RAJYA SABHA (16 May, 2002]

replies in respect of Chapter V of the 8" Action Taken Repart (Thitteenth
Lok Sabha) on 1* Report (Thirteenth Lok Sabha} on ‘Demands for Grants
2000-2001 of the Ministry of Railways.’

REPORTS OF STANDING COMMITTEE ON FINANCE

DR. T. SUBBARAMI REDDY (Andhwa Pradesh) : Sir, | lay on the
Table a copy (in English ang Hindi) of the Thirty-second Report of the
Standing Committea on Finance (Thirteenth Lok Sabha) on Action taken by
the Government on the recommendations contained in the Fourteenth
Report of the Committee on Demands for Grants {2001-2002) of the
Ministry of Finance {Department of Revenue).

REPORT QOF THE COMMITTEE ON EMPOWERMENT OF WOMEN
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CALLING ATTENTION TO MATTER OF URGENT PUBLIC IMPORTANCE
Securities Scam In Co - Operative Banks
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THE MINISTER OF FINANGE (SHRI YASHWANT SINHA):  Mr.
Chairman, Sir, as per the information available with the Reserve Bank of
India, ssven Cooperative Banks in Maharashira had entered into
transactions in. Government securities and the amount involved are:

Nagpur DCCB -- Rs.153.04 croves; Wardha DCCB -- Rs. 25 crores,
Osmanabad DCCB -- Rs.28.99 crores, Sadguru Jdanglj Maharaj UCB -- Rs.40
croras, Amravati Pecples Cooperative UCB -- Rs.9.50 crores, Swamayug
UCB -- Rs.5.79 crores and Raghuvanshi UCB -- Rs.5.40 crores.

The banks paid the amounts to the brokers purportedly for
acquiring Government securittes, but no such securities were acquired or
delivered.
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The transactions involved M/s Home Trade Ltd. and four other
brokers, viz. Indramani Merchant Ltd. Kolkata, Syndicate Management
Services Ltd., Ahmedabad, Giltedge Management Serviges Ltd., Mumbai,
and Century Dealers P. Ltd., Mumbai.

RBI has taid down detailed guidelines under which ali transactions
in Government securities are 1o be underigken only through SGIL account
where available but in most of these banks, despile their. having an
SGl/constituent SGL account, transactions have been undertaken in the
physical mode and the physical delivery of the securities have not been
taken. RBI guidelines further stipulate that the banks may undertake
securities transactioms among themselves or with non-bank clients only
through members of NSE, OTCE! and BSE. In the above-mentionsd
transactions, however, none of these brokers were members of debt market
segment of any of the exchanges. The transactions were continued to be
undertaken despite no security being delivered in physical or scripless form.
The payments were made directly to the brokers who acted as counter
parties in these transactions.

There has been no failure on the part of the regulators as alieged.
Detailed guidelines have been laid down by the regulators and the violations
were detected during Inspection and Surveillance and prompt action taken.
These transactions had come to the light in course of regular statutory
inspections of Nagpur and Osmanabad DCCBs by National Bank for
Agriculture and Rural Development (NABARD) and as a follow up on off-site
surveillance/market intelligence reports over urban cooperative banks by R8I,
These transactions were manifestly fraudulent transactions and do not reflect
in any way on adequacy of requlatory guidelines, Further scrutiny revealed
absence of any investment policy as per RBl guidelines, non-existence of
concurrent audit/internal inspection system, lack of trained staff and
complete failure of the management, especially the board of directors, In
contraliing, guiding and monitoring the affairs of the bank and failure to
comply with the RBI guidelines. In view of the manifest fraudulent
transactions in violation of its guidetine and to forestall any further uamage
by the existing board of directors, RBI sought supersassion of the board of
directors of Nagpur, Osmanabad and Wardha DCCBs and Sadguru Jangali
Maharaj and Armravati UCBs under section 110 A(ii) of the ..\aharashtra Co-
operative Societies Act, 1960. The board of directors of these banks, who
were elected by its members but had failed in discharging their duties, have
since been syperseded. RBl has also asked the Registrar of Cooperative
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Societies of Maharashtra to conduct spscial audit of investment transactions
of cooperative banks. Meanwhile, Government of Maharashtra has filed
criminal complaints against the brokers/Chairmen of these five co-operative
banks. SEBI has also issued order under section 11 and 118 of SEBI Act,
1992 debarring M/s Home Trade Ltd. from dealing in securities.
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MR. CHAIRMAN: Mr. Sanjay Nirupam, there are a number of
Members who want to speak. You should put pointed guestions so that
they can also be covered.

SHRI SANJAY NIRUPAM: Sir, | will try my best to put pointed
questions.

MR. CHAIRMAN: It will be easier for the Minister also to reply.
And all the Members who want to speak can also be coversd. No
background need be given. He knows the background, you know the
background and Members know the background.
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SHRI PRAFUL PATEL: He is mantioning the narme of my party and
leaders. ...(Interruptions;...

MR. CHAIRMAN: | will give you a chance ...{Interruptions)...

SHRI PRAFIL PATEL  When he is making certain allegations
against them, | cannot keep quiet. ...(interruptions)...
MR. CHAIRMAN: You will get an opportunity. ...{finterruptions)...
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Expunged as ordered by the Char.
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MR. CHAIRMAN: | will give you a chance. ..({Interruptions)... | will
give you a chance. ...(Interruptions)...

SHRt PRAFUL PATEL: | will speak, Sir. But he should stop
speaking like this. ...(Interruptions)... He should not mention the name of my
perty and my leaders. What is he informing the House?

MR. CHAIRMAN: | will give you a chance. ...(finterruptions)...

SHRI PRAFUL PATEL: What is he informing the House?
...finterruptions)...

MR. CHAIRMAN: | will give you a chance.

SHRI PRAFUL PATEL: Sir, | appreciate that. But he should also
refrain from mentioning the name of my party and people. We all want a
prcbe into the scam. | am also for a CBl probe, as he is. Be he should
not do like this.
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MR. CHAIRMAN: Hon. Member, you have to put questions to the
Minister. There should not be any mutual incrimination. There should not
be any mutual charging. You should not charge each other, You have to
put specific questions and the Minister would answer those questions.
(interruptions)... 1 will permit you. But let the discussion go on smoothly.

SHRI PRAFUL PATEL: Sir, | appreciate it. But he should also be
restrained from making such allegations. He is talking of a Board meeting.
Does he know who was there at the meeting? He said, "In the Maharashtra
State Cooperative Board meeting Sanjay Aggarwal was produced 10 make a
representation to the Board.” How does he know it? ...fInterruptions)...

MR. CHAIRMAN: | cannot say anything. You wil be given a
chance to speak. Then you can reply to all the charges he is making and
answer the questions which he is putting to the Minister. Let us not charge
each other in the House.

SHRI NILOTPAL BASU (West Bengal): Sir,  would like to make a
request to the hon. Members. Some of us are also slated to speak on this
issus. There are going to be very serious repercussions of what has
happened. There has been a regulatory failure also. A lot of things have
been done. A lot of money deposited by the people in the cooperative
banks and a lot of money of the workers which was kept in the Provident
Fund has gone into the scam and has vanished. It is not proper on our
part to behave in a manner in which we are behaving by making allegations
and counter-allegations. There are a iot of systemic aspects. We should
discuss it along those lines.

MR. CHAIRMAN: Mr, Nirupam, kindly put spacific questions.
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Members should use discretion while speaking.
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SHRI PRAFUL PATEL: He is quoting certain things which are not
relevant. Sir, there is no scam in the Maharashtra Cooperative Bank. Hse is
misleading the House. ...finterruptions)...

SHRI*SANJAY NIRUPAM: Sir, how can ha challenge me? | am
giving this information.

SHRI PRAFUL PATEL: He should place the facis on the Table of
the House. ...{Interruptions)...

SHRI SANJAY NIRUPAM: | am going to ptace the facts on. the
Table of the House.

SHRI PRAFUL PATEL: Sir, let him first authenticate these things.
if he is willing to authenticate it, 1 will keep qulet. ...(frterruptions)...

SHRI SANJAY NIRUPAM: Sir, | never say anything which is nat
authenticated. Flease try to understand it.

* Expungad as orderad by the Chair.
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SHRI PRAFUL PATEL: And you will authenticate it; right?

SHRI SANJAY NIRUPAM: | told you, | am going to authenticate
this information.
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MR. CHAIRMAN: Maernbers should seek clarifications rather than
make allegations...(interruptions)...

SHRI PRAFUL PATEL: Unnecessarily, he has gone from one to the
other. | can also allege that the State Bank of India is doihg this; the Bank
of Baroda is dcing that and so on. Sir, he has to speak on the subject of
the Calling-Attention Motion. He cannot raise any other issue
...(Irterruptions)...

MR. CHAIBMAN: Mr. Nirupam, i toid you to be brief.
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SHRI PRAFUL PATEL: Sir, is he authenticating all that he is
saying?

SHRI SANJAY NIRUPAM: Yes, Sir. afsT 9% ©% ¥ o9 wgav at
TAM™ dfore (.. (agFarE)..
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SHRI PRANAB MUKHERJEE (West Bengal): Sir, | am on a point of
order. This Motion has been admitted under rule 180, as per which the
Minister has made a statement. Now, the Members are entitled to seek
clarifications on the basis of the statement of the hon. Minister. No new

issue, no new organisation, can be brought within the purview of this
discussion...

MR. CHAIRMAN: Yes, you are right.

SHRI PRANAB MUKHERJEE: [f the Member wants to have a
discussion on any new organisation, or any new issue, he can do so by
bringing it separately. But, so far as the clarifications are concerned, these
must be confined to the statement which the hon. Minister has made in
response to the Calling-Attention Motion.

MR. CHAIRMAN: What he is saying is right. Mr. Nirupam, you
should only seek clarifications. It is not a discussion, but it is a Calling-
Attention Motion on a certain subject. And, before reading the document,
you had not taken permission, and you have not authenticated it. You
confine vourself only to clarifications on the basis of the statement of the
hon. Minister and nothing else..finterruptions)...

