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INTRODUCTION

I, the Chairman of the Estimates Committee, having been authorised by
the Committee to submit the Report on their behalf, present this Fiftieth
Report on action taken by Government on the recommendations contained
in the Thirty-Fourth Report of the Estimates Committee (Tenth Lok
Sabha) on the Ministry of Finance (Department of Economic Affairs)—
Prevention of Frauds in Nationalised Banks.

2. The Thirty-Fourth Report was presented to Lok Sabha on
9th December, 1993. The Government furnished its replies indicating
action taken on the recommendations contained in that Report on 7th
September, 1994 and 29th December, 1994. The Draft Report was
considered and adopted by the Committec on 19th April, 1995.

3. The Report has been divided into the following chapters:
I. Report.
II. Recommendations which have been accepted by Government.

III. Recommendations which the Committee do not desire to pursue in
view of Government’s reply.

IV. Recommendations in respect of which replies of Government have
not been accepted by the Committee.

V. Recommendations in respect of which final replies of Government
are still awaited.

4. An analysis of action taken by Government on the recommendations
contained in the Thirty-Fourth Report of Estimates Committee (Tenth Lok
Sabha) is given in Appendix-II. It would be observed therefrom that out of
94 recommendations made in the Report, 59 recommendations i.e. 62.76%
have been accepted by the Government and the Committee do not desire
to pursue 25 recommendations i.e. 26.60% in view of Government’s
replies. Replies have not been accepted in respect of S recommendations
i.e. 532%. The Ministry have furnished interim replies in respect of
5 recommendations i.e. 5.32 %.

New DeLHI; DR. KRUPASINDHU BHOI,
April 21, 1995 Chairman,
Estimates Commitsee.

Vaisakha 1, 1917 (Saka)

)



CHAPTER 1
REPORT

This Report of the Committee deals with the action taken by Govern-
ment on the recommendations contained in their 34th Report (Tenth Lok
Sabha) on the Ministry of Finance (Dcpartment of Economic Affairs)—
Prevention of Frauds in Nationalised Banks.

2. The Committce’s 34th Rcport (Tenth Lok Sabha) was presented to
Lok Sabha on 9th Dccember, 1993. It contained 94 rccommendations.
Action Taken Notes on all these recommendations have been received
from the Ministry of Finance (Dcpartmcnt of Economic Affairs).

3. Replics to the reccommcendations and observations contained in the
Rcport have broadly bcen categorised as under:—

(i) Recommendations which have been accepted by the Government.
SI. Nos. 2 to §, 7 (ii to iv, vi & vii), 8, 9, 10 (i to v), 11 (i to iv),
12, 13, 14 (i to v, vii to x), 15, 16, 19 (i & ii), 20 (ii, v to
vii), 21 (ii, vi & vii), 22, 23, 27, 28 (v, vi & viii), 29, 33 to

37, 39, 40, 42, 45 & 48.
(Total 59, Chapter-II)
(i) Rccommcndations which the Committce do not desire to pursue in

view of Government’s replics.

Sl. Nos. 7 (v & viii), 14 (vi), 18, 19 (iii), 20 (i, iii & iv), 21 (iii &
viii), 24 to 26, 28 (i to iv & vii), 30, 31, 32, 38, 41, 43 &
47.

(Total 25, Chapter-III)

(iii)) Rccommcendations in respect of which Government's replics have
not bcen acceptecd by the Committee.

SI. Nos. 1, 7 (ix), 21 (i, iv & V).
(Total 5, Chapter-1V)

(iv) Rccommcendations in respect of which final replics of Government
arc still awaitcd.

SI. Nos. 6, 7(i), 17, 44 and 46.
(Total S, Chapter-V)

LS1432
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4. The Committee will now deal with action taken by Governi.>nt on
some of the recommendations.

Growing incidence of frauds
Sl. No. 1 (Para No. 1.31)

S. As the incidence of frauds and forgeries in the nationalised banks
have assumed serious proportions, the Committee had recommended that
the Ministry of Finance/RBI should issue necessary comprehensive guideli-
nes and ensure their effective implementation for prevention of frauds.

6. In their action taken reply, the Ministry of Finance have stated as
under:—

“Reserve Bank of India & Government have always considered the
growing incidence of frauds in banks as a cause of concern.

It has been the endeavour of the Government/RBI to prevent
recurrence of frauds and forgeries in banks. Circulars/guidelines have
been issued from time to time. In the context of growing incidence of
frauds and malpractices, RBI at the instance of Government of India
had, set up a high level Committee under the Chairmanship of
Shri A. Ghosh, the then Deputy Governor, in 1991 to enquire into
various aspects relating to frauds and malpractices (hereinafter
referred to as Committee on frauds and malpractices). The Commit-
tee has highlighted certain critical areas in the operational fields of
the banks which are prone to frauds and has also recommended
certain precautions to be taken by the banks to avoid perpetration of
frauds. The banks have been advised in August, 1992 to implement
most of these recommendations and report progress in implementa-
tion of the same to the RBI. The progress is being closely monitored
by RBIL.”

7. The Committee find that the action taken reply of the Government is
merely repetition of what they have stated earlier. In their opinion efforts
made by the Government/RBI for dealing with thc growing incidence of
frauds, like issuing of circulars/guidelines and * certain precautionary
measures recommended by the Committee on frauds and malpractices
(Ghosh Committee) for avoiding perpetration of frauds needs consolidation.
The recommendation by the Committee in this regard was made taking into
account variety of existing guidelines issued by Government/RBI, from time
to time, which lacked cohesion and clarity. The need is issuing a
comprehensive set of guidelines, encompassing and updating all the previous
guidelines issued on the subject, which are devoid of ambiguity and
confusion and help in prevention of frauds effectively.

8. The Commiittee, therefore, reiterate their earlier recommendation and
urge upon the Government/RBI to issue a consolidated and comprehensive
set of guidelines on banking operations and ensure their effective implemen-
tation for prevention of frauds.

LS1432



Investigation Reports
(Sl. No. 6, Para 1.36)

9. Expressing their unhappincss over the complacement attitude of the
bank’s management and the Government in complecting the investigation of
fraud cases, the Committee have recommended as under:—

“Suitable measures be taken to complete investigations of all cases of
fraud urgently. Report of investigation into cases involving Rs. 100
lakhs and above referred to in Annexure-II of the Report be
furnished to the Committee within a period of six months.”

10. Expressing their difficulties in furnishing investigation Reports, the
Government have stated the following:—

“In recommendation No. 136, the Estimates Committee have called
for investigation reports in respect of 49 cases of major frauds in
public sector banks as listed in Annexure-II of the Committee’s
report. The copies of the Reports of investigation of the cases
referred to in Annexure-II available with the banks have been
obtained from the Banks. It is observed that investigation of the CBI
is still continuing in some of the cases. In a few cases, the
investigations were conducted by the bank’s internal vigiiance
machinery and in some cases investigations were conducted by the
local police. There are also cases where frauds have occurred in
overseas branches of public sector banks where investigations were
conducted abroad by the investigation agency of the country con-
cerned.

The investigation reports of CBI and others are confidential in
nature....The matter has been considered in the Banking Division. It
is felt that since the investigation reports are confidential documents
containing logical inferences drawn from evidence on record collected
by the investigating agency and forms the basis of the decision to
send the accused persons on trial, disclosure of the contents of the
report would not only adversely effect the trial of the criminal case
but also civil suits filed by banks for recovery of dues pertaining to
the case in question.”

11. The Committee note the difficulties explai; d by the Ministry for
furnishing investigation reporis of bank frauc cases. The Committee,
however, desire that the gist of the investigatio1 reports and connivance/
complicity of bank officials, if any, alongw'th action taken may be
furnished.

Cheques Operation
[Sl. No. 7, Para No. 2.72 (ix)]

12. Keeping in view the fact that the Banks suffer loss by payment of
forged cheques, the Committee had recommended that payments against
uncleared cheques should not be made as a matter of policy.
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13. The Government in their rcply have stated as under:—

“The Banks gencrally do not make payments against unclcared
cheques as a matter of policy. However, at times the banks allow
such payments to thcir prime customers. Rescrve Bank of India had
prescribcd a number of safcguards to be followed by the banks.
These are as undcr:-

(a) The limits against clcaring cheques should be sanctioncd only in
respect of prime customers. Even in such cases it should bc allowed
on a temporary basis. The cxtent and the need for such limits should
be subjected to a thorough scrutiny/appraisal, bcfore allowing on a
regular basis and subjected to periodical review.

(b) Drawings should normally be confined to bank drafts, Govern-
ment cheques and to a limited extent third party cheques in which
case aftcr ascertaining thcir market standing and genuincness of the
transaction. Drawings against cheques of allicd/sister concerns or
other cheques of accommodation nature should not be pcrmitted.

(c) The Branch Managers should usc thcir discrctionary powcrs in
this regard very sparingly that too in respect of respectable customers
after rccording it in a scparate registcr such as ovcrdraft passing
register. Such unclearcd cffects within the discrctionary powers/
beyond discrctionary powers even if squarcd on the same day should
be reported to the controlling office for information/confirmation.
The internal inspectors should spccifically look into this aspect and
furnish spccific comments. Any failure on their part should be viewed
seriously and suitablc action takcn against them.

(d) In respect of cases where the limit against unclcared cffects is
not sanctioned to constitucnts the banks may afford credit to the
constitucnts accounts for thc cheques deposited by them on the same
day Rcserve Bank credits the banks’ accounts in sctticment of the
clearing. However, the banks should cnsurc that withdrawals against
such clearing instrumcnts should bc allowed only after the fate
thercof is known i.e., consistent with the time prescribed by Clearing
House for rcturn of thc unpaid instruments.

(e) Certain banks have a practice of issuing Banker’s cheques
against instrumcnts dcposited in clearing. Banks should stop this
practice if still in voguc.

(f) To prcvent misuse of cheque purchase facilitics banks should
introduce a systcm undcr which two officials should be authorised for
purchase of cheques beyond certain limits.

(g) Any large rcturns should be carcfully watched and reported.

The limits if any sanctioncd to such constitucnts should be cancelled
forthwith.

These guidclines have again been reitcrated by RBI in 1992.”



14. The reply of the Government is somewhat disquieting in as much as it
is neither a commital nor a denial. Though the payments against uncleared
cheques, as stated by the Government, are ‘generally’ not made, the
Committee feel these are ‘generally’ made on one ground or the other. The
reply further states that sometimes it is allowed on temporary basis and at
times it is also allowed on a regular basis. Again, Branch Managers are
allowed to use discretionary powers to a certain limit in this regard and yet
he is also allowed to use discretionary powers beyond that limit. Further,
the Bank allow credit to the constituents accounts for the cheques deposited
by them on the same day. In certain banks, bankers cheques against
instruments deposited in clearing are also issued.

15. It would be worthwhile to mention again the following observations
made by the Reserve Bank of India as contained in para 2.15 of
34th Report in regard to cheques/drafts operation:—

“Some other cases of Kkiteflying operations have also been noticed by
RBI where unscrupulous clients have been misusing the facility of
drawal against cheques sent in clearing. There have been occasions
when the branch managers granted permission to drawals against
uncleared effects of cheques deposited by the company drawn on its
associate were subsequently returned unpaid.”’

16. The Committee therefore, are of the firm belief that payments against
uncleared cheques give rise not only to perpetration of frauds but also
provoke the bank officials to indulge in corrupt practices by destroying the
instruments/advice.

17. The Committee, therefore, strongly re-emphasise that payment
against uncleared cheques should be stopped forthwith.

Reconciliation of Accounts
(Sl. Nos. 8 & 9, Para Nos. 2.78 and 2.79)

18. The Committce rccommended that arrcars in intcr-branch reconcilia-
tion of accounts, which is a highly fraud prone arca and causcs dclay in
detcction of frauds, should be given topmost priority and the ecntries
reconciled as per time schedule suggested by the Working Group.

19. The position of rcconciliation should be revicwed quarterly and
corrective measures taken including departmental action against dclinquent
officials. In no circumstances, entrics should be allowcd to rcmain
unbalanced beyond onc year.

20. In their action taken reply, the Ministry of Financc havc statcd as
follows:—

After the reccommendations of the Working Group on intcer-branch
rcconciliation wcre conveyed to banks in April 1993, quarterly
progress reports are being obtaincd by RBI. Banks wcre adviscd to
clear all entrics pertaining to the period 1989-90 and carlicr ycars by
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June 1993. It may be mentioned that out of 28 public sector banks, 7
banks (viz. State Bank of India, State Bank of Patiala, State Bank of
Saurashtra, Allahabad Bank, Corporation Bank, Oriental Bank of Com-
merce and Union Bank of India) have achieved the target. RBI is
following up with other banks. As regards the corrective measures taken
including departmental action against dclinquent officials, it may be
mentioned that banks have already been advised that punitive action
should be taken against the concerned staff who consistently violate or
ignore the laid down procedures. As for Estimates Committec’s sugges-
tions not to allow banks to keep entries unadjusted beyond a period of one
year, it may be added that RBI, have, advised the banks that from 1993-94
onwards no bank would be permitted to keep entrics unadjusted for more
than six months.”

21. The Committee are informed that the banks were advised to clear all
entries pertaining to the period 1989-90 and earlier years by
June 1993. The Ministry have pointed out that out of 28 public sector
banks, 7 banks (viz., State Bank of India, State Bank of Patiala, State Bank
of Saurashtra, Allahabad Bank, Corporation Bank, Oriental Bank of
Commerce and Union Bank of India) have achieved the target. RBI is
following up with other banks.

22. The Committee note with dismay that only 7 banks out of
28 public sector banks have been able to achieve the target of clearing all
entries of previous yeas by June 1993. Remaining 21 banks are yet in
arrears in inter-branch reconciliation of accounts.

23. The above facts clearly establish that the accounting system of
nationalised banks leaves much to be desired. Tracing of frauds also
becomes problematic given the pendency of unreconciled accounts and that
too for longer duration.

24. The Committee desire that work of reconciliation of accounts should
be accorded proper attention and priority. Remedial measures may also be
initiated for improving the efficiency of the accounting system adopted by
.the banks in India.

25. The Committee would like to be apprised of the progress achieved in
inter-branch and inter-bank reconciliation of accounts by the remaining
banks as also of arrears of outstanding entries of unreconciled accounts of
the nationalised banks and the amount involved therein year-wise as on 31st
March, 1995.

Lending Policy
[Sl. No. 14, Para No. 2.91 (vii)]

26. Loans and advances portfolio bcing the single largest contributory
factor in so far as the amount involved in thc frauds is concerned, the
Committee had recommended that in the light of cxpcricnce gained, a
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uniform “not too rigid” detailed lending policy should be formulated with
internal loan review department.

