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Forensic Audit :

A forensic audit is an examination and evaluation of a firm'’s or individual’s financial records to derive evidence
that can be used in a court of law or legal proceeding. Forensic auditing is a specialization within the field of
accounting, and most large accounting firms have a forensic auditing department. Forensic audits require the
expertise of accounting and auditing procedures as well as expert knowledge about the legal framework of such

an audit.
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The Fraud Triangle:
A framework for spetting high-risk fraud situations

« \Weak internal controls
* [neffective monitoring of contr..
» Assets susceptible to fraud
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Financial pressure:
* Greed
+ Addictions
+ Poor credit rating
or cash management
Work pressure:
+ Dissatisfaction with pay
« Qverlooked for promotion

« “I'll pay it back.”
* “| deserve a pay raise.”
* “It's for a good purpose.”
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A forensic audit can reveal such cases of fraud.
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the company. By this conducts forms the objective of a forensic audit.
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and needs well to ensure that they choose the right type of auditing for them.
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Forensic Audit vs. Internal Audit

An audit is defined as a formal examination of an organization’s or individual’s
accounts or financial situation. It is conducted by a public accounting firm for the
purpose of providing “comfort” in relation to an organization’s financial
statements. In many organizations, members of the audit committee, board of
directors, owners, managers or other individuals in supervisor positions have
limited (if any) experience with other types of audits, including forensic or
internal audits. If they are unsure of which direction to turn, they may go
seeking the wrong solution.
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Forensic Audit vs. Financial Audit :

A forensic audit, also known as a forensic examination, is defined as an examination of
financial records to find any illegal financial activity. The term forensic itself is defined as
belonging to, used in, or suitable to courts of judicature or to public discussion and debate. A
financial audit, sometimes called a financial statement audit, is defined as the examination of
an entity's financial statement and accompanying disclosure by an independent auditor. The
results of this examination include a report by the auditor attesting to the fairness of
presentation of the financial statements and related disclosures.

12



FORENSIC AUDITOR
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Why is a forensic audit conducted?

Forensic audit investigations are made for several reasons, including the following:

Conflicts of interest

When a fraudster uses his/her influence for personal gains detrimental to the company. For
example, if a manager allows and approves inaccurate expenses of an employee with whom he has
personal relations. Even though the manager is not directly financially benefited from this approval,
he is deemed likely to receive personal benefits after making such inappropriate approval.

Bribery

As the name suggests, offering money to get things done or influence a situation in one's favor is
bribery. For example, A bribing an employee of Company B to provide certain data to aid A in
preparing a tender offer to B.

Extortion

If A demands money in order to award a contract to B, then that would amount to extortion.

14
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What is Financial statement fraud?

Companies get into this type of fraud to try to show the company’s financial performance as better than
what it actually is. The goal of presenting fraudulent numbers may be to improve liquidity, ensure top
management continue receiving bonuses, or to deal with pressure for market performance.

Elements of a Financial Audit :

A financial Audit has one purpose - to provide assurance that a company’s financial record keeping
follows the Accounting Standards . To this end, the auditor must objectively examine the company’s
financial records and use his best judgment in making the appropriate determination. A financial audit
may or may not uncover intentional fraud or misrepresentation of facts.
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2 (,855¢r

Total amount of
financial irregularities
in Satyam Computer
Services scam

3200.1cr

Fictitious foreign
exchange gain from
April 2002 to 2008

7,500

Number of
fictitious invoices
discovered

500

Number of clients
the company had
before the scam
cameto light

35,352.8cr

Fictitious revenue
reported between
April 2002 and
September 2008

45,000

Company’s number of

employees when the

scam came to lightin
January 2009

5899.8cr

Fictitious interest
income recorded
from 2002 to 2008

32

Number of months
Raju has served in
prison already
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FROM FIGHT TO FLIGHT = St

THE TEN MOST SIGNIFICANT YEARS IN MALLYA'S LIFE

195551
ndstrsint =1 mistakes Severance package 10 Mallya who is made 10
Vittal Maliya 008 Aaions, QURUSLas chairman

L Enforcement Directorate registers 3 case of

Rs 900 croee loan from D62 Bk
Maltya leives country foe Loevion
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PAYMENT PROBLEMS

« Kingfisher Airline has staff strength of 6,000 and
spends 58 crore on salaries a month.

