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INTRODUCTION
Punjab & Maharashtra Co-operative Bank Limited (PMC), is a multi-state urban co-operative bank which was established on 13 february,1984 as a single branch bank. It is regulated by the Reserve Bank of India and registered under the Cooperative Societies Act. It operated nicely and within a span of 35 years, the bank has a wide network of 137 branches spread over 6 states of India and nearly 100 branches are in Maharashtra. At the time of its establishment PMC was a cooperative bank but in 2000 it got the status of Schedule Commercial Bank by the Reserve Bank of India. PMC is the youngest bank to achieve the ‘Scheduled Bank’ status.
As of now, the bank has a balance sheet size of Rs 13,619 crore. The size is quite small compared to commercial banks. In the just concluded financial year, the bank earned a total income of Rs 1,297 crore and profits of Rs 99.69 crore. So, it's a profitable bank. A retail bank largely, it was also active in the foreign exchange business. In addition, the bank also gets some income from trading activities. The capital adequacy of the bank stands at 12.62 per cent against the minimum capital adequacy for a commercial bank at 9 per cent.
The bank also has a deposit base of Rs 11,617 crore. Unlike many cooperative banks, the PMC Bank was not offering higher level of deposit rates. The bank also offers business loans and loans to MSMEs.
CASE FINDING
For many decades people have been thinking that a bank failure was an impossibility and it is not an illusion. Between 2010 and 2018 bank failure has become more or less an impossible thing and yet just when you get complacent, something happens. One cooperative bank collapsed in Maharashtra. Its name is Punjab & Maharashtra Co-operative Bank (PMC)
What exactly happened at PMC bank?
The PMC Bank’s relationship with HDIL started in 1986-87 when the bank had come on the brink of closure due to some “unlawful deeds of some of the borrowers”. At that time, Rakesh Wadhawan (present director of HDIL) and many other companies run by the Dewan family came to the rescue of the bank. They infused capital and saved the bank. Again, in 2004, Rakesh’s elder brother Rajesh Wadhawan deposited more than Rs 100 crore to help the bank tide over the liquidity crunch. After that HDIL started banking with PMC and more than 60 per cent transactions of the bank were from this group. After HDIL became a listed company in 2007, it cleared all the dues of PMC and moved on to other banks as its requirements of the capital had become manifold. “The Bank (PMC) approached and requested HDIL to continue banking with it as it had started impacting the profitability of the bank as a huge portion of advances were repaid by the company. So, HDIL again started their operations with the bank after 5-6 months. Later Between 2011 and 2013, the infrastructure developer suffered a series of setbacks as their projects and started facing liquidity crunch and started defaulting on “all dues of all banks”. As the loans outstanding were huge and if these were classified as NPA it would have affected the profitability of the bank and the bank would have faced regulatory action even from RBI. The bank continued to report all accounts as standard accounts. Though some of the accounts were not performing well, it was not brought to the notice of the notice of the Board. The subsequent overdues of various loans were also not reported to the Board.” Since the bank was growing, the statutory auditors, due to their time constraints, were checking only the incremental advances and not the entire operations in all the accounts. They scrutinized the accounts which were shown by the bank.   Over several years around 6500 crore worth of loans were given to 44 HDIL group entities. The bank officials broke up these loans into 21000 fictitious/dummy accounts in its core banking solution. The bank was essentially over exposed to the HDIL group and sought to hide this risk from monitors as well as RBI inspectors. It is found that around 21,049 bank accounts were opened by bogus names to conceal 44 loan accounts. The bank's software was also tampered to conceal these loan accounts. Whenever a monitor or RBI inspector looks at the accounts of a bank, they perform sample check which means that they only take a look at the top 50 to 100 accounts that the bank is exposed to. Because these accounts were hidden from them the funds placed in these accounts were too low to raise any suspicion. 
So how did the bank manipulate Core Banking Solution? – Usually very few people are allowed to make changes the rules of the CBS software. So, when an internal fraud takes place at a bank, it is because the CBS system was tempered. Since very few people has access to the system other employees from other department are not aware about the fraud taking place and cannot check the data being given.