27. The reply of the Government on the above proposal is as follows:—

“For every important arca of work, thc banks have thcir own
opcrational manual, including the onc for advanccs portfolio. RBI
also have becn issuing necessary guidclincs from time to time.
Recently, the Ghosh Committee on frauds and malpractices in banks
has dcalt with the subject extensively and recommcnded that there
should be a formal written lending policy for each bank approved by
its Board of Directors. The policy should furthcr be amplified
through operational manuals and implcmentcd/administered by the
concerned functionaries in letter and spirit. Further, the Committee
has also recommended setting up of intcrnal loan review department
at diffcrent levels to cvaluate the quality of credit portfolio for early
detection of problem loans and notification to appropriate manage-
ment Icvels. RBI have advised the banks to implcment the observa-
tions/suggestions of the Ghosh Committcc in August, 1992. All
nationaliscd banks have also entered into agiccments with RBI in
terms of which commitments have been obtaincd from the banks
rclating to their performance in certain key areas. In terms of these
agrecments, the banks are required to evolve opcrational policies
including loan policy.”

28. As per instructions issued by RBI, and in terms of agreements entered
into by it with all the nationalised banks, the banks are required to evolve
their own operational polices including loan policy.

29. However, the Committee while recommending for a uniform lending
policy had in mind the need to minimise the chances of perpetration of
frauds by the constitutents, who take advantage of loopholes in different
lending policies during the course of their interaction with different banks.
It was also hoped that by having a uniform lending policy RBI would be
able to have a close liaison with all the banks and their constituents.

30. In view of the above, the Committee desire the Government to
reconsider the feasibility of formulating a uniform lending policy applicable
uniformly to all banks. The Committee would like to be informed about the
action taken in this regard.



Making Fraudulent Disposal of Stocks Hypothecated to Banks as a
Cognizable Offence
[SI. Nos. 17 & 45 (Para Nos. 2.94 & 4.36)]

31. The Committee recommcnded that “any tampcring with stocks
hypothecated to the banks should be made a cognizable offcnce”.

32. The Ministry of Finance, in their action takcn rcply have stated as
follows:—

“The issue of making suitable amcndments to the I.P.C. in this
regard has been takcn up with the Ministry of Home Affairs who
have adviscd that this proposal has becn examincd in consultation
with Dcpartment of Legal Affairs. Ministry of Home Affairs is
considering certain other important proposals for amendments to the
I.P.C. Since it may not be possible to dclink only the amcndment to
the I.P.C. for the purpose of making diversion of stocks hypothecated
to banks, as cognizable offence, the Ministry of Home Affairs have
assurcd to expedite the process of comprchensive amendments to the
L.P.C. including the one rclating to fraudulent disposal of goods
hypothecated to banks.”

33. In another para, the Committee rccommcnded as follows:—

“Diversion of funds and multiplc finance against the same security as
well as tampering with the security, removal of goods hypothccated
with the banks should be made cognizablc offcnce, punishable under
the Law.”

34. The Ministry in their reply have stated as follows:—

“The Ghosh Committee on frauds and malpractices in banks has
obscrved that ‘Removal of goods under hypothecation and disposal
thereof or any breach of trustintentional violation of the tcrms of
sanction, diversion of funds, bogus financial position and valuation,
false dcclaration for raising funds should be made a cognizable
offence and banks should be allowed to proceed for these type of
breach of trust’. This issue is under considcration in consultation with
the Home Ministry.”

35. The Committee hope that the proposed amendments to IPC including
the one making fraudulent disposal of goods hypothecated to banks a
cognizable offence would be expedited.

Complainis against CMDs/Executive
[Sl. No. 21 (Para No. 2.142(i), (iv) and (v)]



36. Since CMDs/Executives are the main functionaries of Banks, the
following recommendations were made by the Committce:—

(i) any irregularity commited by thcm or any complaints received
against thcm should be taken up immcdiatcly. If, there is a prima
facie substance in the complaints the concerned persons should be
asked to proceed on lcave for fair and spcedy investigation.

(ii) when charges are substantiated he should not be allowed to resign
but action should be pursued vigorously and excmplary punishment
given.

(iii) after the malafide has conclusively bcen proved, apart from
dismissal, criminal proceedings should invariably be initiated.

37. The action taken rcply of the Government is as follows:—

“Complaints reccived from whatever sourcc against CMDs and
Exccutives of banks are invariably given duc wcightage by RBI and
Government and such complaints arc investigated through Reserve
Bank of India whcrever necessary. In cascs where it is considered
necessary in the public intcrest or in the intcrest of the banking
company or its depositors so to do RBI appoint under provisions of
Section 30 (1—B) of the Banking Recgulation Act, 1949, special
auditors to investigate such accounts. Therc is no provisions of
suspending CMDs/EDs. However, when prima facie case of serious
irregularitics is established against them the Government which is the
appointing authority tcrminates his scrviccs promaturcly. Cases
involving irrcgularitics of criminal naturc arc cntrusted to CBI for
investigation/prosccution”.

“The complaints received against CMDs and top exccutives are
investigated by Reserve Bank of India whenever considered necces-
sary. The scrutiny notes/reports on misconduct/complaints/irre-
gularitics are examined thoroughly and the vicws of Rescrve Bank of
India are conveyed to Government for such action as is considered
nccessary by the Government. In some cascs, the terms of some of
the top exccutives have been tcrminated before complcetion of their
tcnure by the Government.

Further, serious complaints of complex naturc are investigatcd by
Police/CBI and the advicc of the CVC is also obtaincd. Once the
charges of serious irrcgularitics is cstablished against the Chairman/
ED concerncd, his tenurc is terminated and if nccessary prosccuted.”

“As per the prescnt practice wherever there is casc of malafide on the
part of officcr/employce a criminal complaint normally is lodged by
the bank against such offenders. The dccision in this rcgard is taken
by thc bank management.”

38. The Committee are astonished with the reply of the Government that

JLS1432



10

‘once the charges of serious irregularities are established against the
Chariman/Executive concerned, his tenure is terminated and if necessary
prosecuted.’ The Committee consider that the termination of tenure is not
an adequate punishment. They feel that unless the losses suffered by a Bank
as a result of irregularities committeed by any executive, are made good and
punishment Ibefitting the gravity of irregularity awarded to him, the action
cannot be considered as complete.

39. The Committee had made their recommendations keeping in view the
dilly-dally tactics adopted by the Government in taking action against the
top executives of banks. This is substantiated by the observations made by
them in para 2.136 of the Original Report wherein it was observed by the
Committee that in none of the eight cases where charges were established
against CMDs/Executives, no punitive action.or punishment was awarded.
Instead, in some cases they were allowed to resign.

40. The Committee, therefore, reiterate their earlier recommendation and
emphasise that where charges are proved against the Chairman/Executive,
he should invariably be prosecuted. The Committee would also like to be
informed of the action taken in all the 14 cases where complaints were
substantiated against CMDs/Executives.

Setting up of Special Bureau of Frauds
Sl. Nos. 21 & 39 (Para Nos. 2.142(ii) & 4.30)

41. The Committce recommended that an independent agency should be
engaged to investigate the contents of the complaintirregularity.

42. The Ministry, in thcir reply, have stated as follows:—

“The above recommcndation rclatcs to complaints reccived against
the CMDs/Exccutives of banks. The complaints received against
CMDs/Executives are investigated through RBI's regional offices.
RBI has been vested with the powers of inspection of the banks and
over years it has developed necessary expertisc. However, where it is
felt nccessary to get any accounts probed into by‘special auditors,
RBI appoints such auditors under Scction 30(1—B) of Banking
Rcgulation Act, 1949. Further, in cascs of frauds or serious irre-
gularitics of complcx nature involving multiple agencies (and involv-
ing CMDs/top Exccutives) the matter is probed into with the help of
CBI. In casc of involvement of only lower functionarics in such
frauds/irregularitics of complex naturc, RBl/Government advises the
bank to report thc matter to CBI. A proposal to set up Special
Bureau of Frauds on the lines of Scrious Fraud Office of U.K. is
under consideration of RBI/Government.”

43. In another para, the Committce recommended as follows:—

“As the CBI is entrusted with a number of functions and investiga-
tions there is an impcrative necd to set up a scparate Division in CBI
for investigation into fraud cases more or Icss on the lines of Serious

<)LS1432
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Fraud Office of U.K. As investigation into bank fraud cases required
thorough knowledge of various banking opcrations it is desirable that
persons appointed in this Special Division should be acquainted with
the banking proccdures and legal provisions rclating to banking
industry.”

44. The Ministry in their reply have stated as follows:—

“The recommendation is also connected with the functions and
investigations entrustcd to Central Burcau of Investigation (CBI).
The CBI is having its Banking Unit at New Dclhi to look into the
offences relating to banks. The Committce on frauds and malprac-
tices in banks while taking cognizance of incrcasing number of bank
frauds have recommended setting up of such Banking Units at
Bombay, Calcutta and Madras besides the one which is presently
functioning at New Dclhi. This recommendation of the Committee is
under cxamination of Government of India. A proposal to set up a
Spccial Burcau of Frauds on the lines of Scrious Fraud Office of the
United Kingdom is under consideration of RBL/Government.”

45. The Committee note from the action taken reply furnished by-the
Ministery of Finance that a proposal to set up Special Bureau of Frauds on
the lines of Serious Frauds Office of UK is under consideration of RBL/
Government. The Committee desire that the proposed Special Bureau of
Frauds should be vested with the powers to investigate complaints of frauds
and serious irregularities including complaints involving CMDs/Execatives
in the Banks hitherto being investigated by CBPF and that its independent
status, powers and functioning should be ensured through an Act of
Parliament.

Implementation of Recommendations

46. The Committee would like to emphasise that they attach the greatest
importance to the implementation of the recommendations accepted by the
Government. In respect of some of the recommendations banks have also
been advised by the Government to implement strictly the recommendations
of the Estimates Committee. They would, therefore, urge that Government
should keep a close watch so as to ensure expeditious implementation of the
recommendations accepted by them. In case where it is not possible to
implement the recommendations in letter and spirit for any reason, the
matter should be reported to the Committee with reasons for non-
implementation.

47. The Committee desire that reply in respect of the recommendations
contained in Chapter V of the Report may be finalised and final reply of th~
Government furnished to the Committee expeditiously.



CHAPTER 11

RECOMMENDATIONS WHICH HAVE BEEN ACCEPTED BY THE
GOVERNMENT

Recommendation (Sl. No. 2 para No. 1.32)

There is need to strengthen the vigilance system as well as intcrnal Audit
system in various banks in order to ensure that the frauds are dctected at
the earliest.

Reply of the Government

Recognising the need to tighten preventive vigilancc in banks, RBI in
September, 1991 reiterated its instructions on vigilance arrangcments in
banks. Similarly the Committce on frauds and malpractices in banks has
also addressed itself to the strengthening of vigilance systcms and also the
internal audit system which hclps in preventing the frauds. RBI have
advised banks in August, 1992 to implement various reccommendations of
the above Committce which are expected to help them in prevention of
frauds.

As regards, strengthcning the internal Audit system, RBI have adviscd
all scheduled commecrcial banks in October, 1993 to institute the systcm of
concurrent Audit. In terms of these instructions, the concurrcnt Audit
would cover inter-alia, the Head Office dealing with trcasury functions viz.
investments, funds managcment, bills rediscounting and forcign exchange
business, all branch offices undertaking thc above busincss, spccialiscd
activities like portfolio management, very large and exceptionally large
branches, problem branchcs, etc. Banks have also been advised that the
entire system of Audit, inspection and their follow up is properly
documented and the pcrformance of the mtcgratcd Audit systcm is
reviewed from time to timec.

The banks have also bcen advised by the Government of the above
recommendations of the Estimates Committoc for strict compliance.

[F. No. 3293Vig/EC datcd 7-9-1994)
Recommendation (Sl. No. 3 Para No. 1.33)

Senior officers in the banks should be made personally responsible for
enforcing laid down procedures strictly and in case of failure they should
be made accountable for any loss to the banks/’Government.

12



Reply of the Government

Banks have been adviscd of the necd to fix staff accountability for
commission of serious irrcgularitics, such as injudicious use of powers,
gross ncgligence at diffcrent stages in appraisal of the credit proposal,
laxity in post-disbursement supcrvision, etc. from time to time. Further, it
was obscrved that although there is a practice of fixing staff accountability
in banks many a time the quecstion of staff accountability was examined by
the banks only when the question of monctary loss and/or write off arose.
It was also scen that dcterrent punishment was not awarded. Further, the
vigilance investigations in many cases were not gencrally comprehensive or
effcctive particularly when scnior officials and exccutives were involved
and there was a tendency in such cases to shift the responsibility on to the
lower lcvel functionarics. RBI, thercfore, issucd dctailcd guidclines in
September 1991 covering aforesaid points and advising the banks to fix
staff accountability at all the lcvels irrespective whether they are seniors or
juniors for non-obscrvance of the prescribed proccdures and safeguards. It
has also becn mcntioncd in the above circular that the bank officials are
trustces of public funds and negligence resulting in loss should be viewed
scriously and decterrent punishment awarded. These guidclines have been
rcitcrated again in August, 1992.

Recommendation (Sl. No. 4 Para No. 1.34)

The use of computer and modcrn technology in all banking opcrations
should be cnhanced after taking into confidence the staff unions.

Reply of the Government

In October, 1993, a sctticment was signed between IBA and AIBEA,
NCBE and INBEF on computcrisation in the banking industry. In terms of
this scttlement, the banks will be able to fully computcrise 2500 to 3000
branches in urban and mctropolitan centres as per the reccommendations of
the Rangarajan Committcc. All the restrictive clauscs of previous scttle-
ments have been removed. The scttlement provides for single window
concept at branchcs, nctworking within branches, nctworking among
branchcs, tcrminals at customcr locations and cnquiry tcrminals for valued
customers in the banking hall, automated tcller machines—bank-wise and
pool basis, notc counting machincs, signaturc vcrification equipment,
passbook, bank draft printcrs ctc., and communication and data transfer
systcms bctween banks by use of latest communication facilitics available
under BANK NET, INET, SWIFT, PSDN ctc. Under the settlement the
banks will bc ablc to usc the modern technology for partial or full
computcrisation of branchcs and for installation of communication
facilitics. The sctticment also provides that as a rcsult of computcrisation

13
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there will be no retrenchment of staff but suitable redeployment may be
made in the same city or town. With the implementation of the terms of
settlement, the banks will be using computers and modern technology
freely for the banking operations.