SHRI PRAFUL PATEL: What he has said should ba expunged from
the record.
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sft wmufy : ¥@rn af &, you have to seek only clarifications; no
explanation, but clarifications on the statement. !t is not a debate where
you take point-wise and speak.
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* Expunged as ordered by the Chair.
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MR. CHAIRMAN: It is not a general debate. You have to seek
clarifications. not give suggestions.
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MR. CHAIRMAN: Yoy have spoken for 22 minutes.. {nterruptions)...
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MB. CHAIRMAN: Now, you should wind up...{nterruptions)...You
have to only seek clarifications, because Calling Attention Motion is not a
debate.
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MR. CHAIRMAN: Mgreover, each Member should take five minutes
for seeking clarifications so that the Minister can also respond to those
clarifications.
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FE TuY FE A, mm#mﬁim&tmwﬁmmm%?dﬁﬁs

TS o of AR ST v afvd crewr Ruife aor 8w, faege 99 v @
FerT-arer werret & MiRide b ¥ AW oft gE R § 1 Fe R oo weermit
¥ 4 gg Tt I T ErEer Ay W R aeE ¥ 1 A.ad. ' o IER
H go1 ey Ny T T B Few & 1 W AEEE Y 3 W A S 9T |
T v & Rwde & @ difed ¥ a7 O § dftwe T o, S v
TE F WA I a9 FEl AT WiNSe B, W Il g% o ®T A7 ¥ ager
¥, W qurtar @1 G ¥ | gAd-Ued § UF 919 FE g, @R A ¢
warfy St fr grad Bf-dfnfey & & ar & § 9 3097 g€ & @ T @ ¢ 99
WA, I9ET Itwy ik ma%...(m...wﬁwﬁﬂa#w L
Ff-dmfes 79 ¥ s sy &, 3w v B, F snET ve A o onfl st 2
£ % 9w §o ¥ wRy ool Al o dar 8 e & Hyas‘ Bre-gre -
sffea fow o o W & dE-gei on e P £ o e o 59
URE ¥R ¥ el A By o £ ) 37 aea 9 orlT et afre, gt & W
AET { HM I (R E | W A% §9 WA @ B TE BFT a9 9 ey @
sty &= » warar 7 @1 9w ¥ | gRERE |

SHRI NILOTPAL BASU {(West Bengal): Sir, at the outsset, i am
somewhat disappointed by the statement because it does not really capture
the complexity and the wide ramifications of the scam. There is no doubt
that there is a scam. That has besn admitted in the statement itself. But
we had seen this approdgh of the Government earlier in the share market
scam also. In paragraph 4 on page 2, the opening line is, "There has been
no failure on tha part of the regulators, as alleged™. | would Yike to ask the
hon. Finance Minister, through you, Sir, whether it was not a fact that Mr.,
Sanjay Aggarwal, the CEQ of M/s Home Trade Ltd., of which there was a
mantion in the statement, was the CEQ of M/s Lloyds Brokerage in 1997,
Was It not a fact that on 18" January, 1997, there was a major fluctuation
and oscillation in the share prices, and the SEB! had found that M/s Lioyds
Brokerage was guitty of rigging share prices? It was under inquiry. While
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the inquiry was going on, was it not a fact that a Mauritius-based company
called EDTV purchased M/s Lloyds Brokerage, and, that too, for a pittance,
at Rs.1.50 per share. Then, was it not a fact that while the inquiry was on,
M/s Lloyds Brokerage was allowed to be renamed as M/s Euro-Asian
Securities, and subsequently, a change in the management of M/s Lloyds
Brokerage, now rechristened as M/s Euro-Asian Securities, was allowed?
We know that while an inguiry is going on, the regulator should freeze the
activities of that company, including the name i carries and the
managemsent it has. Now, this is my first question: how can we give a
clean chit to the regulator? Then, the second question is this. Now, it is a
fact that when, in the earlier share market scam the involvement of the
Madhavpura Cooperative Bank came to light, and there were grave
viclations and criminal acts committed by the Madhavpura Mercantile
Cooperative Bank, the RBI came out with a guideline that, as a matter of
safaty-net, all cooperative banks should invest at least 25% in Government
securities. | want to know whether it is a fact that the cooperative banks, at
that point of time, were proficient in dealing in Government securities, which
is a speciafised business. | want to know whether the RBI had put in place
cortain transparent and technologically upgraded systems, whareby any foul-
ptay could be restricted. | want to ask the hon. Finance Minister whether it
is not a fact that the NABARD has to look after all these rural cooperative
banks. The SIDBIl has to supervise the State Financial Corporations. The
National Housing Bank has to monitor and regulate the housing finance
companies. The total number of State cooperative banks in the country is
29, There are 367 district central cooperative banks, 804 agricultural
societies and 196 regional rural banks. Thus, the NABARD has the
wherewithal to properly supervise and regulate all these banks. My third
question is, when the Cooperative Banks wers atlowed to invest to the tune
of 25 per cent of their investment in guilts, with the kind of inexperience
which the District and Cooperative Banks were having, they had to fall back
on certain brokers, in many cases, which were, as per the RBI guidelines,
not listed in BSE or NSE. Therefore, what we see now is that, this
company, Mome Trade, went for purchase of G-secs of a shorter time-
period, seven-eight months maturity, where there is an imegular kind of
delivery system in vogue, at present, for this kind of securities; without
taking the physical deliveries, they are giving only photocopies of the
securities. The guilts they are purchasing, they are again reselling it to
different banks, this is how about 20 Cooperative Banks got involved in the
scam. This was possible only because the kind of reguiatory oversight and
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the kind of system that is there is complstely inadequate to deal with the
situation.

Sir, my fourth question is, there has been a very strong demand
from market players and sections of the Government; there are murmurs
and whispers that the Provident Fund money should be allowed to be
investad in the share market in order to provide liquidity to the markst. What
is the situation here? A retired IRS officer who was the Chief Executive of
Seimens Provident Fund; Rs. 94 crores have gone, and almost openly he
was doing this through Sanjay Agarwal. His wife was having two investment
companies, and that money has gone thers. The total amount of money
involved, including the cases of cooperatives which have come to light so
far, is. about a thousand crore. Whera has the money gone? The statement
of the Minister has not thrown any light on this. The Minister has to explain
it because this thing has been going on for the last one month, 1t is very
clear; it is also connected with the market situation because, instead of
investing the money, which they were getting from the Cooperative Banks or
the Provident Fund, in debt instruments, these moneys wera being invested
in equity instruments; and when the share market crashed, they could not
recover that money. Therefore, all the money that they took in lieu of
securities, which they never delivered, was channelled slsewhere. Where has
the money gone? The Minister's statement does not say anything on where
the mongy has gone. Who is to find it out? The Government is the
exscuting agency. | am not imerested which party and which person is
involved in it. But, after the Harshad Mehta Scam, when we wers discussing
the share market scam two years back here, in this House, and for the last
more than a year, in the JPC, we were under the impression that
Govarnment securities, as an instrument of scam, were not there. We have
been told by the RBI that the situation has been corrected. Where are the
regulators? Now, you see huge, fraudulent, play of Government securities in
this entire scam. Therefore, Sir, it is a very, very serious and sad situation in
the country. What | understand is, some Urban Cooperative Banks were
already involved in the earlier share market scam. The Joint Parliamentary
Committee is going into that. So, the whole matter should be referred to the
JPC, by expanding its terms of reference. It should be brought under the
purview of the Joint Parliamentary Committee. Will the hon. Finance Minister
agree to it?

| think, the financial sector of the country is in the doldrums. We
are going in for new instruments. But we have not put in place proper
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regulators, a proper system, a proper technology, a transparent system, and
it is anybody's business to loot the money of the small depositors. What is
the security for the money of the small depositors in this country, who
deposit their savings in the Provident Fund, earned through their blood and
sweat? It is the workers' money. It is the small people's money. Cani it be
just allowed to be looted and piundered by these unsc¢rupulous operators,
with the regulatory supervision remaining absent? On the top of it, the
Finance Minister gives them a certificate that there is no failure on the par
of the regulators, as alleged, nothing could be more unfortunate for this
country and for this nation.

Thank you.

SHRI NARENDRA MOHAN (Uttar Pradesh): Mr. Chairman, Sir, many
peints have been raised. Issues have been raised and clarifications have
been sought. | will not repeat them. But it is very difficult for me to share
the perception that there has been no failure on the part of the regulators
as alleged. Very difficult. Reasons for this are simple. Is it not a fact that
cooperative banks, for the last couple of years are colluding with high-profile
brokers in Mumbai? They are notl following the guidslines and the rules of
governance framed by the RBL. | would like to read from the Annual Report,
2000-01, of the RBl. It is on page 3. It says, "The sxisting supervisory
system for urban cooperative banks allow for regulatory arbiters and
potential for contagion effects. Furthermore, the existence of overlapping
furisdiction between the Central Government, the State Government and the
RBI hinders the speed of response of unforeseen development.” Mark the
words, 'unforeseen development.' These are unforeseen developments.

| would, through you, like to know from the Minister, for how many
years more these unforeseen developments will continue? | know, the
Government of India can do very litle. Mr. Chairman, Sir, the reascn is
cooperatives is more a State-subject, and this overlapping jurisdiction is
creating a lot of confusion.

Sir, the Reserve Bank of India, in the same Report, under heading,
*Monetory and credit policy statement." The RBI has mooted a proposal to
stop all this. “The RBI has mooted a proposal for setting up of a new apex
supervisory body, which can take over the entire inspection, supervisory
function, in relation to the scheduled and the non-scheduled urban
cooperative banks. The apex body could be under the control of a separate
high-leve! supervisory board consisting of representatives of the Central
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Government, the State Government, the Reserve Bank of India, as well as
experts.” Will the Minister accept that such a body is needed? And, if such
a body is needed, why is the Government of India feeling hesitant to follow
the advice of the RBI in this matter? This is my second query.

Mr. Chairman, Sir, the issue is so important that the poor
administration and the poor governance of regulations of these banks has
become a continuous process, more or ess. We know about the Harshad
Mehta case and the Madhavpura Cooperative Bank case, And there was
another case in Hydarabad. The Madghepura Co-operative Bank financed a
bull. The money of a co-operative bank in Hyderabad was diverted to the
real estate and the whole bank collapsed. A co-operative bank in Rajkot
gave carte-blanche to a broker to trade in Government bonds and other
bonds which, uitimately, flopped. All these things are happening. Sir, with
your permission, | guote from the editorial of the Business Standard, which
says, "Historically, most of the co-operative capital in the country has come
from the Government. When the co-operatives run short of capital, the
Governments give them loans and these are never recovered." Is it a fact?
Has any enguiry been made? Whether it is Government's money or
labourers’ money or farmers' money. The money in the co-operative banks
is causing a great anxiety to the investors. :

MR. CHAIRMAN: Please finish it, so that other Members can also
participate in the discussion.

SHRI NARENDRA MOHAN: Sir, you have been very kind to give
other Mermbers twenty-five minutes each and fifteen minutes each, So, at
least, give me seven or eight minutes.