This bank fraud case was busted by a bunch of women employees of the credit department of the PMC bank. These employees told to the RBI that they were aware of the ghost accounts. Because of which Former Managing Director of the bank, Joy Thomas was forced to admitt to hoodwinking the auditors, bank’s board and the RBI for many years by concealing the default on loans to the tune of Rs. 6,500 crores taken by real estate firm Housing Development and Infrastructure Ltd and another 1830 crores were given to other firms. Later, Joy Thomas, the MD of the bank, was suspended. But In a letter addressed to the Reserve Bank of India (RBI), Thomas has also explained the circumstances in which he took such decisions, besides taking full responsibility for his actions. According to Thomas, he decided to conceal the information as disclosing it would have resulted in loss of reputation for the bank as well as for HDIL, which gave the majority of business to the bank, and had maintained a good track record of servicing their loans since 1990s. He also said that the bank is “still very optimistic on the repayment plan of the HDIL group”. He also presented a “roadmap” for recovering part of its dues and bringing the things back on the track. To solve this entire scenario, the reserve bank has put operational restrictions on the PMC bank and as it investigates the alleged charges of irregularities in the bank and HC appointed the three-member committee to oversee the sale of assets of HDIL to pay the depositors of the PMC Bank. HDIL, its promoters Rakesh and Sarang Wadhawan, and a few former officials are accused of committing a fraud on PMC Bank Public interest litigation filed in the high court, seeking the setting up of a committee to speed up the auction of HDIL's assets to pay depositors, has claimed that the realty firm owed ₹4,635 crore to the bank. The court said if the proceeds from the sale were insufficient to pay the dues, the committee would identify and dispose of the properties of other companies owned or promoted by the Wadhawan which were mortgaged with the PMC Bank, but due to the restrictions and not providing any solution to the account holders and shareholders of PMC Bank there is a loss of trust amongst the people of India towards the failed banking System and the RBI.

OUTCOMES OF THE FRAUD 
On September 23, 2019, the RBI superseded the PMC Bank's board, appointed an administrator and capped deposit withdrawal at Rs 1,000. placed the bank under various regulatory restrictions after detection of certain financial irregularities. The withdrawal limit had been raised in phases to Rs 100,000 in June 2020 to mitigate the difficulties. PMC Bank depositors have spent the year 2019 holding protests, meeting politicians, writing to various authorities in an effort to get their hard-earned money back. There are many senior citizen depositors whose life savings are stuck in the fraud-hit bank. The team at the bank is working to find a viable and permanent solution so that depositors get access to their entire money
About 30 per cent of its depositors make for 92 per cent share of deposits. The remaining 70 per cent kept Rs 25,000 or even less - overall, just Rs 898 crore out of a Rs 11,617-crore deposit when PMC Bank was put under moratorium. Deposit of up to Rs 500,000 enjoys an insurance cover. This can take care of around Rs 4,000 crore
Also, PMC Bank is being merged with the new bank, its branch premises will not be sold. The promoters of the new bank have committed Rs 1,800 crore in phases.
As of 24th September 2020, while the administrator of PMC bank and the RBI have been exploring various options for resolution of the bank, several factors such as huge losses incurred by the bank resulting in its entire net worth getting wiped out, steep erosion in deposits, etc. continue to pose serious challenges in finding a workable plan for revival of the bank, said RBI. It said the bank has also been making efforts for recovery of NPAs although progress has been constrained because of the COVID-19 pandemic and legal complexities. Nevertheless, in the interest of depositors, the PMC Bank and the RBI are continuing to engage with stakeholders to explore the possibility of finding a viable and workable solution for the resolution of the bank, RBI further said.
Also 79 people have committed suicide so far and People don’t have money for Surgeries, marriages and the most basic of things. They have become literal Debtors.
On 3rd September, 2021, The Enforcement Directorate (ED) has attached preference shares worth Rs 233 crore of HDIL group in the PMC bank money laundering case. The attached shares are partly paid compulsorily convertible preference shares of HDIL group companies where they have the right to sell flats collectively measuring 90,250 sq ft in an under-construction project in Ghatkopar.
