility of the Board of D rectors and
seni or managenent to enphasise the inportance of
internal control through their actions and words.
This includes the ethical values that managenent
di splays in their business dealings, both inside and
out si de the organisation. The words, attitudes and
actions of the Board of Dorectors and senior
managenent affect the integrity, ethics and other
aspects of the bank's control culture. In varying
degrees, internal control is the responsibility of
everyone in a bank. An essential elenment of a
strong internal control systemis the recognition by
all enployees of the need to carry out their
responsibilities effectively and to conmmunicate to
the appropriate |level of managenent any problens in
operations, instances of non-conpliance wth the
code of conduct, or other policy violations or
illegal actions that are noticed. This can best be
achi eved when operational procedures are contained
in clearly witten docunentation that is nade



available to all rel evant personnel. It is

essenti al that all per sonnel within the bank
understand the inportance of internal control and
are actively engaged in the process. In reinforcing

et hical values, banking organisations should avoid
policies and practices that may i nadvertently
provide incentives or tenptations for inappropriate
activities. Exanples of such policies and practices
i ncl ude undue enphasis on performance targets or

other operational results, particularly short-term
ones that ignore longer-term risks; conpensation
schenes t hat overly depend on short-term
performance; ineffective segregation of duties or

other <controls that <could allow the msuse of

resources or conceal ment of poor performance; and
insignificant or overly onerous penalties for

i nproper behaviours. Wile having a strong internal

control culture does not guarantee that an
organisation will reach its goals, the |ack of such
a culture provides greater opportunities for errors
to go undetected or for inproprieties to occur.

"Control activities are nost effective when they are
vi ewed by managenent and all other personnel as an
integral part of, rather than an addition to, the
daily activities of the bank. When controls are
viewed as an addition to the day-to-day activities,
they are often seen as less inportant and may not be
performed in situations where individuals feel
pressured to conplete activities in a limted anount
of time. In addition, controls that are an integra
part of the daily activities enable quick responses
to changing conditions and avoid unnecessary costs.
Oten Senior managenent nmay weaken the control
culture by pronoting and rewardi ng nmanagers who are
successf ul in generating profits but fail to
i nplenment internal control policies or address
problens identified by internal audit. Such actions
send a nessage to others in the organisation that
internal control is considered secondary to other
goals in the organisation, and thus dimnish the
commtnment to and quality of the control culture.”

9.3 In view of the inportance of these observations, the
Goup constituted a sub-Goup to study internal control
mechani sms in banks and make recommendations for their
strengthening. The intention was to mnimse reliance on
the factor of chance or luck in the detection of frauds.
The sub-Goup submtted its report on 4.1.2002. Thi s
report was adopted by the Goup in its neeting held in
Munmbai on 19.1.2002, a copy of the recomrendations of the



sub-Goup nay be seen at Annexe-1. The Goup would
reconmend to the Reserve Bank of India that the
recomendations made by the sub-Goup with regard to
strengthening internal control nechanisns may be exam ned
in detail and appropriate instructions issued to all the
public sector banks. The other recommendations of the
Sub Goup in para 12 of their report at Annexe-l have
al ready been considered and duly incorporated in the
present report.

9.4 Acknowledgements

The Goup would like to take this opportunity to
thank the Central Vigilance Comm ssion, the Reserve Bank
of India, the Indian Banks Association and the Centra
Bureau of Investigation for their invaluable support and
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REPORT OF THE SUB GROUP CONSTITUTED BY
HIGH LEVEL GROUP ON FRAUDS IN BANKING
SECTOR

A neeting of the Sub Goup conprising the
followng officials was held at Oriental Bank of
Conmmerce, Head Office, New Delhi on 14'" Decemnber
2001 at 11 A M This was followed by another
neeting on 3.1.2002:

Shri V. K Chopra, Executive Director
Convenor
Oriental Bank of Commerce

Shri S.R Singh, Chief Vigilance Oficer
Menber
Punjab National Bank

Shri P.C. Srivastava, Chief Vigilance Oficer
Menber
Uni on Bank of India

Shri A.K. Mshra, Chief Vigilance Oficer

Menber

Oriental Bank of Commerce (co-
opt ed)

2. TERMS OF REFERENCE

l. To study the existing internal control mechanism in the Banks
and make specific recommendations for its strengthening.