MR. CHAIRMAN: You have taken eight minutes.

SHRI NARENDRA MOHAN: No, Sir. | have taken only four
minutes. | have been observing the clock. So, if you give me some more
time, | shall be obliged to you.

The second query | wish to know from the hon. Minister is whether
the Government is wiling to handover this matter to the CBI for inquiry? if
‘not’, what are the reasons for it? Sir, further, | wish to kr~w from the hon.
Minister whether the Joint Parliamentary Committee, which is already
probing into the Securities Scam, can also do this job more efficiently. If it
is so, what is the difficulty in handing over this matter to the Joint
Parliamentary Committee probing the Securities Scam? All these matters
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need our total attention. The fact remains, the preventive measures, which
have been taken up till now by the regulatory authcrities, have not vielded
any results. When the preventive measures are not yielding any results,
what new policy, what new initiative the Government of India have in mind
or the Reserve Bank of India has in mind? Unless new initiatives are taken,
the money, which is with our co-operative banks will not be safe. It is my
submission, | request the hon. Minister to please enlighten this House how
iong this will continue? This is a very important subject, because money
belonging to milions and millions of people is involved; and scams after
scams are taking place in tha country. | am not blaming any political party
-- gither this party or that party. [t is happening more in Maharashtra. It is
correct. Why is it happening more in Maharashtra? This point has to be
probed. Why are the co operative banks in Maharashtra facing problems?
Why are Mumbai share brokers colluding with the co operative banks?
More or less, the issue is more related to the Government of Maharashtra, |
think, my friend, Mr. Praful Patel, should not take offence to it. But the
issue is, these scams are taking place mastly in the territory of Maharashtra.
And, mostly politicians have engineered them. | will not blame any political
party. Why only politicians? Because they are in the co operative banks.
It is they, who should to be restrained. It is they, who should be told,
‘please follow the law.' Sir, | met the Governor of the Reserve Bank of
India on this very issue. The RBI is very clear that unless the multiplicity of
governance, unless the multiplicity of regulation is checked, it is very difficult
for them to really devise a method which can stop such scams. Thank you.

MR, CHAIRMAN: Mr. Gavai. Each Member should restrict himself
to five minutes. There are about sight or ten Members to speak. Then, wa
have the Legislative Business. At 4 o'clock we have a Short Duration
Discussion on the drinking water problem. 50, unless we limit ourselves,
we will not be able to complete our business today.

SHRI R.S. GAVAI (Maharashtra): Okay, Sir. | will take just four
minutes. | would like to point out the tendency on the part of the
cooperative movement, the pdlitical character of the social workers --
maybe, political workers -- and the manner in which they behave. | know
about the structure of all these banks because | belong to Maharashtra. |
do not level any allegations against any political party. The compoesition of
these banks -- as incorporated in the statement made by the hon. Finance
Minister -- show that workers of many political parties participate in them.
My pertinent point is this: With due respect, | differ with the statement of
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the hon. Finance Minister., Whatever guidelines that have been given by the
Reserve Bank of india are not being followed strictly,. Whatever has
happened in Maharashtra or Mumbai or in any other part of the country is a
matter of grave concern. Unfortunately, Harshad Meshta belonged to
Murmbai. But the tendency does not belong to Mumbai. The UTI scandal
had spread throughout the country. It had no [imits. It crossed the borders
of Maharashtra..interruptions)...

SHRI NARENDRA MOHAN: Sir, | said that most of these
cooperative banks are in Maharashtra.

S AT, Tk - R AET o, § aft ereret T sRar € | F O @
TAEE, [F W AGA &, i A AR ag i o g 1w eewar &
for aE <t @9 ¢, TW W g Uil § W IaeY /e Tk |

TRy ARG, AERTS, ¥ TRy gaie wa-peal v R fae ow &
gfdara & fF aerosy A @ o7 W B T & | AE W SRRy § @ gan ¥,
R Irar gan ¥ | A wEy ourer e, ke wiwe, oF € R 3 & A O 3R
2. 9% BRAY &, FIEPR 2, "oy & iR 2 Al JfdT & & 9wt fevifore fdo
£ | What is the fate of these poor investors who are largely farmers, poor
working people? What are the remedial measures?

¥ i WER 9 I, TR S, O ' aNIg iR A se e vk A 9w
¥ 9, ge W, afes e e dw o gRwe fear wr, S @ e 7
gufy #wErey, A & P ugd e mar &, sad & gae o e gw T
3 gz s & Rod & aw R &t W wgsaizw ¥, 37 wig I SwE
qarfes BT anfeg

wmfy Wy, A g Rede it & | W v ¥ @ e avaen,
fFam oy wogRt & o Rdffire 4, o=@ S9@T Tr oo W ¥ aftw o ¥ fag
I T PN AfF GESN) HaAT TEAH T & 7 W W & IR F T | @,
HIYAER] T WR 41, IG5 R ¥ 3l fE7-affds o°9% a7 & ivva a5 it & |

HRT TR T X EY, Iud [t ofafeesa wdl &1 gRewie @y
Tag QfaRed RAgT 7 a0 g7 4 37 s wew § & 37 oR-oR e
sreeERi AR qagy A & W@ FST U AT TW A, N IUH WE § qT
ey HaT g fF o T gF ol He |

o o< vl ¥ A # ST 7T HOr R € | 999

MR. CHAIRMAN: Hon. Mambers, it is 1 ¢' clock now. Do you
want to skip the funch and continue with this discussion?
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1.00 p.m.
SOME HON. MEMBERS: Yaes, Sir, we can skip the lunch.

St dwey ar (Rew): Wil wele, IRiwie §a & O W ¥, aF
% vrer-dier 3w A ¥ ) ur seres; 1 RER o R ¥ el v & oo
o # ¥ | IR TE AR WIST AT HEre B T o 5 R e @ wwm
T Rrwear k)

AR, X AW F 2,084 PSTRRY §F € o 5 uw 71,701 WS
v & rofaey § v 7R 45,856 B0 vOv ¥ Yeaiw ¥ W@ £ | i NPA
14 Wi | AT 22 W w@ & | 9w NPA 9 R amrt st &, aw gar @
¥ Y Remyaw off & | oot S tar v & o 3w g ¥, e @i
R & 1T FCIm R ot s 99 Ao e o & 5 = &, o
T &t 4= yeigy wEd B ey viewew § oo WA gt € el o wea ¥

|
Aaw W o PritRity dw &, oA w8 wErh & 5 5 giedt B
¥ R oud uig vy & | o Afuy B BS ON2-oe i @ g e war
¥ ) - wET TERT i AR oY Rar o § e oo eiwd ot g
el d e crlsid oA oIy 1o g A B &, o
@ WA & @ 90 yxie Ao AT ¥ | 7® 100 TUU ¥ ¥ 90 SUg ARy FRAwr ¥ |
T gHwr AL IiiE A ovar ¥ A difw SrvaeT Fn & | 7E g wme R
*% AW I ¥ AfeT 39 7Y 7 o o diftaweh T e ko

78y, # e RO # Yo% X wT § W geAithe e W 11 s,
2001 F 2@ ff | 7Y PO HHS Ry W ¥ R § Foa & WA v@AT wiEer §
oifes B 50 7 S O% | BEIEY, ¥ e & 262 0@ 4% ¥, 17 dai & argdw
$faa v 7 R 598 weed NPA 4,534 308 OUC & | 5 Sy =t §
zAed o o fwr g &, Sae @7 & Wie wrke & wn far ey € ar e es
¥ @ frr e & fe R YR ) et R § o R omer & @
wredtar & & Rar smr & 1 arw Ade e wd o ¥ S 39 Y O et
TRt IR AT ot I gp FR-M A mr, sHRA AT gg T & |
fodt A Rwifefifed =t ¥ | @ WX ama & RBI ¥ < sk §, W Re
FrfRT f3f ¥ aferd £ ot g £ X 9v 9 O B € ) i T
e & o = T B wwar & )

# ey Army ¥ Al B S N v aew o e € 5 R 3w
wiffes ol o 35 RT g & R F Jav 3@ e o g o &
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T € areh ? Ny 38d faw po OwT frew Ty e 5 W g fafad
B 91g iR apR 9w erdefRfad) ¥ aw 7o e &, o S9% fag er A o of
T £, S9d gafies s S |

AR, 3 M A @ SN T off S amam FAd i sl
wRifgyey #f freen ¥ Reid & fiig RBI oY §o Rewdviw @ of |

R-fewfir fv & wfad, @ 91 99 & Wg § o9 I9 Fo AEagdt
v RUE Farig Re iR g d s omm e g hsm s anr &
7o frar mr &7 = R A= weiea 2 O W §eYW R uwa & s
r o qe-wEe ¥ % fav el 9 ceRiRfad v @ 9o ot St e 9
W 5% i o a7 9w o gaeraad) ufteie Rl @y ot & omdef, aq aw
IE a1 B AR FOFE A e W@ g )

o rpeT W quNfy AR, TR T A A AR IR w6
9w § o i Wy o P gar &1 & "o Prowr N w1 o & R s
£ 5 S oo g5 wif&er e & oy & w5 & @i 78 A ¥ smefie R
4

wAfy AEET, I dHE e o ¥ 3 A aEt a5 g
FrRmfer ot § e FoR IS vud o g3 ¥) AERy R o wow O
7.0 ¥, putes &, orw ¥, T W DTy &F w9 § awew &7 19 gor
¥ w oA W @l gEeT PR R T S I A W ¥ T
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=8 &1 oo sme.famd At avw ¥ ey T B o, wifs Y TE £y ar Re
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it worg FIeU ;g8 W Haw I A9 &, T AOS AW & 7 wENTS
we Puiimieg §& & dod’ 4, 5o a7 * 9 v * 3 wR e few & 1 e
wr Yo o o <R ¥ 7 L (smEe)...

5 AP TN | WERTS; T drEifed &F o 79 .. (). .

ot W Few @ e giE PR AW BRI ¥ faare temE |ew
MY 1 Wi o0 aed & 7 ().,

SHRI PRAFUL PATEL: Where is the issus of Maharashtra State
Cooperative Bank. g WeRrny wWe oRimfy §& = & & & & |

st wiog fFgw ¢ 5% oW Yo Sifg | .. (arar)...

st opew @¥W ;W PO R AWy W v o'W g g |
...(aT). ..

f viorr froaw @ 3T 3% Raars YeEE At ) L (arEar)...

N e wder wwly wERE, R W WeR @ & &L
(S, a%T O oY ofR Fo TE e | . (<gaur)...