Also, On 22nd September 2021, it was announced that customers of 21 failed cooperative banks, including the PMC bank will get back up to Rs 5 lakh of their deposits. The Deposit Insurance and Credit Guarantee Corporation of India (DICGC), has said that following the amendment of the DICGC Act, it will make payments to depositors within 90 days whereas normally it takes 8-10 years to complete the process. The Cabinet also cleared amendments to the law governing limited liability partnership (LLP) firms as the government sought to redefine small firms and decriminalize some of the provisions in line with the changes in the Companies Act. This will be the first amendment to the law enacted over a decade ago.
Apart from this, About Rs 10,000 crore of depositors’ money in banks under Reserve Bank of India (RBI) moratorium - such as the Punjab and Maharashtra Cooperative (PMC) Bank will be payable to eligible customers by November end, under the recently-notified Deposit Insurance and Credit Guarantee Corporation (Amendment) Act.
FRAUD ANALYSIS
The Reserve Bank of India (RBI) has admitted that it had noticed three major irregularities in the operations of multi-state Maharashtra & Punjab Co-operative (PMC) Bank that necessitated immediate action under the Section 35A of the RBI Act. These three violations include major financial irregularities, failure of internal control and systems, and wrongdoing and under-reporting of its (lending) exposure.
The Bank, board of directors are responsible. It is a simple lapse of supervision of set principles of lending. No bank will lend more than 10 % of its capital to one single party, a financial norm of prudence. Here more than 80% is lent to one party, HIDL. The vital issue in lending is ability to assess the risk on recovery of amount lent. In the instant case, bank lent to one single party (a related party transaction) by leaving all the fundamentals to air.
One should also question the role of statutory auditors because they could not pick up the grave violations committed by the lender. Ideally statutory auditors must look through accounts in a more detailed manner irrespective of the size of operations to ensure there are no concerns and do not rule out action by the RBI.
In addition to this, the Congress blamed the Reserve Bank of India for the "systemic failure" that led to the Punjab and Maharashtra Cooperative (PMC) Bank crisis and demanded answers from Finance Minister Nirmala Sitharaman, while also sought registration of an FIR against the bank's directors
VARIOUS RISKS INVOLVED IN THIS CASE
Liquidity Risk: -
As PMC routed its depositor’s funds of INR 4335 Cr to HDIL, they ran out of funds. 
All loans to HDIL was sanctioned with none collateral which ultimately cause high liquidity risk.
 RBI Initially imposed restrictions on the cash withdrawal limit
Operational Risk: - 
PMC Bank fell into this example due to internal fraudulent activities.
PMC Bank didn’t classify the loans under Non- performing Advances despite nonrepayment. 
They made up fictitious bank accounts and created fake reports to cover from regulatory body.
The managing director including chairman and senior bank officials were sanctioning loans to HDIL
Credit Risk: -
PMC didn’t check the credit ratings of HDIL as the loans were sanctioned only because of the political influence of HDIL
Loan amount to HDIL grew to an enormous amount of INR 65,00Cr in 2019 from INR 5000Cr in 2017; this shows the large blockage of PMC’s funds with HDIL


RECOMMENDATIONS
Failures of urban cooperative banks occur alarmingly frequent. Their numbers, according to RBI statistics, dropped from 1,926 in 2004 to 1,551 in 2018. A small capital base is one of the reasons why cooperative banks fail so often. 
Cooperative bank regulation by RBI is not as stringent as that of commercial banks. RBI should have greater power over cooperative banks and empower RBI to implement resolution techniques such as winding-up and liquidating banks without involving other regulators under the laws of cooperative societies. 
And the most important measure I would suggest is to restrict the political intervention in the functioning of the Indian banks.
CONCLUSION
People put their money during a bank; they assume it's safe, forgetting that, at the top of the day, banking is simply another business. And businesses fail all the time. There’s always a particular amount of risk attached to money that's invested. A prudent way of handling this is often to remain far away from banks which have a high rate of bad loans. Anytime over 10% may be a no-no.
There is a scarcity of transparency around what most cooperative banks do with the cash they take from depositors. In such a situation, it is sensible to remain far away from these banks, albeit they provide higher rate of interest on deposits than commercial banks.
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