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‘IFIN ALLOWED TO CONTINUE OPS DESPITE ADVERSE INSPECTION REPORTS’

SFI0 says RBI Could've
Acted Faster on IL&FS

Agency'’s chargesheet
suggests regulator should
conduct internal inquiry &
take ‘appropriate action’

Rashmi.Rajput@timesgroup.com

Mumbai: Timely intervention by the Re-
serve Bank could have led to the crisis at
the Infrastructure Leasing & Financial
Services Ltd (IL&FS) being detected earli-
er, the Serious Fraud Investigation Office
has said in its chargesheet. Crucially,
IL&FS subsidiary IL&FS Financial Servi-
ces (IFIN) — the entity at the heart of the
investigation — was allowed to continue
operationsdespiteadverse RBIinspection
reports, as per the SFIO. The chargesheet
suggests the RBI should conduct an inter-
nal probe and take “appropriate action”.
“Action at the right time may have pre-
vented ballooning of the matter,” the
SFIO said in its chargesheet on the
IL&FS matter. “It is observed that RBI
had repeatedly pointed out noncompli-
ance with thegroupexposure normsand
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SFIO suggests RBI conduct an internal inquiry into IL&FS issue
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delay, and

appropriate action
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prevent such
fraudulent action

wrong calculations of net owned funds
(NOF's) in its inspection reports for the
year 2015 onwards.”

No penalties were imposed during the
periodandsubsidiary IFIN wasallowedto
continue operations without any correcti-
ve measures, it said. “It was only in No-
vember 2017 (that) the classification of
group companies in order to arrive at
NOFandcredittoriskassetsratio(CRAR)
as per RBI Act was strongly conveyed to
IFIN,” said the chargesheet, seen by ET.
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The investigation arm of the Mi-
nistry of Corporate Affairs re-
commended that its report be
shared with the central bank.

“RBI should conduct an inter-
nal investigationastothe reason
for the delay and take appropria-
te action and also take suitable
policy measures to prevent such
fraudulentaction,” it said.

The central bank didn’t re-
spond toqueries.

This is the first time an official
body has pointed a finger at the
RBI’soversight of IL&FS.

The SFIO relied on RBI inspec-
tion reports in its investigation
and these form part of the char-
gesheet submitted last week to a
special court in Mumbai against
30 individuals and entities in the
IL&FS case.

The central bank had expressed
reservations on loans granted to
borrowers and group companies
in violation of the RBI Act. Optio-
nally Convertible Debentures
(OCD) of 190 crore to the Siva
Group were “used to evergreen
theearlierloan”,the RBIhad said.

Tata Teleservices (TTSL) sha-
res had been pledged as collate-
ral by the Siva Group with IFIN.
In its FY15 inspection, the RBI
asked IFIN to make full provi-
sionagainstthe TTSLshares of
%254 crore. In another loan to

the Siva Group, the SFIO said
the RBI had asked for full provi-
sionof %190 crore against OCDs
during the FY16 inspection re-
port. Provision of %108 crore
wasmade in FY18.

LOANS WITHOUT

SUFFICIENT COVER

The RBI had said loans had also
been given to ABG International
without sufficient security cover,
according tothe chargesheet.

“RBI in its report for FY15 had
pointed out insufficient securi-
ty cover in case of exposure to
ABG International Pvt, and in
the year FY16-17, insufficient se-
curity cover has been pointed
out on the loan to Onaway Indu-
stries,” the chargesheet said.
“Whistleblower in its letter da-
ted March 3, 2017, has pointed
out the connivance of the mana-
gement of IFIN and also Ravi
Parthasarathy and Ramesh Ba-
wa to release the security cover
incase of ABG.”

The SFIO also cited the man-
nerinwhich the IFIN boardloa-
ned money to group companies,
especially IL&FS Transporta-
tion Networks (ITNL). In its No-
vember 2017 report, the RBI had
observed that IFIN had loaned
money to eight entities belong-
ing to its group for onward len-
ding to ITNL. It is pertinent to
note that the IL&FS crisis first

came tolight in July 2018, when
the road arm was facing diffi-
culty in making repayments

due onitsbonds.
“RBIlinitsinspectionreport for
FY16 had advised that the classi-
fication of group companies in
ordertoarriveatNOFand CRAR
needs to be done as specified in
the RBI Act, listed out group
companies and pointed out expo-
sure in excess of 10% of own
funds to arrive at NOF... The
company should rundown itsex-
posure to group

= companies with
IFINfalsified  no fresh lending
financial to them,” the
statements chargesheet sa-
and did not id. “Inaletterda-
disclose ted July 20, 2018,
detailsof NOF  signed by Bawa
and CRAR (to RBI), it has
observations been stated that
of RBIto IFIN has not un-
creditrating  dertaken  any
agencies fresh exposure

post November
2017 to IL&F'S group entities.”

CIRCUMVENTING RBI RULES
The SFIO probe has revealed that
the accused directors, in order to
circumvent RBI directions, gave
loanstoexternal partiesthat were
then transferred to IL&FS group
companies, mainly ITNL.

In his statement, accused erst-
while IFIN director Vibhav Ka-

poor has stated that the former
IFIN board had asked the compa-
ny torequest the RBI to give it ti-
me till 2021.

“RBI had instructed IFIN to re-
duce group exposure below 10%
of owned funds,” the chargeshe-
etsaid. “Since many of the group
companies were going through
difficult conditions... the IFIN
board felt that the company wo-
uld need more time to meet this
instruction of RBI and accor-
dingly the board requested IFIN
to request RBI to give time till
2021to accomplish this.”

IFIN falsified financial state-
ments and did not disclose deta-
ils of NOF and CRAR observa-
tions of RBI to credit rating
agencies, which continued to gi-
veitthehighestratingtillthe lat-
ter part of 2018, the SFIO said. In-
vestors in the NCDs (nonconver-
tible debentures) also relied
upon this information.

The chargesheet states that
IFIN did not disclose the negati-
ve NOF amount as assessed by
the regulator for FY14-15,
FY15-16 and FY16-17 in its finan-
cial statements. “The users of
the financial statements were
unaware of the critical infor-
mation regarding negative
NOF, negative CRAR,” it said.
“This information was very cri-
tical and material for investors
of NCDs.”