MR. CHAIRMAN: The names of those persons who are not
present here should not be taken

SHRI PRAFUL PATEL: This should be expunged.

o oy PReaw e S, e R Bemds A sr e € 1 &
T 91E ET OT B qERre R weifvfy i ¥ o9 9mlT ¥ W w5
7T Werar gan & | oW @fdw & faes o wrdadt o g€ & 1 L (wmEwm)...

SHRI PRAFUL PATEL: No; no, it is not like that. ...{interruptions)...

MR. CHAIRMAN: The names of the persons wha are not present
here should not be mentioned. ...flnterruptions)... Those names should not
come on record.

* Expunged as ordarad by tha Chair.
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oft ¥org Freaw ¢ T 99 .. (e

SHRI PRAFUL PATEL: Sir, it should be off the record.
MR. CHAIRMAN: Yes;

SHRI PRAFUL PATEL: It should be expunged.

MR. CHAIRMAN: [ shall look into it.

NIRRT FR ISR AT T R B D & | &9 g2 w8 &
fs 7 <Y derar gon & T MRS A AW amewmE ¥ | A wEwy U @ A
wwa & | AERTg gfe A o wrfiw @ & o, @E fn g, W @) @
faar & | R Horw Pregw off @@lard. @ 3 Y A @ T ¥ AR sy
WATAF AT & A A0 Tad g § FRy | 3o 5 Fr witee s @ e @
g 41 & 1 L. (oarE). ..

i do1T Peww . 99 9@ A9 Ve i 39 fow dgr e
d1.4.ans. I g TE 8 g ) L (s,

SHRI PRAFUL PATEL : Let the request come from the Finance
Minister that there is an issus which needs to be probed further, and this
mattr. should be handed over to the CBlL ! am sure, the Maharachtra
Government can consider these things. We also, as Members of Parliament,
belonging to Maharashtra, would like to go into the details and the depth of
it. And, we will also recommend to our Government, we wil also prevail
upon our Government that 'yes, the matter should be handed over to the
CBI.' &fr= o8 a% 70 YN & oF & ¢ R 39 UeR ¥ IRy qe@Riy Jmy
T & o geR ¥ TR A oRd gV 98 W AR @ oy @ § o
wEAT UEd] € 6 WaTe el qENTS PeiiRfeq i aRdT o ot & anelet
A WY g ¥, IO 80 IS TWIT YT & dof HN gHdrew gan & | YORW H
garE s gt & oy wE 96l wRd o ot wR g &, a8t woaud
wfe R grd | . (EEm)...

st 9% Arew ARy S, oo BT oF W dw R omr o fE ar
o 7wl A A &, S am A R 9 (). Y OE wEeT & g8
£ .. (zmEam)...

o FPeR @F . I IR oy &, & oy oo & | ¥ O fak
feths wvr & fog @t g § | W el & ow B o é o | 9Ef W

* Expunged as ordered by the Chair.
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g=M " AT fern, ¢ w9 féran they are not present hers. How are they
supposed to defend themselves. They are the person$ belonging to our
party and we being a representative of the party...(nterruptions)...

sft T WET ¥ AW O vEEuw w7 By E ) (=)L ¥ oAm ey
TFEYw B 79 & | L..(3ee)...

A Tpe wde : TRt & w7 Ay & ? el AeRTe drafwdfey &% 4
IR ARG s o] & wnele & | ...(sEd)...

sft dorg g : 99t e fmay o =Ry, ang w0 Qe v € 7 feew
ET fF el mER Simie i & I3l o finwmr T8 fpar s arfee 7
Faer iR fear s oty ot 98 el o gifefewa odt @ & afm ogard)
& Ut & Aawel @ & 9 O aiee, w6 g ik e 21 (eras). .

MR. CHAIRMAN; Please, let him continue.
ot mpe WA : HERTE H F Wl A gPA B & g oft g dEw
7 W e frw ¥ | ¥ AR, 3 W and L (saeam)...

sft 7% W 3F g AP ¢ WEiRY, AW §He) UaEud EY |
...(SHFETH). ..

MR. CHAIRMAN: Only Mr. Praful Patel will speak. Nobody else will
speak. Mr. Patel, you kindly wind up now.

Ml T A Wiy W, ¥ ownd e odl @ oA o v #
.. (STEET)....
 Rup R WA R W B Ry Tl wmar | s P
o areT &, 39 TER & ¥ 22 fre @ AR & | I-gEST sensalisation &
W I AET & |

o ey ; 3w g 22 fire Sdf e §

off wrg Froaw ;. ga¥ sensalisation & & @@ & 7 wHfy o, %Y gy
FOATE & @ S8 weT d @t & A F g wE ¥ waw € ) o e
W F G urEer € | 7% A0 aned & Uiy 5 avE B At A8 o wnige |
#Y 79 @ e o, o # wea § e i @ A | L (emE)...

M Tpe WH : W AN A WA § A w9 N wedw §, 59 A vield
¥ forg 7t & ) (s

* Expunged as ordered by the Chair
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i @ &.IGT (ERI): Uped W, WHer @Row & | o
WA g D AT W, g7 e R v ¥ 1 e wi e o

ot vper WF AT A WA e §fET gaa §, 9w @ wew M
BT AT |

&t g $.ogy ;- e ddad. FeEEd & AT S, T
R 2t

ot HGE W g W A ¥ | WY, A Weer wpa oifw T g
1 e o ez ey o gorn oty & 5 TR & 9™ 9 OF W] )
... (AT, ..

it g .31 ¢ FRAFTY A o FF CEE |

st e e W), A g 2 gAa oft wrd yeEne fies e &,
TremaRd I ada ol @ IR A o are €, S SN &, e ¥ e W
AT w2 ¥ ol dorg Foww o & g oo e R A At Piee aer &, e
# $v 7 9 8 |

MR.CHAIRMAN: Please, wind up now.

ft wpET 9@ : WY, & Q) wRfreww AT ver € | wvow °w 5 ogw
UFR ¥ PRI 4% F HHT g A IR-GR TN G I @ §, 96 QI
#F far R9d &% o1 o & IR ¥ I A9 w30 o $ concrete wWerwH
IR WM TES @ P S 7 -gua mRwded aF & fr g e & wad
F o ¥ g e g @t ft sTRReAT # amavaear &6, 89 FRRETy &
forg et &, fam davery @ olw @ 9 Wi R & o Re wedicy §, o g
71 o e wrl B o ? s Plle & B eeiwity 4 § 9 dew 'R
Iow ¥ gY AR RAfv= uont 7 gU, 1% IR 7 R "eT # St G o s #
TS A F YA el B drewr § | eaiE |

SHRI K. RAHMAN KHAN {(Karnataka): Sir, this is a very serious
matter. We should not confine it to some political parties or to thosa who
are running the cooperative banks or those who are not running the
cooperative banks. More than one lakh crore of rupees of the depositors is
involved in the cooperative banking sector. So, we have to take into
consideration the sericusness of the issue. The question here is why it was
first Harshad Mehta; later on Ketan Parekh and now it is Sanjay Agarwal?
Why has this scam started? It was in Octobar 2001, when the Reserve
Bank of India in order to control the cooperative banks directed all the
urban cooperative banks, and the cooperative banks, to invest 25 per cent
of their SLR in Government securitiss, which was not earlier mandatory. At
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that point of time, it was admitted and several representations were also
made that the cdoperative banks did not have the expertise to invest in
Government securities because the cooperative banks were located in the
district centres. Except a few banks in Maharashtra and Gujarat and some
parts of Karnataka, all banks are located in urban centres. So, they were
asked to invest by March, 2002. They should complete it by that date.
Earlier, they were investing almost 15 per cent of the total SLR. That
amounts to about Rs.1500 crores. An immediate market was created for
unscrupulous brokers to find an opportunity. Al of a sudden, Rs.1500
crores' investrnent In securities had to be found out by the urban banks
because they had to invest the amount within that period. They had to find
out where to buy from. They did not have the expertise. They would have
to approach some brokers which was a problem. | would like to know why,
before asking the urban cooperative banks to invest, the Reserve Bank
should not have found out whether there is expertise with the cooperative
banks and how they should invest in these Government securities. That is
No.1,

[THE VICE-CHAIRMAN, (SHRI RAMA SHANKER KAUSHIK) in the Chair]

Saecondly, here, there is a failure on the part of the SEB! also in
respect of the registration of Home Trade. Despite objections, despite the
involvernent of one of the directors in the Lloyds Finance, the SEBI! has
given licence to Home Trade. This has to be probed. All of a sudden, we
see so much of advertisement by Home Trade. They were doing several
trades. They were using the film stars, they were using the cricket stars. So
many advertisements came. Nobody knew what this Home Trade was
doing. There were full-page advertisements in papers. There was nothing
except 'HM'. Investments of crores and crores of rupees have been made
by Home Trade. The SEBI has not taken note of such an organisation.
When they were entering the stock market, when they were applying for
SEBI membership, why was not the SEBI careful? Why did they give
broker's licence? Every time, it is the brokers who do it.

My third point is this. Why should the urban banks ba allowed to
invest in shares? | would suggest, it is not the job of the urban banks to
advance on shargs. The cooperative sector has to serve the small man.
The monies are from investors. | would like to know the background of this
five per cent. ‘Why should the urban banks invest five per cent of the total
advances in the share market? Where is the need for urban banks to invest
in share markets? They are located outside. They do not have the
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experlise. As most of our colleagues have said, the people who form the
urban banks are not experts. It is a cooperative moverment. The board is
never formed of experts. They may even be illiterates. The rmembership is
open to all. Anybody can contest for directorship. There is no qualification
prescribed for cooperative society membership. It is a democratic
institution,  The directors have to be elected from the sharsholders. [n that
system, definitely, they will not be having the expertise. The board will not
have the expertise. They will come from various sectors. So, it is very
difficult for us to expect of the Board of Management to have expertise to
deal with either the securities or the slock market. It is the duty of the
regulator to see that the deficiencies in the system, whatever they are, are
removed. The system has contributed a lot {0 the economic development
of the country. The banks have mobilised a sum of Rs.1 lakh. If you take
the central, the urban and the district cooperative banks together, they have
mobilised, rightly or wrongly, a saving of more than Rs.1,50,000 crores! And
it is not that all this amount has gone into scams. [t has gone into
productivity. The cooperative sector has contricuted a lot to the economic
development. What is needed today is a proper regulatory system, and also
..(Time-balfj... Sir, | want five minutes more. Despite all its defects, the
cooperative banking system has to be there. The cnly thing is, we have tc
regulate it. | would like to know from the hon. Finance Minister, what was
thé role of SEBI in giving a licence to M/s. Home Trade Ltd.; whether.some
urban banks, functioning outside Maharashtra, are also involved in the
securities scam: how many regional rural banks, particularly, in the North-
Eastern region, have invested in securities; whether any regicnal rural banks
are also involved in the securities scam; and whether the cooperative banks
have also invested in PSU bonds. Most of the public sector undertakings
have issued bonds at a very high rate of interest. Some PSUs had issued
bends @ 16 per cent, 18 per cent, 20 per cent, and the PSUs are now in
trouble.  Government guarantees are given, bul, still, they are not able to
meet their obligations. | wanl to know how many crores worth of PSU
bonds are involved.

