Financial Scam 1999-2001
The word Scam is not new to the world of Stock market. This share market is being witness of many successful stories, failures and Bankruptcy. To Achieve great success sometimes people, manipulate the market and go beyond the rules and regulation to achieve the Fame and Name 
 In this report we will discuss about one of the biggest scams which shocked the whole financial market. This Scam is also called as Ketan Parekh’s Scam as he was the man behind this story.  
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Share market is one of the profitable business in the world, one can become billionaire’s by money making strategies and on the flip side it is nightmare for others. It has created and produced many billionaires like Rakesh Jhunjunwala, Warren Buffet etc
When you see the dark or other side the stock market it has also created scammers and tricksters, who misused rules and regulation of the share market to become rich 
Ketan Parekh’s name has been among the scammer, that stock market has produced
The Ketan Parekh fraud is biggest frauds in Indian history and it was attacks on the systems and procedures of banking in India in the late 1990s. 
The exposure of the fraud was in the year 1999 with several co-operative banks and the largest mutual fund of India, The Unit Trust of India (UTI), which eroded the Indian banking system 
This scam was coming after a similar banking and capitals market fraud involving Harshad Mehta in 1991, which exposed the loophole in the existing Indian banking system.
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Ketan Parekh was CA and started his career in the late 1980 and was running a family business of Narbheram Harakchand Securities (NH securities)-stockbroking firm started by his father.
He wanted to learn the basics of stock broking and various strategies of the share market therefore, he joins the stock broking firm ran by Mr Harshad Mehta. 
Also, he was found to guilty in the Canfina Mutual fund scam in the year 1992 and he was jailed for 1 year.
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We all know that in the year 1999-2001 dotcom boom was started and Ketan Parekh saw this as an opportunity as he was the strong believer of the ICE sector-Information, Communication and Entertainment 
This helps him to prove his prediction to true for many investors in that time. As he was managing the funds of investment firms, overseas corporates and banks, business from listed companies during 1999-2000, and he was ruling the stock market
Ketan Parekh Targeted the Kolkata stock Exchange to trade as this was the stock exchange where no strict rules and regulation was formed
He misused such exchange and also tied up with many other brokers to trade on his behalf and gave them huge commission.

Having these huge amounts of money, he used to buy some fewer known companies stake around’ 20-30% and then suddenly such companies’ share price would in the uncharted territory and become the talk of the Dalal Street all of a sudden. Once the price would reach to a certain level and talks of the media at that time, he would silently exit and sell the securities and make countless profits.

He manipulated stock price of target stocks that he decided but also trick the banks in order to get funds so that he can exploit their share prices as well. He firstly bought share of the Madhavpura Mercantile Commercial Bank’s (MMCB) so that he could gain the trust of the bank whenever he approached for a loan in the form of Pay orders[footnoteRef:1] [1:  https://www.goodreturns.in/classroom/2015/07/what-is-the-difference-between-pay-order-demand-draft-377308.html ] 


When he was successful to manged to rip-off the price of MMCB’s shares, he not stopped there, ultimately, he tried to approached other financial institutions including HCFL and UTI and pledged the pay order of the banks. At that time his loan accumulated to Rs 750 million


He had created a portfolio called K-10 (we have seen above) which consists of top ten hit picks by Ketan Parekh himself. 

With these chunks of money, he was able to manipulate the prices of companies using the ‘Pump and Dump’ [footnoteRef:2]formula And Circular Trading [footnoteRef:3] [2: 
 https://www.investopedia.com/ask/answers/05/061205.asp
]  [3:  https://www.investopedia.com/terms/c/circulartrading.asp
] 


