          Reserve Bank of India action on Banks

January 13, 2006

Bharat Overseas Bank, Vijaya Bank and certain other banks. The detailed scrutiny by the Reserve Bank revealed that the funding of IPOs through multiple accounts was being followed by Bharat Overseas Bank and this covered funding of several other IPOs, Infrastructure Development Finance Company (IDFC) being one of them. 
Misuse of IPO finance- Penal action taken

The Reserve Bank of India in exercise of powers vested in it under the provisions of Section 47 A (1)(b) of the Banking Regulation Act, 1949 imposed monetary penalties on seven scheduled commercial banks for violation of RBI regulations on Know Your Customer (KYC) norms, for breach of prudent banking practices and facilitating misuse of IPO finance to  ineligible borrowers.  

The RBI had issued show cause notices to all these banks. In response thereto banks had submitted their written responses and the CEOs had also sought personal hearing with the RBI, which was granted. On careful examination of banks' submission, the RBI has come to a conclusive decision that the aforesaid violations were substantiated and accordingly the monetary penalties are imposed.

                      Bharat Overseas Bank Ltd.,

the bank had committed the following irregularities

(i) Extending IPO finance to fictitious/benami individuals without

appropriate due diligence to establish their identity or existence.

(ii) Apart from providing intra day funding of margin money to brokers, the

bank had extended huge amounts to a group of accounts through

these fictitious/benami individuals in violation of RBI directive on limits

on funding of IPOs, (which specified, inter-alia, a limit of Rs.10 lakh per

individual).

(iii) The internal control system has failed to arrest the above irregularities.

It also did not act upon the alerts emanated from the internal audit.

(iv) Collection of account payee cheques of various individuals who are not

the customers of the bank, besides crediting the proceeds of the

refund orders to accounts other than the accounts of the payees.

3. In view of the above, the Reserve Bank of India has imposed a penalty of Rs.20.00 lakh (Rupees twenty lakh only) on the bank.
                          Citi Bank

After examining the bank's reply and your oral submission on January 21, 2006,
The Reserve Bank of India held, inter-alia, that the bank had violated RBI

guidelines/directives/instructions 
1.relating to monitoring of suspicious transactions, adherence to KYC norms 
2. Issue of large number of cheque leaves not in consonance with the status       of the account holder.

In view of the above, the Reserve Bank of India has imposed a penalty of Rs.5.00 lakh
                            HDFC Bank Ltd.

guidelines/directives/instructions 

1.relating to opening of deposit accounts

2. failure of monitoring of transactions for adherence to KYC norms and failure of internal controls.

In view of the above, the Reserve Bank of India has imposed a penalty of Rs.5.00 lakh (Rupees five lakh only) on the bank.
                            ICICI Bank Ltd.

the bank had violated RBI guidelines/directives/instructions relating to 
opening of accounts
monitoring of transactions for adherence to KYC norms,

there was failure of internal control and

acceptance of account payee cheques across the counter without proper authorization.

 In view of the above, the Reserve Bank of India has imposed a penalty of Rs.5.00 lakh (Rupees five lakh only) on the bank.
                            Indian Overseas Bank,

the bank had violated RBI guidelines / directives/instructions in regard to the following aspects.

a) Opening multiple accounts without adhering to KYC norms.

b) Facilitating manipulation of IPO process by certain group of individuals by

extending IPO finance to various fictitious individuals.

c) Failing to monitor the unusual and suspicious transactions in the account 

the failure of internal controls in monitoring the non-compliance with KYC

policies/ procedures

In view of the above, the Reserve Bank of India has imposed a penalty of Rs.15.00 lakh (Rupees fifteen lakh only) on the bank.
                          Standard Chartered Bank,

the bank had violated the RBI guidelines/directives/instructions relating to
KYC norms,

 failed to verify the end use of funds in respect of loans granted against shares to a number of individuals.

 In view of the above, the Reserve Bank of India has imposed a penalty of Rs.5.00 lakh (Rupees five lakh only) on the bank.
                                   Vijaya Bank,

the bank had violated following RBI guidelines /directives/instructions.

a) Opening multiple accounts without adherence to KYC norms

b) Failing to monitor large value transactions

c) Failure of internal control to check the irregularities in KYC compliance and

monitoring of transactions in the deposit accounts.

a ) .

In view of the above, the Reserve Bank of India has imposed a penalty of Rs.10.00 lakh (Rupees ten lakh only) on the bank.