Il.  To study the existing procedures for completion of staff side
action and suggest suitable reforms in the existing procedures
for uniform follow up with a view to eliminate avoidable delay
in taking necessary penal action in fraud cases.



3. INTERNAL CONTROL MECHANISM

3.1 The Sub Group deliberated on the internal control mechanism
prevalent in Public Sector Banks. In order to minimise incidences
of frauds, the internal control mechanism needs to be strengthened.
It would help in early detection of frauds and increased chances of
recovery.

3.2 The suggestions are as follows: -

3.2.1 There is need for periodical review of
systens and procedures at certain intervals
say once a Yyear. The basic systens may not
be disturbed frequently but the procedural
steps may have to be reviewed at periodic
intervals. At the sane tine, cases of frauds
of large magnitude having wde ramfications
shoul d be subjected to urgent review.

3.2.2 | nspection and Audit is in itself a tool
for prevention of frauds. An annual review
of frauds and serious irregularities pointed
out in audit reports could also becone a
basis for review of the basic accounting
systens as well as the procedural gquidelines.

3.2.3 Generally, the main threat to the health
of the Public Sector Banks cones from high
val ue frauds which relate mainly to advances
and foreign exchange operations as also on
account of delayed reconciliation of high
value inter branch transacti ons/ nom nal/
suspense accounts. As such it requires
special attention of Top Managenent.

3.2. 4 In case of conputerised branches since
the arithnetical accuracy is automatically
ensur ed, the supervising officials have
beconme casual in checking of books of
accounts and authentication of hard copies of
Long Books, C ean Cash Books (Day Books) etc.
with relative vouchers. As a result the
doubl e checking system is not adhered to,
enabling the primary worker to mani pul ate and
fudge bank books and perpetrate financial



irregularities/frauds. This calls for strict
adherence to doubl e checki ng system

3.2.5 Further, at Ilower rung the involvenent

of staff is not at desired |evel. To this
end, the inplenentation of agreenents wth
Award Staff needs to be ensured so as to
bring clarity in the role. And once the role
Is defined and understood by the staff and
pl ayed by them due respect for systens and
procedures woul d be revived.

4 _ INSPECTION & AUDIT

4.1.1 Though the banks have a system of

4.

4.

1.

1.

I nt ernal | nspecti on, concurrent audi t,
verification audit, snap audits etc., these
have not proved to be as effective as

expected for early detection of frauds. By
the time it is detected, substantial |oss
m ght have already been caused. This seens
to be result of an increasing nunber of cases
in which connivance of staff is seen,
I ncl udi ng supervising staff and even Branch
Managers. It alnbst amobunts to “the fence
eating the crop”.

2 Dilution in the inspection nachinery

could partly be attributed to engagenent of
outside firnms of Chartered Accountants for
concurrent audi t, as al so, I neffective
i nternal inspection by Bank auditors. It is
observed that the firns of Chartered
Accountants wusually depute junior articles
who may not be famliar with the Bank’'s
systens and procedures and depend upon
gui dance/clarifications fromthe branch staff
only.

3 As a renedy, the group felt that the
Banks should have a conpetent cadre of
i nspecting officials from within the Bank,
who shoul d conduct concurrent audit and al so
i nternal inspection of branches. The role of
Chartered Accountants as Concurrent Auditors



should only supplenent and not supplant the
regul ar internal checks.

In case serious irregularities due to
continued violation of system are detected at
| ater stages, the inspecting officials may
al so be held account abl e.

4.2. Branch visit

4.2.1 While the role of Regional Manager is essentially a developmental
one for healthy development of business, it is necessary that the
systems are put in place and followed by the branches. To ensure
this, it may be advisable that the visits by Regiona Manager and
other officials focus on an overall review of the systems, especially
relating to activities like promotion of new schemes and review of
sensitive and high value banking transaction areas, besides internal
house keeping. The controllers and other functionaries should visit
sensitive and complex branches more frequently. The control
returns may not be sufficient to provide correct feedback as it may
be subjected to manipulations which can be detected only through
an on the spot inspection. Sensitive symptoms like sudden spurt in
advances, deposits and expenses need closer scrutiny, through
personal visits by the controlling office functionaries.

5. Rationalisation of Control Returns

Over a period, there has been proliferation of
returns and statenents as a result their purpose
and i nportance are often lost sight of. It would
be desirable to reduce its nunber and revise
control formats to make them nore conprehensive
and neani ngful for scrutiny and nonitoring wth
focus on |large value transacti ons and advances.