| now refer to the Madhavrao Committee Report. There is a dual
contral system. It is said that the licence is given by the Reserve Bank of
India; inspéction is done by the Reserve Bank of India. The Banking
Companies (Regulation) Act is administered by the Reserve Bank of India.
Only a scciety is reqgistered under the Registrar of Cooperative Societies. |f
it is a company, then, it is registered under the Registrar of Companies.
Why should there be-dual control? Dual contro! is causing a lot of trouble,
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Even if the Reserve Bank of India finds certain mistakes, it is not in a
position to take immediate action. | wil have to write to the State
Registrar, and the State Registrar cannot take immediate action. Again, he
will conduct an audit. The State Audit Department and the Cooperative
Department do not have any expertise to conduct audit of investment
transactions of the cooperative banks. So, there will be a delay. That delay
will cause a lot of embarrassment. If the Reserve Bank of india, like any
other State Bank, issues a licence to a bank, whether it is in cooperative
sector or in the private sector, it should be in a position to take immediate
action, if such aberrations and such scams take place. If it is a private
sector bank, the Reserve Bank takes immediate action. Why is the
Government delaying its decision? The Reserve Bank of India has been
consistently demanding that this dual control should go. The Madhavrao
Committee Report is four years old. Four years back, it made the
recommendation. But nothing has been done so far. The entry norms
should be made more stringent. A person can form a cooperative bank
with just Rs.5 crores! The entry norm has to be changed, keeping in view
the experience we have had. Anybody can float an urban cooperative bank.
If you want to start a barik in the private sector, you shouid have a Rs.200
crore capital. Here, it is only Rs.5 crores. Spo, the entry norms should be
made very stringent. | would like to know from the hon. Minister whether
this dual control will be done away with. The Reserve Bank of India is the
only authority which is going to control the urban cooperative banks. |
would like to know the number of cooperative banks in other States, which
are inovled in this; whether it is Gujarat or any other State. The poimt is
that many ot the scams criginated in Maharashtra because the Bombay
Stock £xchange is there, and you are allowing the cocperatives to engage
in share dealings. This problem is not in other States. But its effect will be
there on the entire cooperative sector. | would lke to submit that
cooperative banks all over the country are under suspicion today. If the
suspicion about the cocperative banks remains, no banks will be able {o
survive. Therefore, the Government must take a serious note of it; and take
stringent and immediate action to reform the cooperative banking sector.
Thark you,

SHRI V.V. BAGHAVAN (Kerata); Mr. Vice-Chairman, Sir, when we
discussed the UT| and other connected scams in this House, my friend, Mr.
Sanjay Nirupam, burnt his fingers for stating or exposing the truth. He was
put in a very embarrassing position involving his personality. There is a
popular proverb in Malayalam, which says, “The fence itsslf eats the crop”.
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If the fence itself eats the crop, where is the protection? That is the case,
that is the position, with alt the scams. In all these scams, if we scrutinise
them truthfully, we will find that the controlling agenrcies are also invoived,
including the RBl or the representatives of the RBL Without their
connivance, these scams cannot occur. This great country has become a
country of scams, in the public eye. There are continuous scams. When
we discussed the UTI scam, the hon. Finance Minister had promised us that
some stringent action would be taken. Every deposit-mobilising institution,
banking or non-banking, is controfled by some rules and regulations which
originate from the Ministry of Finance. So, how c¢an these scams go
unchacked? R is not done by the Registrar of Cooperative Societies or
NABARD. The brokers, the stock-exchange brokers, are alsc involved., The
JPC is going into the UTI and other scams. | request that this scam should
also be referred to the JPC. A CBI probe is all right. But the JPC should
also inguire into this scam because it has been going on all these years.
The Joint Parliamentary Committee should go into this scam also, and,
through the evidence before it, the truth will come out as to who, at the
top, are involved in this scam. If we truthfully look into all these scams, we
will find that very big people are involved. That is why they are dragged on.
Unfortunately, in India, when very big people are involved, the cases are
dragged on. As a result, at the end, they escape from corviction. You see
the record of conrvictions in this country. There are only a few cases. The
Finance Ministry, especially the Finance Minister cannot escape the
responsibility for these scams. There are rules and regulations to control
these deposit mobilising banking or non-banking institutions. You had
promised us in your Budget speech and while replying to the debate on the
securities scam that you would control it.  People are suffering. The fence
is eating the crop. Milions of poor people who have ftrusted this
Government, who have trusted us have deposited thelr money in these
institutions.  They are now suffering. | would request the Finance Minister
to take some stringent actions in order to save the poor depositors,

SHRI C. RAMACHANDRAIAH (Andhra Pradesh): Sir, a lot of
discussion has taken place on this issus. | wonder whether any financial
year has gone without any scam taking place in this country. It has
become a characteristic feature of the Indian economy. Ultimately, it is
groding the credibility of the economy which has a tremendous impact on
investments. Umpteen times we have advised the Government to change
the economic philosophy of the country. A socialistic economy, a mixed
economy has now been thrown open to the market forces. It is a very
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precarious period for the Indian economy where the Government has to act
vary vigilantly and regulators have to be strengthened at every stage so that
the economy could not be exploited by the dacoits in this country. The
entire blame can be apportioned for the rot in the cooperative movermnant to
a vicious cycle. Excessive Government control, politically-intentioned super-
session of duly elected boards, arbitrary changes in Government nominees
and frequent transfers of key executives have had a crippling impact on the
cooperative institutions, | do not want 1o go into the details of names and
other things because | do not want to score any political point. Sir, one year
back, | wrote a letter to the Prime Minister. | wrote this letter to the Prime
Minister on 31* March, 2001. In my letter to the Prime Minister | said,
"Stockbrokers, unscrupulous traders and businesspersons are exploiting
these banks owing to RBIl's slackness. The RBI has not learnt any lessons
from the Harshad Mehta scam, which resulted in the liquidation of the Bank
of Karad (BOK) and the Metropolitan Cooperative Bank {MCB). | request
you 1o act before it is too Jate. Al your predecessors acted on any issue
only when the show was over like in the case of Harshad Mehta scam.
That approach leads us nowhere because it amounts to locking the stable
after the horses bolted out.”

In this letter, | requested the Prime Minister to consider and
implement the recommendations that have been made by the Madhavrao
Committee to strengthen the cooperative system in this country; to restrict
the unscrupulous elements from entering the cooperative movement and the
necessary precautions that have to be taken to achieve this objective. What
is happening is this cooperative movement has been used as a lever of
political power. It has become a milching cow for the politicians.

Irrespective of whichever be the political party, | tell you, there are
no sacred cows. Whoever gets an copportunity, they are trying to milch it.
They bring the institutions under their control, without being accountable to
anybody. That is the funniest aspect. Their nomineas will be elacted, and
they will continue to rule the Board. One peculiar feature in this co-
operative movement is that the persons who want to borrow money, have
to become members, and these persons themselves elect their
representatives. S0, the borrowers themselves will become the rulers of this
institution.  Sir, earlier, it was that the banks served the economy of this
country in a very noble manner. Now, because of lack of proper control, it
has gore into the hands of unscrupulous slements like brokers. It is a new
concept which has come in this system. There is no professionalism in
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these co-operative institutions, and these are being plagued by politics. The
politicians themselves have become perpetual ruters of these institutions.
So, once a person joins a co-pperative bank and becomes, say, a director,
he can restrict the new entrants., ‘This is the greatest anomaly that we have.
Sir, to get a share in a co-operative bank, the existing management has to
decide the allotment of shares. So, there is no possibility for new persons
to get into the shareholders' list without the consent of the members of the
existing Board. If | want to have a perpetual control, | will not allow others
to enler as members. This is the greatest anomaly. Sir, | don't want to go
into the details as to what went wrong with the system, right from
Madhavpura where Rs.997 crores have been lost and never returned. The
Finance Minister said that the regulators have not failed. So, who has
falled? Somebody should be made accountable; the buck has to stop
somowheare. Every day, it is becoming a ritual that we discuss some scam
or ‘0 other in Parliament, and the Government responds saying that the
reg.'~*2rs are not responsible for all that has happened. Ultimately, the
Government is accountable to the nation. As Shri Nilotpal Basu asked, you
have to tell us who is accountable to these small shareholders, these small
investors, in this country. In the case of non-banking financial institutions,
thare is no proper regulation. 1 am sorry to say that these institutions are
living like a woman with more than one husband. And, neither of the
husbands is looking after the wife and she is becoming a aestitute. That is
the - ='» ~f tha institutions in this country. So, | would like to know from the
hon. “inistor, what steps the Government is contemplating to depoliticise
thess nstitutions, to induct some professionalism, and to remove this multi-
institutional control.  Some institutions are being controlled by NABARD,
some of them are being supervised by the RBI, and some institutions are
supervised by both the RBI and the State Government. And, when the RBI
directs the Stater Government to initiate action, the Government does not
take action for political reasons. This is the sorry state of affairs that is
prevaiing n this country. It is high time we inducted profassionalism into
such instititions.  And, let there not be recurrence of such cases so that
tha country can command respect among the comity of nations. Thank
you,

