Demat Scam : RBI Directives to the Banks

January 5, 2008
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In view of the recent media reports on the misuss of the IPO process by cartain
individuals / entities and reports recelved in this regard from SEB!, the Reserve
Bank of indig took up detailed investigaiions al some of the banks to ssceartain
the modus operandi adopted by different partiss in manipulsting the system. The
investigations revealiad that

¢« Cariain brokers with the help of DP provider, approached banks for
opening of multiple accounts in the names of purported applicants and
also requested banks to fund the IPOs In respect of various DEMAT
holders which were in ths namae of fictitious persons,

e While at some banks PO funding was done directly without opening
individua! SBiloan accounts, st others, the iPO funding was doné in
few SB accounts by adding multiple names.

« The margin money was brought in by the brokers from various
acocounts meintsined at other banks, proceeds of refund orders of
eariier 1ssues.
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« [n large number of cases individual lcans of Rs.20 lakh were provided
to innumergble cument account holders without cbserving the
KYC/AML guidslings.

» The banks also opened cummentoverdraft/SB accounts / muitiple
accounts in same names without strictly cbserving the KYC/AML
guidelines and aiso faclitated in these accounts largs value and large
number of transactions incommaensurats with purpose and size of the
account opsnad / limit sancticned.

» Failure on pant of the banks o asceripin / anguire InD 350N for e
large volume, frequency and value of tha transactions disproportionate
to the pize of the accounts and / or sanchionsd imnit faciiitatad the
manipulation of the system, chacks and balances by the involved DP
providers / brokers / individusals.

+ |n several stagas, the agsociates of the DP provider had requestad the
barks io cregit the procesds of individus! account payoe refund orders
inte the account of brokers diractly without muting through Rdividusl
accounts. The banks not only did not get sleriad to the possibiiity of
suspicious naturs of these transactions but acwally complisd with the
same without ralsing any guestions [ snguirng Into the reasons and
ignored the nomea! / prudent benking practices and thus facliitaled the
modus operand! sdopted by the concemed parties.

In view of the foregoing, vou are eguested (o Immedistely teke a review of the
IFO funding provided by the bank in last thres vears ang investigais the rols of
any of the Regisirar, DP providers, brokers or Individuals for obtaining bank funds
by devicus methads for comerning the retall portion of the primary issues, In this
connecticn, vou mey also ascartain that the RB! directions, Instructions and
guidalines with regard to adherence o KYC/AML nomms, Advances ageinst
snares and PO funding as siso e bank's intemal conirol mechanlsms have
besn compiled with In lefter and spirit snd not disregarded at any stage. A report
in this regard may be put before the bank's Audit Commitiee in its next meeting

and also forwerded o HEi af e sarfisgt, J
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The chief compilance officer of the bank may coordinats/ oversee the
investigation. Any inconsistencias observed in tha report during subssquant RBI
inspection / investigations in this regand will be viewsd very seriously.

Yours faithfully,
- -

{G.Gopalakrishna)
Chief General Manager-in-Charge
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