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                                      What is a Fraud?
· The perception of a bank fraud varies from bank to bank and from person to person

· In cases of borrowal accounts , the variance was even sharper, where the instances of removal and disposal of hypothecated goods, without bank’s knowledge are quite common.
· Similarly, depletion of stocks and its value, cash loss incurred by the borrower, undertaking of a new but connected activity, diversion of funds etc., were viewed differently by different banks.

· It is, therefore, evident that there has been considerable variance in reporting of the frauds in borrowal accounts by the banks

                                   Bank Fraud Definition
“A bank fraud is a deliberate act of omission or commission by any person carried out in the course of a banking transaction or in the books of account maintained manually or under computer system in banks, resulting into wrongful gain to any person for a temporary period or otherwise, with or without any monetary loss to the bank.”
                                       RBI Instructions
As per RBI guidelines, every Chartered Accountant is personally held responsible, if any fraud is found undetected during the course of Bank audit. I herewith give the extract of notification of RBI for member reference.

“ RBI has informed that if an accounting professional, whether in the course of internal or external audit or in the course of Statutory Audit finds anything susceptible to be a  fraud or fraudulent activity or act of excess power or smell any foul play in any transactions, he should report to the regulator. Hence accounting professionals are advised to specifically report, simultaneously to the Chief Executive Officer of the Bank and to RBI, Central Office Department of Supervision, Mumbai, about any matter susceptible to be fraud or fraudulent activity or any foul play in any transactions. Please note that any failure on your part should render yourself liable for action”

                                       Personal Effect
The following are the reasons for every person to commit fraud.
a. Improper recruitment of employees especially without regard to their antecedents, integrity and background or insufficient verification of their previous records and reports. 

b. Lack of training, job rotation, discipline

c. Indebtedness of employees

d. Side business/interest, financial or otherwise, in other outside  of employment activities.

e. Extravagant living standards of employees

f. Careless and casual attitude towards operations.

g. Lack of belonging, sincerity and enthusiastic approach

                                      Who commits frauds? 
 Internal – Staff involvement

· External – Depositor/Borrower/Outsider etc

· Internal and External – By a nexus of staff and outsiders
                                    Procedures (Personal   Aspect)
a. Lack of constant awareness and alertness of management and operational staff.

b. Lack of set rules, regulations, norms and procedures.

c. Loopholes in procedures.

d. Lack of accountability

e. Lack of proper communication

f. Lack of monitoring

g. Improper delegation

h. Lack  of assigning the right job to the right person
i. Management of laziness, ie. Delay in decision taking and conveying

j. Improper checks and balances, lack of filters and firewalls in systems (systems related frauds)

k. Unregulated we site

l. Different cross-border legal systems and jurisdictions

m. Lack of international forum for establishing accountability and enforceability in cross-border frauds, misappropriations, etc

n. Lack of sharing of information among various participants/institutions

o. Lack of monitored, updated common data base


Psychological Factors
a. Lack of identification of work

b. Lack of proper recognition of work and achievements

c. Lack of reward and punishment

d. Lack of motivation, morale building, change in moral values, ie. Trust to mistrust

e. Dominance of only “I”, “Me”, “Self” concept, ie. Priority of personal preferences over organizational objectives, goals, thus lacking team sprit

f. Non adherence of stability in the policy thus, only flexibility prevails ie. Personalized policies dominate in the functioning means level and mode of compliance of policies change with the change in the boss.
g. Inconsistency in decision making, thinking process and implementation and enforcement of various rules and regulations.

h. Improper two way communication in the organization

                                How a Fraud gets detected

· Complaints

· Change in incumbency/Job Rotation

· Updating house-keeping/balancing of books of accounts

· Audit and Inspection

· Visits of Bank’s Regional/zonal heads

· Scrutiny of control returns

· Presence of mind of alert and efficient staff.

                                 Preventive Measures
· Identify the weak areas.

· Establishment of sensitive areas and alarming signals

· Setting up of fool-proof procedures and their uninterrupted, equal application and enforcement alongwith consistency in decision making

· Monitoring of rules and procedures

· Proper inspection and monitoring

Common traits of a person generally involved in frauds( General Observations)   

1. Tries to oblige the employees  and is generally highly cooperative

2. Role of ex employees. Mostly ex-employees have the same degree of access to official information as the employees of the organization; thus the concept of arm’s length relationship is lacking

3. Quite popular among the staff member

4. Always tries to perform the job without other’s involvement. In certain circumstances, always a selected group of persons come forward to discharge the work. We can say the designated group of persons involve every time within different forums and functional groups; overall the persons remain the same. Thus these persons manage access to different important groups and other important assignments. 

5. Always tries to win the trust of the other person

6. Tries to get information. Always keen to get official information related to the seats/ departments.

7. Generally not interested  in change/ rotation of job/ seat.

8. Comes early and sits late in the office

9. Unreasonable postponement of activities
On the basis of  types of activities an organization must establish the inherent weakness, inherent strength of each and every division and department and must conduct a deep study on various probabilities and accordingly corrective (preventive) measures must be suggested to the respective departments ( i.e. levels and check point must be communicated to the upper level i.e. the officer level, supervising level). Another important point is the periodic checking on the basis of standardized statements and proper monitoring. Thus statement proforma must be so tactfully designed that the concerned  persons/departments may not have a feeling that they are being monitored/ checked.
                                Key points in dealing with fraudulent cases
Being an auditor , you should follow the below mentioned tips carefully.
· Don’t take things and facts at face value

· Don’t trust others all the time

· Don’t believe your eyes

· Be very analytical and investigative

· Don’t consider the person guilty unless it is proved beyond doubt

· Do all the acts with due authority, with due diligence, bona fide and without bias

· Do such acts which further the distinction between bona fide and malafide intentions

· Always come to the final conclusion after taking into cognizance the totality of facts and circumstances

· Avoid piecemeal approach

                                              Detection of Frauds
The basic function of the detective process is the study of the environment and accordingly perform the role of gathering timely market intelligence and thus to adopt proactive approach.  Besides the various tools of gathering market intelligence   the collection of facts regarding prevailing relevant environment, observations and intentions also play an important role in the detective process. Investigation as a part of detective process must be undertaken by fully trained and experienced personnel. While discharging this duty, the important aspect, inter-alia, is the patience, calmness on the part of officials searching the records and questioning the persons. While gathering the records, it must be kept in mind that all the records must be sealed, signature of person making statements and witness be taken. On the other hand, it is the prime duty of investigating officials not to any person guilty till offence/guilt is proved. A sympathetic approach of officials would definitely be helpful in yielding better results and to draw out the ultimate truth.
                                           Conclusion
· Fraud detection is an art provided and you have to  apply your mind with sincerity and dedication. In bank audit you will definitely get the fees, irrespective of full coverage or part coverage, irrespective of your visit or your staff visit or irrespective of your audit or not. Be careful

· Be loyal to our profession and maintain our institute image.

· You are held personally  responsible for the monetary loss done to the bank, due to your non detection of fraud during the course of audit.

· We have to save our skin and profession as no body will come and support and defend our negligence and mistake.

· Be careful, as your CA certificate is in danger, if you fail to find any fraud during the course of our bank audit.
                                        Warning and Caution
Your CA certificate is in danger, if you fail to detect the fraud during the course of bank audit. Be alert and careful

                      ALL THE BEST 