SHR! C. P. THIRUNAVUKKARASU (Pondicherry): Sir, | have read
the statement of the hon. Finance Minister. In para 4, on page 2, it is
stated, "These transactions were manifestly fraudulent transactions and do
not reflect in any way on adequacy of regulatory guidelines. Further scrutiny
revealed absence of any investment policy as per RBI guidelines, non
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existence of concurrent audit/internal inspection system, lack of trained staff
and complete failure of the management, especially the board of directors,
in contralling, guiding and monitoring the affairs of the bank and failure to
comply with the RBI guidelines”. These are the reasons that have been
given in the statement. My submission is that these misappropriations are
not of recent origin. This has been happening for a long time. Every time,
the same kind of reasons have been attributed. Whenever there have been
misappropriations in this section, it has always been alleged that there has
beent non-existence of concurrent audit, internal inspections, and so on, and
that there has been a complete failure on the pan of the management.
Now, we have been facing this situation for the past fifty years. Knowing
fully well that this probiem has been there, what has been the Government
doing all these years to curb such activities? Neither the Government, nor
the RBI -- nor the SEBI now -- has been able t0 plug the loopholes. We all
remember that in scams relating to Harshad Mehta, <etan Parekh and the
Madhopura Cooperative Bank, which invoived misappropriation of more than
a thousand crore of rupees, the same reasons had been advanced. Still,
these misappropriations are continuing. | will request the hon! Minister to
do something immediately to eliminate such things. My next point is this.
There are these four brokers, namely, M/s Home Trade Ltd., Giltedge
Management Services Ltd., Mumbai, Indgramani Merchant Lid., Kolkata,
Syndicate Management Services Lid., Ahmedabad. It is a known fact that
as far as M/s Home Trade Ltd. was concerned, it staged performance; they
had called Sachin Tendulkar, Hritik Roshan and Shah Rukh Khan, and had a
great show. But it was the duty of the SEBI to ascertain who that person
was, who was coming up so fast in the trade. This had not been taken
into consideration by the main regulator. As far as the other three brokers
are concerned, we do not know who they are, from where they have come
and what their conduct is. It has not been looked into by the SEB!. Since
these things had not been gone into, these brokers have been able to
indulge in these misappropriations. Sir, as far as the Nagpur Cooperative
Bank was concerned, it was directly under the control of the Resserve Bank
of India. The Reserve Bank of India has direct control over the Nagpur
Cooperative Bank. In spite of this direct control, they have not been able to
detect it. Above all, one of the important things that | want 10 stress here
is this. Who is financing these brokers? Some banking institutions must
have financed these brokers and enabled them to indulge in these
misappropriations. | would like 10 know who these banks are who have
been financing these brokers. Now, we already have the recommendations
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of several committees on how to plug all these loopholes, and how to
remove all these obstacles. | would submit that there should be bifurcation
between financial management and cooperative management. The State
Governments should be vested with the power pertaining to cooperative
managemest only. Financial management should be taken over by the
Reserve Bank. Otherwiss, it will be very difficult. The RB! should be vested
with the powers to give directions, and if any direction is violated, it should
have the power to remove the directors or to supercede the Board. The
auditors should alsc be appointed with the consent of the RBIL. If they are
appointed by the cooperatives, there wil never be any possibility of
detection of such misappropriations. Therefore, | request the hon. Minister
to immediately come out with a solution so that the cooperatives function in
a better and proper manner.

st Tofty T (SR UR¥) | SURWENE 9EIEd, WERTS T Fqfey &
a7 4 X T AR A PN F 47 F 157 T FW frw 2, T B e A ¥
M T wefRfer ¥t &1 agd a7 O T & afFT o9 79 WE @ T a
wrdft £ o Pf¥ea wu ¥ FEERAT AiciaT ) TET 93T bt T §

wEEY, 4E 9 geT g% & IR A e O onmw fear ¥, 99d s
w ¥ W W T we £ | ar @ar-dar wis &1 5mer €| A Py et weE
RBI & 3Y J@d ¥ T@w gv &, 7§ S99 du-Har I € | gafa ghest
g A W @ A S g, R O ¥ 0 & ow, IR @ A
T AW AT AN G A e @ g e sfuw g | sar ure o e siv
T g &, 3% AR W IW A W Sa] s 9 |

HESY, §OH BT WM E 4N AT go ¥, MY F AT F# 4|7 HET gAT
¥ o I arl @ 4 e wr gen o & @ 9 agd *ed T & | TN g6
Aoy 7 ERTE ¥ @ W @ gar aen & % uw i /e & gae o) feawr mn
M At A Wi F AT iR wdtwgw T s aR §
S RB! 9 mgeongy off, saar <& wrew ¢ fear T 1 anft o oF b e
fof &1 Amenr & | R B ol ¥ Ol e B At ot meew e sy
¥l & Oee F 9 or gy & | 39 TR ¥ 9T 9wl T @ge see |t
fer & | gafag & st aEar € & anft ¥ o7 i o ofty F S &9
A% fvar o Toar ¢ it 0% fraw & /5 o @ & o ey & oo odwifaar
% 5 oy 9 weT d TE $ AFar ¥, I Ff 3T A A dtgere R | EE
FEE AR AT T A AR R T S T A F AR W I wRE R
A g, SHP aTE A A AR FS EUE |

HETEY, AREYY BT F AT 95 wEr mar @ fF Ay .
e Rofew § et wifty, ar 78 & suer o & § Rufie =& @
ST | feT Iwer A wrey TE fem mar |
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HEeg, 959 ¥ wawt

BY & ¥ 39 AWe @ JPC
IAE O UES B 95 oW ¥
gy | wERy, CBl # wig 7 &t 3
wdt & AT CBI e & AmaEqer & dea &t
!

ZETHT HET & Wg T T IR g £ | F vl o M A g oww @
yaewa § 5 4fs g 7w & JPC 3 Wi d s9di wiw F fdw g&rm, wofay
I a% ARTen AE v aifke | e @awr 4 & R 9 offew @ & o g
& GAET SN PE T i |

vF o uftfy = o v R o e W F v § wut w7 ol &,
IO afr Wt a7 O ¥ ¥ G e aw ax ENf R amefew W ¥ 9w e
WY 21 IRRT FPraR e I W Ry & qud aw o

FHU g R i age w29 ¥ o By i W & osafya ol w
T g & wwar) F1 o P sl goer qaer Rod § & orla &9 wogmn
g, fre wE ¥ gw A R @ v v g e e ey sk
TrRmRfr e o A i g S A wEl @ 5 e @ a R o fn,
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¥ vty gae S § 4 e @ e wwan & fF Y amder €, Ot wewy @
B a1 |y dgoeR &, 6 Ul § arad ¥ oy At o yar @ e T
IR TUET & AOdT ¥ OEE GH AT A 6T TR #Rg £ R 9% yuR %
R FHT AP B & TEh e ¥ 7 A A & S ano v vWd o oo
o1, I IS FOS Té e, 9% 919 AT ¥ | .. (Taum)...

M wofT g 0 u A e ) g O S O wd @ ot
.. (cEEETa)...

f s B A g e €)1 A QA oA ¥ @ g weww we WY R
s & g ¥ Ry fF anod &) e o ardory £, 78 99 R ¥ 5
IR T Al & TOR-TER Y ar (@),

3t W Frouw @ ao wed oo e afterr o &)1 L (ame)... & @
IR ¥ .. (=Eue)...

ot apr fi A R A P ¥ .. (emaur).. R T amdderd<hang @
oY v ¥, TfT a7 A @ av R ¥ LL(amEar)..

s v freuw o Ay ¢ e andilerddond ¥ ®nm oww wer 87
...{EEEE)...

it anre fie 3@ S 99 @ ®, g O wWeRr F =90 ver &, e
woe & | ardwilardfiond Y weR B ¥ WER & 9w W P 31 9 1w ge
e & fF raer iR & YUd IUST qERT TRIET Y AT AR X I e
@ W AR @ o, et Wi o | e |

Iy (A A viET BifRE) - Ay A o

THE MINISBER OF FINANCE {SHRI YASHWANT SINHA): Sir, | am
grateful to Shri Sanjay Nirupamji, who has brought this mattef to the notics
of the Government and to the notice of this House. | am also grateful to all
the Members who have participated in this discussion, making some very
important and valuable suggestions and raised very relevant and valid
points.

Sir, cooperation as a subject is in the State List of the Constitution
of india. Banking as a subject is in the Union List. Here lies the dichotomy
of Constitutional arrangements, as far as cooperative banks are concerned.
As far as powers in regard to incorporation, registration, management,
amaigamation, reconstruction or fliguidation are concerned, they are
exercised by the Registrar of Cooperative Societies of the State Government
concerned, under the Cooperative Societies Act, As far as the banking is
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2.00 p.m.

concerned, that is regulated by the RBI under the Banking Regulation. Hon.
Members were quite right in saying that it is this duality of control which has
created many problems for the cooperative sector, especially as far as the
cooperative sector has involved in banking, whether urban cooperative
banks or district cooperative banks or State cooperative banks.

I am very grateful to the hon. Member, Shri Rahman, for
categorically stating in this House that the cooperative movement has played
a very important role in the development of the eccnomy of this country,
aspecially the rural economy, and the urban economy in smaller towns and
cities. This is a contribution which has to be recognised and, therefore,
when we discuss issues involved in this particular case, or any cooperatives,
generally, we have to keep in mind the fact that cooperatives have piayed
very important role, that they should be aliowed to play the importgnt role
and that nothing should be done which will throw the baby out of the bath
ub.

This was the sentiment, which was expressed in the other House
yesterday, in some other connection. | would like to express in this House
that we should definitely apply cur mind to the shortcomings in the whole
system, but with a view to strengthening the movement rather than
weakening it.

| think that should be the basic approach. Now, having -aia tnat,
there is a point, which has been raised here, as to how the Governrment has
responded to the issues in the co-operative movement. | would like to 1ake
the House, through you, Sir, into confidence and would like to point out that
we were concerned with the weaknesses in the co-operative structure and
was with that end in view, in April, 1599, | appointed a Committes, under
the Chairmanship of the Deputy Governor of the RBI, to look at the whole
co-operative credit structure. That report was submitted in July, 2000. We
had called a meeting of the State Co-operative Ministers in December, 2000,
to discuss the recommendations of the Expert Group, because there wera
_many recommendations, where wa could not move forward, except with the
very wiling and active co-operation from the State Governments. Then, a
conference of the Chief Ministers was also called on in August, 2001,
because all the issues could not be resolved. That meeting was attended
even by the hon. Prime Minister. We discussed the approach to the issues.
Then, in that meseting itself, | set up a Committee at the pdclitical level,
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Chaired by my colleague, Mr. Vikhe Patil, who himself is a very eminent co-
operator and consisting of the Co-operative Ministers of selscted States,
they should sit down and find answers to the problems that we are facing in
this. That Committee has submitted its report. The report is being
implemented in parts. This year, | hava made a provision of Rs. 100 crores.
It is a token provision, in order to enabie the co-operative banks to shore
up their capital adequacy norms. The total amount, of course, is much
large -- over Rs. 7,000 crores. We are in touch with the State
Governments. We have agreed with the State Governments that we will
jointly work on this and make sure that the banks' capital bases are
adequately enforced so that they can continue to play the role that they are
required to play. | am giving this information to the House in order 10 make
the point that we are aware not only of the importance, but also the
problems in the co-operative sector. And we are trying our best, in
coliaboration and in consultation with the State Governments, to sort out the
problems. Here, Sir, what has happened in this case? Because | was
myself surprised as to what happened? Why has this fraud or scam -- or
whatever name we want to give it -- occurred? | went into this in some
detail. When | said that there is no regulatory failure, | should not be
misunderstood. Because there are two or three aspects of this. One is
that after the Scam of 1992, the Reserve Bank of India had issued very
detailed guidelines about trading in Government Securities, about bankers'
receipts, and about all these aspects relating to capital markets. | went
through those instructions myself and | found that there were as detailed
instructions as can really be on any subject. This is one part. So, when |
say that there is no weakness in the instructions, this is what | meant, that
the instructions are very detailed.