» Airlines delayed salaries of its employees in
August 2011, and for four months in succession
from October 2011 to January 2012.

» Kingfisher also defaulted on paying the Tax
Deducted at Source from the employee income to
the tax department.

RISK MANAGEMENT FAILURES IN KINGFISHER AIRLINES

-l—* STRATELIC
OFERATIONAL T

RISK - SARKET
FLEL COETS AHALYSIS %
ST
r STRATEGIC
r ( STRATEGIC > RI%H —

FIMAHCLAL o » MEAGER
R - T —— WITH &IF
EXCESSIVE DECCAMN
DEBT
x STRATEGIC
FEGH -
IMVESTMENT
I PLAMES

Total

nosedive continues Total Dedt

27,057.08¢r 26,000cr

Accumelated Losses

204 3,633.08
-4,12059 ...
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Under Scrutiny

AIRLINE GROUNDED
Jet Airways debt Total

o Misappro- o Invoices estimated at liabilities
priation of raised W/0 Z8,500 cr at 725k er
funds relating verification =

to provisions '

SBI, the lead banker of Jet Airways lenders' consortium, ordered a forensic audit of the
books of the airline to examine the feasibility of restructuring its debts and identify
accounting problems. A look at some of the troubling developments at Jet since last year.

Aug 2018 Mar 2019 Apr

JET Airways delays ~ NARESH Goyal JET Airways shuts SFIO, ED begin , GOYAL stopped
April-June earnings  steps down as down operations investigations from flying abroad
after disagreement  chairman of Jet due to lack of into the airline’s | by law enforcement
with auditors. Airways. funding. dealings. agencies.
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Net Worth
Rs 8,795 crores

Loans taken
Rs 96,880 crores

External Commercial Borrowings
(ECB) - Rs 2,965 crores
National Housing Board

(NHB) - Rs 2,848 crores

Secured

Non Convertible Debentures
(NCD) - Rs 28,819 crores

Unsecured
(NCD) - Rs 2,492 crores

Public Deposits
(PD) - Rs 9,225 crores
Other - Rs 13,567 crores

Banks
Rs 36,963 crores

DHFL is an NBFC
Non Banking Financial Company

Source: DHFL Annual
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THE STORY SO FAR

Nov 2019

Jan 2020

Feb 2020

April- Sept :

Sept 2020

Sept 2020

+ Over 20 entities show interest

: RBI refers DHFL to NCLT for insolvency

proceedings after National Housing Bank reports
serious deterioration in its finances

: Lenders invite Eol for acquiring DHFL. Last date

to submit EOIs set at February 17
in acquiring DHFL. April 16
deadline set for submission

of bids ,ilmlmd. ‘

Deadline to submit final bids extended
several times

: The administrator for DHFL moves NCLT against

the company’s promoters Kapil and Dheeraj
Wadhawan for alleged irregularities in loans
worth ¥12,705.53 crore

: Forensic audit reveals fraudulent transactions

from fictitious Mumbai branch
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RBI'SORIGINALDIRTY DOZEN
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The Great Indian Loot

‘The bank fraud cases have a long history in India and regulators, the
justice system have yet to come to a definitive solution to this problem

€

PSU banks
have reported

8,670

loan cases
inthe last S
financial years

Bank of Baroda

reported 389 fraud
cases amounting to

to © B
4,473 cr 34,050 cr| frasares

Loan fraud cases amount to

Z61,260 crore
17634 cr

reported this year

PNB reported 389 fraud
cases till FY17 amounting to

?6562 cr State Bank of

T 1 India reported
| Bank of India reported
231 Ioan fraud cases 1 5 069
GHTIREPEMED Cases

Sources: Reuters

HOW THE FRAUD WAS ACCOMPLISHED
Gokulnath Shetty at PNB allegedly sent Letters of Undertaking Overseas branches of other
without recording them n the bank’s interna software system. B My ok
Gokulnath Makes Bypasses PNB's SWIFT LoUs
Shetty SWIFTleters  Iotermaldanking gt 150 sy
(Deputy of undertakings system fraudulent LoUs were
Manager) (LoUs) transmitted, in a Bank credit to:
H A fraud which PNB says
: 7 : amounted to $1.77 P~
MECTTERTTRTT \:": | wevenansesanes billion, | =1
Shetty allegedly logs in as a different user, Companies linked to Companies linked to
The bank usually has a security check, but billionaire jeweller billionaire jewetler
the deputy manager circumvents it by using ) i i
muttiple passwords, allowing him to both e el
enter and verify transactions. Source: Reuters