The banks have also been advised by the Government to implement the
recommendations of the Estimates Committee.

(F. No. 3293Vig /EC dated 7-9-1994)
Recommendation (SI. No. § Para No. 135)

The Advance Portfolio is a highly fraud prone arca. Frauds in this area
could be possible in active connivance with concerned officials. So,
preventive action should be taken immediately after the fraud comes to
light or as soon as the recovery becomes irregular.

Reply of the Government

We concur with the views expressed by the Estimates Committee that
advance portfolio is highly fraud prone area. The Committee on frauds and
malpractices in banks have made exhaustive observations/recommenda-
tions in this regard. The report of the Committee has been made available
to banks for implementation of its recommendations in this regard in
August 1992 and progress of implementation is being monitored by RBI.
RBI also takes various steps such as circulating modus operandi of
ingenious frauds, issue of caution advices where the borrowers have
defrauded the banks, advising the banks to take corrective steps to prevent
the frauds, and consider staff accountability at all the levels.

Government have also advised the banks to implement the above
recommendation of the Estimates Committee.

(F. No. 3293Vig/EC dated 7-9-1994)
Recommendation [Sl. No. 7 Para No. 2.72(iD) ]

Sensitive paper, protectograph machines for writing drafts, M.T., T.T.,
etc. should be used without any exception.

Reply of the Government

RBI had issued instruction to banks in 1977 that amounts on drafts/
M.T.s may be written by protectograph machines or pinpoint typewriters
or similar/other suitable devices to minimise the chances of their being
chemically altered. RBI have again reiterated these instructions in August,
1992 for impiementation of these instructions and :nost of the banks have
reportedly impiemented - the suggestion.

(F. No. 3293VigyEC dated 7-9-1994)
Recommendation [Sl. No. 7, Para 2.72 (IHT]

Verification of instruments under ultra-violet rays in all\ﬂranchcs should
be introduced forthwith.
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Reply of the Government

In order to ensure that the incidents of frauds by making material
alterations are minimised, the banks were advised by RBI in 1977 to
exercise extra care while paying the drafts for large amounts and for their
examination under ultra-violet ray lamps. The banks have been advised by
RBI in August 1992 to invariably scrutinise the cheques/drafts especially
for large amounts, under ultra-violet ray lamps besides observing other
safeguards. The banks have informed that this practice is obtaining at most
of the branches and steps are under way to implement it at the remaining
branches. RBI is again taking up with the banks to ensure that use of
ultra-violet ray lamps is made at all the branches.

(F. No. 3293Vig/EC dated 7-9-1994)
Recommendation [Sl. No. 7, Para No. 2.72(iv) ]

Writing of day book and daily tallying should be done as a rule and
should not be left unbalanced. Branch Manager should be held respon-
sible for any ldpse in this regard.

Reply of the Government

In terms of the extant instructions, the day books are required to be
written and tallied on the same day and the position is monitored by the
Branch Manager/Divisional Managers. Being in-charge of the branch/
division, the respective Branch Manager/Divisional Manager are accoun-
table for non-balancing of the books. The banks have also been advised of
the above recommendation of the Estimates Committee.

(F.No.3/293Vig/EC dated 7.9.1994)
Recommendation [Sl. No. 7, Para No. 2.72 (vi) ]

The differences arising out of non-balancing of day book and transferred
to suspense account should not be left unbalanced for long. The entries
proposed to be transferred to suspense account should be checked by an
officer before these are actually transferred to suspense account.

Reply of the Government

The practice of transferring difference arising out of non-balancing of
day book to “suspense account” is not proper. RBI in their instructions
issued to the banks in 1977, had advised Banks that the branches should
send periodical statements of Suspense items specifiying reasons for non-
adjustment for large and long outstanding items. Further, all debit
vouchers (whether involving an original entry or reversal of a credit entry)
should be signed by Branch Manager or an Officer specifically authorised
for this purpose by the Branch Manager. This implies that every entry in
Suspense Account has to be raised with the knowledge of the Branch
Manager.

RBI have advised the banks in August, 1992 that the difference arising
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out of non-balancing of books should not be allowed to be transferred to
suspense account as a matter of routine and that the internal inspector/
regional/zonal managers while on inspection/branch visit, should scrutinise
the suspense account and give specific instructions for early reversal of
entries.
(F. No. 3/2/93/Vig/EC dated 7.9.1994)
Recommendation [SI. No. 7, Para No. 2.72(vii) ]

Blank drafts, cheques and other important documents/instruments
should be kept in safe custody under dual control. In no case these
documents should be allowed to remain on the table after banking hours
are over.

Reply of the Government

RBI have been impressing upon banks the need for keeping the blank
drafts/cheque forms, mail transfer forms, in safe custody. RBI reiterated
the instructions in August 1992 advising the banks that blank draft and
mail transfer forms should be treated as security items and usual
precautions for such instruments as regards their custody and issue, should
be exercised.

Government have also advised the banks to implement strictly the above
recommendation of the Estiinates Committee.

(F.No. 3/2/93/Vig/EC dated 7.9.1994)
Recommendation [Sl. Nos. 8 and 9 Para Nos. 2.78 and 2.79) ]

The Committee recommend that arrears in inter-branch reconciliation of
accounts, which is a highly fraud prone area and causes dclay in detection
of frauds, should be given topmost priority and the entries reconciled as
per time schedule suggested by the Working Group.

The position of reconciliation should be reviewed quarterly and correc-
tive measures taken including departmental action against delinquent
officials. In no circumstances, entries should be allowed to remain
unbalanced beyond one year.

Reply of the Government

After the recommendations of the Working Group on inter-branch
reconciliation were conveyed to banks in April 1993, quarterly progress
reports are being obtained by RBI. Banks were advised to clear all entries
pertaining to the period 1989-90 and earlier years by Junc 1993. It may be
mentioned that out of 28 public sector banks, 7 banks (viz. State Bank of
India, State Bank of Patiala, State Bank of Saurashtra, Allahabad Bank,
Corporation Bank, Oriental Bank of Commerce and Union Bank of
India), have achicved the target. RBI is following-up with other banks. As
regards the corrective measures taken including departmental action
against dclinquent officials, it may be mentioncd that banks have already
been advised that punitive action should be taken against the concerned
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staff who consistently violate or ignore the laid down procedures. As for
Estimates Committee’s suggestions not to allow banks to keep entries
unadjusted beyond a period of one year, it may be added that RBI have,
advised the banks that from 1993-94 onwards no bank would be permitted
to keep entries unadjusted for more than six months.

(F. No. 3293Vig/EC dated 7-9-1994)
Recommendation [Sl. No. 10, Para No. 2.82 (1 to v) ]

(i) The areas which have been agreed upon and where operations could
be put through should be computerised without any further delay.

(ii) The Staff unions should be persuaded to appreciate the importance
of mechanisation and computerisation and not to insist upon a restrictive
use of computers at least in reconciliation, clearing houses and other
sensitive areas which are highly fraud-prone.

(iii) The management should assure the Staff unions that there will not
be any retrenchment and the services of surplus staff will be utilised in a
better manner.

(iv) The recommendations of the Rangarajan Committee, Narasimham
Committee and others on the computerisation and automation with which
the Government is in agreement, should be taken up with the unions and
some acceptable solution should be worked out.

(v) Large and exceptionally large branches and branches at business
centres/strategic locations as also those transacting foreign exchanges
should be fully computerised at the earliest.

Reply of the Government

In October, 1993, a settlement has been signed between Indian Banks’
Association (IBA) and All Indian Bank Employees’ Association (AIBEA),
National Confederation of Bank Employees (NCBE) and Indian National
Bank Employees’ Federation (INBEF) on computerisation in the Banking
industry. In terms of this settlement, the banks will be able to fully
computerise 2500 to 3000 branches in urban metropplitan centres as per
the recommendations of the Rangarajan Committee. All restrictive clauses
of the previous settlements have been removed. The settlement allows
banks to make use of the computers not only for reconciliation of accounts
and clearing house operations but for any purpose which the bank deems
appropriate. The settlement provides for single window concept of bran-
ches, net working within branches, net working among branches, terminals
at customer locations and enquiry terminals for valued customers in the
banking hall, automated teller machines - Bank-wise and pool basis, note
counting machines, signature verification equipment, passbook, bank draft
printers etc., and communication and data transfer systems between banks
by use of latest communication facilities available under BANK NET,
INET, SWIFT, PSDN etc. Under the scttlement of banks will be able to
use the modern technology for partial or full computerisation of branches
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and for installation of communication facilities. The settlement also
provides that as a result of computerisation there will be no retrenchment
of staff but suitable re-deployment may be made in the same city or town.
It has been reported by IBA that the Rangarajan Committee and
Narasimham Committee have been taken into account while arriving at the
settlement.

Further as per the settlement all the branches in metropolitan and urban
centres having voucher load of more than 750 vouchers per day are eligible
for computerisation alongwith such other branches not strictly fulfilling this
criteria but catering to specialised business functions like foreign exchange,
merchant banking, small scale industries etc. are also specifically provided
for computerisation under the settlement.

(F. No. 3/2/93/Vig/EC dated 7.9.1994)

Recommendation [Sl. No. 11, Para 283 (i to iv) ]

The Committee being well aware of the risks involved in computerisa-
tion, also recommend:

(i) The operational personnel and supervisory staff should be given
vigorous training before they are put to such job.

(ii) Apart from periodical training, steps should be taken to keep them
abreast with the changes and developments in this technology from time to
time.

(iii) Periodical review of programming by supervisory staff to locate and
set right any logical error.

(iv) Restricted access to control rooms to minimise their misuse by
unscrupulous clements.

Reply of the Government

The importance of training, inter-alia, in the area of computerisation is
recognised.

The banks have been advised by the Govt. to implement the recom-
mendation of the Estimates Committee.

(F. No. 3/293/Vig/EC dated 7.9.1994)
Recommendation (Sl. No. 12, Para 2.86)

The Committee emphasise the need for enforcement and strict com-
pliance of laid down system and procedures for prevention of frauds in
foreign exchange business. Any deviation from the procedure should be
dealt with severely.

Recommendation (SI. No. 13, Para No. 2.87)

Reconciliation of nostro accounts should be carried out regularly to
detect fictitious transactions.
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Reply of the Government

In order to enable the banks to fully appreciate the nced for introducing
a comprehensive system of control covering various aspects of foreign
exchanges business, RBI issued a comprchensive set of guidelines in June
1981.

As a part of its regular supervisory function the RBI also audits/inspects
the foreign exchange transactions to verify whether there has been
compliance of their rules/procedures without violation of FERA and
report to the Enforcement Directorate and also in case where the
Enforcement Directorate requires specific intclligence/information of the
violation of FERA through nostro accounts, the matter is further investi-
gated by the Enforcement Directorate for penal action under FERA is
taken whenever offences are established.

The Banks have been advised by the Govt. to implement the recommen-
dation of Estimates Committee in this regard.

(F.No. 3/2/93/Vig/EC dated : 7.9.1994)
Recommendation [Sl. No. 14, Para No. 2.91 (i to iv)]

All loan applications should be scrutinised on merits and examined
critically under the laid down norms without succumbing to any kind of
pressure leaving little scope for inadequacy. The officials scrutinising the
credit proposals should be technically trained enough to scrutinise the loan
applications properly and only sound and viable proposals should be
entertaincd. Sponsoring agencies should be impressed upon to send the
loan applications at regular intervals through the year and not in-one
bunch at the fag end of the financial year.

(ii) Proper credit appraisal must be done taking into account ali factors
like borrowers’s financial position, his capacity to pay back the loan,
viability of projcct, and other safeguards as laid down in the manual.

(iii) Post sanction follow up like inspection physical verification of
stock, actual value of stock, proper documentation etc., should be done
regularly.

(iv) Monthly statements should be based on factual verification.
Monthly, as well as random inspection should also be carried out. Any
irregularity, if found, should be dealt with promptly and higher authorities
informed accordingly.

Reply of the Government

In the matter of appraisal of loan proposals, post sanction follow up,
monitoring of accounts, recovery etc. RBI has issued instructions/guideli-
nes from time to time. The instructions have been reitcrated to national-
ised banks by RBI in August 1992. RBI is monitoring implementation of
their instructions. As regards avoiding bunching of applications under
IRDP, RBI have since advised all the scheduled commercial banks that
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achievement of quarterly targets may be reviewed periodically in forums
like BLBC/BLCC/DCC/SLBC, ete. to ensure that bunching of loan
applications is avoided.

(F.No. 3/2/932Vig/EC date 7.9.1994)
Recommendation [Sl. No. 14, Para No. 2.91(V))]

As soon as the recovery becomes irregular the matter shouid be taken
up immediately. No laxity in the matter should be allowed.

Reply of the Government

The Asset classification system introduced by banks enables them to
assess the quality of individual advances for the purpose of effective
monitoring of the accounts and initiating timely follow-up measures for
their recovery and thereby protecting bank’s interest. The system helps the
banks to identify the accounts as soon as there is shift from one category
to another. The banks monitor such accounts closely when the recovery
becomes irregular.

Government have also advised the banks to implement the recommenda-
tions of the Estimates Committee.

(F.No. 3203VigEC dated 7.9.1994)
Recommendation [Sl. No. 14, Para No. 2.91(vii)]

In the light of experience gained, a uniform ‘not too rigid’ detailed
lending policy should be formulated with internal loan review department.

Reply of the Government

For every importam area of work, the banks have their own operational
manual, including the one for advances portfolio. RBI also have been
issuing nccessary guidelines from time to time. Recently, the Ghosh
Committee on frauds and malpractices in banks has dealt with the subject
extensively and recommended that there should be a formal written
lending policy for each bank approved by its Board of Directors. The
policy should further be amplified through operational manuals and
implementedadministered by the concerned functionaries in letter and
spirit. Further, the Committee has also recommended setting up of internal
loan review department at different levels to evaluate the quality of credit
portfolio for early detection of problem loans and notification to appropri-
ate management levels. RBI have advised the banks to implement the
observationssuggestions of the Ghosh Committee in August, 1992. All
nationalised banks have also entered into agreements with RBI in terms of
which commitments have becen obtained from the banks relating to their
performance in certain key areas. In terms of these agreements, the banks
are required to evolv= operational policies including loan policy.

(F.No. Y20WVigEC dated 7.9.1994)
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Recommendation [Sl. No. 14, Para No. 2.91(vili)}

The securities charged to the Banks should be properly scrutinised,
evaluated and verified from time to time.