6. Internal House Keeping
6.1 There are chances of frauds remaining

undetected due to arrears in balancing of
books and non-reconciliation of I nter-



6.

2

7.1

7.

7.

2

3

branch/inter-bank entries and wong reporting
about bal ancing position at branches.

The Group suggests that Banks should gear up
their machineries, particularly at branch
| evels so that the books of accounts are
bal anced at prescribed intervals and any
wrong report comng to their notice should be
dealt wth seriously. The Reconciliation
Deptt. at the Head O fice should also ensure
that reconciliation is up-to-date.

Delegation of Powers

It is observed that over a period of time and due to increased
volume of business there has been higher delegation of
discretionary powers at various levels of managerial cadre without
commensurate upgradation in skills leading to injudicious exercise
of powers.

The Group feels that higher delegation calls
for closer scrutiny and supervision over the
exerci se of del egated powers. Furt her, each
Bank should keep on reviewing the position
with regard to discretionary powers vested in
their officials depending on the need,

experi ence and hierarchy.

All exercise of discretionary powers should
be reported imediately to the next higher

authority, say within a week/fortnight for

control purposes. Non- subm ssion or late
subm ssion of control returns should be
viewed seriously. The Control Returns should
be obtained and properly scrutinised by
Regional O fices and any laxity in ensuring
I npl ementati on of such control systens shoul d
be viewed seriously and as a supervisory
| apse.

Credit Related Frauds



8.1 A mjority of large value frauds taking place
in Banks are in credit areas on account of
the foll ow ng reasons: -

Lack of pre-sanction survey including
| nproper identification of borrowers.
Physi cal Verification of col | ateral

security offered not done.

Appraisal not done properly and undue
dependence on the borrowers’ financial
statenents inter alia projected sales
turnover which are at tines nanipul ated by
sone hired professionals.

Di sbursenents are made w thout conpletion
of all terms and conditions of sanction.
Proper post-di sbursenent nonitoring not
done to ensure end use of funds.

Undue haste shown in case of take over of
borrowal accounts from ot her Banks

8.2 To mnimse the incidence of credit related
frauds the Goup suggests the follow ng
measur es:

Mai nt enance and recording of pre-sanction
visit including verification of antecedents
of prospective borrowers/guarantors.

Physi cal verification of col | ateral
securities inter alia confirmation of
validity of title, marketability, realistic
val uati on.

Due training to be inparted to personnel
handling credit portfolio.

Di sbur senent to be mde only after
conpletion of all sanction stipulations and
any relaxation therein to be permtted only
with prior permssion of the sanctioning
aut hority.

Ef fective post disbursenent nonitoring to
ensure end use of funds/prevent diversion
of funds



Peri odi cal Review Renewal of credit limts
as stipul ated

Strict adherence to RBI guidelines in case
of take over of borrowal accounts from
ot her Banks/ Fl s

9. Mobility of Staff

It is observed that non transfer of staff for a
| ong period and absence of periodical rotation of
duties have resulted in perpetration of frauds by
staff. Banks nust have a transfer policy for
periodical rotation of staff so that no vested
I nterests devel op. Even provision for conpul sory
| eave for one week during a year could be
consi der ed.

10. General Observations

10.1The picture energing indicates that the
problem is nore with non-adherence to the
system rather than with the system itself.
There is a need for revival of the Banker’'s
traditional respect for the |aid down systens

and procedures, its periodical review and
updati on. This spirit needs to be extended
to conputerised Banking as well. Banker s’

traditional obsession with repaynent of |oans
and advances is also essential to avoid
lending in haste or being victinms of
m splaced trusts and bypassing of laid down
procedur es. Wiile there is need for a very
hi gh degree of care and alertness in
advances, the traditional core ethics of
ensuring accuracy in accounting needs to be
rei nvented by enployees in general, and the
controllers in particul ar.