30-12-2021
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IL&FS Group: Total outstanding (FB & NFB)

Estimated Fund Based o/s as on 8 Oct, 2018
Estimated Non-Fund Based o/s as on 30 Sep, 2018

INR Cr
Secured 73,359
Unsecured 20,857
Bank Guarantees (BG) 4,853
Letters of Credit (LC) 286

Total Outstanding

99,354

*Includes FB Principal O/s aggregating INR 4,570 Cr.: (i) GIFT INR 1,233 Cr. (IL&FS Group
has 50% stake); (i) ONGC Tripura Power INR 3,337 Cr. (IL&FS Group has 26% stake)

AlISFS

30-12-2021
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YES BANK JOURNEY:
FROM PEAK TO PLUNGE

1999 | Rana Kapoor, brother-
in-law Ashok Kapur & Harkirat
Singh partner with Dutch
Rabobank to set up Rabo
India Finance

2002 | The trio gets in-principle
approval to set up a bank with
support from Rabobank

2003 | Harkirat
Singh is
sidelined. Rana
Kapoor, Ashok
Kapur and Rabo
promote Yes Bk
2005 | Yes Bank
hits the stock
market with a

Rs 300-crore IPO

2017 | Yes Bank reports
divergence of Rs 6,355 crore
in bad loans — disclosed and
identified by RBI

2018 | The bank’s shares
tank nearly 30% in Sept
after RBI cuts Rana Kapoor’s
tenure to 3 months

2019 | The lender reports fresh
divergence in FY19. New CEO
Ravneet Gill announces plans

i for $2-billion capital-raising

2019 | Lenders sell Rana Kapoor's
entire stake in the bank by
invoking pledged shares. Kapoor
had pledged the shares to

e finance family businesses

2019 | Yes Bank balance sheet hif
by a spate of bad loans — IL&FS,
Anil Ambani Group, CG Power,
Cox & Kings, Altico, CCD, Essel
Group, Essar Power, Vardaraj
Cement, Radius Developers,
Mantri Group

2020 | The lender’s shares tank

| after bank reveals little-known

NRIs as potential investors
Feb '20 | Yes Bank delays
financial results for Q3

Mar 5, '20 | RBI places Yes
Bank under moratorium
over severe deterioration in
financial condition

YES BANK AND OTHERS

1.TOP BANKS (INORDER OF
LOAN BOOK SIZE)

INRtm 8 LoanBook (INRtm)
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2. EXPOSURE TORISKY
SHADOW BANKS
(% OF TOTAL LOAN BOOK)

B Expocure to isky shadow banks
(%o of total loan book)

50% ©

4.0%

36%
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1
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Note: ‘Risky'= Expasure to DHFL ADAG NBFC,
Refigare fintech, Altico, AL Edelweiss, Piramal
capital and housing and SREL

3.COMMERCIAL REAL ESTATE
EXPOSURE: YES BK VS OTHERS

B Commercial real estate exposure
(o of loans)

.Efﬂ'\}fm

a x
L g 144

Note: As on December 2018

K

RISK-BASED SCORING

Rank Bank Risk
Score

1 Yes* 99

2 Karnataka 67

3 SouthIndian 57

3 dusind 57

3 RBL 57

6 Federal 48

7 cia 43

8 Karur Vysya 42

9 DCB 40

10 Axis 26

n CityUnion 15

Source: Company, Anand Rathi Research

“Yes Bank for Q2 FY20

Higher score reflects lower risk
Lower ranks reflects lower valuations

4.GROSS NPAs: YES BANK VS

OTHER MAJOR BANKS

W Gross NPAs(%) £

20%4 ] 3

16% 0

2%

8%

4%

o%-ﬁlégggg‘o?
“Raoxd 5y

=
5.PROVISION COVERAGE:
YES BANK VS OTHERS BANKS

B Provisioncoverage %

SBi
Ais|
CICH
PNB

B|
van
d

>

2 8

K

L
Indusin

Note: NPA: Non Performing Assets. Yes Bank
data are as on Q3 2019, white other banks reflect
Q4 2019 data

Source: Nomura research
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WHO TOOK AWAY
COX & KINGS’ CASH?

