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        February 10, 2006

DEMAT SCAM – IPO FUNDING WITHOUT BANK A/CS. – RBI

Banks have processed applications for IPO, Public Issue and financed them without opening Bank accounts, charged Dr. Kirit Somaiya, Ex MP & President, Investors’ Grievances Forum.  It is understood that the Banks like Bharat Overseas Bank have financed and processed thousands of such bogus, fictitious share applications of the Panchals and Karvy without having any Bank and Demat accounts.  IGF today published document of Reserve Bank’s findings on the Demat Scam.

Reserve Bank, in its findings, has stated that 

· Certain brokers with the help of DP provider, opened 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 the names of fictitious persons.

· Some banks IPO funding was done directly without opening individual SB/loan accounts, some Banks’ IPO funding was done in few SB accounts by adding multiple names.

· The margin money was brought in by the brokers from various accounts maintained at other banks, proceeds of refund orders of earlier issues.

· In large number of cases, individual loans of Rs.20 lakh were provided to innumerable current account holders without observing the KYC/AML guidelines.

· The banks also opened current/overdraft/SB accounts/multiple accounts in some names without strictly observing the KYC/AML guidelines and also facilitated in these accounts large value and large number of transactions.

· In several stages, the associates of the DP provider had requested the banks to credit the proceeds of individual account payee refund orders into the account of brokers directly without routing through individual accounts.  The banks not only did not get alerted to the possibility of suspicious nature of these transactions but actually complied with the same without raising any questions/enquiring into the reasons and ignored the norms/prudent banking practices and thus facilitated the modus operandi adopted by the concerned parties.

Dr. Somaiya once again stated that the Demat Scam has taken place due to the Syndicate and mili Bhagat of “the Panchals, the broker, Karvy, the DP and the Banker”.  IGF once again reiterated strong and quick action, filing criminal cases against the banker, Karvy, the DP, the Panchals and the brokers.

IGF welcomes RBI directives to the Banks to follow, screen, scrutinize, investigate and get audited the last three years’ IPO funding.
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