The second one is, it is the regulator which discovered this scam.
It found out, towards the end of 2001, that large transactions were taking
place in Government Securities. Then they decided to go into this in
greater detail. So, both the RBI for urban co-operative banks and the
NABARD for the district co-operative banks went into this. They started
looking into the books of accounts of the various banks. This is how the
fraud in the Nagpur Co-operative Bank came 1o light. This is how the fraud
in other co-operative banks has come to light and the RBI, in collaboration
with the State Governments, is now taking preventive action. it is taking
action to bring the guiity to book and ensure that they do not go scot-free.
These inspections were carried oul in February, March and a part of April.
We have been in touch with the Government of Maharashtra. As | pointed
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out, Sir, some action has already been initiated. When | was talking about
the detailed instructions, what are the detailed instructions? The detailed
instructions are that, no bank, which wants to deal in the Government
securities, will employ brokers. The Nagpur Cooperative Bank was not
supposed 10 deal with a broker at all. The arrangement is that the District
Cooperative Bank, which has a constituent SGL account with the
Maharashtra State Cooperative Bank, will approach the Maharashtra State
Cooperative Bank. Suppose they have some surplus funds, why would
they like to invest in Government security? In order ¢ meet the statutory
liquidity ratio requirements, which Rahman sahab was referring to. The
other thing is, if they have surplus funds, the Government securities are very
safe 10 invest in. So, they would like to make investment in Government
sacurities.  Many scheduled banks, public sector banks, are making
invastments in Government securities. So, they would like to make these
investments to meet the SLR requirements and to invest the surplus funds.
The instructions are that, each one of them must have a constituent SGL
account. Then, they will approach the Maharashtra State Cooperative Bank
which has the main SGL account. Suppose the Nagpur Cooperative Bank
had wanted to invest Rs. 25 crores, 30 crores, 100 crores, or whatever
amount, in the Government securities, they should have approached the
Maharashtra State Cooperative Bank. The Maharashtra Siate Cooperative
Bank would, then, have asked a broker, because they would have some
brokers on their list. They would have asked a broker. The broker's
responsibility is to bring the parties together. That's all. So, they would
match the demand and supply. That is the end of their role. So, this
money would then get transferred to the institution which is hoiding the
securities, and the securities which they had transferred in the name of the
bank that wants to buy. This is how the transaction takes place. Now, in
this particular casa, the Nagpur Cooperative Bank or the other cooperative
banks were not supposed to deal dirsctly with a broker. | will come to the
point that Mr. Nilotpal Basu had raised. The Home Trade has got a licence
as a broker in equity. It did not even have a licence to deal in Government
security. S0, when the Home Trade approached these banks that they
should dsal with the Home Trade, two kinds of irregularities or violations
were being done. One, they should not have, at all, dealt with the Home
Trade, Second, the Home Trade did not even have a licence to deal in
Governmant securities. So, it is like somebody who has a licence to drive a
car, and he starts driving a truck; and somebody -- who should not be
dealing with that person -- putting whatever he had in the truck, and the
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truck then commits an accrkient. So, this is what has happened. This is the
kind of violation that has taken place. The third violation that has taken
place is that, the Home Trade people or the other brokers did not deliver
the securities. As was pointed out here, only the photocopiss were given.
Whoever was dealing with it, should have insisted. "We have given you
money. Now, you give us the security." They did not give the security.
But there was complicity. As a result, moneys were repeatedly made
available to these brokers. That is why | say that it is a pure case of fraud.
You are buying something from a person who is not authorised to sell. You
are making advance to that person. That person is not delivering it to you.
You keep on making advance. You keep on giving the monay, in violation
of all the instructions. This is under investigation; therefore, | will not
venture on opinion. It is likely that this money was diverted to the stock
market, that it did not give the return; and, therefore, the whole thing blew
up. Now, what is the system of inspection? The system of inspection
is..{Interruptions)..,

SHARI NILOTPAL BASU: Please explain about provident fund also.
That is a very serious issue.

SHRI YASHWANT SINHA: Sir, as far as the issue of provident fund
is concerned, my colleague, Munilalji, is sitting here. [t falls within the ambit
of the Ministry of Labour. They deal with this subject. And, | am sure, if a
demang is raised, a statement should be made on the providemt fund scam
then that concerned Ministry or the concerned Minister will make a
statement. But the modus operandi is the same, that in the Provident Fund
also, large sums of money were made available for investment in
Government Securities, Government Securities were never delivered, and the
money just went down the drain. This is what has happened.

Sir, as tar as the inspection is concerned, the Reserve Bank of
India has very strict rules about it. It is only the well-managed Urban
Cooperative Banks which are inspected once in three years by the RBI
Otherwise, the inspection is done once in two years for the weak
cogperative banks and for the scheduls cooperative banks, it is once a year
and as far as the State Cooparative Banks and the District Cooperative
Banks are concerned, the NABARD inspects them, once in two years. As
has been pointad out here, Sir, there are very large number of these banks,
and, therefore, it i1s not possible for either the NABARD, or, the RBI, to keep
on inspecting them every six months or every year, So, this is the pattem
which has been evolved.
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Sir, a point was made by Nilotpalbabu about the background of
this gentleman called, Sanjay Agarwal of Home Trade. The information which
| have received was that he was the GEQ of Lloyds Brokerage. [loyds
Brokerage was under investigation by the SEBI in 1997, there was some
violation noticed by Lioyds Brokerage. After which, he was given a warning
by the SEBI. Why he was given a warning only, why no further stringent
action was taken is another issue.

SHRI NILOTPAL BASU: Sir, my information is this. While this
inquiry was going on, on the basis of which, finally, he was given the
warning. The EDTV bought it out for a pittance and it was allowed to be
renamed and it was allowed to change its management. All this happened
under the nose of the SEBI.

| was making this point for the limited purpose of contesting the
first line of the fourth paragraph of your statement which says, you are
giving a clean chit to the regulators. Factually, it is not correct; and SEB!
has not abdicated its responsibility. And, subsequently, you see they tried
for the VAC listing; they did not succeed. Then they tried for the NAC
listing, where very serious questions about their funding and promoter
composition etc. were brought up, but, still, it was not put under scanner. If
it was cracked by the regulator, | think, definitely, some of the illegalities and
criminalities in which they have indulged, subsequently, could have been
stopped...{Interruptions}...

sft v e« ¥ ve e 29T € (=T,
IuweN (N T v ) g3 w A @ |

st g Ry dow M, K @ v €, @9 @7 € @y A R
FIRMEHIT o & go i 1 Sir the point | was making was that there
was lhis inguiry by the SEBI. i this particulai case, SEBI s nol duscly
involved, because SEBI is not the regulator of the debt market, in that
sensa, it registers brokers both for debt as well as for equity. Now, Sanjay
Agarwal and Home Trade was not registered for debt market, as | pointed
out. He was reqistered for the equity market; dealing in the equity market.
And the point | was making was that in 1997 some violation was noticed,
SEBI issued him a warning, but the warning, according to my information,
which has been supplied to me, warning did not debar him from ¢ontinuing
to deal in equity. So, Shri Nilotpalbabu is right in saying that what
happened was that Lloyds Brokerage changed its name; it became Euro-
Asian Securities, which subsequently became Home Trade. This is the
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transformation which has taken place. But, the point ! was making was, |
don't have the details of what was the delinquency of Shri Sanjay Agarwal
in 1997, why he was only given a warning and not debarred at that point
of time. ...{Interruptions)...

SHRI NILOTPAL BASU: Sir, within a day...(lnterruptions)... 't came
down by 150 points.

SHRI YASHWANT SINHA : The fact remains that there was no bar
on Sanjay Aggarwal for oparating in the equity market, but he did not have
the licence to operate in the debt market at all. Home Trade did not have
the licence, and their operation, therefore, in Government security markets is
nothing but pure fraud. [t Is misrepresentation, and it has succeeded onily
because there has bsen a complicity in these banks which are involved in
this fraud. Sir, that was the point that | was making. Now, the questions
are raised what is the action that we propose to take. Is this a systemic
failure? | will very humbiy tell the House from my side that my inquiries do
not reveal that there is a systemic failure. The systems are properly in place,
but as | was trying to explain that if somebody is determined to viclate the
systemn, and he is able to create a complicity across the board, and, then,
takes some other banks for the ride, then, it is a pure case of fraud and
violation of the rules and regulations which exist, and the law should be
allowed to take its course. Sir, the other point which | would like to make
is what is the size. Sanjay Nirupamji was saying, may be a thousand
crores. Rahman Khan was saying that deposits of the cooperative banks --
all kinds of deposits of all the banks -- are over Rs.150,000 crores. My
information is that they are in the neighbourhood of Rs. 80,000 crores.
Gujarat banks and the other- banks which are involved will show that the
size of this fraud is limited. The investigations are still on, at the end of it
we will know how many of them are involved and what is the total amount,
but the unsettied amount is the amount which | have mentioned in the
statement which | read before this House. The size of this fraud is small,
and there is no need, therefore, to raise a doubt on the viability of ali the
cooperative banks in the country. We are all aware of the fact that no
bank, howsoever strong it is, will be able to tolerate or survive a run on it.
Therefore, | would suggest very humbly that there is no reason 10 doubt the
viability of most of the cooperative banks despite the fact that Madhavpura
case has happened, Krushi Cooperative Bank case has happened, that
classic cooperative bank in Lucknow took place. There have been some
frauds taking place in cooperative banks, but, by and large, | will still say
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that the ccoperative banking movement is safe, it is secure, and the money
of the small investors, which is the concermn of the entire House, which is
also the Government's concemn, is safe. Small investors' money is safe
because the erosion in the value of the deposits is very minimum, just two
per cent or five per cent. Only in the case of Nagpur Bank, it is a little over
16 per cent. We have the Deposit Credit Insurance Guarantee Fund where,
in case, really a failure takes place, then, the interasts of small depositors
whose deposits are up 1o one lakh, will be taken care of. Wae did it in the
case of Madhavpura Bank, and from the Insurance Guarantee Corporation,
we disbursed something like over Rs. 400 crores to the small depositors.
S0, the small investors should not be dissuaded from putting his money in
the cooperative sector, because there will be no other bank. If some of
these cooperative sector banks are abolished, | also raised this point when |
was talking to my officers | said, “suppose we cancel the licence of all
these, then, what will happen? They told me, "many of the areas in this
country will remain unserved by any bark.," It is the cooperative banks
which are providing that service. So, that is the point which | would like to
make. The point is what is the action we want to take in order to bring the
guilty to book. Maharashtra Government has on the suggestion of RBI,
when this matter was brought to their notice, have taken a number of steps.
The issue of coordination among the various agencies which are
investigating this matter has been raised. Sir, my information is that the
Government of Maharashtra has set up a Task Force with reprasentatives of
the CID of the Government of Maharashtra, CBIl, Enforcement Directorate,
Registrar of Cooperative Societies, Home Department of the Government of
Maharashtra. These constitute the Task Force. Now, the issue which has
been raised by Sanjay Nirupamiji and by some other colleagues in this
House is whether we should not hand over the entire investigation to CBI. |
have taken up the matter, in a general way, with the Government of
Maharashtra. | have written a letter to the Chief Minister. | have pointed out
the kind of violations that we have noticed, and | have said, "We expect that
the Government of Maharashtra would take a firm action in this case." | wil
take up this issue with the Government of Maharashira, and, in consuitation
with them, if they are agreeable, we have absoclutety no difficulty in handing
over all these cases to the CBI.

