In this issue

Croait Monitoring in Banks

Impact of Irformation Techaslogy
in indian Bankeng Industry
Clearing the Dwgital BLUR™

for the Banking Incuatry

Explorng impact of GS5T on
Cars and Two Whealemn

All about LOU and Niray
Modi Fraud with PNB

| A setifind customes s Sank's
ambassador. Indlan banking
wctor grow A B% in the last
facal, whereas Karmalaka
Bank reguiteced an annual
$rowth rate of 17 82%,

Mahabaleshwara MS
MD and CED, Kamataka Back

The Uters Calbiowt’s deciien o
allew the goverament te
o iute (he eotre | I towasth

Post GST and demonetiza-
tion implementation, Indla |
can now propel itsell into
a highet growth trajectory. |

Arvind Subramanian
Chie! Economic Advser | Momivier of State o) for Finance

.




ALLABOUTLOU
AND NIRRV
MODI FRAUD
WITHPNB

nthe moming of 5t. Valentine's Day when many

young Indians were preparing to exchange roses

amnd presents, a horror was unfolding at Punjab

National Bank (PNEB], the nation's second largest
lender. On 14 February, 2018, PNBE informed the stock
exchanges that it had detected a fraud of ¥1.8 billion
(around Rsl1, 400 crore), shaking the financial community
amd the nation at large. In 2011, it began with a much
smaller amount with a single letter of undertaking [LOU)
worth around Rs.800 crore.

Modus operandi

PME frawd surfaced after one of the key accused bamnk
afficials retired. When Nirav Modi's executives came calling
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for a letter of undertaking or LOU for renewing a foreign
currency loam, the new official in charge demanded the
mandatory collateral. He told them that mo record of
approval of ksuance of any LOU was available at the branch.
Modl's executives inssted they had never given caollateral
before. This raised ared flag at the bank.

All about LOU

Aocustomer of an indian bankimports goods. He has to make
payment in Foreign Currency. He may raise a loan in Indian
Rupees at high rate of interest [12-15% p.a) and convert
this amount to forelgn currency to pay for im port. He prefers
to raise a short-term foreign currency loan in a foreign
country to pay for imports at much cheaper rate of interest
{2 - 5% p. a). He approaches the foreign exchange
department of his bank and asks for issue of a Letter of
Undertaking (also known as Letter of Comfort) in favar of a
fareign bank, normally a branch of an Indian bank overseas
who agrees to lend him basedon LOU | a commitment like
a bank guarantes).

I returm, the bank would ask him for a collateral inthe form
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