Reply of the Government

Time and again, RBI has been impressing upon banks about the need
for proper appraisal of the loan proposals and effective post-sanction
supervision. These include, inter-alia, proper verification, scrutiny and
evaluation of security charged. The banks have been advised in April, 1992
that periodical stock statements should be obtained in respect of goods
hypothecated and properly scrutinised and the stock hypothecatedpledged
to the banks should be subjected to surprise inspections at irregular
intervals. Further, arrangements should be made with outside expert
agency for physical verificationevaluation of stock, etc. Most of the banks
have reported that, they have implemented the above instruction of RBI.

Government have also advised the banks to implement strictly the above
recommendation of the Estimates Committee.
(F.No. 3203VigEC dated 7.9.1994)

Recommendation [SI. No. 14, Para Ne. 2.91(ix)]

Banks should satisfy themselves that a borrower does not get multiple
finance for the same security.

Reply of the Governmeni

The banks have been advised by th¢ Government to implement this
recommendation of the Estimates Committce scrupulously.

(F.No. 3293VigEC dated 7.9.1994)
Recommendation [Sl. No. 14, Para No. 2.91(x}]
Insurance cover should be renewed well in time.
Reply of the Government

The need for ensuring safety of goods charged to banks has all along
been stressed by Reserve Bank of India. Proper insurance cover is also
required to be obtained by banks. The banks also take care that the
insurance covers are renewed in time. During the course of periodical
auditinspections, the aspect rclating to renewal of insurance covers is
looked into.

The recommendation of Estimates Committee has also been communi-
cated to the banks for strict implementation.

(F.No. 3293VigEC dated 7.9.1994)
Recommendation (Sl. No. 15, Para No. 2.92)

As regards unauthorised removal of hypothecated goods, the Committee
recommend that the officials detailed for supervision and submission of
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stock statements should be instructed to report the matter to higher
authorities about any unauthorised activity found during their inspec-
tion. And if they fail to report the matter, they should be held
responsible for any loss to the bank.

Reply of the Government

Apart from the instructionsguidelines issued by Reserve Bank of
India from time to time, banks have their own guidelines and man-
ual instructions in terms of which banks have arrangeménts to get
the stocks hypothecatedpledged with them, verifiedchecked and
evaluated by an official authorised in this behalf. Reserve Bank of
India have reiterated the instructions to banks.

Generally the officials detailed for supervision and submission of
stock statcments have to report to the higher authorities any irregu-
larity observed during their inspection. Failure on their part in this
regard has to be dealt with by banks as per their rules/ regulations
and necessary action taken against such delinquent officials. The
recommendation of the Estimates Committce has also been com-
municated to the banks for strict compliance.

(F.No. 3203Vig/ EC dated 7.9.1994)
Recommendation (Sl. No. 16, Para No. 2.93)

All ‘credit facilities granted to known unscrupulofS borrowers
should be stopped forthwith.

Reply of the Government

In terms of existing instructions, the banks make discreet
enquiries about the credit worthiness and credentials of the borrow-
ers before processing, any loan proposal. Indian Banks Association
(IBA) also circulates amongst its member banks the particularsinfor-
mation regarding unscrupulous borrowers to caution them. In cases
of serious irregularities coming to the notice of RBI, the banks are
advised to make a detailed and indepth enquiries before granting/
renewing any credit facility to the borrowers who have defrauded
the banks.

(F. No. 32A93Vig EC dated 7-9-1994)
Recommendation [Sl. No. 19, Para No. 2.98(iii)]
The Committee, therefore, recommend that

(i) The banks should move very cautiously while refinancing a
sick industry. They should first satisfy themselves about the
viability of industry before resorting to revival package.

(ii) A close monitoring by the operating agency should be
undertaken and the RBI informed about the same from
time to time.
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(iii) No concessionsteliefs beyond the parameters stipulated by RBI
should be extended to sick industries under rehabilitation package.

Reply of the Government

(i) When unit becomes sick, the financing bank’s confidence in it is
badly shaken and the bank will be very cautious in parting with further
funds. According to the extent guidelines of the Reserve Bank of India,
only such of the units as are found to be commercially viable are taken up
by banks and financial institutions for their rehabilitation. Thus, viability is
the main criterion for revival of sickAveak units.

(ii) The banks and financial institutions have been advised that a definite
time-frame for compliance of the rehabilitation package by each of the
agencies should be clearly spelt out in consultation with those agencies and
should be given in the draft package submitted to the Board for Industrial
and Financial Reconstruction(BIFR). A Nodal Monitoring Agency (lead
institution or the:lead bank) should be designated for monitoring the
implementation of the rehabilitation package by all agencies. The Nodal
Monitoring Agency would have the responsibility of preparing implementa-
tion report every half year which will be forwarded to the BIFR and each
of the banksdesignate an officer who will monitor the compliance of the
rehabilitation package by the bank. It will be the responsibility of the
Compliance Officer to ensure that there is no dclay on the part of the
bank in adhering to the time schedule stipulated for fulfilling its obligation
under the rehabilitation package. Status reports are required to be
submitted periodically by banksoperating agencies to BIFR for necessary
action.

Recommendation [Sl. No. 20, Para No. 2.135(ii)]

Bank should move fast and get all the records under its control in order
to minimise the chances of tampering with or destroying the records.

Reply of the Government

We concur with the recommendation that as soon as a fraud or
irregularity comes to notice, the bank should get all the records under its
control in order to minimise the chances of tampering with or destroying
them. The vigilance Manual contains instructions for safe custody of
records/evidence to guard against tampering/dcstruction of records at the
time or preliminary enquiry. Further employees whose continuance in
office is likely to prejudice investigation/inquiry are placed under suspen-
sion or transferrcd to a post outside to disable them from tampering with
witness or documents. The recommendation of the Estimates Committee
has been communicated to the banks for strict compliance.

(F.No. 3/2/93/Vig/CE dated 7.9.1994)
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Recommendation [Sl. No. 20, Para No. 2.135(v)]

Disciplinary action should be taken invariably for any kind of laxity or
negligence shown in the observation of laid down procedures.

Réply of the Government

RBI, through various circulars/guidelines, have been insisting upon
banks for strict observance/adherance to all the laid down procedures and
any deviation therefrom/laxity or negligence shown in observance thereof
is to be dealt with accordingly depending upon the gravity/seriousness of
alleged act of misconduct/malpractice, etc.

The banks have also been advised by the Government to implement the
above recommendation of the Estimates Committee.

(F. No. 3293VigCE dated, 7.9.1994)
Recommendation [Sl. No. 20, Para No. 2.135 (vi)]

Where CBI enquiry is warranted, banks should keep a copy of the
records for parallcl departmental enquiry.

Reply of the Government

RBI vide its circular letter dated 31st May 1990 had drawn attention of
the Public Sector Banks to paragraph 28.2 of Chapter XIII of Vol. I of the
Vigilance Manual and impressed upon them the need to hold simultaneous
departmental proceedings in cases where charges are serious and the
evidence is stong enough. Further the banks were advised that where the
allegations are of both types (i.e. Criminal Offence and others to be
enquired into departmentally) the charges should be segregated for
initiating departmental action on those which are not covered by CBV
Police investigations and action should be taken without waiting for the
outcome of criminal proceedings. In view of the instructions to conduct
parallel departmental enquiry the banks are rcquired to keep copies of
records for such departmental enquiry.

(F.No. 3/2/93/Vig/CE dated 7.9.1994)
Recommendation [Sl. No. 20, Para No. 2.13§5 (vil)]

In cases of complicity or proved negligence is involved, lenient view’
should not -be taken by allowing the delinquent officials to resign or to
retire.

Reply of the Government

GovernmentRBI has always been concerned about the tendency on the
part of banks to gloss over the staff accountability aspect of irregularities,
malpractices, etc. Necessary guidelines have been issued from time to time
emphasising need for appropriate action. Further, Sub-regulation 3(i) of
regulation 20 of Officers’ Service Regulations (of Public Secor Banks)
provides that an officer against whom disciplinary proceedings are pending
shall not leaveAdiscontinue or resign from his service in the bank without
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the prior approval in writing of Competent Authority and any notice or
resignation given by such an officer before or during the disciplinary
proceedings shall not take effect unless it is accepted by the Competent
Authority.

Similarly, under regulation 3(iii), an officer against whom disciplinary
proceedings are pending will cease to be in service from the date of
superannuation but shall not be allowed to retire. Such officer is not
entitled to payment of retirement benefits till the proceedings are
completed and order is passed thereon, except of course his own
contribution to Contributory Provident Fund (CPF).

It will thus be observed that necessary guidelines are already in existence
under which the banks have to take deterrent action against the delinquent
officials. The provisions of Officers Service Regulations also serve as
supplement.

(F.No. 3203Vig CCE dated 7.9.1994)

Recommendation [Sl. No. 21, Para No. 2.142 (ii)]

An independent agency should be engaged to investigate the contents of
the complaintirregularity.

Reply of the Government

The above recommendation relates to complaints received against the
CMDs and Executives of banks. The complaints received against CMDy/
Executives are investigated through RBI's regional offices. RBI has been
vested with the powers of inspection of the banks and over yeas it has
developed necessary expertise. However, where it is felt necessary to get
any account probed into by special auditors, RBI appoints such auditors
under Section 30(1-B) of Banking Regulation Act, 1949. Further, in cases
of frauds or serious irregularities of complex nature involving multiple
agencies (and involving CMDstop executives) the matter is probed into
with the help of CBI. In case of involvement of only lower functionaries in
such fraudsirregularities of complex nature, RBIGovt. advises the bank to
report the matter to CBI. A proposal to set up Special Bureau of Frauds
on the lines of Special Fraud Office of U.K. is under consideration of RBV
Government.

(F.No. 3203Vig/CE dated 7.9.1994)
Recommendation [Sl. No. 21, Para No. 2.142 (vi)]

Vigilance investigation should be very comprehensive and effective. In
no circumstances responsibility should be shiftcd on lower level func-
tionaries in cases when senior officials and executive are involved.

Reply of the Government

RBI have been emphasising the need for comprehensive and effective
investigation and further that there should not be any attempt to shift the
responsibility on the lower officials. Similar guidelines were also issued by
RBI in September 1991.
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Thus the banks have been suitably adviscd about vigilance investigations
and fixing the staff accountability properly.

(F.No. 3293VigCE dated 7.9.1994)
Recommendation [Sl. No. 21, Para No. 2.142 (vii)]

In cascs of the offendcrs who have left service or retired all necessary

steps should be taken for legal action to punish them.
Reply of the Government

When acts of misconductirregularityfraud! come to light after the
rctircment of any bank officialsoffenders the banks can file criminal case
against such rctircd person to recover the loss suffcrcd by the bank. The
banks have also been advised to implement the above recommendation of
the Estimatcs Committce.

(F.No. 3293VigCE dated 7.9.1994)
Recommendation (Sl. No. 22, Para No. 2.143)

In no circumstances, any kind of facility credit, overdrawal ctc. should

be granted on oral and tclephonic instrugtions.
Reply of the Government

We concur with the rccommendation that any kind of facility, crcdit,
overdrawal ctc. should not be granted on oral and tclcphonic instructions.
The banks have been adviscd by RBI that whilc dcaling with the frauds in
advances port-folio, thc management of banks should issue strict instruc-
tions to the officials at various levels to desist from the unhcalthy practice
of granting of advances bcyond their discrctionary powers or by oral or
telephonic instructions.

(F.No. 3203VigCCE dated 7.9.1994)
Recommendation (Sl. No. 23, Para No. 2.145)

In conncction with maintaining survcillance thc Committce rccommend
that all thc banks should preparc ‘Agreed List’ and cxchange the same
with CBI for maintaining clandcstine Survcillance. They also stress the
nced for maintaining survcillance on officers of doubtful intcgrity. The
present arrangement for not posting them in sgpsitive arcas and giving
them indcpendent charge should be continucd.

Reply of the Government

RBI in thcir instructions regarding vigilance arrangcments in banks in
Scptember, 1991 had, intcr-alia, advised the banks to maticulously follow
the practicc of preparation of ‘Agreed List’ and also to maintain proper
surveillance on officers on the ‘Agreed List’ apart from not considering
them for posting to scnsitive arcas, ctc. Further, the Committce on frauds
and malpractices in banks rccommendcd preparation of *‘Agreed List’. This
was also circulatcd among banks by RBI in August, 1992 for their
information and guidancc. Normally, the banks cxchange such lists with
CBI. Howecver, thcre might be some instanccs whercin banks might not
have exchanged the ‘Agreed List’ with CBI as obscrved by the Estimates
Committce. The recommcndation of the Committce has been advised to
the banks for strict compliance.

(F.No. 372/93/Vig./EC dated 7.9.1994)
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Recommendation (SI. No. 27, Para No. 2.151)

The transfer policy should be strictly adhered to. However, as far as
possible mid-session transfers should not be resorted to in order to avoid
criticism / inconvenience to bank officials.

Reply of the Government

Every bank has its own laid down transfer policy Rescrve Bank of India
have also emphasised the need for transfer of staff. Normally, these
transfers are not made mid-session. It is possible that there can be some
stray incidents of mid-session transfers due to administrative exigencies.
The above recommendation of the Estimates Committee has been advised
to the banks for strict implementation.

F.No. 3/2/93/Vig/EC dated 7.9.1994)
Recommendation [Sl. No. 28, Para No. 3.67(v)]

To improve the quality of inspection/-audit, persons with adequate
qualification, experience and of proven integrity should be posted in
inspection -and audit department.

Reply of the Government

Reserve Bank of India have been impressing upon the banks the need
for improving the quality of audits and inspections by posting officials
having sufficient expcricnce and exposure and with proven integrity. The
banks have also been advised by the Govt. to implcment strictly the above
recommendation of the Estimates Committee.

(F.No. 3/2/93/Vig/EC dated 7.9.1994)
Recommendation [Sl. No. 28, Para No. 3.67(vi)]
Periodicity of audit/inspection of all the branches should be main-
tained.
Reply of the Government

The banks have been advised by RBI in 1992 that the periodicity of the
internal audit of the branches should be atlcast once in every 12 months.
Further during the course of inspections conducted by Reserve Bank of
India, the aspects regarding periodicity, coverage, etc. of the audits/
inspection conducted by the banks is commentcd upon.

(F.No. 3/2/93/Vig/EC dated 7.9.1994)
’Recommendation [Sl. No. 28, Para No. 3.67(vii)]

There should be a mechanism to ensure that inspection reports are
followed scrupulously.