Sir, the other point, which has besn made by a number of hon.
Members in this House, is the issue whether we can refer this case also to
the JPC. This is a matter which | will discuss with my colleague, the
Minister of Parliamentary Affairs. The JPC's term has just been extended
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until the end of the next Session, which is the Monsoon Session. We will
discuss it in Government and, on the face of it, | would like to say
personally, on my behalf, that | see no objection in referring this matter to
the Joint Parliamentary Committes, which is already looking at the market
scam. But since it also involves the State Government, | think it will be fair
on my part to consult with my colleagues, and make sure that there are no
constitutional issues which are raised in this matter. So, we will certainly
look at this.

Sir, | am not here to defend any failure on the part of any
regulator.  If we notice any weakness in the system, we wili have no
hesitation in taking steps o ensure that those weaknesses are immediately
removed.

Finally, Sir, 1 would like to finally share just one information with this
House. | have here the information of action taken with regard to only
Urban Cooperative Banks from 31.03.1998 : Licences have been cancelled
or rejected of 62 such banks, between these four years; show cause notices
have been issued to 15 banks,; applications for licence rejected of 24 banks;
and specific directions have been issued by the RB! under Section 35 to 45
banks. So, it is not that when we notice weaknesses, action is not taken.
Action is taken, some time very drastic action has been taken. And,
therefore, Sir, as far as the regulator is concerned, -- Mr. Raghavan has
raised that point -- | would very, very humbly suggest, Sir, -- | would like to
make this point in all humility -- the R8BIl is not merely the reguiator of the
Banks. The RBI is the final monetary authority of this country. The RBl is a
very, very respected institulion of this country, and we should not be very
free with our criticism of the Reserve Bank of India. The Reserve Bank of
India has a reputation which is international. They are counted -- and | can
say without fear of contradiction -- as one of the best Central Banks in the
world.  That is the reputation of the RBI. So, let us not do something,
without adequate reason, which will detract the reputation which the
Reserve Bank of India, Sir, has built.

With these, Sir, | would like to finish my speech.

it worg faews . guwvegE TR, f UE WEERT 9Ea E | B RS
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254



[16 May, 2002] RAJYA SABHA

e fad =i ke F Rl oF dilE o1 Aever o @ e axa @ 5 e
9T @ ¥ e & R wie gedw § oust foffer 7 faw 7

s qw ve Hor . FAOY SR, T% eEETn TwE wEed dB & el
grer ¥ e & | 43 qEtEn 3 e qenrsg & 7 6 w0 T qanar &, ot
mFIwagr AR W S R A e B & | & WS wEsw @
arn g R fra-fre Re §, Rt &3 £, o fr aftnify Berd e g
E

SHRI K. RAHMAN KHAN: Mr. Vice-Chairman, Sir, | would like to
seek two clarifications from the hon. Finance Minister, About the dual
control, he said that there is a constitutionality involved, because
cocperative is a State subject. It is also in the Concurrent List. Sir, what |
would like to say, because this is one thing ...

IyayrerH (2N T veY FIREE) ¢ 3 AT Tewe W AT |
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.(=EEE)... AfFT TE Y tF ARy B o ot T L, T gw ey aei @1 god)
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SHR! NILOTPAL BASU: Sir, when | spoke of regulatory failure, |
was actually talking about the regulatory inadequacy to really regulate all
these. | think the point has been accepted by the hon. Finance Ministar
when he said that NABARD does not have the wherewithal to improve or
to reimpose... In that sense, what is the corrective step that the
Government is going to take?

A e an Sy FEEE, R 78ET ¥ roforwo A % 7
T FE ¢ | AR, AT e ¥ UF A ngew our & Rrg o avw # wR
M Fr @ a@fia svr awar § Gross NPAs as of March 1999 were to the
tune of Rs.2,000 crores.....
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SHRI C. RAMACHANDRAIAH: Sir, it is not our intention to
denigrate the Central Bank of the country. We have high respect for it as
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everybody has, but the only point is, as the hon. Minister has said there is
inadequacy of the RBI to centrol all these things. | would like to know
whether the Finance Minister will consider having some in house machinery
under the control of the RBI, so that it can monitor the performance of non-
banking institutions.

SHRI PRITHVIRAJ CHAVAN (Maharashtra): Sir, in view of the
comment made by the hon. Finance Minister about the inadequacy of the
machinery under theé control of the RBI, | would like to ask him whether he
will consider having a regulator independent of the RBI.

SHRI RAJEEV SHUKLA: Sir, | wanted the hon. Minister to respond
on the idea of creating an exclusive regulatory body instead of a multi-
regulatory body.

SHRI. MANOJ BHATTACHARYA (West Bengal):  Sir, the hon.
Minister was referring to the weaknesses in absorbing the system. He said
theoy will be duly corrected. My clarification is whether some weaknesses
have been observed in the system or the financial system itself is very weak,
Scams are taking place perpstually svery now and then. Nowadays, in
avery Parliament session one scam or another scam is being discussed.
Will you ensure that corrective measures will be taken? It is high time that
you adjust the system to rid of the weaknesses.

SHRI V.V. RAGHAVAN (Kerala): Sir, when | referred to R8I, it was
in my mind that the RB! representatives in various Institutions do not
perform their duties.
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SHRI PRITHVIRAJ CHAVAN: Listing was not recommended even in
Mumbai. Listing of Home Trade was not recommended. The Danuka
Committee, every Commitiee, rejected it. But, suddenly, listing was given in
Mumbai. That needs to be investigated.

SHRI YASHWANT SINHA: Sir, the olher point which has been
raisad by Rahman Sahab is whether in this Insurance Deposit Guarantee
Corporation, an amount beyond Rs.One lakh can be raised. It is a
suggestion for action. 1 am taking note of it.

Sir, on the issue of whether this kind of violation has been noticed
in other States also, | would like to say that according to my information,
there are eight urban cooperative banks in Gujarat where also this has been
noticed. There is one rural bank in Orissa where we have noticed a similar
situation through the same broker, namely, Home Trade. Obviously, Home
Trade was trying to cast its net as wide as possible. And the investigations
are stifl on. The Reserve Bank of India has taken up the inspection of a
number of urban cooperative banks. They have asked the State
Governments to get the accounts audited of others. The NABARD is also
on the job. We will know the extent of this very socn..finterruptions). ..

But the most important question, Sir, is whether we are in a
position to have a non-RBl, independent, regulator. This is the point which
has been raised. That is an exclusive regulator separate from RBI. | think
Mr. Ramachandraiah was making the suggestion whether for non-banking
finance companies and for urban cooperative banks, we can have a
regulator, a separate arrangement within the RBI. Now, we already have a
separate arrangement within the RBI as far as the role of the RBI as a
regulator is concerned. On this issue, a separate regulator is not going to
solve the problem. How will you have the separate regulator function
differently from the RBI until the arrangement is changed, until there is just
cne authority, which will be responsible for everything as far as cooperative
banks are concerned? And that is something, which is a rather delicate
issue. This is something, which we are in the process of discussing with
the State Governments, of which | have given here the account. So, until
that situation is evolved in consultation with and with the concurrence of the
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Siate Governments, it will be somewhat difficult to just create another
reguiator, which will face the same handicap that the RBI is facing. 1t will,
certainly. It has been the endeavour of the RBI, and that is the point which |
have made, to ensure that they do their job and ask the NABARD and other
reguiators like NHB, SIDBI, eic., o do their job, in turn, as sincerely as
possible. And that is the direction in which we would like to take this policy.
Qur discussions with the State Governments are continuing and if we are
able to evolve a consensus, as | said, we will certainly think of it.

PAPERS LAID ON THE TABLE - Contd.

THE"MINISTER OF RAILWAYS (SHRI NITISH KUMAR): Sir, | beg
to lay on the Tabls a copy {in English and Hindi) of the Status Paper on
Indian Railways - Issues and Options.

GOVERNMENT BILLS
THE PAYMENT OF WAGES (AMENDMENT) BILL, 2002
THE MINISTER OF STATE IN THE MINISTRY CF LABOUR (SHRI

MUNI LAL): Sirrl beg tc move for leavs to introduce a Bill further 1o amend
the Payment of Wages Act, 1936.

WS TR gl )
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SHRI C. RAMACHANDRAIAH (Andhra Pradesh) : Sir, there is one
imporiant Bill which was passed by the Lok Sabha yasterday; the €able
T.V. Network (Regulation) Billl. It should be taken up in the House.
Tomorrow happens to be a day for the Private Members Busimess: we
won't have a chance to discuss this Bill.

SOME HON. MEMBERS: No, no; it ssm't be taken up. There is no
time for it.

SHRI P.G. NARAYANAN (Tamil Nadu) : Sir, it is not listed in the
List of Business. ...{(nterruptions)... The Bill has not been circulated.

SHRI C. BAMACHANDRAIAH: Sir, because of its importance, our
C.M. has written a letter to the Prime Minister also.
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