He has also done insider trading to influence the stock price of certain companies who would give him more cash him to do so and also to take the advantage of the price rise to exploit the investors’ minds
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Ketan Parekh’s modus was to identify and acquire Information technology and communication stocks (ICE) as there was a boom of the technology, and he focused on the stocks which was termed as “K-10 stocks” and ramp up their prices by simulating enhanced market activity. 
Stocks He target was also known as K-10 stock 
1) Satyam Computers
2) Global Tele systems (GTL)
3)  Zee Telefilms
4)  Himachal Futuristic Communications Ltd (HFCL)
5)  Penta media Graphics
6) Silver Line Technologies 
7) Aftek Infosys
8) Ranbaxy
9) DSQ Software
10) Visual Soft
This stock picked by KP was on the basis of following criteria that the company should consist be 
· Small 
· Less volume 
· Future prospective
· Less market Capital
If you see the criteria,  and observing the thing you find  that he used to choose the company on the basis of their decent fundamentals, Market capital to be small so that he can easily manipulate the stock, Company should be small and also on the basis of future prospects so that he could rig the price of the stock without any hesitation
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The fraud was exposed in 2001 when a Rs 137 crore pay-order given to Ketan Parekh by Madhavpura Mercantile Co-operative Bank (MMCB) bounced. The discounting bank, Bank of India (BOI), had already given Parekh Rs 137 crore but when the pay-order was sent to the clearing house it was dishonoured. 
Usually, it takes 3 business days for a pay-order to be cleared, but shockingly after roughly 12 days, RBI had returned the pay orders to BOI because MMCB was unable to clear the pay-orders. All this occurred when BOI had previously transferred the sum of Rs 137 crores to Parekh’s companies.
Meanwhile, Parekh’s over-valued shares had collapsed in the market and the MMCB could not raise sufficient funds to defend its position. The involvement of Madhavpura Mercantile Co-operative Bank (MMCB) with Ketan Parekh was the only reason for its immediate collapse which he even can’t dream of it when the fraud broke. 
The MMCB issued credit regularly to Parekh in violation of RBI regulations along with UTI and Global Trust Bank and the total exposure of MMCB to Parekh stood at Rs 840 crores before its collapse.
As usual bank was not supposed to give the loan to stockbroker above 15 crores according to guidelines of RBI but the bank violated the rules 
The MMCB’s Mandvi Branch alone issued 13 pay-orders to Parekh in only two days against all RBI guidelines. 
In two months, about 250 pay-orders totalling Rs 2400 crores were issues by MMCB, UTI and GTB (Global Trust Bank) to Parekh. In fact, GTB and Standard Chartered Bank provided Parekh with Overdraft facility through which he could route funds into the stock market in violation of RBI Guidelines 
When Dot-Com bubble started bursting, entire world’s technology stocks was witnessing a slowdown this was same case with the Indian stock exchange and also K-10 stocks was witnessing selling pressure due to which markets facing losses. Other investors including Retails and big institution also in fear started selling their share
Parekh’s was not able to fight with the market for long, he started facing difficulties in raising funds from the banks as well
However, he was trying to fight with the markets by arranging some funds, but unfortunately because of market force he failed After this Parekh’s Pay order came into light and the scam was exposed, the stock which he bought was heavily declined when the scam got exposed
The total amount involved in the pay-order fraud was estimated by the Central Bureau of Investigation (CBI) to total Rs 1030.34 crores. The CBI Report also has stated that Parekh opened 11 accounts in MMCB, Mandvi Branch, in Mumbai alone and his relatives held 16 accounts in the names of various bogus companies with the Bank of India, Mumbai Stock Exchange Branch. 
It also traced an account in Credit Suisse Bank, Zurich, the contracting partner being a corporation named Elista Ltd, registered in Nassau, Bahamas, with the beneficial owner being Ketan Parekh. 
The Unit Trust of India's (UTI) mutual fund, the largest mutual fund in India, comprising of two thirds of the total assets of the Indian mutual funds industry and Rs.57,500 crores in assets, collapsed in the wake of the Ketan Parekh fraud
The UTI invested Rs 3,400 crores in just 6 out of a total portfolio of 44 stocks which was eroded by 60 per cent of its value in one year. It also invested Rs 1300 crores in another five stocks, which was devalued by 77 per cent and stood at Rs 300 crores within a year. The imprudent investment by fund managers in the “K-10 stocks” was cited by the JPC as a consequence of collusion and connivance with Ketan Parekh
They have invested in (HFCL) and Global Tele systems, two of Parekh’s favourite stocks. It pointed out that as on June 2001,
 UTI had invested Rs 1050.70 crores in HFCL’s equity, the market value of which had depreciated by 92 per cent. 
This created huge losses of many investors and Market, this scandal was considered one of the biggest as this eroded the value of stock market around 50% and value of K-10 stock was degraded around 50%to 90% and after this scam Calcutta exchange losses around Rs 100 crore
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Ketan Parekh was found to be guilty of criminal offense that he has done and he was banned from trading in the (BSE)Bombay Stock Exchange for 15 years up to 2017
Because of Insider and Circular trading, he was sentenced to rigorous imprisonment
However, Again, he was found to be trading through his network which was found by SEBI and because of this CBI special court sentenced him 2 year of jail
In 2018 Ketan Parekh and his relative found guilty of not paying the penalty imposed by SEBI which he again sentenced him to jail of 3 years along with fine of RS 5 lakh 
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The Ketan Parekh fraud exposes the conflicting interests between various groups, brokers, bankers, auditors and corporate entities and this says that we need to have financial and market discipline
From the above case study or any scam, we read banks are always involved in some or other way so we need to see that banks should operate with prudent levels of risk, capital and reserves and should be subject to a more effective and accurate regulatory
This fraud destroys the whole financial market and there were huge losses of the various entities and also because of this depositor lost their money as banks were destroyed 
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The fraud reiterates the fact that banking functions now have broader consequence and a failure of the banking system can, in turn, de-stabilise the entirety of the financial system. 
It becomes imperative, therefore, for the soundness of the banking system, the stability of the financial system and the safety of the depositors to put in place a more effective and comprehensive legislative rule that would prevent the incidence of such large- value frauds
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