Reply of the Government

Every bank has its own Inspection and Audit Department which is
entrusted with the conduct of inspection / audit of the branches as also the
follow-up of the reports. The position in this regard is also monitored by
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the Regional /Zonal /Head Office of the bank. There is thus a well set
mechanism for follow-up of inspection/ audit rcports is to be periodically
reviewed by audit Committee constituted by the Board of Directors of
cach bank. The banks have also been advised by Government to ensure
that the above recommendation of the Estimates Committee is im-
plemented.

[F.No. 3/2/93/Vig./EC dated 7.9.1994]
Recommendation Sl. No. 28, Para No. 3.71)

Although various control mechanisms exist in banks like statutory audit,
internal audit, snap inspection, vigilance cell experience has shown that the
same are not effective. The Committee recommend that urgent steps need
to be taken “to-strengthen these mechanisms and to make them more
effective.

Reply of the Government

There is no denying the need to strengthen the various control
mechanisms in banks to prevent the frauds. Detailed guidelines on this
aspect have bcen issued to banks even befofe nationalisation. Reserve
Bank of India have again reiterated these instructions on various topics,
such as, different types of audits, vigilance arrangements etc. The above
recommendation of the Estimates Committer has been advised to the
banks for implementation.

[F.No. 3/2/93/Vig./EC dated 7.9.1994)]
Recommendation (SI. No. 33, Para No. 3.78)

The Committee expect that the advice of the Vigilance Cell would be
given care while awarding the punishment to dclinquent officials and less
punishment should bé awarded only after consultation with Vigilance
Authority.

Reply of the Government

The banks have set up their vigilance machinery as envisaged in by the
Vigilance Manual. The recommendations of the CVO /CVC are generally
accepted in the vigilance cases. While the authority to determine the
quantum of punishment lies with the disciplinary authority, the recommen-
dations of the Vigilance Cell/CVC and other relevant factors are taken
into account while awarding the punishment.

[F.No. 3/2/93/Vig./EC di ..« 7.9.1994]
Recommendation (Sl. No. 34, Para No. 3.82)

While banks may continue to enjoy autonomy in thcir operation, there
should be greater control of Reserve Bank of India on their functioning so
as to ensure healthy growth of financial sector in the country. The Reserve
Bank should not rest content with the issue of Circulars but should also
ensurc that these are actually followed in practice and deterrent action
taken against the delinquent banks.
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Reply of the Government

RBI as the central bank of the country has bcen entrusted with
responsibility of having control over the banks for hcalthy growth of
financial sector in the country. In order to discharge this duty RBI issues
guidelines to banks through circulars to the banks. RBI ensure that these
guidelines are observed by the banks by calling for periodical returns and
carrying out periodical inspections. Recently compliance officers have been
appointed in all public sector banks as nodal agency to coordinate and
ensure that important instructions of the RBI and Government are
complicd with. Banks have also been adviscd to get compliance in certain
key areas certificd by the statutory auditors. Whenever involvement of
staff is observed in any case of fraud or irrcgularity, RBI insists that staff
accountability is fixed and appropriate action taken agains tdclinquent
staff.

(F.No. 3/2/93/Vig./EC dated 7.9.1994)
Recommendation (Sl. No. 35, Para No. 3.83)

Reserve Bank of India should exercise more effcctive control over the
banks and bring about changes in service rcgulations rendering staff
accountability more effective.

Reply of the Government

RBI has becn exercising effective control over banks by means of on-
sight inspections and off-sight survcillance under the provisions of the
Banking Regulation Act, 1949 and various other statutcs. Further, RBI has
been from time to time insisting upon banks to have staff accountability
angle examined in cases of irregularitics / misconduct/ frauds, etc. RBI
vide its Circular dated S5th September, 1991 on “Vigilance arrangecments in
banks” has expressed its concern about disquicting aspect of tendency on
the part of banks to gloss over the staff accountability angle in irre-
gularities, malpractices, etc. Banks have been adviscd to make more
effective use of staff accountability as a tool of preventive vigilance. The
Committee on frauds and malpractices has also made ccrtain observations /
suggestions on staff accountability. The report of the Committce has been
circulated amongst banks for their information and implementation.
Further as a sequel to the announcement made by the Hon’ble Finance
Minister in the Parliament on 8th July, 1992 the process of sctting up of a
Board for Financial Supcrvision (BFS) under the acgis of the RBI has
started.

RBI have already set up a separate Department viz. Department of
Supervision with effcct from 22nd December, 1993 with functional respon-
sibilities of supervision over banking system to start with.

(F.No. 3/2/93/Vig./EC dated 7.9.1994)
Recommendation (SI. No. 36, Para No. 3.84)

The Committee urge the Government to impress upon RBI to carry out
snap inspections whenever they come across with any irregularity in the
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accounting and Balance Sheet of any of thc banks, so that it may serve as
dcterrent.

Reply of the Government

In addition to the regular inspections of banks being carried out, RBI
also undecrtake surprise inspections of selected work areas of bank
functioning which in the opinion of RBI require immediate/instant
scrutiny/examination. For example, RBI had an occasion to conduct a
snap inspection of the erstwhile New Bank of India (NBI) on noticing an
irregularity in the accounting and balance shcet prcpared by the bank.
Such snap inspections will be undertaken by RBI whencever any irrcgularity
which may require quick scrutiny/examination come to notice.

(F.No. 3/7{/‘)3/Vig./EC dated 7.9.1994)
Recommendation (Sl. No. 37, Para No. 3.85)

RBI should circulate modus operandi of all the ingenious cases of frauds
suggesting necessary safeguards.

Reply of the Government

The recommendation is accepted. RBI do circulate the modus operandi,
whenever any ingenious method is adopted by any individual/company to
dcfraud any bank and advise them to be carcful of such cases.

(F.No. 3/2}’93/Vig./EC dated 7.9.1994)
Recommendation (Sl. No. 39, Para No. 4.30)

As the CBI is entrusted with a number of functions and investigations
there is an impcrative need to set up a separate Division in CBI for
investigation into fraud cases more or less on the lines of Serious Fraud
Office of U.K. As investigation into bank fraud cases requircd thorough
knowledge of various banking operations it is dcsirable that persons
appointed in this Special Division should bc acquaintcd with the banking
procedures and legal provisions rclating to banking industry.

Reply of the Government

This recommendation is also connected with the functions and investiga-
tions entrustcd to Central Bureau of Investigation (CBI). The CBI is
having its Banking Unit at New Delhi to look into the offences relating to
banks. The Commitiee on frauds and malpractices in banks while taking
cognizance of increasing number of bank frauds have recommendcd setting
up of such Banking Units at Bombay, Calcutta and Madras besides the one
which is presently functioning at New Dclhi. This recommendation of the
Committee is under cxamination of Government of India. A proposal to
set up a Special Bureau of Frauds on the lines of Scrious Fraud Office of
the United Kingdom is under consideration of RBl/Government.

(F.No. 3/2 A3/Vig./EC dated 7.9.1994)
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Recommendation (Sl. No. 40, Para No. 4.31)

Relevant documents and records should be made available by the banks
to the CBI to ensure speedy investigation, as any delay in this regard not
only hampers investigation but also providcs opportunity to the defaulters
to tamper with or destroy the records. Disciplinary proceedings against
dclinquent officials should invariably be initiatcd simultancously by seg-
regating the charges and preparing authcnticate copics of the rccords.

Reply of the Government

The banks generally extend all possible co-operation to outside agencics
like police/CBI in the matter of making available the rclevant documents/
records to investigating agencies with a vicw to ensuring speedy investiga-
tions etc.

As regards initiation of parallel departmental proceedings by segregating
charges the RBI vide its circular letter dated 31st May, 1990 had drawn
attention of the Public Sector banks to paragraph 28.2 of Chapter XIII of
Vol. I of the Vigilance Manual and impresscd upon them the need to hold
simultaneous dcpartmental proceedings in cases where charges are serious
and the cvidence is strong enough. Further the banks were advised that
where the allcgations are both types (i.e. a criminal offcnce-and others to
be enquired into departmentally) the charges should be segregated for
initiating departmental action on those which are not covered by CBl/
police investigations and action should be taken without waiting for the
outcome of criminal proceedings.

(F.No. 372 /93/Vig./EC dated 7.9.1994)
Recommendation (Sl. No. 42, Para No. 4.33)

The proposed Division of the Bureau should be empowered to investi-
gate cases against high functionaries of the banks. Nobody should be kept
out of the purview of Law inspite of his status.

Reply of the Government

Proposal to sct up an agency (Bureau) on the lines of “The Serious
Frauds Office” in the United Kingdom is under considcration of RBI and
Government.

(F.No. 3/2¢/M93/Vig./EC dated 7.9.1994)
Recommendation (Sl. No. 45, Para No. 4.36)

Diversion-of funds and multiple finance against the same security as well
as tampering with the security, removal of goods hypothecated with the
banks should be made cognisable offence, punishable under the Law.

Reply of the Government

The Ghosh Committee on frauds and malpracticcs in banks has observed
that “Removal of goods under hypothecation and disposal thcreof or any
breach of trust/intentional violation of the terms of sanction, diversion of
funds, bogus financial position and valuation, false declaration for raising
funds should be made a cognisable offence and banks should be allowed to
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proceed for these type of breach of trust”. This issue is under considera-
tion in consultation with the Home Ministry.

(F.No. 372 M3/Vig./EC dated 7.9.1994)
Recommendation (Sl. No. 48, Para No. 4.39)

The frauds committed by the banking sector as a whole besides the
nationalised banks have been a .matter of grave concern. All necessary
steps should be urgently taken to stop the' cbrrupt practices by foreign
banks. If necessary suitable legislation may be made in this regard.

Reply of the Government

The growing incidence of frauds both in the number and nature as also
the amount involved therein has been a matter of concern for Govern-
ment. RBI has been issuing instructions from time to time to the banks to
ensure that the incidence of frauds is minimiscd. In the context of growing
incidence of frauds, the RBI, at the instance of Government of India had
set up a High Level Committee to enquirg into various aspects rclating to
frauds and malpractices in banks undecr the Chairmanship of Shri A.
Ghosh, former Dy. Governor of RBI. The reccommendations of the above
Committee  were conveyed to the banks for implcmentation in August
1992. The banks have also reported that most of the recommendations of
the Committee have been implemented. The forcign banks have also been
advised to implcment the recommendations of the Committee to the extent
applicable to them and the position in this regard is being closely
monitored by the RBI.

(F.No. 3/2f/93/Vig/EC dated 7.9.1994)



CHAPTER 111

RECOMMENDATIONS WHICH THE COMMITTEE DO NOT
DESIRE TO PURSUE IN VIEW OF GOVERNMENT'S REPLIES

Recommendation [Sl. No. 7, Para No. 2.72 (v)]

Proper record of inward/outward instruments should be maintained on
day-to-day basis Icaving little scope for loss/destruction/tampcring with the
instruments. For this .purposc, incoming and outgoing instruments should
be serially numbcred and cntered into thg rcgisters at dak stage.

Reply of the Government

Instruments scnt out from the bank arc rccorded in outward registers as
per the systems cvolved by different banks. As far as inward instrumcnts
are concerned, some arc rcceived in ordinary mail, somc in the registcred
mail, some through the courier and the rest oa the counter, especially the
local cheques for clcaring. Numbering such instrumcnts scrially may not be
feasible. However, banks have a systcm of inwarding to cnsure the safcty
and rccord of disposal of thc instruments rcccived.

(F.No. 3/2’/93/Vig./5c dated 7.9.1994)
Recommendation [Sl. No. 7, Para No. 2.72 (viii)]

In the casc of M.T./T.T. as per thc rccommcndation of the Working
Group on Consumer Scrvice in Banks (Talwar Committce), banks cannot
rcfusc payment of drafts for want of advicc. The Committeec recommend
that some proccdurcs should be worked out in such a way that the
payment could be made only either on rcccipt of rclative advice or
confirmation through tclex/tclegram/tclecphonc/fax or any such acccpted
practice.

Reply of the Government

In terms of the cxisting instructions thc banks have bcen advised to
excrcise duc carc while paying drafts ctc. spccially in the abscnce of reccipt
of the rclative advice from the drawcc branch. The genuinencss of the
instrument and account holdcr/payce should be verified. The demand
drafts should be verificd under ultra violct ray lamps to safcguard against
chcmical altcration bcfore payment thercof. The banks have also bcen
adviscd that in casc of drafts if rclative advicc has not been reccived and
there is doubt about gcnuincness of the payce, the drawee office should
seck confirmation over tclephone/tclex/telcgram/fax ctc. The banks have
been adviscd in 1992 not to pay demand drafts on the basis of introduction
letters. Thus there are sufficient safcguards against fraudulent encashment
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of drafts under the existing system. Howecver, it may not be practicable/
fcasible for banks to seck confirmation over tclephone/telex/fax etc. in
every case, whercin relative' advices have not been received at payee
branch/bank.

(F.No. 3/293/Vig/EC dated 7.9.1994)
Recommendation [Sl. No. 14, Para) No. 2.91 (vi)]

Health Code should be prescribed for all kirids of loans. Whenever there
is a change in the health code, the matter shbuld be reported to higher ups
for review.

Reply of the Government

Rescrve Bank of India (RBI) have issucd instructions in April, 1992
regarding classification and provisioning to bc made by the banks for their
loan assets. In terms of these instructions, loan asscts of the banks are to
be classificd into 4 groups as under:—

Standard Assets: Standard asset is one which docs not disclose any
problems and which does not carry more than normal risk attached to
the business.

Sub-Standard Assets: Sub-standard asset is one which has been
classificd as non-performing asset (NPA) for a pcriod not exceeding 2
years. Such an assct will have well dcfincd credit weaknesses that
jeopardise the liquidation of debt and arc characteriscd by the distinct
possibility that the bank will sustain some loss if dcficicncics are not
corrected.

Doubtful Assets: Doubtful asset is onc which has remaincd NPA
for a period excceding two years.

Loss Assets: A loss asset is on where loss has been identified by the
bank or internal or external auditor or the RBI but the amount has
not been written off, wholly or partly. RBI have also stipulated the
quantum of provisions to be made against sub-standard assets,
doubtful asscts and loss assets.

With the introduction of the above system classification of assets,

mandatory Hcalth Code Systcm prescribcd in 1985 has been dispended
with.