10.2Sonme specific recomendations in a few
critical areas are given bel ow -

Critical Control Measures
Areas




a. D.D.s DDs shoul d be punched, pasted (Cellotape) and
i ssued perforated to avoid chem cal alteration
DDs issued should invariably be nade payable
in favour of Bank A/c, Beneficiary and Alc
No., at Jleast in cases of DDs above Rs.
10, 000/ -
Different Draft books to be used for different
denom nati ons
Aut horised signatories should affix their
rubber stanps
b. Date of the instrunment should normally not be
Col l ectio prior to the date of opening of the Alc
n In newly opened A/cs |aid down procedures have
i nstrumen to be strictly followed viz., obt ai ni ng
ts phot ogr aphs, pr oper i ntroducti on, sendi ng
letter of thanks to both, nonitoring of
account for at least six nonths, precautions
while permtting |arge credits/debits etc.
specially cash w thdrawal s
Al l cheques/DDs presented for collection nust
be crossed and accepted at the counter by a
supervisory staff
No third party cheques/DDs should be collected
unless the custonmer 1is of good standing,
integrity, and the account Is properly
i ntroduced and nmi nt ai ned.
Critical | Control Measures
Areas
C.- As above
Deposi t Besi des, no duplicate Pass Book, Cheque Book
Al cs or | oose cheque |eaf should be issued except
particul a to the customer personally and that too after
rly SB identifying him
Al cs The first l|edger folio of accounts of new
custoners shoul d be af fi xed W th a
| abel /rubber stanp to read “New Account-
Caution”. This will help the | edger keeper to
report any unusual/suspicious transactions.
Such precaution to be recorded in conputerised
wor ki ng as wel | .
d. Substantial diversion of funds should be
Advances treated as a financial crime under the
i ncl udi ng definition of frauds.
Exports/L Restriction on cash di sbursenent
ar ge Check on transactions- Cash Paynent, cheque
Scal e paynent . These should be related to the
Advances/ trade/ business in which the party is engaged.
SSI/ Tr ade Ant ecedents of borrower and pronoters should

be verified
exerci se

properly during presanction




Coordination wth various other agencies
viz. Custom Deptt., RBI, ECCC etc.

Avoi d doubl e financing

In case of nortgage of imobvabl e property care
to be exercised about legal title, valuation
and realisation

Excessi ve dependence on Chartered Accountants
to be avoi ded.

Acceptance of wunrealistic projection to be
avoi ded (sal es/turnover projection)

Agricultu
re

M ddl enen to be elim nated
Check/strict vigil on subsidy oriented schenes

e.
Lost/ St ol
en/

M ssi ng
St ati oner
y/
Security
|t ens

i ke DD
books,
cheque
books,
deposi t
Recei pts
etc.

Scrutinize all the security itens received
from printers and confirm its correctness,
proper recording of such itens in the rel evant
regi st ers/ books, aut henti cation by t he
authorised officials and in case of any
di screpancy in the indent placed and quantity
supplied, the sane should be brought to the
noti ce of Branch Manager/ Controlling Ofice
Al security itens |ike cheque books/Demand
Draf t Books/ Deposi t Recei pts Books/ Mai |
Transfer Books/Cash Vouchers/Wthdrawal s etc.
should remain under |ock and key, under dua
control of authorised officials

Whenever any itemis taken out for day-to-day
use, the date when such itemis issued out for
use, the quantity issued should be recorded in
the rel evant regi sters/books. Acknow edgenent
of the official to whomthe itemis delivered
is to be obtained. The security itens issued
for day to day use should be under the control
of the Oficer-in-Charge of the Departnent.
Openi ng stock, instrunments utilised during the
day and closing stock of security itens should
be ensured daily. Under no circunstances the
security itenms should be left open at the
counters unattended.

The Br anches shoul d undert ake physi cal
verification of stock of security itenms on
quarterly basis and send the certificate to
the i mMmedi ate controlling office. Controlling
head should ensure that these certificates are
obtained from all the branches under their
jurisdiction.

11. Reporting of fraud to RBI, Police and CBI




11.1The delay in reporting the cases of fraud to
RBI is primarily on account of tinme taken in
prelimnary investigation depending on the
nature and conplexities of the fraud. Banks
should set atine limt not exceeding 15 days
for conpletion of prelimnary investigation
and reporting the case to RBI. It will
facilitate the RBI to take corrective
nmeasures, if any, and to circul ate the nodus
operandi adopted in fraud cases, anongst all
the banks to mnimse the occurrence of
simlar instances of frauds in future.