Former CFO at T | Cox & Kings
Cox & Kings, Anil Wa declared
Khandelwal and bankruptcy,

his team allegedly defaulted on
transferred large bank loans, and
chunks of money payment to IATA
to their own
company

Promoter Peter

Mumbai Police , Cox &Kings Kerkar has

is now probing Promoter put entire c—@

the case, scam Peter Kerkar blame on

estimated at & wife management
Urrshila under over siphoning

Ed 20,000 cr ED scanner off money

o~
B__
7/ SSG Capital head ' Shyam Maheshwari
Shyam Maheshwari \ and Anil Khandelwal
siphoned off money
- through Ezeego which

who runs financial
is subsidiary of CKL

firm and his wife are
under ED scanner

Source: Investigating Agencies [« X Ko X #Yin]moneycontrol

30-12-2021
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UNEARTHING IRREGULARITIES

Figures in cr

264 Non-disclosure agreement
for company land, factory

198 Groupcompaniesgivenloans

withoutagreement
133, 519
MF investments Advancesto related
offsetagainst partiesfully
borrowings written off

261 Groupfirm availed dollar
loans without disclosures

400 245

Uncashed cheques | Short-term loans

from promoter netted off against
shown as bank related -party
balances receivables

156 Slow-moving inventory
provisioned asexceptional item
Source: BSEannouncement

Gautam Thapar holds
a nominal stake, But
Avantha group firms

remain dassified

as promoter group,

according to

BSE disclosures

BSE PRICEIN ¥

(G Power & Ind Solution
18.40 |14.75 |-19.84
Previous |Today's % chg
close close

30-12-2021
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The debacle of company resulted in unfortunate suicide by its promoter. Amounts due to banks are around Rs .
2500 crores to Rs. 3000 crores. Currently, Tata group is in talks with CCD for acquiring its coffee outlets, which if
materializes, will rescue the company, and put it back on the recovery path.

VG Siddbharslha

To our Board of Directors and Colfee day famdy,

fought for mo but . m Koind
private .%mmumum-s.omlwm e i

sincerely request each of »ummhmmmmwum
M'mm%'hammw&m.% 1 s
m':mmu?mmwmmummmmny

anclosed “d“““mmdﬂ““mww*
oxweigh our fabities and can help fapay avenybody.

.'. -

an o

.~
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Imprudent lending practices

»Evergreening of loans

»Practice of charging high commission to borrowers, which was not in line with industry practices
»Overstatement of profits due to front loading of commission income

»Gross under provisioning of NPAs compared to RBI guidelines

DECLINE AND FALL OF A BANK

Rana Kapoor's arrest has brought into focus Yes Bank's NPA problems. The

20 Aug 2018 bank’s total bad loans stood at 7.39% of gross advances at the end of September.
How the stock -

price moved on (in%) A713441¢ 224t | 30,4467
lifetime high to Gross NPAs as | Total | The value of
current lows AN ANT on 30 Sep loans AT1bonds

Big beneficiaries of Yes loans:
® Anil Ambani's Reliance Group @ Essel Group 16.15
® Dewan Housing Finance Corp. @ IL&FS 6 Mar 2020

MAY 2004 ANl JuL2005 A SEP2018 MAR 2019 FEB2020 M 5MAR 4

Yes Bank gets ~ Sharesof Yes ~ RBI declines Ravneet Gill Bank gets Centralbank  ED
a banking Bank list on to extend joins as the shareholders’  supersedes arrests
licence from the stock former CEO new chief approval Yes board, Rana
the Reserve exchangesat ~ Rana Kapoor's = executive to raise appoints Kapoor
Bank of India = %45 apiece tenure officer 10,000 crore  administrator

IL&FS: Infrastructure Leasing and Financial Services Source: Mint research, Bloomberg

30-12-2021
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oht on the Issue..

* The NSEL scam or NSEL fraud is a systematic and
premeditated fraud perpetrated in the commodity
market on the National Spot Exchange that is based in
Mumbai, India.

