
 
 
 
 
 
 
 
 
 
 

 
 
 
 

Ref: GS//2018 LTR 05                                                                                          Feb 16, 2018 

 
PNB’s 11400.00 crores fraud: 

 
Dear friends, 
 
Many of our members called me to know the Modus operandi of unfortunate fraud committed by a 
businessman on the Bank. 
 
It is branded as the biggest fraud committed against the Indian PSB  ever and it has happened during 
the time when we are all trying to bail out the ailing banking sector which further demoralizes the 
committed work force. 
 
System is attempting to point the needle of suspicion on a small time officer and we  await to know 
truth as the normal prudence does not allow to believe this allegation. 
 
Some of other available information also are equally disturbing that 
 

1. PMO was informed about this in July 2016 itself but they decided to refer to ROC or Dept. Of 
company affairs. 
 

2. Bank lodged the complaint in 29th Jan 2018 itself but it is surfaced on Feb 14th or 15th Feb 
only. 
 

3. Mr Nirav Modi could not be traced but now reportedly traced in Newyork. 
 

4. PNB is directed to bear the entire loss. 
 
We the Bankers at the field level are keeping our fingers crossed. 
 
Nevertheless, I made a small attempt to narrate the possible methods adopted in committing this 
fraud. 
 
The fraud has happened with connivance of PNB’s staff working in the branch’s forex department 
who is having access to the SWIFT package, with outsiders. The transactions were LOU/LOC based 
transactions, ie Letter of undertaking or Letter of comfort. LOU/LOC is a comfort letter issued by 

 



Indian Banker in favour of importer in India to avail Buyer’s credit or loan from Banks abroad to pay 
the overseas exporter or supplier of goods.  
 
 
Steps involved in import transactions: 
 

1. Importer in India approach Banks in India for issuance of FLC (with credit period/Usance or 
without credit period) to import certain goods. The FLC is sent to the Bank abroad through 
SWIFT messages.  
 

2. Importer take delivery of goods from Customs authority in India,  by giving acceptance to the 
FLC issuing Banks, to make payment on the due date of bills submitted by the Banks in 
abroad on behalf of the overseas exporter/supplier.  
 

3. On due date of bills, the importer may approach the FLC issuing Indian Bank to arrange for 
buyer’s credit or they can arrange buyer’s credit from Banks in abroad to pay the import 
payment to the overseas supplier, to get more time to make payment to the bills against FLC 
since the funds are available from Banks abroad at cheaper rate in foreign currency.  
 

4. LOC/LOU is one type of guarantee / undertaking messages to repay the buyer’s credit 
extended by the bank abroad, on due date, even if the importer fails to make payment to us. 
It is commitment on the part of LOU/LOC issuing Bank. The message is sent through SWIFT.  
 

5. Basing on our LOU/LOC, banks abroad will credit our NOSTRO account and in turn the 
amount can be used to clear the FLC outstanding. Further exposure to the Indian importer 
towards buyer’s credit to be created in CBS system since our exposure to the Indian 
importer continues.  
 

6. For the above transactions suitable credit limits to be fixed by appropriate authority. 
 
In the instant case the LOU/LOC was issued on behalf of the Indian importer without opening FLC 
with the Bank, ie in CBS system. Only undertaking messages (LOC/LOU) were sent to banks abroad 
through SWIFT by the PNB officials without any specific sanction for the same. In SWIFT system non 
financials messages can be sent without linking to CBS system of the Bank.  
 
Banks abroad extend Buyer’s credit to the Banks in India (FLC opening Bank) based on LOU/LOC. In 
this case no FLC was opened. The proceeds of buyer’s credit were misused by the PNB official’s in 
connivance with the customer to make payment to the imports or credit to their operative accounts 
(no clarity on final utilization of funds in the public media). LOU/LOC can be rolled over by the issuing 
Bank at the request of the customer.  
 
As per RBI guidelines, Period of FLC and period of LOC/LOU, put together should not exceed the 
operating cycle of the activity or 360 days at the maximum. In this case it seems that the same has 
not been followed and roll over was permitted without following norms as well as furnishing fake 
import bill details to avoid detection by the bank abroad. All LOU/LOC issued without any base 
documents for import as per public media report.  
 
The FLC issued in CBS system automatically flows to SWIFT system. However, in the SWIFT, the 
messages can be modified or edited. Here the PNB staff has reportedly done changes in SWIFT 
message by changing the amount etc while issuing FLC also as reported in the public media.  
 



Dear members, it is a lesson to all of us and we shall engage all our prudence to save the Banks as 
we are the custodians of PUBLIC MONEY AND PUBLIC CONFIDENCE. 
 
 
 
MANIMARAN G V 
General Secretary 

 
 