(F. No. 37293/Vig./EC datcd 7.9.1994)
Recommendation (SI. No. 18, Para No. 2.96)

The Committee do not agree with the Ministry on the question of
Parliamentary right to information and are of the candid view that being
the law making body, Parliament has every right to have information
regarding financial position and health of the banks. Though the
Committee do not wish to suggest scrutiny of the individual accounts by
Committees of Parliament, they would like these Committces to have
powers to scrutinize the banks as a whole with a vicw to know theé areas of
weaknesses and suggest corrective measures.
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Reply of the Government

The functioning of public scctor banks is scrutinized by Parliament in
various ways. The annual rcports of the public scctor banks are laid on the
Table of each House of Parliament. A consolidatcd report on the working
of the public scctor banks is also laid annually by the Government in both
the Houses of Parliament which gives an ovcrvicw of their performance.
Diffcrent aspects of the working of the banks are also raised in both the
Houses of Parliament through Questions, Calling Attcntion Motion, etc.
The functioning of banks particularly the public scctor banks comes within
the purview of various Committees of the Houses of Parliament such as
the Estimates Committee, Committee on Subordinate Legislation, Com-
mittee on Welfare of SC and ST, Committce on Papers laid on the Table
of Rajya Sabha, Committce on Implecmentation of Official Languages
which review various faccts of the opcrations of the banks. The Consulta-
tive Committce of thc Ministry of Finance is also a forum where issues
relating to banks are discusscd. The Standing Committcc of Financc which
includes Mcmbers of Rajya Sabha and Lok Sabha..considers Dcmands for
Grants, examines Bills refcrred to it by the Chairman, Rajya Sabha/
Spcaker, Lok Sabha, annual report of the Ministry and also the national
basic long tcrm policy documents presented to the Housc if referred by the
Chairman, Rajya Sabha/Spcaker, Lok Sabha. Thus, considcrable Par-
liamentary control over the functioning of the banks alrcady exists and
various opportunities exist for the concern of thc Mcmbers of Parliament
to be expressed and discussed.

(F.No0.3/2/93/Vig./EC dated 7.9.1994)
Recommendation [Sl. No. 19 Para No. 2.98 (iii)]

The banks have bcen advised that they should adhere to the stipulated
parametcrs for extcnsion of rcliefs, concessions under a rchabilitation
package and any rclicfs/concessions bcyond the paramcters should be
extended only in cascs where it is deemed absolutcly nccessary. These
would include the cases whecre there are good prospccts of rcvival of the
unit within a rcasonable period of time with some further reliefs/
concessions bccause of good export potential for the products manufac-
tured and the cost of sctting up of a similar mew unit is disproportionatcly
high as comparcd to the cost of revival of the cxisting unit, and substantial
assistance/rclicfs are provided by Central Government/State Government
and sacrifices made by labour for the rcvival of the unit. In all cascs of
rehabilitation packages, the ‘right of recompense’ is invariably stipulated in
the sanction lctter by banks.

(F.No. 3/2/93/Vig./CE dated 7.9.1994)
Recommendation [Sl. No. 20, Para No. 2.13§ (l)]_»__

As soon as a fraud or any irregularity comcs to notice, the suspected
official(s) should be rendered innocuous the samc day.
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Reply of the Government

RBI, in Scptcmber 1991 have already adviscd all the public scctor banks
to cxcrcisc sufficicnt carc/caution while rccording confidential rcports/
performance appraisals from vigilance anglec. Further, the nced for
preparation of “Agrced List” as per laid down proccdures has been
impresscd upon the banks. The banks have been instructed to maintain
proper survcillance on officers of doubtful intcgrity and those who are on
the “Agrced List”. The pcrsons with doubtful jntcgrity and those appear-
ing in the “Agreed List” arc not to ue considercd for posting to scnsitive
posts. RB! have also adviscd banks to introduce a systcm for weeding out
undcsirable clements.

(F.No. 3/2/93/Vig./CE dated 7.9.1994)
Recommendation [Sl. No. 20, Para No. 2.135 (iii)]

Dclinquent officials found guilty should be awarded dcterrent punish-
ment including imprisonment.

Reply of the Government

Banks have bcen adviscd from time to time that whenever thcy come
across any act of misconduct/involvement of officials/staff mcembers in
corrupt practices, frauds ctc. thc banks should takc urgent stcps to hold
dcpartmental cnquiry/report thc matter to Police/CBI for investigation,
ctc. In Scptember 1991, RBI have conveycd thcir concern about the
disquicting aspcct noticed about the tendency on the part of the banks to
gloss over the staff accountability angle of irrcgularitics, malpractices, ctc.
and about thc point that no dcterrent punishment is awarded by the banks.

While the banks have bcen advised to award dcterrent punishment to
their delinquent officials, it is for thc judicial authoritics to award the
punishment of imprisonment to the guilty officials.

(F.No, 3/2/93/Vig./CE datcd 7.9.1994)
Recommendation [Sl, No. 20, Para No. 2.135 (iv)]

A system of group accountability should be cvolved i.c. all personnel—
opcrational and officcrs connccted with the arca jof fraud should be held
responsible for irrcgularity/frauds and awarded suitable punishment.

Reply of the Government

At present banks fix accountability on staff for irrcgularitics, frauds, ctc.
on person to person basis. If collusion among some cmployces/officers is
dctected in any opcrational arca then all employces involved have to be
procccded against individually (scparatcly) or cven jointly.

As rcgards awarding punishment, RBI has always been impressing upon
banks to complcte the procccdings against dclinquent staff mcembers
cxpcditiously and to award punishmcnt commensurate with thc miscon-
ductirrcgularity. RBI havce again stresscd the nced for cxpeditious
complction of proccedings and award of dctcrrent punishment to the
dclinquent staff of the banks.

(F.No. 3/2/93/Vig./EC datcd 7.9.1994)
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Recommendation No. [Sl. No. 21, Para No. 2.142 (iii)]

Discrctionary powers should ecither be dispenscd with or in casc thesc
are utilized in the exigency of the circumstances, the exccutives using such
powers should take full rcsponsibility for any irrcgularity.

Reply of the Government

The cxigencics of busincss may occasionally requirc use of discrction by
the officials. However, as per the extant guidclines, the officers/cxccutives
who use such discretion arc required to scck post-facto approval from the
Compctcent Authority at the carlicst. The official not obtaining such
approval arc hcld responsible for such lapscs.

The aspect of secking post-facto approval for discrctionary powcers uscd
in excess of dclegated authority is also sccn and commented upon in the
intcrnal inspcction/audit rcports on the bank and also in RBI inspection
rcports for nccessary follow-up action.

(F.No. 32/93/Vig./CE datcd 7.9.1994)
.Recommendation [Sl. No. 21, Para No. 2.142 (viii)]
Fact shect should be circulated to other banks for information.
Reply of the Government

It may not be proper to circulatc fact shects in respect of all the fraud
cascs/scrious irrcgularitics among other banks. However, RBI circulates
the modus opcrandi, whenever any ingenious mcthod is adopted by any
individual/company to dcfraud any bank.

(F. No. 32/3/Vig./CE dated 7.9.1994)
Recommendation (SI. No. 24, Para No..2.147)

The Committce thercfore rccommend that after complction of 30 years
of service or attaining thc age of 50 ycars, thc continuance of officials in
services should bc revicwed in all the banks and pcrsons having doubtful
intcgrity/record should be compulsorily rctired.

Reply of the Government

Rcgulation 19 of Officers Service Regulations (for Public Scctor Banks)
provides that the age of rctirement of an officcr employce shall be
dctermincd by the Board in accordance with the guidclines issucd by the
Govt. from time to time.

Providcd -that the bank may, at its discrction bn rcview by the Special
Committee/Spccial Committces as provided hercin aftcr in sub-rcgulation
(2) retire an officer employce on or at any time after the complction of 30
years of total scrvice as an officer employce or othcrwisc whichever is
earlier.

Further, Regulation 20(1) (a) of the revised Regulation 20 of Officers’

Service Regulations 1979/1982 circulated-to Public Scctor Banks in April,
1992 stipulatcs that subjcct to Regulation 1(B) avhere the Bank is satisficd
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that the performance of an Officer is unsatisfactory or inadequatc or there
is a bonafide suspicion about his intcgrity or his rctcntion in the bank’s
service would be prcjudicial to the interests of the bank, and where it is
not possible or expedicnt to procced against him as per the disciplinary
procedure, the bank may tcrminate his service on giving him thrcc months’
notice or emoluments in licu thereof in accordance with thc guidclines
issucd by the Government from time to time.

(F.No. 3/2/93/Vig./EC dated 7.9.1994)
Recommendation (Sl. No. 25, Para No. 2.149)

The Comniittee recommend that alert and vigilance staff who have foiled
the attcmpted frauds should be rcwarded monctarily suitably alongwith
appreciation lctter/noting in C.R. which should be taken into account at
the time of considcration of promotion.

Reply of the Government

In the context of the above recommendation we fcel that while there can
be appreciation for alert and vigilant staff who foil the attcmptcd fra:g. it
is fclt that it will be in the fitness of things to lcave the issue of moriCtary
reward/issuing of lctters of apprcciation/noting in Confidential Report
(CR) in the case of such cmployecs to the discrction of thc management of
the concerncd banks. It may, therefore not be nccessary to frame any
rulcs/regulations in this rcgard. The banks management may dccide as to
how to show its apprcciation to the concerncd staff depending upon the
sircumstances of each casc.

(F.No. 3/2/93/Vig./EC datced 7.9.1994)
Recommendation (Sl. No. 26, Para No. 2.150)

They also reccommend that RBI should consider the feasibility of having
a special type of forms for use by the staff without mentioning their names
etc. for reporting the frauds/misdceds of higher ups in order to give them
immunity from vindictive action from thc management. All such com-
plaints should be investigatcd by Special task forces to be crcated under
the charge of RBI. Strict watch should bc kept on the sudden change in
life style of bank cmployces as well as thcir antccedents properly verificd
at the time of rccruitment.

Reply of the Government

Govt./RBI takes cognizence of the complaints reccived from any source
against the officials of the banks. The complaints against CMDs/EDs are
investigatcd by RBI through its Rcgional officcs’/by appointing Special
auditors under Scction 30(1B) of B.R. Act, 1949, wherever nccessary.
Many a times the Unions/Associations of thc banks rcport the frauds/
serious irregularitics involving the higher ups. At times the employecs of
thc banks also report such cascs anonymously and there is no possibility of
the management taking vindictive action in such cascs. It is fclt that when
such rcady-made forms arc madc available at branch and othcr level the
facility might bc misuscd.by disgrunt led staff members/members of public.
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Further, the banks have becn advised by RBI to evolve a systcm under
which an employee coming across an irrcgular practice in any operational
areas should be made responsible to report the same to higher authoritics
for remcdial action.

As regards creation of a Spccial Task Force, it may be added that RBI is
alrcady having a Special Investigation Cell which”dcals with the complaints
against the top exccutives of the banks (Viz. EDs/CMDs).

As for the verification of anteccdents of candidates before .appointment
in banks the RBI had issucd necessary instructions in 1972 to the banks.
These instructions were again rcitcrated in August, 1992. Further, in 1982
the banks were adviscd to kecp a watch on such of the staff members who
are having a life style/living beyond the known sources of their income.
The instructions again formed part of RBI's dctailed circular issued in
september, 1991 on vigilance arrangements in banks.

(F.No. 3/2/93/Vig./EC datcd 7.9.1994)

Recommendation [Sl. No. 28, Para No. 3.67 (i)]

A Uniform Intcrnal Audit System with Uniform tcrminology applicable
equally to all thc banks should be evolved.

Reply of the Government

The banks have their own internal audit systcm and they had issued
their own guidclines. At present broad uniformity exists in the banks in
regard to opcration of intcrnal audit. However, minor variations exist,
depending on the orgnisational structure of the banks.

(F.No. 3/2/93/Vig./EC dated 7.9.1994)

Recommendation [Sl. No. 28, Para No. 3.67 (ii)]

The Intcrnal audit should be indepcndent from the management control
for their fair and impartial inspection and rcporting. Thcir reporting should
be at Board level.

Reply of the Government

Kecping in view the need for setting up a machincry which overscas and
provides direction to the internal audit/inspection function in banks in
order to ensure and enhance its effectivencss as a managecment tool. RBI
in April, 1994 have advised all commercial banks to constitutc Audit
Committee of the Board of Directors comprising the Chairman and
Executive Director of the bank and threce other Directors, onc or morc of
such Directors bcing Chartered Accountants or 'having cxpcricnce in
management, finance, accountancy and- audit, systcms, ctc. The arcas
which should rcccive the attention of the Audit Committce of thc Board
shall include the following:—

(a) Diffcrent types of inspections/audits conducted within the bank,
their periodicity and scheduling, coverage and quality to ensure an
effective intcrnal audit function.
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(b) Revicw of the follow-up action on the rcports, particularly of
unsatisfactory branches, spccialised branches and branches classificd by the
bank as Extra Large Branchcs (ELBs)

(c) Compliance with the inspection/audit reports of the RBI and reports
of Statutory Auditors including long form Audit Reports.

(d) Accountability for unsatisfactory compliance of inspection reports,
dclay in compliance and non-rectification of dcficiencics,

(¢) Omissions on the part- of inspecting Officials to detect serious
irrcgularitics (which come to light later.)

(f) Pcriodical review of the accounting policics/systcms in their bank
with a vicw to ensuring grcater transparcncy in the bank’s accounts and
adcquacy of accounting controls. (F.No. 3/2/93/Vig./EC dated 7.9.1994)

Recommendation (Sl. No. 28, Para No. 3.67 (iii)]

Inspcctors/Auditors should be made accountable for not dctecting or
reporting the lapses/deviations from the laid down systems and procedures
noticcd during the course of inspcction/audit.

Reply of the Government

For the purpose of intcrnal audit/inspection the banks have been
adviscd to post staff of sufficient scniority of proven integrity and with
adequate cxposurc to various work areas.

The auditors/inspcctors are requircd to comment upon the irrcgularities/
malpracticcs/omissions/commissions and also non-adhcrence to laid down
systcms and proccdures. It may not be possiblc for auditors/inspectors to
scrutinise each and every transaction in view of thcir multiplicity. How-
ever, if any scrious irrcgularity is dctected by the bank during the period
for which audiVinspection has alrcady bcen donce, the concerned auditors/
inspectors could be asked to explain lapscs on their part and banks advised
to take nccessary action depending upon the scriousncss of the lapses.
(F.No. 3/2/93/Vig./EC dated 7.9.1994)

Recommendation [Sl. No. 28, Para No. 3.67 (iv)]

There should not be overlapping of inspection audit and various types of
audit should be clubbed, and their arcas of opcration should be defined
clearly.