* The NSEL is a company promoted by Financial
Technologies India Ltd and the NAFED (only 100 shares
given for misusing the NAFED brand.)

* The NSEL scam is estimated to be a Rs. 5600 crore
(around USS$0.95 billion) fraud that came out to light
after the National Spot Exchange failed to pay its
investors in commodity pair contracts after 31 July
2013.
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HOW BUYERS WERE LEFT IN THE LURCH

Lender goes to insolvency court

| On Aug 10, 2017,
Bank of Baroda filed an insolvency petition
against Amrapali for defaulting on a payment
of Rs 55 crore. NCLT admitted the petition on
September 4 and appointed Rajesh Samson
as insolvency resolution professional (IRP).
Samson given 270 days to turn Amrapali
around

Buyers follow, but move SC
| On Sept 21, 2017,
107 Amrapali homebuyers led by Bikram
Chatterjee moved the Supreme Court demanding
cancellation of NCLT proceedings. They said

they had already appealed in the consumer
court for refunds

In 2018,

the Supreme Court sought a
response from the Centre, the RBI
and others on the challenge to NCLT
proceedings. It asked Amrapali for
full disclosure of finances, then
ordered forensic audit that found

large-scale fund diversion

30-12-2021

WHAT THE TOP COURT SAID

" Probe Amrapali promoters, directors for money
laundering, FEMA violation

" Electricity, water be immediately restored to
Amrapaliresidents

® Banks, Noida and Greater Noida authorities can't
sell flats to recover dues

® Similar action must be taken againstall other
erring builders

40



In Hot Pursuit

Jatin Mehta Mehtas were

and his kin may suspected to have

have floated two fled to St Kitts

limited liability / and Nevis island

cos — Pegasus in 2013 in wake

and Adamas of an alleged

International bank fraud

Winsome %
was declared & _
wilful —

defaulterin |/ i uum |
[ _ 206 /W

30-12-2021

0,500+

Gujarat-based diamond
merchantowestoa
consortium of banks
—_—

ED, (B, SF10 and |-T dept
probing the Mehtas
S —
SINGAPORE-BASED

8 lIA Technologies Pte Ltd,
promoted by NMe&tas,
also under sanner
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» Religare Finvest gave loans
to parent company, Religare
Enterprise Ltd, and its other
group companies without
taking adequate collateral

» These group companies are
alleged to have wilfuly
defaulted in repayment; RFL
suffered a loss of ¥2,397cr

» When the fraud was
detected, the Singh brothers
exited the boards of REL and
RFL in April 2018

CASE AGAINST THE SIBLINGS

= b
\ & ok N\ \ - + NG
A X ,
. - N
A 3
; 4 <5 {

Shivinder (L) & Malvinder

» RFL's new management
filed an FIR with the EOW of
Delhi Police against the Singh
brothers and other top
management of the company

30-12-2021
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THE CRUX

Sterling Biotech, world's six largest producer of gelatin, is
unable to use its position of strength. It is a debt-ridden
company, whose promoters are absconding

2. |Gy o trastsoooer €9
' of debt onrevenue @
© Tata's Rallis sold gelatin of 368 cr E
biz to Sterling for 47 cr
in2004 © Asagroup, it © Company
: ! has excess of is looking
© Sterling Biotech now %15,000 cr debt fora
sixth largest bidder
producer of gelatin © Insolvency
proceedings
© But Sterling’s promoters started 2 yrsago
are absconding : but is still stuck

© Aurobindo, Cadila, UPL, » Promoter tried buying it
said to be interested back; creditors vetoed

30-12-2021
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MODUS OPERANDI

» Karvy Stock Broking pulled £, UUUL
out shares from its clients’ Estimated amount
demat accounts of scam

» Transferred those shares to y ™

demat accounts controlled by it et

> Pledged those shares with Praeit
banks and took money

> Transferred the money to

real estate arm, Karvy Realty

> Failed to return those shares to clients from whose
accounts it had pulled the shares in the first place
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CASE HISTORY in the rights issue about the

financials of TFL subsidiary Niskalp
" Tata Finance (TFL) had come out

th a rightsi Kingt * Niskalp incurred losses of
w. ang |s§ue, EESINETO 190 crore, but backdated
raise ¥90 crore, in March 2001

transactions converted the

*" Sebi conducted a probe after loss into profitin its books
receiving a complaintthatthe ® In 2016, Sebi barred four entities
firm had made false disclosures from securities market
inthe letter of offer " Lastyear, SAT hauled up Sebi for