11.2The Sub G oup, however, felt t hat a
di stinction should be nmade for reporting the
cases to police and the CBI and the tine
limt should be different for the two.
Normally the sinple cases of frauds not
exceeding Rs. 25 lacs are reported to the
police by the concerned Branch Manager as per
CVC gui del i nes I rrespective of t he
I nvol venment of a Public Servant

11.3The <cases to be filed with CBlI require
approval of the Managing D rector of the
respective Bank and also calls for detailed
I nvestigation of the case by the bank’s own
officials to prima facie determne the
crim nal intent either on the part of
outsiders or internal staff. In sone of the
cases where records are destroyed and
evi dences tanpered with it takes sonme tine to
reconstruct records to quantify the |oss and
to identify the persons who mght have
commtted the fraud.

11. 4The G oup accordingly suggests that the cases
of fraud should be reported to CBI within a
maxi mum period of 30 days on the basis of

prelimnary investigation report to Dbe
followed by a detailed report after due
I nvesti gati on. Lodgenent of FIR with the

| ocal police should be done within 2/3 days
fromdate of detection of the fraud.



12. Disciplinary Action -Delays : Causes and
Suggestions

The delay in staff action is attributed to the
foll om ng reasons: -

12. 11 nvestigation

- Delay in conducting investigation

- Vague investigation report not hel ping the
Disciplinary Authority to crystalise his
further course of action

- Nanes, designation and period of stay at
the unit of the staff/official concerned
not nentioned properly

- The extenuating circunstances preval ent at
the branch not properly incorporated

- | nadequat e ] ob know edge W th t he
| nvestigating Oficer

- Thor ough and pr onpt scrutiny of
| nvestigation Report not done at the |evel
of Disciplinary Authority

- Undue delay in calling for explanation and
subm ssion of explanation by the suspected
enpl oyees/ of fici al s.

- Delay in seeking first stage advice,
framng of charge sheet, appointnent of
Inquiry Oficer/Presenting Oficer, conduct
of enquiry and subm ssion of enquiry report

- Delay in scrutiny of enquiry report and
seeki ng of second stage advice

- Delay in passing speaking order

12. 2 Suggesti ons

- There is need for a separate Disciplinary
Cell wunder the Disciplinary Authority for
due scrutiny of various reports, fram ng of
charges and foll ow up of progress of cases.

- Each bank to have an adequate nunber of
full time Investigating Oficers/Presenting



Oficers/Inquiring Authorities depending
upon their requirenents and due training to
be inparted to them This my include
using the services of retired officers of
ot her banks.

Once a disciplinary action is initiated by
a particular disciplinary Authority, even
if a charged officer is transferred to the
jurisdiction of ot her Di sci plinary
Authority, the former should be enpowered
to continue as Disciplinary Authority til
concl usi on of disciplinary proceedi ngs.

It is considered essential to neet the
requirenment of the CVC relating to tine
norns stipulated in the Special Chapter.
Undue delay in conpletion of enquiry
proceedi ngs should be looked into for
fixation of accountability.

Duri ng I nvestigation I tself al |
i ncrimnating docunents nust be seized and
segregated and kept under the charge of the
conpetent authority for presentation before
the enquiry.

At the time of drafting the charge sheet
only substantive charges wth oral or
docunent ary evi dence shoul d be incorporated
i n t he char ge sheet. Al |
al l egations/lapses that are not deened to
be puni shable and can be condoned by the
Di sci plinary Authority need not be included
in the charge sheet. Also, allegation for
whi ch no credi bl e evidence is avail able can
be avoi ded.

13. General Observations

The follow up of disciplinary cases right from
the stage of investigation till the conclusion of
the case after inposition of punishnent has to be
supervised by the D sciplinary Authority and the

Chi ef

Vigilance Oficer. The whole process



I nvol ves a nunber of stages and any delay at any
stage would ultimately benefit the delinquent and
harm the interests of the innocent and the one
whose | apses are not serious enough to call for
any stiff or harsh penalty. Al'so, many a tine
proceedi ngs are delayed unusually due to non-
availability of evidences on account of the tine
| ag between the occurrence and initiation of
exercise for fixation of accountability. It is
therefore suggested that in cases other than
those of frauds/crim nal acts, a reasonable
period of 4 to 5 years or two consecutive
| nspections may be deened to be the outer |imt
for fixation of accountability. In case serious
irregularities due to continued violation of
system are detected at | ater  stages, t he
I nspecting officials may al so be hel d
account abl e.
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