Reply of the Government

Prescntly various types of audit are prevalent in banks, eg. internal
audit, revenuc audit, spot audit, concurrent audit ctc. Besides there is a
provision for statutory audit of banks in thc Banking Rcgulation Act,
1949/Bank Nationalisation Act/State Bank of India Act/State Bank of
India (Associatcs Banks) Act. The scope and purposes of these audits are
diffcrent. For example, revenue audit is meant for uncarthing leakage of
income while concurrent audit is for timely detcction of irregularitics in
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adherence to systems and procedurcs. The scope of cach audit has been
clecarly dcfincd; and a such, the possibility of ovcrlapping of various
audits as far as covcrage is concerned is minimal.

Howecver, the banks have been advised by the Govt. to take ncccssary
action in this arca in thc light of thc aBbve. rccommcndation of the
Estimatcs Committee.

(F.No. 3/2/93/Vig./EC dated 7.9.1994)
Recommendation [SI.No. 28, Para No. 3.67 (vii)]

Supcrvisory Board as announccd in Parliament should be sct up at an
early datc.

Reply of the Government

As a scqucl to the announcecment made by thc Finance Minister in
Parliament on 8th July, 1992, the proccss of sctting up of a Board for
financial Supcrvision undcr the acgis of Rcscrve Bank of India was
started. Rcscrve Bank of India have framed nccessary Regulations. In
terms of the provisions of Rescrve Bank of India Act, previous sanction
of the Central Government to these Rcgulations has also been conveyed.
Reseve Bank of India will now bc be ablc to sct up thc Board for
financial Supcrvision at an carly datc. This Board when sct up would
excrcise intcgratcd supcrvision not mcrcly over the banking systcm but
also over thc financial institutions, non-banking financial intcrmcdiarics
and othcr para-banking financial institutions.

(F.No. 3/2/93/Vig./EC datcd 7.9.1994)
Recommendation (Sl. No. 30, Para No. 3.72)

Whilc the audit by Statutory auditors viz. Chartered Accountants might
continue, there is nccd for Comptroller and auditor Genceral to be closcly
associatcd with the audit of banks. The persistcnt stand of the Govern-
ment that it will violate confidcntiality of rclationship between banks and
customer is not convincing.

Reply of the Government

The audit of public scctor banks is conductcd by outsidc statutory
auditors who are appointed by the banks conccrned with the approval of
RBI. The scction of central statutory auditors is madc by a Committce
viz. Sanding committcc on Bank Audit, which has bcen functioning for
several years. The members of SAC include rcp-resentatives of RBI,
Ministry of finance, C & AG and NABARD. SAC idcntifics the list of
chartercd accountants from a pancl obtained from C&AG.

Rescrve Bank of India in consultation with Government have madc the
following changes in thc audit systcm of various banks for improving the
same:—

(i) It has been decided that the auditors will ordinarily continuc for a
period of four ycars and cven though their formal appointment shall be
on an annual basis, it would be undecrstood that subjcct to the audit firm
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performing its function satisfactory its appointmcnt would automatically
continue upto a maximum period of four ycars.

(ii) The statutory auditors, as a part of their functions, would now be
required to verify compliance of SLR norms under Scction 24 of the
Banking Rcgulation Act on 12 odd days in diffcrcnt months sprcad over
the entire ycar. In addition, auditors are requircd tp rcport directly to RBI
on serious irrcgularitics which require immediate attention.

(iii) RBI have introduced a system of concurrcnt audit in the major
branches of all the commercial banks.

(iv) The Institute of Chartered Accountants or India have, in March,
1994, brought out a sct of working guidclines and principles to be followed
by bank audiors and these guidclines cover the scope of audit.

2. In addition to the above measures which have alrcady been
introduced, the Board for financial Supervision proposcd to be sct up by
the RBI will function with the assistance of the ‘Department of Supervision
dealing with banks, financial institutions, non-banking financial companies
and resource management scrvices. It would also dctermine the criteria for
appointment of auditors, appoint statutory and spccial auditors and assess
cxternal audit performance.

3. The RBI has also takcn nccessary steps for sctting up of an Audit
Committec of the Board of Dircctors (ACB) of all commercial banks for
oversceing the internal audit function in banks. This apex audit committce
will look into differcnt typcs of audit conductcd within the bank, their
periodicity as wcll as quality and follow up action on the rcports rcgarding
performance of unsatisfoctory branches.

4. In thc present procedure, the list of auditors is obtaincd from the
C&AG, whose rcpresentative is also on the'Standing Audit Committee.
Taking note of the changes which have been brought about in the system
of audit in banks, as wcll as the formation of the. Board for Financial
Supervision which has audit follow up as onc of its furctions, Government
are the vicw that the audit system has been improved considerably and the
Board for Financial Supervision would incrcasingly play an important role
in further strengthening of audit.

(F.No. 372/93/Vig./EC dated 7.9.1994)
Recommendation (Sl. No. 31, Para N. 3.73)
There is a nced for greater transparency in the Final Accounts and

Balance Shccts of varius banks. The Final Accounts should give clear
picture and position regarding frauds and bad and doubtful debts.

Reply of the Government

The Committce constituted by RBI to consider Final Accounts of banks
rccommendced the revision of Formats of Balance Shect and Profit amd
Loss Account for the Sakc of uniformity in the prescntation of accounts
and having regard to the nced for disclosure of adcquate information in
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the publishcd accounts. Revised formats have been introduced commenc-
ing from the year ending 31st March 1992. The formats consist of summary
versions of balance sheet and profit & loss account, supported by
schedules. The Committee has also indicatcd the coverage and contents of
the various items in thc balance sheet and profit & loss account and has
prepared necessary guidclines for compiling the final accounts so prepared
by diffcrent banks be on uniform, standardiscd basis. Banks have been
adviscd that in order to bring the truc financial position of banks to
appointed focus and enable uscrs of financial satcments to study and have
a meaningful comparison of their positions, the banks should disclose the
accounting policics regarding key areas of pcrati‘ons at one place alongwith
notes on accounts in their financial statements.

The Committce had recommended for a greater transparency and
accordingly, provisions and contigencies will cppar as a conglomerate item
on the cxpenditure side. (F.No. 3/2/93/Vig./EC datcd 7.9.1994)

Recommendation (Sl. No. 32, Para No. 3.77)

Kecping in view the bencfits a derived from having both the depart-
ments and Vigilance and Inspection & Audit under the hcad, the
Committce suggest that the system may be introduced in all the public
sector banks.

Reply of the Government

It is always dcirable to place both Audit and Inspcction department and
the Vigilance Department under one head. This helps in better coordina-
tion and in obtaining source information for launching vigilance proceed-
ings. Prescntly barring exccptional cases whcre it is not possible for the
CVOs to shouldcer dual responsibilitics due to large volume and pressure of
work such as in case of SBI, the CVOs are cntrustcd with the functions of
inspection and audit Departments. (F.No. 3/2/93/Vig./EC dated 7.9.1994)

Recommendation (S1. No. 38, Para No. 3.80)

RBI should consider the proposal of bringing the overscas branches of
all Indian banks under ~~ umbrella corporation.

Reply of the Government

The question ot rationlising and restructuring the ovcrscas operations of
Indian public scctor banks by setting up a ncw bank to take .over the
existing branches nctwork of the public sector banks was considercd by the
Rescrve Bank -of India. The Narasimham Committce on the Financial
Sector Reforms had inter-alia recommended that besides State Bank of
India, whose overseas opcrations nced to be strengthened, other Indian
banks having a substantial number of branches in major intcrnational
financial centres and centres having strong ethnic Indian presence could set
up one or more subsidiaries abroad. Rcscrve Bank of India after
examination have come to the conclusion that whilc rationalisation of the
overscas branchcs of Indian banks is imperative, the solution does not lie
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in the sctting up of a ncw bank for bringing all thc overseas branches
under an umbrclla corporation. RBI have takcn a number of mcasures in
the last fcw years to strengthen the systems and opcrations of the overscas
branches in the arcas of-

(a) Pcrsonnel policy;

(b) Prudential norms (viz. Singlc borrower and group borrower
lending limits, guidclines for country cxposure limits, purudential
norms in rcgard to mismatches in currencics and open foreign
exchange positions, etc.);

(c) reinforcing internal and supervisory controls (viz. introduction of
detailed teturns to be used by banks as Management Information
System, introduction of review notcs to be submitted by banks to
thcir Boards on problecm credits and large borrower cxposures,
etc.);

(d) promoting co-opcration and consultations amongst our banks
opcrating abroad;

(¢) introduction of the systcm of portfolio inspections of Intcrnational
Divisions in India of banks having ovcrscas opcrations;

(f) closure of non-viable branchcs;

(g) periodical discussions by Reserve Bank with Intcrnational Division
of banks, ctc.

(F. No. 3/2/93/Vig/EC dated 7.9.1994)
Recommendation (Sl. No. 41, Para No. 4.32)

It must be ensurcd that CBI is entrustcd with powers to procccd against
the offcnders under prévcntion of Corruption Act cxpcditiously and there
should bec no lcgal rcquircment to obtain the conscnt of the State
Government in this rcgard. If required, nccessary amcendments in the
rclcvant Law may be cffected.

Reply of the Government

The Central Burcau of Investigation is constitutcd under the Govern-
ment of India, Ministry of Home Affairs Resolution dated the 1st April,
1963. Thc investigation work is done through S.P.E. Wing of the C.B.I.
which dcrives its Police powers from the Dclhi Special Police Establish-
ment Act, 1946 to cnquire and to investigate into ccrtain specificd offences
or classscs of offcnces pertaining to corruption and other kinds of
malpractices involving public servants with a vicw to bringing them to
book. Scction 3 of the Act provides that Central Government may, by
notification in the official gazctte, specify the offences or class of offences
which are to be investigatcd by the Special Policc Establishment.

The Declhi Special Police Establishment Act, 1946 was amended in 1952
to enlarge its scope and to make it possible for the SPE to investigate



45

offences involving employces of statutory corporations and other similar
bodics in the proper administration of which Central Government was
concerncd, particularly from the financial point of view.

The Spccial Police Establishment enjoys with the respective State Police
force concurrent powers of investigation and prosccution under the
Criminal Proccdure Code. However, to avoid duplication of cffort, an
administrative arrangcmcnt has been arrived at with the State Govern-
ments according to which:

(a) cascs which substantially and esscntially concern Central Govern-
ment employces or the affairs of the Central Government, even
though involving ccrtain State Governmcent cmployeces, are to be
investigated by thc S.P.E. The ,Statc Police is, however, kept
informed of such cascs and will render nccessary assistance to the
Special Police Establishment during investigation;

(b) cases which substantially and esscntially involve State Government
employccs or rclate to the affairg.of a State Government, even
though involving certain Ccntral Government cmployces are
investigated by the State police. The SPE'is informed of such
cascs and it extends assistance to the Statc Police during investiga-
tion, if nccessary, When the investigation made by the State
Police authoritics in such cascs involves a Central Government
cmployccs, request for sanction for prosccution of the compctent
authority of thc Ccntral Government will be routed through the
Spccial Policc Establishment.

The question where amendments in the Laws arc required was cxamined
in consultation with Dcpartment of Personncl and Training. Decptt. of
Pcrsonncl have pointcd out that public order and police under the cxisting
scheme of division of powers between the Centre and States under the
Constitution of India arc Statc subjcct (cntrics No. 1 and 2 of the List-II of
the 7th Schedule of the Constitution of India). Under the present scheme
of things, thcrcfore, the investigation of cascs by CBI or by any other
National Agency can procced only with the specific consent of the State
Government concerned. In view of this lcgalconstitutional position the
rcquircment of obtaining conscnt of the Statc Government will nced to
continuc.

(F. No. 3/2/93/Vig/EC datcd 7.9.1994)
‘Recommendation (Sl. No. 43, Para No. 4.39)

Nccessary sanctionpcrmission may be accorded to CBI within a period
of onc month for initiation prosccutionArial in thc courts of Law.

Reply of the Governmemt

Instructions have been issucd to banks to cnsurc that there is no dclay in
issuc of sanction for prosccution and in casc of any diffcrences of opinion
“with CBI thc advisc of CVC should bc obtaincd for rcsolving the
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difference. However, under the Prcvention of Corruption Act the Sanc-
tioning Authority has bcen vasted with absolute discretion in granting on
withholding sanction and if the facts placed bcfore it are not sufficient to
enable it to exercise its discretion properly it may ask for more details
resulting in delay in issue of sanction for prosccution.

(F. No. 3/293/Vig/EC dated 7.9.1994)
Recommendation (Sl. No. 47, Para No. 4 38)

The Police investigations are undue dclaycd and hclp the alleged
offenders to get scot free. There should be a mechanism found out to
gearing. the Police investigation with time bound urgency.

Reply of the Government

Some of the prominent factors responsible for dclay in investigations to
bank fraud cases have been attributed to delay in linking defrauded money
with the transactions and assets raised by the culprits. Time taken for
investigations/verification of documents in foricgn countrics, non-availabi-
lity of original documents particularly relating to forcign branches, dclay in
obtaining expert opinion on questioncd documents duc to non-availability
of experts, shortage of investigating officers those traincd in investigation
in bank fraud cases in State CID as well as CBI, examination of
voluminous documcntslarge number of transactions. CBI have taken
several measures to cut down delays in investigation cases, some of which
are as under:-

(i) A new Cecll, called Bank Securities Cecll has been setup to
investigate frauds in the transactions of Government securities.
This Cell will in future be utiliscd to investigate cases of other
Bank frauds of serious nature.

(ii) The CBI takes the assistance of financial experts viz. senior bank
officers, Chartered Accountants and officers dealing with account-
ing of Government Revenue for examination of complicated fraud
cases.

(iii) Instruction have been issued to furnish documents required by the
investigating agency expeditiously.

It is expected that these measures would impart a sense of urgency to
the investigations by the CBIl/Police.

(F. No. 3/2/93/Vig/EC dated 7.9.1994)



CHAPTER IV

RECOMMENDATIONS IN RESPECT OF WHICH GOVERNMENT’S
REPLIES HAVE NOT BEEN ACCEPTED BY THE COMMITTEE

Recommendation (Sl. No. &, Para No. 1.31)

As the problem of frauds and forgerics in nationalised banks have
assumed serious proportions and the Ministry of Finance/RBI should issue
necessary comprehensive guidclines and ensure their cffective implementa-
tion for prevention of frauds.

Reply of the Government

Reserve Bank of India & Government have always considercd the
growing incidence of frauds in banks as a cause of concern.