" Regulator found misstatement letting off Tata Finance
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Office of The Commissioner
s MR d. v Mo gew, wea-ll
Central GST & Customs, Vadodara-11
el won g, dela perle @ ﬂl. g
Arkee Garba G d, Nr. Tel
WD ~ Veons (o) VADODMA 390023(GUIAMT)
o 3-/ Telephone No. 02652388241, @ o / Fax no. 0265-2388243

Multi K ches were on various premises of M/s Manpasand

Beverages Ltd. on 23/05/2019. The searches resulted into unveiling of a huge racket of
creating fake/dummy units for availing fraudulent credit and 8 tax evasion of Rs,
40 crores and involving turnover of Rs. 300 crores approx.

Shri Abhishek Singh, M.D, Shri Harshvardhan Singh, brother of M.D. and Shri
Paresh Thakkar, CFO, were arrested by the sleuths of Central GST Commissionerate
Vadodara-Il.

M/;M.nusmWua.snmwwwmmmmmm.m

capitalization of 1200 crores. The 8 has hed a k of more
mml&mmmhnmmdmmwmﬂ:hmmimmmmu
fraud by avalling illegal credit. The L3 beneficiary of the fraud

and web of shell companies is under progress.

Place: Vadodara

30-12-2021
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THE ROTOMAC CASE

Interest and
penalties

776 cr

Total

33,695 cr

Unpaid loans

2919 cr

WHO'S HIT HOW MUCH

Exposure of different banks (in Rs cr)
Indian Overseas Bank
Bank of India

Union Bank of India _ 459 cr
Bank of Baroda _ 457 cr
Allahabad Bank [ 1330 cr

Oriental Bank of Commerce . 97cr
Bank of Maharashtra || 50 Cr

Vikram Kothari, directof. ﬁotomac Global, & son
of Mansukhlal Kothari, who founded Pan Parag

ROTOMAC GLOBAL (Turnover X cr)
2015 9,138
2016 5,874

9 8%Wholesale 2%plastic and
trading rubber product

manufacturing
There is round-tripping of
money which amounts to
misappropriation of funds; criminal
breach of trust and violation of FEMA
regulations
—ABHISHEK DAYAL | CBI spokesperson

30-12-2021
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HOME TRUTHS

Unitech’s financials, in ¥ crore

DW UN
’ )

2017 2018
EoW arrests Courtorders Grant
promoters Sanjay Thornton to conduct
Chandra and Ajay forensicaudit of
(handraforalleged | Unitechandits
siphoning off subsidiaries
homebuyers' - 2019
S @ Courtrejects
" SCasks B ®  theduo's
Chandra - ¥ bail plea,
brothersto - asks company
with the court's with auditors or face
registry for bail contempt

Year Net Net Total
end sales profit debt
FY2012 2,423 237 4,505
FY2013 2,444 209 5116
FY2014 2,958 69 5,396
FY2015 3,434 -128 4,716
FY2016 2,0M -902 4,828
FY2017* 1,262 =15 =

*For 9 months

Compiled byBSResearch Bureau

Source: Capitaline
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The CBI Monday conducted searches at eight locations after booking Delhi-based dairy products
company Kwality Ltd. and its directors for allegedly cheating a Bank of India-led consortium, causing a
loss of over Rs 1,400 crore, officials said. The CBI has registered the case against Kwality Ltd and its
directors Sanjay Dhingra, Siddhant Gupta, Arun Srivastava besides other unidentified persons, they
said."It was alleged in the complaint that the said accused had cheated the Bank of Ind ..

"It was alleged in the complaint that the said accused had cheated the Bank of India-led consortium
comprising BOI (lead bank),Canara Bank , BoB, Andhra Bank, Corporation Bank, IDBI, Central Bank of India,
Dhanlaxmi Bank Syndicate Bank to the tune of Rs.1400.62 core (approx.)," CBI spokesperson RK Gaur said.

Kwality

ZINDAGI NON STOP
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