It has been the endcavour of the Govt./RBI to prevent recurrcnce of
frauds and forgeries in banks. Circulars/guidclines have been issued from
time to time. In the context of growing incidence of frauds and malpracit-
ces, RBI at the instance of Govenment of India had, sct up a high level
Committee under the Chairmanship of Shri A. Ghosh, the then Deputy
Governor, in 1991 to enquire into various aspccts relating to frauds and
malpractices (hercinafter referred to as Committce on frauds and malprac-
tices). The Committee has highlighted certain critical arcas in the opera-
tional fields of the banks which are prone to frauds and has also
recommended certain precautions to be taken by the banks to avoid
perpetration of frauds. The banks have been advised in August, 1992 to
implement most of these recommendations and report progress in
implementation of the same to the RBI. The progress is being closely
monitored by RBI.

(F. No. 32/3/Vig/EC dated 7.9.1994)
Recommendation Sl. No. 7, Para No. 2.72 (ix)]

Payments against uncleared cheques should not be made as a matter of
policy.
Reply of the Government
The banks generally do not make payments against uncieared cheques as
a matter of policy. However at times the banks allow such payments to

their prime customers. Reserve Bank of Indial had prescribed a number of
safeguards to be followed by the .banks. These are as under:—

(a) The limits against clearing .cheques should be sanctioned only in
respect of prime customers. Even in such cases it should be allowed on a
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temporary basis. The extcnt and the nced for such limits should be
subjectcd to a thorough scrutiny/apraisal, bcforc allowing on a regular
basis and subjccted to pcriodical review.

(b) Drawings should normally be confincd to bank drafts, Govt. chcques
and to a limitcd extent third party cheques in which casc after ascertaining
their market standing and genuincness of the transaction. Drawings against
cheques of allied/sister concerns or other chcques of accommodation
nature should not be pcrmitted.

(c) The Branch Managers should use thcir discrctionary powers in this
regard very sparingly that too in respect of rcspectable customers after
recording it in a scparate rcgistcr such as overdraft passing register. Such
uncleared cffects within the discretionary powcrs/beyond discretionary
powers even if squarcd on the same day should be rcported to the
controlling office for informationtonfirmation. The intcrnal inspectors
should spccifically look into this aspcct and furnish spccific comments. Any
failure on thcir part should be vicwed scriously and suitable action taken
against thcm.

(d) In respect of cases where the limit against unclcared cffects is not
sanctioncd to constitucnts thc banks may afford crcdit to the constituents
accounts for the cheques dcpositcd by them on the same day Reserve
Bank credits the banks’ accounts in sctticment of the clcaring. However,
the banks should cnsurc that withdrawals against such clcaring instrumcnts
should be allowed only after the fate thercof is known i.c., consistent with
the time prescribed by Clearing House for rcturn of the unpaid instru-
ments.

(c) Certain banks havc a practice of issuing Banker’s cheques against
instruments dcposited in clcaring. Banks should stop this practice if still in
voguc.

(f) To prevent misuse of cheque purchase facilitics banks should
introduce a system undcr which two officials’ should be authorised for
purchasc of chcques beyond certain limits.

(g) Any large rcturns should be carcfully watched and reported. The
limits if any sanctioncd to such constitucnts should be cancclicd forthwith.

These -guidclines have again been rcitcrated by RBI in 1992.
(F. No. 3/2/93/Vig./EC dated 7.9.1994)
Recommendation {SI. No. 21, Para No. 2.142(i))

Since CMDs and Exccutives arc the main functionarics of a Bank, any
irrcgularity committcd by them or any complaint rcccived against thcm
should be taken up immediately. If there is prima facie substance in the
complaints, thc conccrned person should be asked to procced on Icave for
fair and spcedy investigation.
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Reply of the Government

Complaints reccived from whatever source against CMDs and Exccutives
of banks arc invariably given due wcightage by RBI and Government and
such complaints are investigatcd through Reserve Bank of India wherever
necessary. In cases where it is considered nccessary in the public interest
or in the intcrest of the banking company or its dcposnors so to do RBI
appoint under provisions of Section 30 (1-B) of the Banking chulatlon
Act, 1949, spccial auditors to investigate such accounts. There is no
provision of suspcnding CMDsEDs. Howcver, when prima facie case of
serious irrcgularitics is cstablished against them the Government which is
the appointing authority terminates his services-prematurcly. Cases involv-
ing irrcgularitics of criminal nature are entrustcd to RBI for investigation/
prosecution.

(F. No. 372/93/Vig./EC dated 7.9.1994)
Recommendation [Sl. No. 21, Pa;n No. 2.14(iv)]

When charges are substantiated, he should not be allowed to resign but
action should be pursucd vigorously and cxemplary punishment given.

Reply of the Government

The complaints rcccived against CMDs and top cxccutives arc investi-
gatcd by Reserve Bank of India whenever considercd necessary. The
scrutiny notes/rcports on misconduct / complaints / irrcgularitics are
examincd thoroughly and the views of Reserve Bank of India arc conveyed
to Government for such action as is considcred by the Government. In
some cascs, the terms of some of the top cxccutives have been tcrminated
before completion of their tcnure by the Government.

Further, scrious complaints of complex nature are investigated by
Policc /C.B.I. and the advice of the CVC is also obtaincd. Once the
charges of scrious irrcgularitics is establishcd against the Chairman/ED
concerncd, his tcnure is tcrminated and if nccessary prosccuted.

(F.No. 3/2/93/Vig/EC dated 7.9.1994)
Recommendation [Sl. No. 21, Para No. 2.142 (v)]

After the malafide has conclusively been proved apart from dismissal,
criminal proccedings should invariably bc initiated.

Reply of the Government

As per the present practice wherever there is case of malafide on the
part of officer /employee a criminal complaint normally is lodged by the
bank against such offcnders. The dccision in this rcgard is takcn by the
bank managcment.

(F.No. 3/2/93/Vig/EC datcd 7.9.1994)



CHAPTER V

RECOMMENDATIONS IN RESPECT OF WHICH FINAL REPLIES
OF GOVERNMENT ARE AWAITED

Recommendation (Sl. No. 6, Para No. 1.36)

Suitablc measures be taken to complete investigations of all cases of
fraud urgently. Report of investigation into cases involving Rs. 100 lakhs
and above referred to in Annexure-II of the Report be furnished to the
Committce within a period of six months.

Reply of the Government

In recommendation No. 1.36, the Estimates Committce have called for
investigation reports in rcspect of 49 cases of major frauds in public sector
banks as listed in Anncxurc-II of the Committee’s rcport. The copies of
the reports of *investigation of the cases rcferred to in Annexure-II
available with the banks have been obtained from the banks. It is observed
that investigation by thc CBI is still continuing in some of the cases. In a
fcw cases, the investigations were conductcd by the bank’s internal
vigilance machinery and in some cases investigations wcre conducted by
the local police. There are also cases where frauds have occurred in
overscas branches of public sector banks where investigations were
conductcd abroad by the investigation agency of the country concerned.

The investigation reports of CBI and others arc confidential in
nature. . . . . The matter has been considercd in the Banking Division. It
is fclt that since the investigation reports arc confidcential documents
containing logical interfcrences drawn from evidence on record collected
by the investigating agency and forms the basis of'the dccision to send the
accused persons on trial, disclosure of the contcnts of the rcport would not
only adverscly affect the trial of the criminal case but also civil suits filed
by the banks for recovery of ducs pertaining to the case in question.
(F.No. 3/2/93/Vig/EC dated 29.12.1994)

Recommendation [Sl. No. 7, Para No. 2.72(i)}

Since fraudulent withdrawal through opcning of fictitious accounts is
prevalcnt, the Committec rccommend that “Introduction” for opening of
the account in person should be made mandatory/ compulsory. Indcpen-
dent confirmation of addresses of account holders in all cascs and not only
in doubtful cases should be done.
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Reply of the Government

RBI has becen emphasising the need for obtaining proper introduction
while opcning new dcposit accounts. Detailcd guidclines in this regard
were issucd in Fcbruary, 1981. The instructions/ guidclines rcgarding
opening and conduct of dcposit accounts werc again brought to the notice
of the banks by RBI on 18th November, 1993. RBI has also adviscd all the
banks (except RRBs) to introduce, with effect from 1st January, 1994, the
practice of obtaining photograph A of depositor 4, account holder & who
are authorised to operate such new opcrative accounts in addition to
obtaining ‘Introduction’ from the cxisting ‘account holders.

RBI has been advised by the Govt. to consider issuing instructions to
banks for implementing the reccommendations of the Estimates Committee
that indepcndent confirmation of addresscs of account holders in all cases
should be done. (F.No. 3/2/93/Vig/EC dated 7.9.1994)

Recommendation (Sl. No. 17, Para No. 2.94)

Any tampering with stocks hypothecated to the banks should be made a
cognizable offcnce.

Reply of the Government

The issuc of making suitable amendments to the IPC in this rcgard has
bcen taken up with the Ministry of Home Affairs who have adviscd that
this proposal has becn cxamined in consultation with Department of Legal
Affairs. Ministry of Home Affairs is considcring ccrtain other important
proposals for amcndments to the I.P.C. Sincc it may not be possible to
dclink only the amendmcent to the I.P.C. for thc purpose of making
diversion of stocks hypothccatcd to banks as cognizable offence, the
Ministry of Home Affairs have assurcd to cxpedite the process of
comprehensive amcndments to the I.P.C. including thc one rclating to
fraudulent disposal of goods hypothccated to banks. (F.No. 3/2/93/
Vig./EC dated 7 9.1994)

Recommendation (Sl. No. 44, Para No. 4.35)

As thcre arc unusual dclays in the Courts of Law in deciding the cases
of bank frauds due to hcavy burdens/pendency which in many Courts
remain pending for more than 10 ycars, Special Courts / Tribunals should
be sct up to investigatc cconomic offcnces. Any dclay in awarding
punishment to the guilty persons will dilute the intensity of crime and the
very purposc for which action is initiatcd would be lost. Morcover the
dclay causcs disappcarance of the sccuritics charged on the banks or there
is considcrable decvaluation of such sccuritics.
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Reply of the Government

The issue of setting up special courts and to bring about Icgislative
measures for immediate confiscation/frcezing of assets, execution of
decrces against delinquent borrowers / staff members is under examination
by RBI and Government of India. (F.No. 3/2/93/Vig./EC dated
7.9.1994)

Recommendation (Sl. No. 46, Para No. 4.37)

The Tribunal may be empowered to confiscate / frccze immediatcly the
asscts of cconomic offenders including bank employces involved in frauds/
misappropriation / embczzlement. For this purpose, nccessary amendment
in the relevant Act/Law may be made.

Reply of the Government

This recommendation was also considercd by the Committee on frauds
and malpractices in banks. Jt has bcen mcntioned therein that after
detection of frauds, thc lcgal process even for criminal suits consumes lot
of time before punishment is awarded to thc miscrcants. The very purpose
of quickly bringing the culprits to book which will have dcmonstration
effcct on socicty is thus lost. The Committce had, therefore, emphasised
need for special courts at all major centres for hcaring bank cases. The
legal process should also be made more simplificd for immediate confisca-
tion/freczing -of asscts, exccution of decrec against the delinquent borrow-
ers/staff mcmbers. This rccommendation of thc Committee is under

consideration of RBI and Government. (F.No. 3/2/93/Vig./EC dated
7.9.1994)

NEew Devir; DR. KRUPASINDHU BHOI,

21, April, 1995 Chairman,

Estimates Committee.

Vaisakha, 1917 (Saka)



APPENDIX I

Confidential
MINUTES OF SITTING OF THE ESTIMATES COMMITTEE
(1994-95)
16th SITTING

The Committee sat on Wednesday, the 19th April, 1995 from 1100
hours to 1200 hours.

PRESENT
Sari Bhupinder Singh Hooda—In the Chair
MEMBERS
2. Shri B. Akber Pasha
3. Dr. Parshuram Gangwar
4. Shri Imchalemba
5. Shri Barclal Jatav
6. Shri Suraj Mandal
7. Shri Kabindra Purkayastha
8. Shri K.P. Rcddaiah Yadav
9. Shri Rajnath Sonker Shastri
10. Shri K.D. Sultanpuri
11. Shri Lacta Umbrey
SECRETARIAT
1. Shri K.L. Narang — Dcputy Sccrctary
2. Shri Raj Shckhar Sharma  — Under Sccretary
. Shri S.B. Arora — Committec Officer

2. The Committec in the abscence of the Chairman chose Shri Bhu-
pinder Singh Hooda, to act as Chairman for that sitting under Rule
258(3) of the Rules of Proccdurc and Conduct of Busincss in Lok
Sabha.

3. The Committce considered the draft Rcport on action taken by
thc Government on the rccommendations containcd in the 34th Report
of the Estimatcs Commitice (10th Lok Sabha) on the Ministry of
Finance (Dcpartment of Economic Affairs)—Prcvention of Frauds in
Nationaliscd Banks and adopted it.

4. XX XX XX XX

S. The Committce authoriscd the Chairman to finalise thc above
draft Rcport in the light of factual verification rcccived from the
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respective Ministrics and also to make vcrbal and other consequential
changes thercin and present the same to Lok Sabha.

The Committee then adjourned.



APPENDIX II

(Vide introduction of the Rcport)

Analysis of Action Taken by Government on the 34th Rcport of Estimates
Committece (Tenth Lok Sabha)

L
IL

III.

Total number of Recommendations

Recommendations which have been accepted by
Government.

(SL. Nos. 2 to 5, 7(ii to iv, vi & vii). 8, 9, 10(i to
v), 11(i to iv), 12, 13, 14 (i to v, vii to x) 15, 16,
19 (i & ii), 20(ii, v to vii), 21(ii, vi & vii), 22, 23,
27, 28(v, vi & viii), 29, 33 to 37, 39, 40, 42, 45, &
48)

Total
Pcrcentage

Recommendations which the Committce do not
desire to pursue in view of Government'’s replics.

(SI. Nos. 7(v & viii), 14(vi), 18, 19(iii), 20(i, iii &
iv), 21(iii & viii), 24 to 26, 28(i to iv & vii), 30 31,
32, 38, 41, 43 & 47)

Total
Percentage

Recommendations in respect of which Govern-
ment’s replies have not bcen acccpted by the
Committee.

[Sl. Nos. 1, 7(ix), 21(i, iv & v)]
Total
Percentage

Recommcendations in respect of which final replie
of Government are still awaited.

(SI. Nos. 6, 7 (i), 17, 44 and 46)
Total

Percentage

55

94

59
62.76%

25
26.60%

5.32%

5.32%
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